- The Depreciati;:m of the Peso and Trade
between Italy and Argentina

by

GINO LUZZATTO

i

1. — Since the beginning of the year the
results of the hew economic policy adopted by
President Peron and his chief econoimic advisor,

 Miranda, have been clafiming the attention of
the business world everywhere as affecting the -

rapid fall of the dallar-peso exchange rate, and
«of ‘those with the currencies of all other coun:
iries trading with Argentina.

- The progressive deprediation of the Argen-

tine peso, as of all the other Latin American -

currencies, dates far back.

Fifty years ago: the peso was a :llw:r coin
of 27.11 gr. goofiooo fine, of a rather higher
falue than the U.S. dollar. Today, although
the dollar has been-officially devalued by 40%,
: Lmd tlthmtg;h ité purchasing power has fallen
_E,p half the pre-war- ﬁgurc, one can

e open market B paper pesor with
m: dui]ar Thercfore, in half a century, the

Argentine eurrency has lost apprnnmatclr 5%
- of its value,
_The most striking and tapid d:prmm

. financial year

aecuried during June and ] y of this ‘year,

followed by no sign of recovery in the ensuing
moaths. At the end of May the pero could
still buy-on the open market a quarter of a
dellar, or- 125 Italian lire; today it will only
buy one eighth of a dollar or 7080 lire.

‘The increased speed of this fall may be
partly due to a decree issued carly in June'in

- the hopes of checking bear speculation and of
mstoring confidence in the stability of the cur-
sency, This decrec ordered that quetations on

the frec maﬂ:l:t (known re as ﬂ'm
*"blr.‘t" t, but in Argentina it
_ n]i nu: are nutlﬁ.td in d ¥
- thf P=P=ﬂ] by
so-called free

- crease in the volume of imports,

nE'n:l.nl market. Tla‘l: results of “this repressive
measure were, of course, the same a8 thire
always noted in similar cases. The free market
went underground, dollars became scarce, and
their price has risen steadily although officiall

it has been stabilised at 530 pesor for 100 dol-
lars, ; o

- 2. — Unfortunately, our old Europe has .
had many such experiences, and thie specia al
case would be of little interest did it riot offer
some special.features of its own; for in Argen-

tina the situation of the currency would seem
to be in sharp contrast with that of the budget
and the trade balance..

If we are to accept the official figures—
and there is no reason for rejecting them—the .
closed on December 31, 1047
with a sur[.nlus_, 1T rcl::dl:np:d in the last thqur

years, of 500 mi ,wi. amang from dn
inerease of real ove receipts amount-
ing to. 850 million . Moreover, this satis-
factory financial mtunmn was accompanied by

the favorable trend of the balance of trade.
While itsis true that there was a striking in-
i whose value
rose from 2332 million ,mat in 1'94!5 to 5331
million in ro47, yet exports rt
to 5331 million, so that tJ'n: trade deficit m‘i]f
nmmtedmmmlﬂwnpnarmtnmlﬂ
changes valued at 10,684 million. :
To judge by these figures only, |tw«qud
seemi that at the beginning of 1048 the state of
national finances and the trade ‘balance was
such as to assure complete monetary stability.

_Mor was that all; Argentina took no part, not

even indirectly, in the world war,  Undoubt- -
edly th:tw:rh&diurhﬂ‘snm:mfamuhh



8,
reactions, as the country was often in serious
difficulties due to the impossibility of obtaining
supplies of many of the manufactured goods
she was accustomed to import from abroad,
_but the advantages were perhaps preater than
the disadvantages, as the war raised the de-
mand for the products of her agriculture and
livestock.
The substantial nature of these advantages

i clearly shown by |l:;r-hqd increase of the
gold and foreign hill s held in the coun-

try or ih the forng of balances abroad, which ..

rose from 1.3 milliard peror at the beginning
~of 1940 to s5.65 milliard at the end of 1o46.
But as from 1047 the trend turned. During
the following 12 months these reserves fell by
2 milligrd pesos, while the note circulation rose
by 128t million, and the Centril Bank advan-
ces showed a much-heavier increase, rising from
3,719 to B,63g million pesar. This infAationary
trend became more marked. in the first four
months of 1048 during which the note circula-
tion increased by another 230 million peror
while credit inflation was still more marked.
The apparent contradiction” between the
financial and the monetary situation is readily
explained by the fact that the national budget
is fanked by that of the LA.P.L (Argentine
Imittute for promoting Foreign Trade), open-
“ed.in July 1946 for Ainancing the Government
export monopaly of the staple agricultural-pro-
ducts: wheat, corn, meat, oils and Fats, hides

and skins, ete. The receipts from these ex-
ports, which were expected to yield very large -

 profits; are used to pay for the imports of the
materials required for carrying out the five year
plan for the industrialisation of the country.
To finance this quasi total* monapoly of
foreipgn trade, most of the sources of credit had
- - to be made available for the Government, and
“for this purpose not only was the Central
nationalised but almost all the bank deposits
 existing in the country had to be deposited
with it, so that the commercial banks can
dispose freely only of their capital and reserves
for carrying on their business, and of those
additional amounts fixed by tiie Central Bank,
- which howewer may only be used for financ-
ing purpases that the Central Bank prescribes,

. gentina, the setf-appointed champion of the i
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In this way almost the total amotint of hank
deposits has been made available for financing
the Government's econoinic policies, and tha
ample use has been inade of this possibility s
shown by the fact that the loans made by the

Central Bank to the Government rose from 45

milliard pesor in December 1946 to 8.1 milliard
in December 1047, being an increase of 34
milliards, almost all of which went to meet the
needs of the LAP.L A e

It is thetefore evident thae the considerab:

~was only ebtained because the deficit of more
than 3.5 milliard peror incuered by the Govern -
ment Institute for Foreign Trade did not figure
in the accounts, the said deficit being covered
by increasing the note cireulation and by eredit
inflation, i -

of

3. — Argentina’s new &onomic policy was -

introduced less than two years ago, and there
fore anyfattempt to judge of its results would
be altogether prefature. The official reasons
given for its adoption are iwo: to do awsy
with the monspoly in the expost of agricul
tural staples exercised by a comparatively small
number of very powerful forcign concerns; and

1o favour the rapid industrialisation of the

country. _
. The first of these reasans, which would ngt
‘seem to be groundless when we comipare the
conditions in the Argentine Republic with these
existing in the other South American countries
migre or less dominated by the great capitalistic

forces of North America, is closely linked up :

with the nationalistic* policies prevailing. in

dependence of the Latin Amésican Republics

in their refations with the United States. And

this nationalistic policy is Frequently held re-
sponsible for the criﬁ:n.ﬁjlriich,itii
claimed, has been intensified in the last twelve

- months by efforts made by the American gov-
crnment and by American high finapce =

secure the failure of Argentina’s attempt at
economic independence.. S
- There may be some truth in the rumours B

this effect, so widely current in that counry;

but ther= can also be no doubt that the main
cause of the crisis is to be sought in the policy

3.1

surplus with which' the budget closed in 04
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for the rapid industrialisaton of a country
whoge economic structure is prevalently agri-
cural and pastoral, : ‘

An inevitable consequence of the industria-
listion- plans has been a great increase in the
imports of instrumental goods (ree table I).

: Tamr |
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5 Togh |9.|'||'
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-I:::v': rapid growth of these imports,
'A']:I.;.'[-h havﬂn:rﬁd more than tenfold in the

cadfse of two years, and ia the ratio of 1:7,

it apparently offset by the larger exports of
cereals, meat, hides and skins, woal and lin-
wed, whose value in the same two fyears: has
riten from a total of 1,012 million to 4621 mil- -
lioh pevos, :

Dut this balance is, to a large extent, only
a-paper one. Th:'-l.AéP.L has u_s’lttd jt: mono-
of the gxport trade in apricultural sta
ﬂ!irm&fpp:udum to puﬂaﬁc them :ﬁk:

- fut price, definitely below that ruling on the

market, fixing it, for the 1947-48 wheat crop,
it 200 pesor per metric tons for those* growers
whe deliver their wheat within the Arst week
of ]Ill]fzgsrﬂ and at 180 pesor for those who -
deliver it after that date, while the price at
which it is sold abroad has been fixed at 6oo

peros,
~In this way, on an exportable surplus re-
lisbly estimated at 4 million tons, the LAP.L

should have realised, on wheat alone, a i:mﬁl;.._..
~ of 1,600 million peros. And as similar mea-
~ mres have been taken for most of the other
~ oports it looked as if it would be easy to

e the 3.5 milliards required for balanc-

g imports and exports.

~ But facts have belied thuerﬂqpemuum :
- With few of no great importange;

h]rrjlpw.l.xmac-
N
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cepted only by those countries {vhir.h had an
urgent need of securing supplics and  wha,
bcing unable to pay for more than a small part
by their exports, obtained credit on the Argen-
tine market. The result of this has been that
a very large part of the éxports of farm pro-
ducts. have been paid to the LAPL by the
Central Bank. Last June there were hopes of
coming to an agréement with the administra-
tors of the Marshall Plan for the purchase of .
the whole stock of Arpentine wheat; ‘but an
agreement was not reached and this failure
was followed by o fiscther and more rapid fall
of the pesa. . 7

In this way, the burden’ of realising the-five
year plan has been barne to a large extent by’

.the farmers and stock-breeders, and perhaps o

a still greater extent by the mass of consumers

who are suffering from the effects of monetary

and eredit inflation. ; :
- The general price index has risen from 100

in 1939 to 2008 in 1945, 2i6.5 in 1946 and

2311 in 1947, This rise, which is rather lower
for manufactured goods than for farm products
only betatse of the very high level the former
had reached during the war, is considerably
below that of the means of payment which in
the same period had inereased- more than four-
fold. : oo
This situation differcntiates the monetary -

crisis in Argentina from those of other coun-
tries and makes it — at Jeast-for the present —

_ much less alarming expericnced by
many Edropedn coun It is-probably due

to the great abundance of foodstuffs, and more

_ especially of wheat and meat, that have made

it possible, even in the worst period of the crisis
at the end of last June, to keep the cost of
living, at least as far as food is concerned, con-
siderably below ‘the. level prevailing in our
founitries, . .. i !

This great abundance of agricultural pro-
duction both in relation to the population and
in absolute figures, ought to make it possible
and indeed probable to stabilise the Argentine
currency, provided a policy be not adopted
entailing further gross cconomic crrors that
would definitely compromise the chances of

rehabilitating the peso,
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 This is not the place for discussing the pras
and cons of the five year plan which aims
above all at creating condifions Favourable to
the rapid industrialisation of the country. The
fear above mentioned that in case of another
war the country might be unable to procure
~ essential manufactured products is certainly not
groundless, and it is shared by all those coun-
trics that have found it advantageous to spe-
* cialise in a few lines of production only. Driven
“to its ultimate conseque it is a fear which
leads to the economic ity of autarky,
It must also be admitted that during this

period Argentina, and more especially Buenos ™

Ayres and its-part, have been enjoying a period
~ of intense activity and great prosperity.

Any doubts we feld about the success of
the plan arise from the dangers implicit in the
excessive fapidity with which this transforma-
tion from a pufely agricultural to an industrial
cconomy is being made, at the cost of hea
sacrifices to agriculture. A

I the last eight years the area under wheat
has been steadily and strikingly reduced. “The

* population of this country with an area eight
* times thar of Italy, with its vast expanses of
prairie almost all situated in the temperate zone,
tumbers barely 16 million, of whom more than
- ‘one third live in. the Capital and in towns of
over than 100,000 inhabitants, And the urban
population is rapidly growing, attracted by the
new industries which pay higher wages: that
those earned on the land,. -
 The lack of farm labor is a subject of general
complaint, yet at a' time when half Europe is

-~ suffering from over-population and unemploy-
ment, nothing is being done to create in the
under-populated country-districts conditions of

life which would attract rural emigration.
Thus, while endeavouring to create new and
.. uncertain sources of wealth, there is danger

- that what have hitherto been Argentina's great

and assured resources may be allowed to decay. .

While 1 would not venture to ‘a
judgment which might be premature, :)T;* it
would scem to be beyond dolit that the eoun-

try’s monetary difficulties will grow more and

more serions should the importation of indu-
- strial raw materials s mmdimuy and

Hamca Maziondhe el Lavarn

manufactured goods — steadily and progres
vely increase without a mr:sp::ndinginum
in the exports of the products of the soil,
But should these industrial imports be g
tribiited over a longer number of years, ad
should a commercial agreement with the United
States provide for the export of cereals and othey
products of the farm and of animal hu:han[i.]
at advantageous prices and against payment iy
dollars, then it will be possible to overcome h
crisis of the pero with relative facility,

4. — Conditions in the Argentine Republic
and its economic policies are matters of speciil
importance for Italy whose emigrants fuw
played and still may play o important a pan
in the development of the country with whidk
largely owing to this emigration, Italy has im-
portant trade relations. o e

The number of cmigrants whe entered 4.
gentina betwren the yedrs 1857 and 193 i
reckoned at 6,800,000, and of thess 3 mi ;
were Itilians and 2 million Spaniards. Of the -
total number 3,600,000 settled pertanently in
the country, of wham about 1,600,000 of Il
1an origin; cf -these abaut half have acquired
citizenship. The highest Aigures were thos for
the twenty years preceding World War I

- when the annual average for immigrants of

all kinds stood at 91,000 uf whom more than

half were Italians. From 1914 to 193
- average fell to 30,000, with a Further d

during the second World War,
With a view to the rapid industrialisation
af the country, President Peron encourages im-

 migration as the only means for miceting the

serious insufficiency of labor, hath ag r
numbers and quality. Thus 1947 mir
revival with 30,114 immigrants of whom 2493
Italians, and this movement showed a marked
increase in the first quarter of 1048, the onlf °
one for which the data have already been pob-
lished.  The Italian contingent alone amounted
to 15,352 -persons.  The 2?uu is certainly 2
large one, and approaches the average for
the twenty years when immigration from laly
touched its peak, but it is still far below the
needs of both countries and below the figure
provided for -by the agreement between the

P .
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As a mitter of fact, the purpose the Argen-
tine negotiators probably had in view was that
of replacing by ltalian peasant emigrants the
native agricultural population who are leaving
the farms for the factories and the attractions
‘of city life to an extent which is eausing anxiety.
But this purpase has not been attained, Of the
400 emigrants who land on an average cach
“month in Argentina only a very small quota is
secounted for by men enrolled under the agree.

" ment between the two Governments; the greater
number are persons going to join relatiogs al-
ready: settled in Argentina, or called by Italian
or Argentinian intrepreneurs; and they almost
il swell the number of the industrial workers
gettled in the towns. e
~ The peasants, who prior to 1914 accounted

+ for almost all our emigration, are now & very
small minority and this may be accounted for
by two reasons : a, probably temporary improve-
ment in the conditions of agricultural workers

“in many parts of Italy die to war economy;
and still more the unattractive conditions
that Argentine agriculture offers the emigrant,
especially in those arcas where the need for,
labar is most felt but where the lack of roads
and means of transport, of all forms of social

- tervice works, and above all of dwellings, is
keenly felt, i Gaateh e

Undes—these conditions a revival of large-

sale agricultural emigration-will not be pos-
sible unless’ the Government provides the pre-

requisite . conditions' by carrying oyt public

works and above all by building and equipping

villages; or unless private capitalists or co-ape-

native societies provided with the necessary ca-

fital, take the place of the Government, secur-

ing from it the concession of large zones to be
 improved and equipping them in such a man-
feras to attract large groups nfpuﬁg.m families,

o F P
- 5 — Commercial relations, no less than

 cmigration, arc closely related to the plan for
i J&l'lpld industrialisation of the country. It is
'&‘FI"-“- which has raised the total- value
o Argentina's foreign trade from the threc

ad 2 half million peror at which ‘it stood

 fom 1938 to 1935 1o 2 maximum of 10.5 il

a
o

4
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lion in 1946 and 1947; a sudden jump of which
only half can be explained by turrency depre-
ciation, while the other half is accounted for
by a real increase of volume. Imports are now
growing much more rapidly than exports, and
the trade balanck, which was steadily favour-
able from 1941 to 1946, in which year it closed
with a t balance of 1,64t million peros,
closed in 1947 with a debit balance of 19 mil-
lion, although a large part of the exports are
sold .on eredit. o

The very heavy demand for fuel, meals and
above all machinéry has led to an enormous
increase in ;h#lmfihj_.t from the United States,
which have risen from an average value of 165
million peror per annumi in the three ?n:.r_pa‘

- tiod 1043-45, o 665 million in 1946, and
~no less than 2,431 million in 1947, offset by

exports for only 513 million pesos, On the other
hand, the trade balance between Argentina and
Great Britain closed in that year with o credit’
of 1,150 million peser in Argentina’s Favor.
Until 1945 trade with Itgly had practically
ceased; it revived on a small scale in 1946 when
goods valued at go million peras were exported
to Italy against imports valued at 57.6 millian.
This trade increased more than fourfold in' 1947
when imports from Italy, consisting mainly of
finished products, amounted-to 273.7 million
pesos against exports to that country for a value |
which exceeded that sum by nearly 2 million-

peros. e T . .
This promising revival has become yet more
marked in the mrr;ﬁ.’-.;r, under the agree-
ment of October 13, Ty, which will remain
in force until the end of 1951, Under it Italy
has undertaken to pirchase 700,000 tons of
cereals amd Jarge quanties of fats and frozen
meat, and in return she has been pranted a
credit not to exceed 700,000,000 peros at a
preferential rate of -interest, repayable within

- gznhzr side, Iraly is to facilitate the export
to Argentina of a large number of commoditics
— chiefly industrial — listed in the agreement,
as also any other goods she may have available
for export. :

. Thanks to the credit granted and to our
urgent need of cereals, this agreement reacted



