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I. INTRODUCTION

Latin American develepment experienced a turning point during the
1930s. The contrast between "before and after 1929" may often be exag-
gerated, but there is little doubt that the decade witnesscd a closing
toward international trade and finance, and a relative upsurge of import-
substituting activities, primarily but not exclusively in manufacturing.
Other trends visible before 1929, such as urbanization and a growing
interest by the state in promoting economie development, continued into
the .1930s, and accelerated in some countries. Memories of the 1930s
have profoundly influenced the region's attitude toward international
trade and finance; per capita foreign trade indicators reached by the
late 1920s were not surpassed in many nations until the 1960s.

At least sozme Latin American economies performed surprisingly well
during the 1930s, relative no North America, and relative to what average
opinion would have expected to happen in quite open, primary-product
exporting nations. This essay will view the economic performance of
each country as the result of the magnitude of the exogenous external
shock received, of the policy measures undertaken by domestic authorities
to speed adjustment to those shocks and to seek extefnal and internal
balance, and of the resilience of local private agents in responding to

b e new constellation of profit opportunities. Shocks, policies and
capacities to transform differed substantially from country to country.

Ability and willingness to manipulate policy instruments such

as nominal exchange rates, tariffs and domestic credit were greatest -
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in couwntries which were elther malatively larre, such as =az'l. or had
v 3 by
relatively adtonomous purllc sectors. such as Costa Rlca anid Ururmuav.
Snaller countries, e.g., Fonduras, or those with highly denengent

fFovermynanis, e.g., Quta, had less roam for policy maneuver. larre
comestic mariets encourared resource reallocation in the circumstances of
the 15305, and had alreadsy induced substantial irndustrizi capacitr belore
then. Cther structural festures, such as tre production characteristics
of traditional exrorts, and the extent of foreien control of local
banging and land, also plaved a role in determirine the elasticity of
response to the new relative prices. The ganeralization that larreness
‘and rolicy autonamy were favorable to performance covers only republics
with nominal soverelgnty. Paradoxically, some clear-cut cclonies in

the Carittean appear to have perfcrmed better thar Cuka or the Dominican

An era of exoort-led growth culminated in Latin America during
the 1520s. In some countries such &s Chile, Cuba and Brazil, the
limitatlons of external denand for the traditional stazle had become
clear by the late 1920s, while in others those vears witnessed unpre—
cedented export booms. Forelgn capital, both portfolilo and direct,
flowed massively into both types of countries up wtil 1929, so balance
of payments surplus or at least equilibrium were the rale. As in the
rest of the world, there had been a retuwrn to the gold exchange standard
in Latin America, and price stabllity was also the rule, for the last
time in this century. It is moot whether the terms of trade and the
capital Inflow of the late 1920s could have been expected to persist.
In fact such external and internal balances were rudely and repeatedly
shocked from the outside, starting in 1629 and throughout the 1930s.

Tne external shocks at once were reflected in balance of vasrerts deficits,



wrlich by themselves trigremed mechanis™s ¢f adfusTert, soe very
cluasy and painful.
> rest of the paver will chroricle hov various Latin Amnerican

countriss coped with the crisls and the extent to which thev were able

o
O
o
s
(v
’Jq
’..J
.
3
5
-V
O
Ky
£
} 'S
n
3
0]
9]

the wvirdous policy reactions to those shocks will te discussed, covering
meastres seekine to resain external and intermal balance, as well as
policles tarmeted towzrd loncer term soals. Then the elobal, sectoral

ard welfare performances will te explored, and the sense in viich economies

N

aid or dic net do reascnatly well will be anajivzed. An overall inter-

L\

pretvation of events durine the 1930s will close the papsr.

IT. ZXTERNAL SHOCKS A TRRIDS

The breakdown during 10221233 of the intermational economic
order was transmitted to Latin America first of all Ly sharp changes
in relative prices: dollar export prices collapsed more steeplv than
dollar import prices. Within four vears the terms of trade fell by
21 to 45 percent in countries for which camparable data are avallable
(Naciones Unidas, 1976). latin American terms of trade had, of course,
experienced steep declines before, as during 1320-21, but the magni-
tude of the collapse combined,for many contries, with the continuation
of unfavorable terms of trade throughcut the rest of the cdecade, In spite
of some post-1933 recovery, was unprecederited at least during the era
of export-led growth. As a good first approximation that terms of trade

deterioration may be regarded as primarily exogenous to Latin America;

even those countries which could influence internaticnal prices



Foroa country with a ratio of exrorts to fircss National Product
(CHNF) ¢of one third a detericration of the terms of trade by thlfrte
percent would rerrsgent a lodz in real Income of about one terin, assumivy
rno crange In prusical cutrut. The tlow o GIT aprears te nave been
scftened In some couwntries Loz mere than proncriiomal f271 in the
rrofits of exrorting ferels enterprises; data on the fall of real
returned value are unzavallztle for most countries. On the other han ,
there are hints that out ¢f the lower foreien profits a larger share
may have soutnt te be remitied arroad, especially during the early ?ears

of the crisls, which may have btrought further pressure on the balance

Except lor the spectzcular Chilean and Cuban cases, the contraction
in the erport guantum durirs 1929 1933 was substantiallv less than the
terms of tracde deterloraticn, and by the late 1930s the export guantum of
several countries had surpzssed the 1928-1929 level. Latin Arerican
experts were preaorinantly rural and mining products, the former showing
a smaller price elasticity of supply than the latter. Some rural products,
such as coffee and livestocyr, followed sul generls output cycles rooted
in thelr productive charactzristics, contributing to short-run price
inelasticity of sugply.

The cormmodity lotter: brousht relief to same countries even in
the miast of gloamy external conditicns. Gold prices were raised by
United States monetary policyv; United States support programs for silver
and agricultural comodities alsc Improved a few Latin American export
prices (although scretimes &< the expense of market shares, as with

Cuban sugar). Droughts in North America favored expcrters of temperate
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of rayments were bolstered by larre capital inflows, with hew York re-
placing London as the leading, source of lonz term portfolio funds.
flready during 1626, well before latin American countries showed signs of
siipning screduled servicing of the external dett cr tlocking préfit
r:ttorces, gross capital inflows fell sharplv. After micd-1630 little
fresh caplitel came.in. WHth the dollar price level falling mexpectedly
by no l=3s than one guarter betweern 1625-23 and 1932-33, debt servicing
rose dramatically in real terms, compressing the caracity to import
peyond what data on the purcrasing powsr o? expcrts suggest. During the
early stages of the crisis, the irport cuantun fell even more than the
purchazing power of exports in most countries, as they struggled to meet
debt oblipations. Defaults started in 1931 and bty 1834 only Argentina,
Haiti and the Dominican Republic maintained riorral servicing of thelr
external national debt. From then to the end of the decacde import
volumes as a rule recovered faster than the purchasing power of exports.

Direct foreign investrents, in magnitudes more siemificant for
specific branches of production than for the balance of pavments, d1d
not disezppear during the 1930s, but shifted its marginal orientation

away from traditional exports, export-oriented services and soclal over-



Irportant Vernsuelan excerticn., This trend had been visitle alreadsy
curing the 1520s, particulzrliy in the more develcoped countriss of the
recior., IXChEnme conmtrelis znd multinle excharge rates dlscoursoine
creflit remittances may ravs infuced in the shert run some reinvestent
cof rrefits i rmew loczl activities, especlally after the earlv 1827s,
"he late 1930s also witnessad the inflow of refurse carital from

Zurope, and there were evern proposals to make Buenos Alres an
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In the United States was accompanied by a
Trat ferment was followed by passage of the Smoot-

tish Abnormal Importations Act of 1931.

Even 1f prosperity returmec to the Center, the outlook for Latin American

.

exnorts campetitive with production in industrial countries or in

their colonies or camronweaiths, ranging from surar and copper to meat

and wocl, looked grim. As the depression deepened, protectionism



galined ool Hritisr Camunwezalth prelerences were zdonted in Dttava
I 2232, whnile Frarce, Germany and Japan alse reinforzed thelr oro-
tsctic*{Sﬁ and clscriminatory trade arranrerents for areas undsr thelir
e ltical heremony,

v ds trus that In 1834 lordall PUll, Unmized Staetes Jeervetaw
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not only by the Snoct-lawley Act but also by the deflation induced
Increase in the incldence of specific duties. The brightest and best
‘nfermes observers of the intermaticnal econcmy as 1t stood by 1834
ably had difficulty in forecasting the shane of the new inter-
natlonal ecornarlic order Jor the next ten vearsz, tut it is unlikel?

that they woula have urged Latin American countries to walt for export-
led expansion.  As 1t turned cut, by thet date circumstances had pushed

men Latin American policy maxers

e

o

10 considerable experirentation,

k

without the reed cof sase foreirn advice, which haZ sharply depreciated

LN U
curing tre crisis.

III. POLICIES

of payments set off automatic mechanisms of adjuscent without the reed
for discreticnary actions by policy makers. As the sliowdown in the
Center econarmies already visible in 1925 plus rarmsant protectionism

vere quickly translated into a decline of export values in the Periphery,
a balance of payvments already weakened by a declire in canital inflows
turned negative, and gold and forelgn exchange flowed out of Latin

fmerica. Nomdnal money supplies declined during the early stages of
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tre game. The reconsideration was not due to new theoretical Ansights,
but to the pressure of circumstances. Maintaining rold parities when
fofeign exchange ressrves were disappearins and foreiem carital markets
were practically shut to new Latin American beord issues becare foolhardy.
calancing the pudget when CUSLoms reverues were collapsing and civil

servants were revolting became nearly Irrossible. Timidly at first

[92]

and loudly p;frisiﬁg a quick return to late 1920s parities and practices,
policy makers in countries where Instruments were at hand or vhere
sufficient autonomy allowed their creation beran to renlace gold exchans
standard rules with "emerzency” discretionary tinkering. Peripheral
shame and self-doubts gradually gave way to self-confidence, especially
after Britain abandoned the gold standard in 1931 and Germany and the
United States embarked on their own expériments.

The fellowling description of measures undertaven thrnushout the
1930s risks attritating to "Autonamous Policy" a series of Imorovisations
more or less forced by clrcumstances, and whose logic may be clearer
€x post than at thz time of their adootion. One would search in vain
among public statemsnts by economic authorities of those days for
reasoned erplanations for the switch fram the old rules to the new

dlscretion; only by the late 1930s ex post rationalizaticns of some
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rmatiornal economy.

A. Dxcharnre Fzte Tolicles

Reactlive countries by 1533 had naninal exchange rates relative to

the dollar sienificantly above the late 1920s paritles. e use of
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v exchange controls tecame widespread
felloving the Senterber 1231 devaluation of the pound sterling., Rates
arplicable to imports suffered the sharpest depreciztlons. Fears that
devaluaticon would further worsen foreign prices for traditional exports
rotivated lower depreciations for rates applicatble to therm bub non-
traditicnal exports received more favorable rates. Fiscal self-interest
led to advantaseous rates for servicing the public debt: the spreszd
between majJor buving and selling rates also became a convenient scurce
of public revenue. Memories of late nineteenth centuries inflations
under the "inconvertible paper standard," such as those of Argentina and
Brazil, made policy makers anxious about exchanse rate depreciations,
and some domestic and foreipn advisors nrged either an eventual or an
immediate returm to the parities of the late 1820s. Lip service was
pald to an eventual restoration of the roid standard, but policy makers
in reactive countries went no further than checking "excessive" depre-
clations.

Small or very dependent countries, such as Honduras, Guatemala,



reltl, Domdrican Republic, Panams and Jiba mndroainad thein res to the
rmived States dollar throurhout the 1937c, The lasv fuo comtries did

Tct even have & Central Bank or a cormesponding monstary authority,
sulh as those of Erazil, or pre-l835 A--er<ira, Ex:han?s contrel -

measures in trhe small or passive countries wore on the yroale less
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-2ta on rrice levels and morney wases carez for the 1030s,
esveclially Tor the smaller countries. Severtheless, available information
indicates that nominal devaluztions 1n the reagt’ve countries had weak
irflationzry conseguences, contrary to the experience in later years,

By 1950-34, therefore, real irport excrange rates with respect to the
dellar, vinizh tzie into zccount price level charnzes camestically and
arrcad, had risen (depreciated) between 30 and 20 percent in Argentina,
(kile, Cclambia, Mexico, Peru and Urumiar, relative to 162529

rs in terrs of local currency remained
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at those decreclated levels also during 1935-3%. As mone; wages in those
countries zppear to have followed price level rovererss when the decade
is reparded as a whole, the ratio of exchange rates to norilnal wages

also rese significantly.

For the smaller or passive countries one may conJecture that there
was no such rapid and large rezl depreciations of exchange rates. In the
Caribbean and Central America the sharpest Depression-ind.ced devaluation
occurred In Costa Rica, with a smaller cne occurring in El Salvador;
other small countries raintained their pegs to tre dollar or underwent
monetary changes due to domestic turmoll. Same countries having a steady
peg *o the dollar attempted to raise the ratio of the exch:nge rate to
nominal wages by extracrdinarily repressive laber policles; such was the

case of Guatemala under General Utico.
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Rerardless of the exchance rate policr followed, & country

subJected to an exopenous and permanent worserdns of its international
terms of trade should witness over the long run a decline in the price
of 1ts ron-traded poods and services {(cr money wases) relative to the
domestic price of importable Foods, encourasing a mevement of resources,
including fresh investments, toward the import carpeting sector,
additional to that generated by the decline in exportable-goods rrices.
A permanent decline in net lone-term capital inflows would also induce
a decline in the prices of non-traded poods relative to all traded
goodé. Under a gold-exchanse standard with fixed rates ard with
collapsine international nominal prices for both irports and exports,
non--traded goods prices and domestic 1liguidity had a long way to falil
to adjust to the 1923-1933 decline in terms of trade and the
cessation of capital‘inflows. It is the woriing hipcthes’s of this
essay that countriés willing and able to devalue their exchange rate
moved toward the new constellation of derestic relative orices more
speedily and less painfullv than those with fixed rates, limiting
toth price and monetary deflation, containing their nemative Impact
on real output, or recucing pressures to deprecs money wages by
extraordinary measures. It is worth emphasizing that the depreciating
trend in the reactive countries arpears smooth only in ex post
five year averages focusings on exchange rates with respect to
the dollar. Besides confusing signals emanating from prarises to retum
to earlier parities, the early 1930s also witnessed changes in the rates
between major currencies, particularly the dollar-pound sterline rate,
which added to fluctuations in effective exchange rates of several
countries, especizlly in South America, and camplicated the formation

of expectations about the future price of "foreien exchange."
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The damestlc price of lmportable coods relacive to non:traded
Foods rrices, or to money wages, also received an uwoward push in
many Latin fmerican countries as tariffs rose amd aquantitative re
stricticns, via irport or exchange céntrols, were introduced, Con-
trary to what would happen in the late 1240s and 1050s y €Xchange rate
and de facto protectionist policles reinforced each other as Iimport-

reprassing rechanisms, especially in Brazil and the Southern Cone.

)

indead, Ty the mid-13930s in some of the reactive countries there may have
Leen redundancy in this formidable battery of measures; thils has been
argaed Ior the Cnilean case, for example.

The small or passive countries aprear to have been generally as
lmpotent regarding nrotection as with nominal exc: ange rate rmanagement.

coually lowered tariffs in 1034, undois a2 raich ¢f the protectionist

¢
3y}

effect ¢f her anomalous Tariff Act of 1827. Sver larcer countries were
pressured into reversing some of their ezrly 10303 tariff increases;
wlelding the threat of Comonwealth preferences ard meat Irport quotas,

the inited ¥inedom obtailned tariff concessiors fram Arzentina uncder the

O

ontroverslal Roca-Runciman treaty of 1833, treertina and Cuba shared
awitward memberships in "informal emplres”, althouzh the autonomy of the
forrer country was of course much larger than the latter,

Tariff rates appear to have underrcone few cranges In levels or
Structure in Mexico and Peru. These countries also behaved closer to
the smaller countries regarding import and excharze comtrols: in contrast

nstrunents only
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with Erazil znd the Southern Cone they e
scarinsly.,  Colombia, as us dal, had an intermediate set of policles:

st of the change between 1927 and 1536 in the prices of rer Imported



nontraditicral manufacstures has been atiributed to devaluation rather
than tariff increases, altrousr increrments in effective protection
stimulated some Industries, including cement, soap, and ravon textiles,
Colambla also manipulated Znport and eXchange contrels with greater
vigor. than Mexico and Peru.

Irport and exchange controls, together with multiple rates,
had the addlzional task of manacing key bllateral balances, especially
in Brazil and the Southern Cone; in countries with less diversified
trading and 7Tinancial rattsrns such management was less of a preblem,
Argentine controls were practiczlly forced upon her by the United
Kingdom pressure for tilateral clearings; to achieve that goal Argentina
had to ciscriminate agzinst United States exports. Such "buyine from

those that bought from her” germerated hostility in the United States

amainst Argentina, anc some lorth Americans viewed her controls as a
sign of Nazi rather thzn Eritish influence. Rrazilian controls, in
fact, recelved impetus fram her @xpanded trade with Germary durine

. the 1930s.

C. Other Balance of Tayments policles

Toward the end of the 1920s the stock of British and United
States investrents of 211 kinds in Latin America amounted, in psr capita
terms, to about one-sixth those in Carada. The heavlest concentration
cccurred, in descendine order and still ‘n per capita terms, in Cuba,
frgentina, Chile, Yexico, Uruguay and Costa Rica. Both in Canada ard
Latin America the two major foreign investors had accurulated claims
of all kinds of arcund four times the arrual value of merchandise
exports. Assundng a five percent rate of return, rrofits and interests

of foreim carital must have accounted for about 20 percent of annual



export eaminss, and vers runctually transferred abroad, with the
excepticn of Mexico, the "Lrvestment climate” appeared reasonably rood;

the nineteenth century defzults on hbends issued in London had teen

[S

settled, and while num=rous frictions were rerieratad by direct investment ,
they seemad rnersotlable.
Th= unsxpected rost- 1229 £all in dollar ard sterling prices
sharply Increased the real cost of exterral oblirations dernominated in
nominal terms. Servicing the froentine public debt, for example, which
had absorzed ztout & percent of merchandise exnorts during the late
19205, by 1935 reached nearly 16 percent of exports. Chile in 1932
Taced iInterest and amertiza<ion charges, including those on short term
raturities, Tar exceedine export earmines. The ratio of tha stock of
long fern external oublic dett o vearlv merchandise exports for all
Latin America roze ffom 1.5 In 1929 to 2.3 in 1935. The drvinz up of
fereiom czpltal markets made roll-over overations for both long- and
short-term dett very Gifficult. The colianse of irport dutv revenues
cut a traditicral tudretar, source for payments on the external debt.
Startirs in 1231 zuthorities delayed grantine exchange to Irporters
for settling thelr short-ter debt and to foreim comparles for profit
rerdttances. 21so In 1631, Latin American countries besan to skip scheduled
servicing of the externzl lors term vublic debt, and a few years later
orlv Argentira, Dordnican Zepublic and Haiti were punctually paving
interests and amortizations‘on thelr debt. Defaultingrcountries éid not
drgmatically repudiate their oblirations, but asked foreirm creditors
for conversaticns aimed at% reschedulins and restructuring the debt.

Different courtrles carried cut those conversations with various deprees



of' enthusiasn; Cubz, Tor exarmle, while servicines her der+ Irresulariy
Quring the 1930s mairntained tetter relztlons with rer crea?
“razil, whose dealings vith creditors diurins the late 1930s, especially
with British ones. were acrimonicuz. For mary countries those nevotiatidns
were to stretch cut well into thre 1540s, ard into the 1950s in sore

cases.

The contrast

etween Arrentine and Brazilian policies toward
aert service in the 1930s casts some light on the nature of international
econcriic relations during those vears. In merchandise account Brazil
traditionally had an exvort surplus with the United States and an irport
surnlus with the United Fincdonm. Arcentina had an export surplus with
the United ingdom, and an Import survlus with the ™Mited States. Soth
the Argentine and Brazilian debts had hecome diversifizd during the 1920s,
but more tnan hall wére still held by British interests.

rrentina had an export swrolus with a courtry orranizine cormon-—
wealth preflerences, threatening to irmpose bilaterzl exchanre clearings,
and where financlial Intereste of the City still exerted creat political
influence. fustralia, Canada and “ew Zealand were earer to replace
Arpentina in 3ritish markets. 2ritish pressures culminated in the Roeca-

Runeiman treaty of 1333, several of whose features were not unlike trose
3

of 1230s econoriic treatles between fer rian; anc eastern Zurcpean countries.
Under these cilrcunstances » tamering with the norrzl servicing of the

Argentine debtt would have involved not wnly a brudsing comercial clash

with the United Kirpdom, but probably also a major restructurine of the

i

freentine aomestlc political scere, at the exrense o sroups linked
with Anglo Arpentine trade. “he reliztive ahurdance of exchange reserves

in frrentina, whose pold holdirse remained ore of the rirfest 1n the world,
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faining an Irportant windfall by tre inene se In the intermational eold
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price during the 1930s, plus the fact that a substantial amcunt of
the frrentine sterling- and dollar-derorirated debt was held bty Arpentires
{Just as a share of “Comestic™, peso—dencrinatsd debt was held b
foreirmers) also contrivuted to runctual servizing of even dollar-
cenominated bonds, presumably mostly held in the Trited States, in spite
of British hints about the convenlence for Anelc-Arrentine trade of
cdefaulting on that part of the debt.

In contrast, Brezil had an export curnlus with a countrv corriitted
to muitilateral trade plus convertibility, and where the New Deal viewed
United States exporters to Brazil

Tlnanclal interests with susplicion.

2w that an additional dollar soent in 2o for dent servicing, mairly

te Sritisit interests, vould mean one less dollar for Erazilian iLrports
Trom the United Ctates {Brazfl had run out of reserves in 1930). The

Zritish could do 1ittle when faced bv erratic Zraziliiar dehbt service.

-

arirermere, durdng the second hal® of ths 192303 “here was oreoccunation

A.

n Washington with German influence in Brzzil, leacine to even rore tolerant
views of Erazilian debt service irrer rularitiles. Similar reovolitical
censicderations alsc help explain the relatively mild resporse of the
Focsevelt administration to the 1538 “exican ol nation zlizations, the bulk

of which czmared British and Tnited States Interests,

There 1is 1little reason to doubt the Consensus amcne those who

¥

nave exanined the Latin fmerican defaults of the 1930s: 1f the depression
had been mild, and if the steadr exparsion of world tracde and capital flows
nad been continued, defaults would have heen infresuent and could have

been settled without ruch Qifficulty. Once derression came and productive

resources were allowed tc go to waste in icZeness, whille countries
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everywhere restricted imports to protect jobs, it mzde no economic sense
to insist on the transfer of real rescurces as debt servicine. No
doubt the capltal markets of the 1920s contained sirmificant Imperfections:
during the 1930s many underwriters were accusad not Just of nerslicence
in seeldne information about borrowers and their nrojects, but also of
deliberatelv misleadins bond buyers, motivatine New Deal reculatory
lepislation. Latin American countries were encourased to horrow excessively,
and a good share of the “unds went into projects of doubtful social
productivity. But one may question whether these microeconanic factors
were declisive. Ore may also note that the industrialized courtries
themselves led in the undermninine~ of belilef in the sanctity of contracts;
examples includs the Britisn default on the war debt, Germany's failure
te make payments on the greater part of her fnternatiocnal obllgations, the

deromation of the gold clause in the Unitad States, and domestic moratoria

legislated in several countries.

By the late 1930s foreisn exchange availability had irproved and
indeed some dett servicing was paid by defaultine Latin American countries
throushout the 1930s. Some countries purchased their own partially or
wholly unserviced bonds sellings at a discount in foreirn markets; those
bonds by the late 1930s were probably held mostly by speculators. Such
"repatriations” of the debt avolded a risid settlement schedule at a
time when the internmational econamic outlook was very uncertain, and
were carried out by Central Banks, whose financial positions were
renerally better than those of the Treasuries, which still suffered from
the fall and change in composition of imports, and the induced decline

in dutles,



In spite of excharye controls repulating profit remittances
abroad by forelen enteryrizes, direct foreiem investments occurred
throurhnout the 15308, althourh in amounts more sirmificant for the
expansion of Sjecific trancres of production than for balarce of paitents
enuilibrium, It has been ar~ued that the local reinvestmert of foreimm
enterprise prcfits may have been encourased bv limitations on remittances
abroad, an arsgument more plausible In the short than in the long run.
In some countries exchanme contreols were also ercloved to ward off
uvanted short-term carital Inflows, as in Arrentina durine the late
1G3Cs; such "hot mcney” movaments weres percelved as cdestabllizine macro-
econcic talarce. Capltal zccomranving Furopean refugees vas considsred
a more permarent arnd welcorzd addition to local rezcurces and these

~

1
cambinaticns ¢f entrepreneurship and Sinance were Irportant in the

exoansion of szverzl eccnoriz (and cultural) activities in many Latin
frerican countries.

D. Yonztary znd Tisczl Policies

The decline iIn exporis ard capital inflows sirmallins the besinnirs
of the crisis was accorTanisd at once by balance of pvayments deficits
whlch drained reserves znd reney supplies, according to rold-standard, fixed
excharge rates rules. The export f2ll had irportant maltiplier effects.
This section will examire how these deflaticnary pressures on agrrerste
demand were contalned and evantually reversed. In courtries witrout
well-develcped financlal mariets it is dif9icult to isolate purely fiscal
from monetary rolicles. During the 1G30s onlv Arsentina had financial
markets of sore2 scpristication, so this section will discuss agyregate
macroeconorile policles without establishing fine distinctions between

ronetary and fiszcal cnes.
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Money supply data indicate that reactive Latin American countries
show briefer or shallower post-1922 declines in nominal moneyw supplies
than the Unlted States. Bv 1932 the Brazilian nominal monev suoply
exceeded that of 1929; the corresponding Colomblan date is 1933, The
end of convertibility Into pold was helpful in stemriine the loss of
liguidity among reactive countries. In contrast, the Cuban inability
to break out of the then crthodox rules led to a monetary deflation
even greater than that of the United States.

Damestic price levels for 1930-34 were below those of 1925-29
even in reactive countries, exceptine Chile, althourh the decline appears
smaller for most reactive ccountries than that in the United States.

By 1935-39 rrice levels in those countries had mostly returned o about
1925-29 1évels, with onlv Chile and Mexico clearly surpassing them.
Real money supplies in 19370-24 in most reactive countries were akove
those for 1925-2%; by 1235-3% real money supnlies in Argentina, Brazil,
Chlle, Colombia, Mexico and Uruguay were substantially above 1G25-29
levels. The Cuban real rerney supply in 1035-39 was below that for
1925-2%, and this protably was the case in many of the Central Arerican
and Caribbean republics. This contrast sugrests that the *ricrease in
real money supplies of reactive countries was not just the result of
automatic mechanisms of adiustrment trigrered by the fall in the inter-
natioral price level, but also the result of dorestic volicies.

Malntenance of liquidity was not sirply a matter of ending
convertibility into gcld or foreisn excharye at the old parities. Even
after the abandorment of the pold standzrd sore countries, such as
Arpentina, shipped gold to service the external debt and sold some

foreirn erchanse to stem currency depreclation. Both measures cut the



monetary tase 1f orthodox gractlices were followed. PBut as early as

1931 South frerican reretary authorities adopted asures which wou.ld

have been rezerded as unsowrd duringe the 1920s. Thus, the Argentine

"Caja de Conversicn' vhose onlv orthodo

>

duty was to exchanre gold ard

3]

forelrn excharnme P aorestlic ourrency at a fixed price, and vice versa,

starting in 131 heran to issue domestic currency in excharge for

[¢4]

private corrercial paper, relvire con nearly foreotten laws, and later
on even lssued dorestic currency asainst Treasury vaper, which was
also accented as pzimers for g0ld sent abroad for public debt servic
Young tecrnocrats in charee of Argentine monetary policy su iccessfully
resisted pressures Lo ‘redsen” tre Treasury paper, recall the new
currency Lssues, and return to the old parity. The Colombian Certral
sank In 1931 for the first time enpared in direct overations with the
putlic, discomtins fotes and lerdine on the security of warehouse
receliots.  Govermrent bords were purchased in larpe quantities bty the
Colombian Zentral Zank since 19222, In Colombia, as in cthe> reactive
countries, since tre introduction of exchanze controls in 1931 intermational
reserves ceased to goverm menetary issue, which from then on was pre-
corminantly influenced bty internal considerations of ecoromic policy or
budgetary expecienc:.

The South Arerican ard Mexican monetary policies started around
1932 were In some ways a relapse into past inflationary provensities,
a past which was tc be s=xorcised by the adoption during the 1920s of
fold stancdard rules wnd of orthodox budpetary and ronetary mechanisms.
Triese recranisms became pooular in the rerdion during the second balf.

T the 19270s, often following visits of foreirn “"morey doctors.™
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Memeries of wild Inflation wnder inconvertible paper during the late
nineteenth certury, maworizz still fresh durine 1G29-31, as well as
episcdes of financial discrder as recent as the early 1920s, harpered
and slowed down the adepticn of nore self-assured and expansionist
monetary policies. It should zlso be remerttered that as late as the
first half of 1G31 there were ortimistic reports of an uptuwrn in the
rmajor irdustrialized econcrmises.

In contrast with ths United States, there are no recvorts of
widgssread barir failures irn reactive countries during the earlyv 1937s.
Also 1in ccatrast with the Trited States, monetary agrregates fatl to
reveal a flisnt into currenc: and avay from bank denosits; 1f anvthing,
duaring the early starmes of the dapression the orvosite appears to have
occurred in frrentina, Zrazil, Colomtia and Ururuay. Tn reactive
countries monetary authorities sinplv did not let many banks fall, castings
fears of moral hazard to tihe wirds. %hile moratoria on urban arnd rural
domestic hank debts were dscreed in many countries (earlier than in
the United States), thus freszing banks' assets, comercial banis were

supported In a numter of ad hoc ways, not all of them conducive to

maintaining actual licuidity, For example, in Brazil as early as October
1930 withdravals of bark derosits were restricted by decree. PRadis-
counting of camercial banks' loans vas 2lso viporously carried out by
Central Eznks and Instituticns such as the Banco do 2rasil ard the Eanco
de la Naclon freentina. Uncrthodoxy was sometimes closked by eestures

to the old firancial practices; fregentina claimed to have used rrofits
from increases In “ne peso crice of £0ld to create an institution which

supported comercial tanks.
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The financlal impotency of passive countries may be illustrated
by the contrasting experiences of Cuba and Mexico in thelir tinkering
with silver for monetary and fiscal purcoses. Both countries hit uion
the expedient of issuing silver coins, which added to llquidity ard
vielded seigmorage profits to the treasurv, Justifyvine expenditures.
Depending on the acceptance by the public, both countries nlanned to
1ssue paper notes backed by silver stocxs, increasing seisnoraee.
In Cuba modest issues were made during 1932-33, and in 1934 a revolutionary
Fovermment appeared to herald a bold new monetary system independent of
the dollar by planning new issues and by makin~ silver pesos full
lepal tender for the discharge of old as well as new oblizations con-
tracted in dollars or in old Cutan ~old vesocs. Shortlv thersafter a
nild form ©f exchanre centrol was decreed. TForeirm banks on the -island
apparently threatened to export all dollars “rom Cuba; capltal flight
followed. The povernrent caved in, 1ifting rather than expanding controls.
Only the leral tender status of silver for all contracts in such currency
remalned of the 1934 reform. Even a Central Bank was to wait until 1948.
Mexico, after some deflationary measures in 1930 ard 1231, adopted
early in 1932 expansionary policies, relyins mainrly on issues of silver
pesos.  Central Bank control over cormercial banks was extended ard
strengthened. Foreign banks threatened to leave Maxico, and as the
Mexican authorities held firm, most of them left. Mexican—owned banks
took thelr place. Campaiens were launcned to convince the public to use
"silver" paper notes rather than ceins; remarkablv, the share of paper
notes in the money supply jumped dramaticallv in a few years, for reasons
still somewhat obscure. Public banks were created or expanded to finance

housing, public works, foreign trade, industry and arricoilture, and these
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Instruments were used with increasinglv self-conscious exranslonist
pﬁrposes. By the late 193Js the Mexican monetary and financial svstem
was quite different from that of the late 1920s. In contrast with the
isastrous Chinese experience, Mexican reliance on a silver standard
did not renerate wmanareable oroblemns when the United States raised
silver prices; Mexico simnly prohibited the export of silver money 1in
April 1935 and ordered all coins to be eXchanmed for paper currencv. A
vear and a half later, after the world price of silver had fallen,
silver colnare was restored, partly due to pressure from the United
Statés silver lobby. As a major producer and exporter of silver, Mexico
of course bernefitted fron migher intermational silver prices.

Even durirg the confusion of the early 1930s, fiscal policy in
reactive gountries appears to have contribtuted to the maintenance of
arprerate demand, at least in the sense of not balancing the budeet in
- the midst of the crisis, in spite of the pretestation of policy malkers
that they intended to do so. Althouch data are particularly shaky in
this field, real coverrment expenditures were not sisnificantlv cut
during the early 1930s, while real tax reverues fell as Imports collapsed,
Inducing an increase in fiscal deficits in spite of new taxes and higher
tariffs. The financing of budret deflcits even in reactive countries during
the early 1930s was not all rarticularly expansionary; payment delays to
clvil servants and governrent suppliers increased the “"floatine debt™,

a debt whose holders could only turn into cash at hure discounts, thus coming
close to forced loans. A fisecal policy, expansionary in the sense of
increasing the full capacity real budget deficit durine the early 1930s,

has been documented only for Brazil. The cases of Arpentina and Brazil

will 1llustrate the variety of fiscal policles in reactive countries.



Real expenditures of the Arpentine central sovermment rose in
1629 arnd arain In 1930; tre provisional recime of General Uriburu, which
took power in September 1930 pledring to eliminate populist udgetary
excesses, reduced 1931 real expenditures slichtlv below those for 193¢
but left them above 1820 levels., The Jlowest real expenditure fisrures
Tor the 1930s,wnich were registered in 1933, were still hicher than
those for 1929; for the rest of the decade real government expenditures
expanaed so that by 1933-39 they were around 50 percent above 1829. A
najor road-building promram was undertaken by the government of General
Justo (1932-1238), addine 30,000 kilometers of all-weat and improved
reads by 1938 to a system that had only 2,100 kilometers of such roads
in 1932. This program had important effects not Just on zgrremate demand
but also ¢n productivity and asrrecate supply, both complementing and
cormeting with the Vést Arrentine reilroad networl., Trz late 1930s
also witnessed an expansicn of military expenditures. The ratio of
all govermment expenditures to merchandise exports which in 1928 was
less than 0.4 had risen to more than 0.9 by 1038-39,.

The tecrnocrats in charee of the economic pelicies of the Uriburu
and Justo administrations, including Federico Pinedo and Raul Prebisch,
tock a dim view of the larse deficits registered in 1930 and 1931; the
fall in revenues from irmort duties ageravated a fiscal situation which
already in 1928 ard 1922 yielded taxes covering onlv 76-80 percent of
all government expenditures. Tariff rates were increased, an ‘ncome tax
vas Introduced (in 19329, a rasoline tax was coupled with the road-bullding
program, and use was made of multiple exchanre rates to renerate goverrment
revenues., As in other Latin Arerican ccuntries, fiscal heterodoxy was
discredited in Argentina by dublous experditures and lax budrets during

the late 1920s.
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The budret deficits of 1030 and 1931 were financed orimardily by
delays in paymentc to suppliers and civil servants, or parments in public
debt instruments of low licuidity, contributinge to the ureopularity of
rovermment defleits. Starting in 1932, however, such floatings debt was -
sharply reduced and bv the secord half of ths 1930s the povermment placed
in an active local markét both short- and long-term public securities
at rates of interest rwuch belew those of 1629~3232. Refunding operaticns
were also carried out to reduce the cost and irprove the structures
of demestic and foreipn debts.

The countercyclical potency of Arrentine fiscal pelicy during the
early 193%s was reduced by the increased share in total expenditures of
debt service payments, larrely made to forelrners. All payments on the
public de@t reached 29 percent of expenditures in 1932; this may'be con-—
trasted with the meagre 5 percent devoted to public works., By 1938 the
figures were 15 percent o> debt service and 20 percent for public works.
Gther Latin Amerlcan countries were to find the budretary weleht of debt
service a strong inducement to suspend normal payrents.

In short, there is no evidence that during the early 1930s the
Argentine goverrment sought to increase the 11 capaclty budget deficit
to compensate for the fall in agerecate demand. On the contrary, attemnts
were made to shift upward the tax schedule and to lower that for FovVert—
ment erpenditures. But even during the early 1930s efforts to reduce the
deficit induced by the decline in foreien trade and output were terpered
by either common sense or the sheer Inability to cut expenditures ard
ralse taves fast enowh. The relative size of public expenditures in
the income stream thus rrew by default already in the early 1930s, helping
to sustain econanic activity. Since 1933 public expenditures expanded in

a delihberate way, and this expansion had at least talanced-btudret-ruultiplier



effect on the rest of the alonory . In addition, since 1935 the new
Central Eank encouraged the expansion of a market for the domestic vublic
debt, facilitating modest ca=ficit financing. Finallv, the structure
cf expenditures during the late 1930s on balance favored domestic
expansior, in spite of some ‘ncrease in the irpmort content of military
expenditures. '

Brazil provides an examle of a compensatory increase irn governrment
expenditure in the early 1632s. Since 1906 the state of Sao Paulo ard
the Federal Geverrrent had &iterpted to sustain coffee prices via buffer
stocks; during the sharp recsssion of 1920-21 the countercvclical potency
of the coffee valorization zcherme had already been deronstrated. A§
coffee prices fell during tre early 1%30s the govermment afain Duréhased
large quantities of tha® product. A Food share of those purchases were
financed gither by forelon Isans or new taxes, but about one-third were
financed essertially by money creation. It has also besn arzued that the
new taxes levied on exports and the - exchanre rate apnreclation
generated by ferelen lcans,, Upreoved Brazilian terms of trad?)relative to
the relevant counterfactual situation. Arpentina also started resulating
the production and export of rmajor traditional exports during the 1G30s,
but without the massive fisczl impact of the Brazilian coffee purchases.
The exchanse differential profits were the Argentine counterpart to the
Brazilian export taxes, bLoth atterptlng to raise govermment reverues as
well as to protect the terms of trade. Brazil also expanded public
expenditures during the late 1930s, and probably reduced the import content
of those expenditures even mcre than Arrentina, as tepinning in Septehber
1931 it met dett service oblimrations only partly. In 1937 Brazil announced
the suspension of 21l debt servicing, znd none occurred during 1633 and 1229.

In both Arrentina and Brazil the 1930s witnessed diversification of public
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revenues, with a remarxable exransion in non-customs taxes, which by-
1932 (Arrentina) and 1333 (Zrazil) had exceeded the 1929 levels, at
current prices. A similar trend toward tax diversification has teen
reported for Colombia and exice. In the Brazilian case state revenues,
especlally these cf Sac Paulo, appear to have expanded by more than
those of the federal goverrrent.

Cazamitles, civil disturrtances and border wars during the early
1030s led to Increased real rurlic expernditures in several countries,
aoparently financed directly by monetarv expansion. Examples include
noliiical turmoll In Chile curtre late 1931 and 1932 (vhen +hat country
had a shert-lived socizlist Fovernment); the war between Peru and
Colormtia over Leticia in 1632 (partly financed on the Colorbian side by
volunitary donztions); the sscond Chaco War between. Bolivia and Parasuav: SP movern

also in 1%32 and a severe drought in tre Northeast, which added to
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the hesitations and irprovisations of the early 1930s,

oy the second half of the decade the reactive Latin American countriss hed
developed a respectable arrzr of both monetary and fiscal tools, as well
as the will to use them to avoid deflation. Thus, the 1937-38 recession
in the United States wes felt in the foreign trade statistics more than
those for industrial outtut. South fmerican countries damaged by the

loss of European markets and shipping shortases in 1939-40 mobilized to
adopt emergency stztilizaticn neasures, such as the remarkable Plan Pinedo
in Aregentina, which included proposals for closer regional economic ties,
particularly between Areentina and Brazil. That Plan was never adopfed,

due to Cerigressional opoosition and an irproverment in the econoric outlook.
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In passive countries an activist fiscal policy continued to be checked by
exiguous forelim and cemestic demand for rublic debt, and bv convertinility
into dellars at fixed rates that limited monetary expansion not backed
by Intermnaticnal reserves.

E. Other FPolircies

While nominzal excharnse rate behavior during the 1632s is well
documented, mich less 1s lmown regarding wases and how they were influenced
by putlic policy, except for a few cases. In Guatemala, for examle,
where the exchange rate fixed during the 1920s was maintained througnout
the 19305, ﬁhe reg_me of Gererzl Ubico enforced draconian labor practices,
some originating in the Spanish conquest, cenerating a chean supply of
quasi-forced lzbor for toth landovners ard public works., Flexirtility and
xnoéeraticg regerdlirgs merey wases was induced by more subtle means in other
countries, particulafly whers nori-traditional labor markets alreadv existed.
in scme o those ccuntries, like Arsentina, soft economic conditions curirg
the early 1930s, rural-urban mirration and cheap foodstuffs kept 1ncreases
Iin nominal wages substantially behind exchange rate depreciations. In cothers,
such as Colombla, Brezil and Mexico, those market trends were accompanied
by oublic policies encouragdirs trade unions which often controlled from
above rather than rromoted wawe gzins, especlally vis-a-vis rationallv-owned
firms. Mass deportation of Yexlcan workers from the United States during
the 1930s also added to the pool of mobile labor avallable in that couantry.

Putblic policies wént oeyond those seekdns short term adjustment to
outside shocks, and Latin fmerican goverrments, wnose attachrment to laissez-
faire was never particularly deep, became Increasingly comi<ted durihg
the 1530s to promoting long-“erm prowth and structural transformations.

The lazaro Carcenas administration (1934-1940) accelerated the land

reform prosram of tre Mexican Revolution, and *n 1938 natioralized the
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petroleun Industry. Govermment rerulation o7 the nricine and marteting
of rural products, and of public utilit: rates expanded in most countries.
As neted earlier for Mexico, the 1930s vitneszsed i:rseveral other latin
Anerican countrles the strenctheninm and crezzfon of vublic instituticns
franting mediun and lone- term credits, wiich the wireculated financial
rervets of the 1920s had not provided in amowits recarded as sufficient,
or whose supply had been left In foreien rards. ilousine, public WOTKS
ariculture and,increasiﬁxly,industry berefittad from such credit, which
durdrgn the 1930s, when inflation was maderate at worst, was still priced
not far telow rlausible estimates for the shadow cost of capital.

Tr2 puntlic works undertaxen in mary ccuntries had a ione~lastine
irmact or wroductive capacity and urbanizaticn vetserns. Vast road
nrorrams accelerated the transition Srom the railrocad are to that of
motor verleles. That fransition stimulatsd rany mznufacturire activities
ineluding cement, rubber, vetroleum r=finine z-d ths assertlving and
eventual procuction of cars, trucks, and buses: generated public revenues
via Fascline taxes; diversifiecd and campleted transpors networks, lcwering
thelr costs and encourasing new activities, suzh as Tnited States tourism
in Mexice, wnile opering up new lands for rurzl production: and even
helped to crnanre International econamic relaticns, as motor venhiele
activities were daninated tw the Umited Ctates, while railroads had been

domirated by the United Kingdom. Irrigation works, 1live those undertaken

2

in ¥exico, together with new roads and credit Tacilities, ercourased
the transition fram traditicnal to rioderm capltalist arriculture; the
construction of a netwerk of rrain elevators in freentina immroved the
tarraining power of Tarmers.

During the 1930%s poverrments and public onirnion showed a keener

interest In Increasing the national share in value added bv foreipn-owned
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activities and the control over the processine and marietine of exports,
Foreien-owned entervrises came under closer scruting and supervision
bty host countries: several traditional export activities witnessed a
rise In the share cwned by domestic capitalists, as’in the caée of
Cubani susmr. Finally, as tie ESuropean and Asian political scenes con-
tinued to deteriorate, the Armed Forces, especiallv in South America,
showed Increased Interest in promotineg the expansion of certain types

of Infrastructure, and the local manufacture of steel and armaments.

IV, PERFORMANCE

Even in cowrtries performinge reascnably well durine the 1230s,
structural chanmes were riore irmressive thran overall rrowth; during that
Cecacde sope eccnamic activities stasrated or collapsed while others
surred ahead. The Tormsr wsre renerally associated directly or indirectlv
with external markets, while the latter typically involved domestic
sales. Reactive countries performed better than passive ones, and in
toth tvpes of raticns some rericns did much tetter than others. Pockets
of profitability within aerriculture and industry coexisted vith liquicdaticns;
textile mills worked trree shifts even in 1932 while meat-packine plants |
and susar rdlls were idle. The larger the pre-1922 share of exports in
total cutput, the =zmmller the absoclute size of the domestic martet, and
the preater the Institutional tarriers to damestic resourcé mobility,
the more difficult it vas for the crowlne sectors to domirate the
shriniing ones to yleld a reasonatbly rood overall perfcrmance. In what

follovs arrrezate verformance will first be examined as far as data allow:,

turnins later to sectorzl and welfare perlormances.
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A. Macroeconomic Performance

Natlonal accounts for the four larrest Latin American countries
(Argentina, Brazil, Cclombia and Mexlco) rerister crowth rates for Gross
Domestic Product (GDP} steadier and hirher than those of Canada and the
United States for 1922-1939, lNeither the absolute GDP srowth nor its
level relative to the rrowth achieved durines the 19&05\and eariv 1650s,
however, are irpressive, rangins from arcund 2 percent ver arnun for
Areentina and Mexico, to atout ! percent per amnum for the two maior
coffee countries. Argentine and Colomblan GDPs grew durine the 1920s
at ciearly faster rates than those of the 1930s; Brazilian NDP during
1919-1929 alsc seems to have outperformed the 1920-1G30 exnansion.

Yeasurements of ODP Icnore losses of real irncome from detericratinge
terms of frade. Taking these losses into account would recuce Brazilian
arnual erowth ror 1929-1832 by about one percentase point {(while
increasiry; those for the 1920s and 1940s). Population orowth in Latin
America during the 1530s was hircher than that in industrialized countries.
Thus, measuring performance by growth in per canita rezl damestic income
curine 1929-153S would reduce the differential favoring reactive Latin
American countries camared with industrialized countries. Correcting
for the reduction in factor payments atroad which occurred during the
1930s, to obtain real raticna: Income, i1s unlikelv to offset corrections
fer terms of trade and population in evaluatine overall performance.
Zven for reactive countries data for these calculations are shaly, however,
and for others they are penerally unavailable.

In reactive countries GDP reccverv apparently started in 1932,
earlier than in the United Ztates. lleither the 1929-32 decline nor

the 1932-37 recovery were as dramatic as those in the United States.
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Corsurption and investment also show disparate beravior in their
camonent parts, making the use of those arrrerates of only limited
value. Investrent shares in GDP seem to have declined relative to the
late 1620s, vet soe sectors expanded their productive capacitvy while
cthers experienced net disinvestment.. Imports of machlner: and equinment
for railrcads and electricity wansd, while those for some marnufacturine
activities rose. It would strain avallable data to discuss the
evolution of nationzl savinms curing the 193Cs relative to the 1620s,
tut 1t is clear that thsy rcse relative to external savines, and it seems
hatAchanﬂes in the domestic financial system and in povertrment budeets
encouraged thelr mobilizaticn. Irivate conswption rust have also-
underrone simificant structural chanres aftier 1929, some reflecting onpeing,
lone-termtrencs such as urtznizzation and the acoption of new products,
otners indiced *n tne shert- and medium-term by the income and substitation
efTects of higrer prices for imported roods.

b < - ©
3. Sectcral Performarce
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nanic perforrmance curing the 1930s for the reactive La<in fmerican
countries jooks more imgressive when attention is focused or manufacturinge.
“rile growth in this sector < xring the 1940s and early 1950s was to exceed
that for the 1230s in most countries, manufacturing srowth rates for
1929-39, rangirs fram more than 3 percent per arnun in Armertina to more
than § percent per zrmum in Colombia, far outstripped those of the United
States and Canzda, which hovered around zero. The mrelativelv modest
ArFentine manufacturing exnansion was hicher than that of Australia, even
though both courntries experienced rourhly similar GDP growth rates between
1928 and 1538. In the Zrmortant Erazilian case, manufacturling growth during

the 1630s, of more than € percent per annum, was significantly hicher than
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auring the 1920s; Colombian industrialization in the 1630s could not have
ceen ruch behind the pace of the 1920s, if at all. Another interestine
comparison Involves Chile and Uruguay, on one side, and Cuba, on the
cther; the former reactive countries experienced manufacturing expansion
of 3 to 5 percent per annum, while the latter country saw its tetal
irdustrial production shrink even more than in the United States.

Pre-1529 Latin American manufacturine “ended to frow only slightly
ahead of the rest of the export-led econoryr.  Zeyond moderate protectionism,
public policy departed little from neutrality toward industry. Important
senﬁeﬁts of manufacturing exvorted (slightlv) rrocessed orirary products;
exarples include meat-paciine plants and Mour mflls in the River Plate
and sumar rills in several countries, which also scld their products

Gemestically. Growth of rman facturing during the recovervy chase of the

1230s mlied hezavily or import substituticn, d=fined in the usual accounting
sense (decrease in the share of immorted soods in total suprlv), which

“ocuses on output rather than on installed caracity. Manwfacturing
curing the 1930s grew in reactive countries much faster than GDP, in
contrast with pre-1929 experience.

The uneven perfcrmance in vardious COP caporents is echeed by
hetercaensous growth within renufacturine. Activities tiled to ore-1929
export-oriented prosperity shrank, while others (soretimes a handful)
made dramatic output advances. Leadine sectors typically included textliles,
petroleun refirning, tires, pharmaceuticals, tciletries, food processing
for the home market (e.m., vesetable oils), chermicals, cement and other
tuilding materials. Cotton and wool textiles were the most Important

leading; sectors, often nroviding more than 20 percent of the net expansion



~34-
of value added in manufacturing, ard prowine at amual rates above

10 percent. Detween the late 1020s and late 1930s, cement orocduction
multiplied by more than 14 times in Colombia, by more than 6 times

In Brazil and by almost 4 times in Argentiha. Even iIn passive countries
cne finds some Irport-substituting industries srowing very fast, such

as milk-processing and cotton cloth in Cuba, btut in the midst of
depressed export-related manufacturing. The remarkable industrialization
of major coffee countries (Brazil and Colombia) was partly due to

having pre-1929 manufacturine sectors with few direct links to exports,
in céntrast with Argentina and Cuba. Pre-1929 srowth, and the
industrialization it had Induced, were the more helpful to the import-
substituting drive of the 1330s the freater the extent to which social
overhead ¢apital, trained lator force, and other oroductive capacity which
had been created were not rigidly tied to specialized needs of exportine
activities and could be reallocated cuickly to serve other vroductive
purposes.

Output sgrowth ir the booming industrial secters far cutstripped
the expansion of total domestic absorption of those manufactured Foods,
vihich either followed more closely the somewhat.sluggish growth of GDP,
or declined in some cases even in reactive countries. Apvarent domestic
cement consurption, for exarpie, increased by far less than the
spectacular output increases noted earlier; it rose by 2€ percent in
Colambla,. 12 percent in Brazil and 57 percent in Argentina (in the
United States it declined by 36 percent, in Canada and Haitl ty 50 percent,
and in Cuta by 63 percent). Exports explain little of the gap between
high output and low domestic abzorption expansion; the share of local

production in domestic absorption of cement rose between the late 1920s
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to the late 1930s fram & to 72 parcent In Colombla, fram 14 to c9 percent

in Brazil, and from 35 to 94 percent in frreritina,  In contrast, in

aba, Haiti, the Dominican Republic and Certral America the share of

domestic ocutput In national cement avsorrtion chanmed verv little curinem
that decade (2lthoush the Cuban share had reached levels hisher than

those of fouth American countries in the late 1920s). A similar immort

[

abstltution tale applies to textiles. For other cormodities, suech as

9]

3

uatomoblles, the decline in imports could rot be matched by expansion
of local vrocuction; for those moods, primarily corsumer durables
ard machinery and equipment, demestlc abserpticn fell, not to recover
ir. per capita terms until the 19¢0s in maror cases.

Capaeity In manufacturing and ancillary social overhsad capital
expandzd v less than output durine tre 152033 statistles do not show

elther an upsurege in imports of rachinery zrnd ssulcrent nor a corpensatine

countries
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wzre bamned based on allecations of excess capacity,  The late 1220s

12t substantial slack or malleable capacity In indusirv, electricity

arnd some transport facilities. There are Trequent reports of textile

Z11s inereesing their number of shifts during the early 19395, and of

.

B
}»_J

large investments made during the late 19275 coming to Truition during

tr2 1S930s, as in the Brazilian cement induztrr, Electricity capacit

-
e

oriented toward exnort-related production curirg the 192935 could falrly

ez:1ly be switcrn=d Lo supplying toomirg immort substituting activitles,

1
i

ran

sveriheless, output expansions such 2s those remistered for cerment in
Arrentina, Zrazil and Colombia rust have reiied on sorme Increases in

capacity, and irmorts of machinerv ans eguirment. Orne may conjecture



that there were substantial chanres In the camposition and alloeation of
vp*tcu foods Imorts between the 1J°“s arxi 19303, s0 even 1f their

otal fell, plenty of room was left for the investment needs of drmamic
rancres of marnufacturinge.

the 19305, at least in South America,
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was quite labor-intensive, and involved many small- and mediun-sized
lrms. Between 1930 and 1237 industrial employment in Sac Paulo grew
at nearly 11 percent ver year. The output elasticity of ermlovment
Was ahguu one in btoth Armertinag and 3razil; increases in averare labor
procductlivity for specific activities sesm to have been rare, in spite
£ the entry of new Ffimms. In Areentina, for exaple, the Increase in

the number of textile firms accourted d“”*ng the 1920s for aporoximately

the Industry.

g

€5 per rcent of the increa 22 In spindles held oo
Trers are Q;Aér indicaticrns that irport-substitution relied
heavily cn new national and foreign~torn entrepreneurs, includinge fresh
Irmirrants from the troubled FTurope of the 103%0s. The »ise of Hitler
aﬁf%amoTedtos%mxtarbﬁﬁnaolYJ@ﬂ&mfimmdalﬂa)tu for
Latin America. There was also direct foreirm investrent in irport-
substitution by tariff-jurpine enterprises, whose home markets shoved
wealk prospects. For sectors like tires and cement these investments and
the technolory they surplied provided siénificant Irpetus. There is
little systematic evidence on the overall firancine of manufacturing

investrernt during the 1930s. It may be conlectured that traditional

sources, e.g., reinvestment of ecrioss nrofits and short-term and informal-
market bvorrovwing suprlied the bulk of Tirznce for national entreprensurs
s tre contribution of publiz credit institutions to rarufacturing

el

capltal formatlon wias still nwdest.
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mainly arowd major consurming centers, such

Sa

Sao raulo.

While

onrolrye urtanization trends

w lmport-substitutineg activities clustesed

Y

3

-~
L Cils

A

irdustrialization

the latter arp

Sy

o' thelir own, making one skentical of any close short-term 1inks between
the two phenomena.
Irport sutstitutlion was the engire of grovth durine the 19305, but

not Just in manufacturinge.

the oroduction of goods so
primarily scld anroad.
Caribbean and Centrzl Amer

The raral sechtor

1d In the dorestic mariet relative to those

Focd-Importing countries, such as those in the

ica, eneared in elther modest

as in Cuba, or more ambitious, 1f truculent, efforts as in Guatemzla.
Countries which during the 1G20s irmorted beveracss and cooking cils,
like Arrentina, twrred to domestic substitutes curins the 1937%s. {otton

ey
z

e pyapae 2 . .L ) R
cexiiles dmpoerted durine -

in exparding local oroduct

e.p;., Argentine production

froam Parasuay.

rtrast with import-renlacement

T

e 1923

S were replaced cartly by value added

ion of cotton, vhich later led to exrorts.

1 <
in Industry

W

, much of azricultural
the expense of intra-Latin fmerican trade,

of verba mate was at the expenze of irmorts

fzricultural Import-substitution raturzlly had a preater weleht
in overall frowth in the smaller, less-dsveloped countries. Land was
an arparently ralleable "insztalled capacity' wrich could be turned from
export casn-crops to production for eltrer the losal market on subsistence,
and could also be exvanded vsing litile foreipn exchange., The ease of land
rezllocation ard expansion depended partly cn tenure arrascements
and arrenomic characteristics of export crops. s, 1t appears that
the presence cf forelirr-cwrad plantations in Cuta and Central Areriea
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reduced, ceteris parivus, flexibllity in land use, while lards planted
with coffee were physically more recentive to sharines thelr srace with
other crops than those planted wlth hananas or surar cane. (An 1denti-~

fleation problen exists as the latter were oten croduced In foreirm-

ho]

owned plantaticons and the former by lo ca’ farmers). &s noted eariier,
all tvpes of rural producticn were encouramed by rew irricration works,
feeder roads, credit facilities and price sucpert rrorrams. Publicly-~
sponsored agricultural research proerams also had irportant rpavoffs
auring the 1530s, as in the case of Zrazilian cotton.

Import substitution exterded to services; those of foreim lator
and capital were to a larme extent replaced vith local inruts or disvensed
with, while 1t 1s likely that many Arsentines supstitued vislts to
:ariloche'and Mar del Plata for vacations in Paris. ‘fronc pxwaﬁilnp
sactors one czn also Ting, esnecially in reactive countries, some producing

non-traded goods and services using relatively few imported inputs, such
as construction, housirg, and roverrien
The level of irports and exports reflected prirarily exogsnous

shocks and trends, but thelir structures responged to the differing sectoral

performances described shove. The shares in total imports of consumer

})

foods and intermediate products like cement and textiles feil, while those

s

for metallurgical and otner intermediate rroducts rose. Mechirery and
equupment Imports going to expori-related manulacturing ard to social
overhead facilities which had expanded during the 1020z fell, while those
going to Irport-substitutine manufacturing rose. IExport bills also
underwent changes, partly because of the collapse of traditional exports,
tut also due to exportable surpluses renerated by sxpanding activities,

such as Arrentine frults and Drazilian- cotton. Tourism also hecame an
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imrortant non-traditional Mexican export durins the 1230s. HEeort
alversificaticn extended to remional cririn within tie countrs (Rio

Grande do Sul In Zrazil and Rio Nerro in Arrentina ereraing as exnortine
areas). and to their secrraphlical destination, with fermany becordrs an
expardirm narket Tor many Latin American exnorts. llew markets and

hirner exports for one ILatin frerican country often meant a loss in
traditional exports for arother: thus, Colomtila and Central America
Fained shares in the intermational coffee market at the exnense of

Brazil; Venezuelan oil acvaneced replacing Mexican crude; bananas “rom
flonduras took the place of Colombian ores; and a laree nurber of countries

PR N U R - TN y ~ -
nivbled at Cuban surar heremony.

®
o
I\ 2}
i~
%
]
"y
19
]
'y
3
3
]
i
P
)

o

Since wolorial tires it has been noted that a boan in Last
frerican land Intensive erports mav rot inmmiove the wel®are of lover-
incane groups, as during tooms nrices of lceally produczed “ocdstufl®s
rose sharply, and access to land became more difficult. hers coercive
labor systems vere applied, booms reant lorger and more intense workine
hours. Busts frecuertly led to cheaper home frown foodstuffs, a rreater
avallatlility of land for zubsisternce crops, and slacler workdne regines.
One may conjezture that part of these anclent effects were still vizible

in the 1530s. for theose erploved in reascnarly corpetitive labor markets

t

it is likely that real varss in terms of foodstu’ s o3e, even as they
fell in terms of Lrportatle ccods. Access to rural land in many countries

opears to have become eazler and cheaper for lower- and riddle income

m

Frouns, as the opportunity cost for land held by exporters declined and
plantations vere parcelled. These market trends were carried “urther in
Mexlco by a ravlor land reform, while In Colorbia ard Cuba rilder public

measures also polrted In tie same direction, increasirs the tenure



~40-.
securlity of lower Ilncame farmers.

Primarilv ccercive labor systems survived into the twentieth
century in several Latin frerican localicles where descendants of
American indlans were coricentrated, such as bolivia, Peru and Central
America, coexistineg witﬁ freer labor arranrerents. Durine the 163035
in Guatemala roads and rublic works were bullt usine coerced Indian
(and convict)labor, as had been the case under the Lecula dictatorshin in
Peru. The develoorent arbitions of General Ubico went arainst the
reneralization linking busts with slacker laber recimes.

In the more urtanized countries where free labor svstems pre-
dominatea, at least In the cities, open unerplovment ssems to have‘been

rare after the initial years of the crisis. £ lack of strons insti-

tuticnzl sarrisrs to-downard monev ware flexibility and a ranid end
o inmirration contributed to the ellmin"ﬁion of crer, uremmloaent:
auring tre early 1930s rany Puropean inmmierants returned to the'r old
countries. and some recent arrivals to urban centers returmad to their
rural btirthplaces. In Cuta the seasconal irportation of Jamaican and
other West Indicn labor for the sugar harvest was eliminated. levertheless,
the welfare consequences of the crisis appear worse in Cuba tha- in some
Central American countries which had larrer and rore flexible subcisterce
sectors.

On the whole, income and wealth distributicn during the 19305
appear tuffetted Ly contradictory influences. Croups linked tc traditional
exports must have seen thelr relative arnd even absclute nosition Geclire.

treprereurs in import-substituting arriculture ard Irndustr must have

b

» hirh donestic

accumileted handsome profits, with thelr ocutput fetching
prices while labor ard raw material costs were wrusually lowi. Intre-

preneurs who had irterited excezs capacity from the 19203 were ezpeclially
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fortunate, recefvine wunexected canital ralns. RHigh- and niddle-class

ni
A

families, with btudrets having low shares Tor foodstu®s and hirh shares
for irperted consumer roods, faced unfavoranle relative price trends,
seleved durable coods, such as autemobiles, or Furopean vacations
tecame very expensive, and their censwntlion often was to be postpened

for many vears. For lower incame Frours, wiether urtan or rural, it

is unlikely that real incore mains in terms of foocdstuffs could have

-

<

been very substantial; the hest cuess is that even in reactive countries
verformine reasonably vell by the late 1930s real wares for unskilled
and semi.skilled laber, taline into account all camonants of their

cornsumption pesket, were no hisher than a decade earlier. [

erployment securdty arising from rew labor le~islation were 17

pockets In the lzbor force and of root sisn? “icance even for then. “TFe

public revenue raisine and diversification tran for sigmificant chanres

in income distribution. Perhans with the exceptlion of Mexico, the 1030s
did not witness a discontinuity in the inherited trends “or nutlic
services in education and health. Secular imorovements in literacy and
health indicators appear to have continusd wishout obvious ileaps nor
retardations, seeringly following more the s usrish urranizetion trends

than the vagaries of irmort substitution.

v

V. A CONCLUDLIG TITERPEETATION
Much of the evolution of Latin frericen ecoromies durine the 192%s=,
particularly the coexisterce in reactive courtries of viFerously prowing

branches of arriculture @mnd rmarifacturdng with declinines or stasrant

foreirn trade. can be explatned as a response to incentiver ecreated by
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policles aimed primerdly at corine with balarce of pavments disequilibria
rererated by the unexpzcted worsening of the terms of trade and the
abrupt cessation of capital inflows. As it became clear that the new
constellation of external and domestic relative orices were not fleeting
pnenorera, and that the international‘econonw was not to retum to the
pre 1929 rules of the game, both private and vublic aéents reoriented
their oroduction and investment nlans.

fdmittedly incomplete evidence aprears to support the Qiew that
countries willine and able to forcefully devalue their exchange rate
early in the decade moved toward the new pattern of accumlation more
speeclly than those nations which kept thelr exchance rate fixed or
cevalued slirntlv. For the latter twvne of country, the reacuired de-
?lationarﬁ process involved the marking down of a myriad of non-traded
roods prices (and waces) without clear ruldarce from elther markets or
fovermments as to what the correct new level shculd be. The confusing
circumstances of the 1930s, whose macroeconorics are debated even today
in industrialized countries, made guessing about the new equilibrium

non-traded goods prices sinpularly difficult. In contrast, devaluing

the exchanee rate invcolved a clear sirmal and a species of "price suideline’

reducing uncertalnty for econcmic arents in reactive countries.

Ais devaluations typically occuwrred while exports of roods and
services exceeded Irports of roods and ron-factor services (1.e., excludings
remittances of profits and Interests abroad), thelr expansionary effects
vere strengthened. ilote also that purchasling-pover-parity should not
be expected to hold In an ecoromy subjected to real shiocks, so it 1s

not surprising that the nominal devaluations of the 1530s, 1in contrast

vith those occurring in Latin fAnerica since Vorld Var II . vere offset
2
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only to a slieht derree by movements in dorestic price levels. Plentiful
idle resources, of courss, contributed to this outcame. e mav also
conjecture that in several reactive countries during the late 1920s an
unusually large inflow of'foreiﬁn capital financing domestic public works
had resulted in what durine the 1970s.became krown as “atraso camblario”,
i.e., a low price for dollars and sterlings and a hirh orice for non-traded
goods and services, which made the real depreciations of the early 19305
the more dramatic. The late 1920s may have also left a lecacy of
plentiful licuidity in some countries, cushionlne the impact of the
crisis.

The abancdomm nt of the old varities and of unlimited convertibility
into foreign exchance alloved in several countries the maintenance and
expansion.of dorestic licuidity, which conbined with other policles led
to the reascriably good econoric performance n reactive ccuntries., The
balance of payments crisis and the threat of financial collanse were of
Freater significance in the adootion of those policies than whether
the new goverriments vhich came to nower during the 1930s represented a
shift to the Right, as in Argentina, or toward more reformist positions
as in Colombia and Mexico. Purely domestic political factors may have
accounted for whether or rot a country encared in land reform curing
the 1930s, but those factcrs had much less to do in reactive countries
with the adoption of policies vhich incuced Irport substitution. The
latter depmended on the masrpitude of the foreim exchanre arnd financial
crisis, and country on specific characteristics of the external sector.
Thus, revolutionary Mexico was more timl@ repzrding exchanrse control than
censervative Argentira, larrely because of its open border with the

United States. Policy makers who abandoned rold convertibllity, allowed
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the excharnrme rate to depreciate supported banks abt the edee of bankruntey,
permitfed budget deflelts induced by ecoromic and ferelen trade decline,
and financed trem by menetary expansion, on the whole did so moved hv
survival Instincts rather than inspired by the writirgs of econcmists,
either defunct or live. But in reactive countries, includine Chile
and Ururuay, the instltutional structure was corpatible with actions
involving a degree of policy automormy, whnile in smallef or passive
countries, such as Cuba, it was less so.

While the eccnomlc performance of reactive countries waé'reasonably
good, per capita real incomes grew less durings the 1930s than during
the 1620s or 1940s. Had the industrialized countries mairtained full
emmloyment, open markets for forelon eoods ard bonds. and a peaceful
international envirorment, It is likely that the acererate ocutput
performance in reactive courtries (and of course in nassive ones) would

have been better. Sectoral

o

patterns of rrowth would have been different,
and it is likely that under such counterfactual circumstances

some actlvitles, like cerent and textiles, would have grovn less than
they'actually did durine the 1930s. The diversification which took
place In agriculture, manufacturing, exports and rovermment revenues,

as well as in the geopraphical sources and destination of exports,

could very well have been less under the hrpothesized counterfactual
conditicns. It Is also conceivable that institutional reforms in banking,
taxation and even land tenure would have teen wealer. Under the
counterfzactual clrcumstances there might have been less structural change
but rere growth not just in armperate cutput but alsc in ohvsical and
technical capaclty. Output rrowth during the 1930s wore out ruch of

the capital stock accurmlated during the 1920s and earlier, and was
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accompanied by relatively little fresh Investment and technical chanse.
At the outbreak of World War II; a rood share of the Latin American
social overnead capital and industrial capacity was alreadyv stretched
thin and at the verge of obsclescence; war shortages were to arrravate
these conditions.

Tne crisls at the Center did induce policy exverimentation in
the Periphery. Bold foreisn examples were plentiful: the New Deal in
the United States; fascism in Italy and later in Germany and Spain;
ana radical socialism in the Soviet Union. Examples of a successful
maintenance of cld-fashioned orthodoxy were fewsr. The collapse of
international financial markets encourared attempts to rmotilize domestic
savings and the creaticn of new domestic financial institutions. The
lamentable state of banks irn the United States and other industrialized
oountries during the éarly 1930s made Latin Arericans thir’: twice about
the wisdom of capital flicht, increasing the potency of dorestic monetary
and tax policy. Rivalries among industrfalized countries, exacerbated
by the crisis, plus the Good Neichbor policy of Franklin Delano Roosevelt
also encouraged, directly or indirectly, policy initizstives favoring
the georraphical diversification of foreign trade, greater national control
over natural resources, and the rescheduling cf externzl debt oblisations.
A poor profits outlook at the Center encourared some direct foreien in-
vestment into Latin fmerica, and helped to concentrate the animal spirits
of local entrepreneurs within the domestic merket. In short, the dis-
astrous news from the rest of the world reaching Latin America during
the 1930s made policy-melers and informed opinion feel not only that
local corditicns were not so bad, after 211, but also that no one inew,

in Center or Periphery, exactly what were the roots of the crisis ner
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how 1t could be overcame. After a terrible frichi, this stirulated
an almost exhilarated creativity. The old authiorities ard rules were

shattered. It was a time calling for reliance on one's discretion.
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