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FOREWORD

This is one of a series of reports on Econcmie
Controls and Commercial Policies in the Latin American
Republics.

Other work in preperation by the Commission
relating to trade problems of the American Republics
includes & Beries of reports under each of the following
headings: Mining and Menufacturing Industries; Agri-
cultural, Pastoral, and Ferest Industries; and Recent
Developments in Foreign Trade.

In the preparation of this report the Commission

had the services of David Lynch, Allyn C. Loosley, and
other members of its staff.
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ECONOMIC OONTROLS AND COMMERCIAL POLICY IN VENEZUELA
Introduction

Yonezupla——g summary deseription.

Located on the northern coast of South America, the United States of
Venezuelal/ is bounded on the west by Colombia, on the east by British
Guiana, and on the south by Brazil, Extending sbout 900 miles from east
to west, and nearly 800 miles from north to south at its widest point, its
area is 352,000 square miles, slightly smaller than that of the States of
Texas and Colorado combined. !

In general, Venezusle may be divided into four regicns—the mountainous
region of the Andesan and Comstal ranges in the west and north, the Oritoco
plains to the south, the Guiana Highlands on the east, and the coastal plain,
The mountainous region extends from the Colombian border ncrtheast to the
Caribbean Sea, and thence eastward along the coast. To the south of the
Andean and Coastal ranges, stretching more than 600 miles from sast to west,
iie the Orinoco lowlands, or llanos, ane of the three major plains regions of
South America. South and east of the Orinoco system, toward British Guisna
and Brazil, are the Gulana Highlands, & plateau largely covered with tropical
foresta, much of vhich still is wmexplored. Between the Andes and the
Caribbean Sea is a narrow ccaptal plain; at its western end, surrcunded by the
Andean highlands, lies the low region around Leke Haracaibo, the country's

principal oil-producing area.

Although Venezuela lies entirely within the Tropics, its climate varies
greatly with the elevation. There are thres general:climatic areas—-ths
torrid region, from the coast up to an altitude of about 2,000 feet; the
temperate region, from 2,000 up to about 6,000 feet; and the cold region,
over 6,000 feet, In the lower altitudes along tha coastal plain end in the
interior plains and river valleys, the climate ia tropical. Becauss of the
heavy recipitation during the rainy season large areas in the llanos are
annually in floeod The climate in the highlands, where most of the cities are
located, is mild, healthful, and invigorating. In the very high altitudes
it is cold and damp.

In 1905 there were 2,598,000 perscms in_Venezuelay according to the
census of 1936 the population was 3,&3,000,.2/6 or about 10 persons to the

' square mile. Most of the inhabitants, however, are concentrated in the
northermn highlands and in the northwestern part of the country in the vicinity
of Lake Maracaibo. Caracas, the capital and principal city, had a population
of 203,000 in 1936. Other important cities, with their population that year,
were Maracaibo (110,000), Valencia {49,200), Barquisimete (36,400), Maracay
(29,800}, and Ciudad Bolivar (25,100).

Rixed races constitute about two-thirds of the Venezuelan population and
persone of Eurcpean extraction, about one-fifth; Negroes und Indians account
for the remainder,. There has been little immigration since the end of the
colonial perted. ' Only small numbers of persons are permitted to enter the
comtry annually, and in some years emigration has egualed immigration.

The Venezuelan sconomy. 3'/

From the standpoint of international trade, the production of petroleum
is the moat important economic activity in Venetuela. No other country of

1/ Officlally known as Estados Unidos de Venezuela. The federation con-
siets of 20 States, 2 territories, and the Faderal Diatrict.

2/ An estimate for 1940 placod the populction at 3,943,000.

3/ This brief desoription of the Venssuelan soonomy relates principally
to the perlod before the cutbreak of the war.
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Latin America, except El Salvador, is dependent upom the expart of & single
cormodity to the same extent as is Venezuels. In recent years about nine=
tenths of &1l Venezuslsn exports, in terms of velue, have cansisted of
petroleun and 1ts derivatives. Practleally the entire production is by
foreign~controlled companies operating under Gove 4 conceseion. Other
pinersls occcurring in the country include gold, &/ silver, copper, maghesite,
coal, iron, tin, asphalt, asbestos, mica, and salt. The country's iron
yegerves are potentislly important, but have not been exploited to any cui-
siderable extent. Venezuela alsc is believed to have extensive reserves of
coal; in genersl, however, the fields are inaccessible and have not been de-

valopad.

Coffee 1s the lesding Vepezuelan agricultural export commodity; ocacao
ranks second. Other agricultural products, grown chiefly for consunption
within the country, include corn, Sugar, cotton, tobacco, wheat, rice, beans,
potatoes, fruits, end a wide variety of vegetables. In recent years the
Government has attempted to stimilate agriculture and agricultural exports
by aids of various kinds to agriculturalists and by export bounties on
agricultural producta.

Pastoral activities, especially the cattle induatry, form a significant
pource of national wealth, cattle hides are an important export productj
the beef i8 consumed largely within the country. Sheep, goats, hogs, and
horses are also raised, and goaiskins are exported.

The extensive forest resources of Venezyela include at least 600 species
of wood. About two-fifths of the country's land area is forested, but there
has been no extensive development of lumbering. The chief forest producis are
¢abinet woods, rubber, balata (& gun regembling gutta percha), the tonka bedn
{a Beed used for flavoring), divi-divi-{a ewbstance used in dyeing and tonning)
copaibe (& resincus substance used for medicinal purposes), and vanilla.

Venezuelan ranufacturing industries are not extensive, although in
recent years there has been a considerable development in certain lines, and
for acme products the entire domestic requirements are produced within the
country. High duties are imposcd on imported menufactures, but domestio pro=-
duction on the ihole is 8o small that there is little competition with im-
ported commodities in most lines. Through the tariff and through loans, the
Government encourages the establishment of smeli industries, especially those
vhich utilize domestic raw materials. Manufactures produced within the
country include cotton textliles, soap, cigars, cigerottea, candles, cheense,
vegetable oils, carned meat and fish, sugar, chocolute, beer, shoes, clothing,
coment, glass bottles, matches, paper, cordege, furniture, ruga, straw hats,
refined petroleum products, lumber, and light irgn products.

Pre-war foreign trade. 3/

On the basis of official statistios, Venesusla in 1938 ranked third among
the Latin American countries as a foreign-trading nutiom. Exports in 1938
were reported to be valued at B&7 million bolivares (257 million dollurs);
imports umounted to 311 million bolivares (97 million dollars). According
to Venezuelan statistics, exporta usually have excesded imports, the export

doy The valus of gold production in 1939 was estimated to be 4.4 million
1lars,

2/ The effecta of the war on the foreign trade of Venesuela sre discussed
in detail in 7. 8. Tariff ssion, Recent enta in the Forei

rade of Yenesuals, 1945 / processed /.
57 Exports in 1938 have been converted to United States dollars at the
rate of $0.3233 per bolfwar, and imports at $0.3135,
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balance in the period 1936-38 ranging from 142 to 190 million dollars. ~The
figures, however, ure inflated becauss exports of petroleum, ordinarily cone-
stituting about nine-tenths of the reported total, are highly overvalued,

The predominance f petrolewm in the export trade of Venezuela is rela-
tively recent. Coffee, which long ago displaced cacao a3 ths leading export
commodity, remained the most important until 1925, when petrolesum took the
lead. Coffes constituted about cne-sixth of total exports in 1929 but in

' 1938 accounted for only 3 percent of the total.  Only two other commodities,
gold and cacag, accounted in 1933 for more then 1 percent of total exports.
Minor exports iwclude cattle hides, goatskins, live cattle, bananas and mis-
cellanecus vegstable products. The principal destinutions of Venezuelan
exports in 1938, with the share of the total value taken by each country, wvere
the Netherlands Vest Indies, 76 percent; the United States, 13 percent; the
United Kingdom, 3 percent; and Germany, 3 percent. Other markets included
France, Italy, Jopan, and Canada. Shipments to nearby Curagao, in the Netb-
erlands West Indies, consist almost entirely of crude pjetroleum sent there for
refining and reexport, principally to the United Kingdom and the United States.

Significant features of the Venezuelan import trade in the decade 1929-38
woere the maintenance by the United States of its pesition as the dominant sup-
plier, and the decline in the importance of the United Kingdom. Importa imnto
Voenezuela consist of a wide range of manufactured products and foodstuffs wund
somc rav materials. The most important dutiable group of imports in 1938—
machines, instruments, ayparatus, and vehicles-——accoumted for 28 percent of
the velue of total imports. MNetals and metal manufacturea, the second-ranking
group, constituted 20 percont of thu total, followed by foodstuffs and bever-
ages (11 percent), tuxtiles {10 purcent), and chemical products (6 percent).

On the basis of value, Venezuelan imports in 1938 cume principally from the
United Stutes (5 percent), Germany (12 jercent), the United Kingdom (7 percant)
Bolgius (7 percent), and the Nethorlonds (5 porcent).

General Character of Economic Controls and Commercial Policy

Economic controls in Venezuela differ somewhnt from those of the
nelghboring republics because of the general absence of axport taxes and
the granting of export subsidies to the country's two major agricultural
products. Another outstanding feature of tha Venezuelan systom relates
to the vital petroleum industry; all important productive activities in

this industry are curried on under permits issed by the Government and
are subject to extensive regulation.

Venezuelan controls affecting foreign trede hnva bean utilized to
sucure revenuss for the Natlonal Government, to foster and protect
domestic industry, to husband exchange balances, to conserve essential
supplies, and to restrict the sctivitius of enumy aliens, - Internol con-
trols have been directed to similar objectivos among which are the develop-
ment of industrinl res.urces, the stabilization of tho domestic economy,
the supervisiun and control of petroleum rescurces, the production of

strategic matorials, the rationing of essential supplics, and the eontrol
of pricus.

The Venezuelan customa tariff, cne of the highest in tha world, has
been employed to foster domestic production as well aa to raise revenue;
customs revenues constitute the most important source of Govarnment income.
Since 1936 exchunge operations in Vonozuela have beaen gubject to varying
degrees of government c.ntrol; on the whole such comtrol hns boen less
rigid than in most other South Americon countries. Exchango operations
are subject to the control of the Contral Bonk, nnd imports, to that of the

y Exports of putroleum und ite products in 1938 were officlally wnlued at
828 million holfvnraa; if tho atatistice are adjusted to,tuke into nccount
the overvaluation, they amountud to about 50Cmillion bolivares.
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Import Control Commissjon. Import quotas and licenses, employed since

1935 primarily to husband axchange bulonces, have been utilized since 1940
to foster the development of domestic industries.

In contrast to commercinl agreements of the tilaternl cnd compensa-
tion type negotisted by Vemezuels during the decnde preceding 1940, those
concluded since then have generally provided for reciprocal most-favored-
netion treatment. A system of export subsidies for agricultural products
inangurnted in 1934 was replaced in 1941 hy speciasl foreign-exchange
premiuns now avnileble anly to exporters of coffee and cneao. In 194D -
Venezuels becnme a signatory to the Inter-Americon Coffee Agreemont, which
eatablished export quotes for the principul coffee—producing countries of
Latin America.

Since the ocutbreak of the wer a number of mensures have been adopted
to mobllize the domestic ecanomy to meet tho needs of hemisghoric defense;
theso include recxport control, regulation of the flow of domestically
produced strateg fc matexrials, and blocking of funds of foxds nations and
their nationcls.,

Perhaps the most important governmantal controls in Venezuela are
those which extend to virtunlly all aspects of the petrolcum industry.
Conceasions or permits are roquired for the exploration, extraction, refin-
ing, or trunsportation of petroleum producte. These controls, instituted
in part to rogulate the development of nntural resources and in purt to
repregent the over-all interest of the country in an industry primarily
financed by foreign copital, have for one of their principal purposes the
reising of rovenua. Governmcnt monopoliss of the motch and salt indus-
tries are likewise maintained for fiscal rensons, rlthough the resulting
revanuus are of minor significance,

In 1938 the Governmunt initiated an extensive progrom, frequently
referred to as the Throe-Year Pirn, to develop the industrial rosources of
tha country and to raise the general stnndard of living. Since thut time,
o mmber of devolopmental projects have been initieted, many of which have
been completed. ﬁa Netionnl Coffce Tmstitute, established in 1936 to
function within the Ministry of Agriculturs, has engaged in numerous activ-
2 ties to davolop and stabilize the Venezuolun coffee industry; in June
1942 its functiong were token ovur by the Agricultural and Cettla Hank.

A Bational Price Control Board, opornting in conjunction with loeal price-
control boards, is undertuking to rotion prime necessitioe snd to fix
moximum prices for thase products.

Eoonoale Cantrols and Commercial Polioy Before 1940

Before the war the chief purposes for which z=conomic controls were
imposed in Venezuela were to ralse revemia, to protect domestic industries,
t0 husband exchange balances, or to promote the occnomic devalopmunt of
tho country,

The tariff. .

Venazuslan import duties ore genorally higher thon those of any other
country in South Amerioa and are among the highest in the world. As
orrly ns 1909 teriff revenues were equnl to 59 percent of the value of
totsl imports, in 1913 thoy were 47 percvemt and, in 1940, 41 poercent.

The effective rutes of duty on imports actunlly subjact to tho tariff are
of oourse higher; in 1937 customs ravermas were equal to 70 porcant of
the value of totol dutiable imports, An mnalysis of 393 roprossntative
import commeditiss for that year indicates that 21 commodities were sub-
jeet to an average equivnlent ad valorem duty of 273 percent; another 20
commodities to an equivalont of 169 porcent; 58 others, to 122 percent;
99, to 72 percent; 88, to 39 percent; and 107, to 12 porcont.
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The burden of the tariff falls most heavily upon the low income
groups, In 1937 foodstuffs and textiles accounted for 57 percent of the
total duties collected. The ratas of duty on these two groups of commodi-
ties were among the highest in the tariff schedule; those on foodstuffa
averaged 113 percent ad valorem and those on textiles, 93 percent. The
aversge ad valorem equivalent of the duties on metul products and machim-
BTy, by contrast, was only about 30 percent.

The rates of duty on besic individunl import items ti/hugust 1939
emphagize the height of the Venezuel:n tariff structure. 3 theat flour,
the most important food product imported into Vemezuelsa, —3; was subject

to an everege duty of 252 percent of its original c.i.f. coat; the

duty on rice was the equivalent of 174 percent. For other representative
items the rates of duty were us follows: Olive oil, 71 percent; potatoes,
151 percent; cotton drill, 145 percent; reyon fabrics, 319 porcemt; cod-
liver oil, 174 percent; iron bars, 55 percant; barbed wire, 10 percent;
and radios, 40 to 135 percent. Mony of the duties sre highly rostrictive

of imports and serve to raise the prices of' commodities produced within the
country.

Meny of the essential elements for a self-supporting industrial
development are lacking in Venezuela; hencu tariffs heva boan employed,
in part, to compsnsate for such disadventrgoes and thus to foster mamufac-
turing industry. High-cost industries hzave beon estrblished which
show no indication of being able to operate indepandently of such aids.

On this point, the American Advisory Economic Mission to Venozuola
observed:

For some time Venezuela hcos pursued a policy of extreme
protectionism, but unfortunctely high tariffs hnve not auc-
ceeded in accomplishing their avowed purpose; on the con-

trary, they have served to sustain inefficiency and high-cost
operation,

Despite its protective character, however, the Venezuelan tariff ia
one of the principal instruments for reising metlonal revenue., Between
1930 and 1940 tariff revenus accounted for more than one-third of total
governmental income. About 60 percent of sll imports ordinarily are sub-
ject to duty. Virtually all Venozuelan tariff rates are apecific, being
assessed In moat instances on gross weight; additional sd wolorem duties,
renging from 3 to 25 percent, are provided for 15 items.

The basic law governing Veng}unm teriff policy is embodied in the
Tariff Act of Qctober 23, 1936. Between 1915 and 1936 sevan revisions
of the tariff were emacted by the Congress, [ establishing, on the whole,

1/ Report to the Minister of Finnnce Submitted by the Amcricon Advigory
onomic Mission to Venezuyeln, Vashington, 1940, pp. 28-47.
2/ Nearly 90 percent of the Venezuelan requiraments of wheat and rice
are ordinarily imported.
Cost, insurance, and frelght at Vaenszuelan ports.,
4/ |Heport to the Minister of Finance Submitted by the Aperican

Advisory Economic Mission to Venezuela, hashington, 1940, p. 76.
g The Gaceta Oficial for August 30, 1939, publishod the tariff law of
1936, incorporating sll changes which had been offected by Exwoutive

decrea in the interim.

& July 4, 19245 July 2, 1927; July 1, 1930; July 22, 1933, July 7,
19343 July 15, 1935; and October 20, 1936. Thoso are published re-
spectively in the Gaceta Oficlal datod July 8, 1924; July 20, 1927;

July 17, 1930; August 15, 1933; July 31, 1934; July 17, 1935; and
October 23, 1936,
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.successive increages in the rates of duty. During this period the offac—
tive duties for most products were more than doubled. Sharp increases
were made in 1933, followed by further increases for most products in 1934.
This trend was continued by the tariff law of 1935, which also authorized
penalty duties as high as 50 percent and established quotas on certzin
kinds of imports. The Dariff Act of 1936 did not alter substantially the
general level of rates. It did, however, provide for numerous increcses
in the duties on luxury products and other articl#s mot considered necessi-
tlies, and reduced the dutles on designated "necessity" items.

Mthough the tariff law of Venczuela contumplatas reductions by com-
mercial agruement, & single sat of rates was applied to the products of
ell countries, with minor exceptions, until the tariff law of 1936 became
effective. Since that time a few reductions have been grantzd to EFrance

end %o the Unitad States by unconditional most-favored-netion agreemants.
A reduction in the duty on Danish butter, apparently ihtended as preferen-—
tial, became effective on Septembar 6, 1936, Since 1881 2 surtax of 30
percent of the dutiss has applied to srticles shipped or reexported to
Venozuela from the hest Indies and the Guirnas. This surtax, the purpose
of which is to encourage the establishment of warehouses in Venezuels, is
similar to those levied in certain Eurcpean countries on products of non-
European origin imported through other European ports. The only other
exceptions to a policy of equal treatment for all countries are certuin
Venezuelan export iytias and transit taxes remitted on trade with neigh-
boring countries.

The tariff law of 1936 confers comprehensive powers over foreign
trade on the Executive, some of which were provided by previous legisla-
tion. These include authority to admit imports fres of duty {for
"iustifiable” reasons), to prohibit them, and to raise or lower duties.
The Executive is specifically authorized to double import duties; +to
apply duties not exceeding 100 percent ad valorem, irrespective of exist-
ing tariff mtes; to establish import quotns and an import permit system;
to prehibit lmporte; to reduce import duties by as much as one-fourth;
and to conclude compensation or similzr agreaments. These powers were
conferred with the provision thet any action taken should be reportoed to
the Congress at its next regular session, after which it continues in force
unless Congress providas to the contrery.

In addition to the duties prescribed in the customs tariff, various
conpular fees ure imposed for the authorization of import documents; these
ordinarily account for nearly 2 percent-of government revenusa. An
internal revenue tax on cigdrottes likewise has the effect of an import
duty, as it discriminates in favor of products of domostic origin.

In 1938 the Customs Targf hdvisory Board was created by s resolution
of the Ministry of Finance. This Board wna authorized to moke an
analytical study of the tariff lew cnd to submit recommendations for its
improvemant, to aasimilata into a given tarlff cetegory, or to incorporate
additional items into the tariff schodules specifying the rates of duty
to be applied, to make recommed ®tions relative to claims and appeals
arising from the interpretation snd upplication of tariff classifications,
ard to suggest the time interval which should elapse bufors tariff modifi-
cations made by the Exeocutive become 3ffective. The Board does not
appear to have exerted a significant influence on the development or
administration of tho tariff, nor doss it appear to hive made full use of
evel its limited oowers. ’

1/ Venezuela has exempted transit trade with Colombia from export
dutics, consulsr foes, and the tronsit too,

2/ Gaceta Oficinl, Novomber 26, 1938,

.



Import guotas. p

Import quotns heve been employed to 2 limited extent in Vanezuela,
The tariff law of 1936 &/ empowered the Executive "to esteblish import
shares or quotas applicable to selected merchandise originnting in or pro-
ceeding from ony country;" thip authorization was mors comprehensive then
the measures actuslly taken under it. On April 11, 1938, the Minister of
Finance, after consultation with the Ministor of Foroign Affairs, was
asuthorized by the Executive to impose or suspend quotns on individual
products or on products froz ]‘l_lyticulnr countries whan the inter<st of the
notfional economy required it. 2 The purpose of this action was to
reestablish trade equilibrium with countries with which Venesuela hed =&n
excess of imports over exports. The intention at the time was to aet up
fcontingent” quotas which would, in offect, rostrict imports, particularly
from those countries which discriminazted sgainst Venezuelan products.

There 1s no indication, however, that the restrictions thus authorized were
employed before 1940,

The only Venezuelan import quotas before 1940 were initiated by an
Executive decree of November 15, 1938, to aid the domustic cotton-textile
industry. Global quotas were established for hoavy cotton duck, coarse
cotton goods and bedspreads, blankets, cotton towels, and cotton wicka. 2/
tiith little modification, the quotas have remained in force since 1938.

Exchange control.

Among the countries of Latin Amorica now regulating forueign exchange,
Venozuela wes the last to cmploy such controls, und the nwasuras adopted
have gonerally been less stringent than in other Latin American countrias.
The problems created by thoe breakdown of world trade during the depression
viera somewhut less severe in Venezuela than in noighboring countrias
innswuch 28 the Governmant hnd no foreign debt and because of the atrong
financial position of the treasury. In 1931, 1933, and 1936, however,
conditions beccme sufficiently acute to ovoke regulatory mensures. In
1931, as a consequence of declining exjorts and lower prices for aexport
products, thers was not sufficient foreign exchange to pay for essential
importa. This emergency was met by an ngroement omong the banks to peg
the rate of exchenge ond to rution foreign currency to applicants as
exchange became aveilable. The Venezuelan currency, the value of vhich
in 1930 was close to its par of 5.17 bolivores to the United States dollar
(or 19.3 cents to the bolfvar), deprecieted Lo about 7 bolivares before
the close of 1932. Soon efter, however, the gold value of many other
currencies was reduced so that lhe foroign-exchange value of the bolivar
in terms of those currencies apprecictod., This wnpprecintion imposed
additional hardships upon exporters and tended to curtnil the exportation
of the country's principal agrioultursl products. On. the othar hand, it
had the effect of stimulating imports, and, a3 & conswjuence, anothar
shortage of exchange developed,

The exchange position of Venezuela again became criticnl in 1934
after the United Stutes doparted from the gold standard nnd devrlued the
dollar. The bolivar continued to appreciate until July 1934, whon the .
averege selling rate was 3.12 bolfvaras to the dollar. Aa a result, the
growers of coffee and eacao, the principal agricultural axport crops,

felled to receive a sufficlent return in Venezuelan currency to covor their
coats of production.

1/ Article 17 (3), tariff law in force October 23, 1936.

2/ [PExecutive decree, April 11, 1938, Geceta Ofiecinl, April 12, 1938;
supplementary regulations were set forth by Exucutive decree, Mny 30,
1938, Gucete Oficinl, May 31, 1938.

Renewed on May 16, 1939, November 16, 1939, and June 26, 1940.
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Bocousa of ths hardships thus ecrosted, cnothsr system of informal

axchange control was insuguranted; on August 22, 1934, the Government
entered into an agrezement with tha banks and the petroleum companies to
prevent further apprecistion of the bolivar. Tha petroloum compunies
- agreed to sell sufficlent dollar exchunge to the Government to meet ordi-
nary commercial import requirements at a rato of 3.90 bolivares to the
dollar. These funds were mede avnilnble to the benks at the same rate and
they, in turn, agreod to pog the selling rate at 3.93 bolfvaras to the
deollar. Dollar exchange in the honds of the petroleum companiss in excess
of commercial requirements was purchased by the Government at the gold
exchange rate, shich approximated 3.00 bolivares to the dollar. This
arrangement continued to cperate with minor modification until 1937. -

Another exchange crisis developad during 1936. Imports continued to
increase throughcut the year, creating new demnnds for foreign exchange.
A politicnl change in the Govermment was accompanied by a "flight of
capital,” many puraons expotriating their funds; strikas which interrupted
the production of oil for saveral weoks further curtailad the availabdle
supply of exchange. To meet thizs situntion official exchange conirol was
instituted. = Partial control was established in December 1936, 1/ when
exporters of coffee and of certain other sgricultural products vere
roquired to soll their foreign drafts to the Bank of Venozuela (Banco de
Venezuela) in order to receive export bounties. 2/ Thagse funds were
delivered to the Centrnl Bank at a rate of 3.90 bolfvares to the dollar.
The bank, in turm, spportionad half to commercinl banks for snlas %o
importers; the remainder was mnde available to the Uovernment for offi-
c¢inl uss or was gold directly by tho bank at a rate of 3.93 bolfvares to
the dollar.

The Not change Centrclization Office.—In February 1937, the
Bational Exchenge Centralizat 0ffica (0ficina Nacionol de Centraliza-
oidn do Cambios) was created to operate under the joint supervision of
the Ministries of Developmont (Fomento) and Finance (Hncienda)., The
petroleum compenies continued to sell their drafts (smounting to about
80 percent of the total supply of exchange) to the Government; exporters
toking advantuge of the agricultural subsidles wore required to do so.
The newly organized Exchange Centralization Office represcntad the Govern-
mont in the purchase and allocation of thesoe funds, which usually repre-
pented about 95 percent of the avalleble exchange. Aftar sufficlent
exchange to cover Government requirements had been deducted, the remain-
ing funds were made avnilable to private importera and othera t-hrough

regular banking channels,

. The initial purchase ra.te by the Centml Bank whon the Exchange
O0ffice was crented remained at 3.90 bolivares to the dollar and the sell-
ing rate was 3.93. Profits arising from these transactions were used
to defray the expenses of the Exchange Office and to provjde funds for
agriculturel subaidies. On April 27, 1937, the Exchange Centrallization
O0ffice reduced the purchase rate for exchange derived from potroleum and
agricultural commodities to 3.09 bolfvares to the dollar. and the sell-
ing rate to the public to 2.19 boliverss to the dolizr. During a
substantial portion of the period botween Rovember 30, 1937, and the out—
btreak of the war in 1939, the Exchange Centralization Office extended
preference in the allocation of exchange to imports of prima neceasity.
Banks were required to furnish regular reports of their foreign trans-
actiona, and the available exchange was allocated to importers in rough
proporticn to their previous importa.

1/ Executive decres, December 1, 1936,
2/ Ses the section oa agriculturcl axport subsidies.
3/ Executive decree, February 3, 1937, effective Nebruery 20, 1937.
1 boliver = $0.3154.
y 1 bolfvar = $0.3135; the annual average dollar equivalent of the
bolivar (official selling rate) befors 1940 was as follows: 199, ¥0.1930;
1932, $0.1509; 1936, ¥0.2551; 1937, $0.2824; 1938 and 1939, $0.3135.
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There are two types of exchange in Venezuela—official (comtrolled)

and free (uncontrolled), Balances subjact to the comtrol of tha Natiumal
Exchange Centralization Boerd, as described above, constitute tha supply
of officinl exchange and provide the cover for most imports. Funds for -
the free—axchange market are derived from drafts arising from souzces other
then exports of petroleum and subsidized agricultural products; these
may be sold in the open market without restriction, but the rates {in terms
of bolivares) ordinarily have been higher than those nutherized for offi-
clal exchange.

Commercial treaties and agreements.

Before 1937 Venezuela, in its commercinl pollcy, adhered quite
generally to the most—favored-nation principle, which was embodied in
ngreementdwith 13 countries. Unconditionnl most-favored-natlon guaran-
teos hnd been exchanped in treaties with the United Kingdom, Spain,

El Salvador, Belgium-Luxemburg, France, and Germany; thuse with Italy,
Eeundor, Bolivin, Peru, C.lombia, and the Nethorlnnds were conditiomal.

At times, moreover, conceseions made in commerciasl agreomenta were gen?l-
ized to 8ll countries irrespective of must-favored-pation agrecments.
However, as & result of discriminatory restrictions imposed upon faoroign
trade by various countries and of the impeet of these discriminations

upon the Venezuelen exchange position, the Government felt itself compelled
to introduce the principles of compensation and bilateralism in subsequent
trade agreements.

In the decade 1930-39, Venezuela entarad into commercial agreements
with Denmark and France, providing for increassed import quotas for Vane-
Zuelan coffee in those countries, and for tariff reductions by Venezuela
on Danish and French products. Sinca 1938 agreements heve been concluded
with Germany, Italy, Japan, and the United States.

The ‘agresment with Germany, effective Decomber 1, 1938, recognized
the principle of bilnteral trade-balancing and provided for German pur-
chages of Venezuelan coffee and cacao, payment to be made in Cerman goods.
Similar agreements with Itely (June 29, 1939) and with Japan (July 1, 1939)
established import quotas for Venezuelan products in those countries. By
the terms of a barter mgreemant with Spain (December 1939}, Venezuelan
coffee was exchanged fur Spenish cement.

The trade agreement between the United States and Venezusla, effec—
tive November 6, 1939, provided for tariff concesalons (including bind-
ings} by both countries. Concessions granted by Venezuela to the United
States covered 96 tariff itema; in 1938 thase products reprosented about
36 percent of total United States exports to Vonezuela, Reductions in
rates of duty, ranging from 2.5 to 62.5 percent, wera gruntsd on 35
producta, as well as assurances agninst less favorable customs treatwment
(principally bindings of ratos on dutizble products) on 61 producta.
Conceasicns granted to Venezuels by the United States included the
guarantee of continued free entry of erude potroleum and fuel oil for use
of vessels, and a reduction of 50 percent in the impurt-excise tax on thase
producta for other uses up to en annual quots of imports (from all coun-
tries) not in excess of 5 percent of the total quantity of crude potroloum
processad in the continental United States during the preceding calendar
Year, On two other products (cubd root and tonka beans) reductions of
50 percent were granted, and on one product (orchid plants) the existing

Primarily from tourists and travelers.

2/ U. 8. Tariff Cormission, nt o 1 Tariff atpent in For
Countries, 1937, pp. 37-38.
U. 8. Tariff Commisalon, The Foreien Trode of latin America, pt. II,

vol. 1, pp. 278-279.
Inports in excess of the quota are subject to the former rates.
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duty was bound against increase. On the remaining nine products listed
in the schodule of Unlted States concessions, most of which are tropical
commodities not produced in the United Stutes, existing Joty-free entry
into the Unlted States was bound against change. All the products
covered in the agreement hnd accounted in 1938 for 89 percent of the total
value of United States imports front Venezusla.

Petroleum concessions.

" Exploration and development of Venezuelcn petroleum resoutces mey be
carried an only under concessions granted by the Goveniment, to which all
subsurface soll rights belong. Concessions do not confer ownership of
the depoaits but convey only the legal right to explore and develop them
. for a specified period of time in striect accordence with the Venezuelan
oineral laws, which are designed to secure an orderly development of the
o0il resources of the country.

The first comprehensive petroleum law was enacted in 1920. i Con-
cessions hed been granted before that time, however. The oldest cre
those originnting under the Minimg Law of 1905; & number of important
concessions were awarded in accordonce with the Mining Code of 1910 and
others under the Mining Law of 1918,

The must recent lﬁy.slation 2/ applying to subsoil rights is the
Petroleum Law of 1938. Inder it oither Venezuelans or foreigners,
including both individuals and corporatioms, may ccquirs concessions;:
foreign governments and their agencies, however, are denled this privi-
lege. Regulotions affecting the granting of concessions were made more
stringent; a substontial reduction was mede in the acreags of national
lands open for concessicns, and the psriod of exploitrticn was reduced.
At the same time the special taxes for exploration and development were
incrensed.

Revenuea from Venezuclan mining taxes constitute an important eource
of overnment income, ordinrrily accounting for fram one-fourth to one-
third of the total. Thes= revenuea are obtained almost exclusively from
petroleum and its derivatives and arz ¢ollacted in ths forw of tzxes and
royalties. Concessioneires vwho hold permits to duvelop Venezuelan
petroleun resources are subjoct to the following tuxes:

(1) The exploration tux.—Concessionaircs autharized to
engage in exploration are required (by the law of 1938) to pay
an exploration tax of 4 bolivares (-bout $1.25 U. 5. currency
in 1938) for each hectare (2.4 acres) contained in the conces-
slon. This tax is panid only once and covers the entire
exploration period of 3 years.

(2) The initin] production tax.-~-If petroloum deposits
are discovered and the concessiorkiry desires to devalop the
field, he i1s subjoct to an initial production tax on each
hectars contained in the copcession from which the oil is to
be extracted. The law of 1938 fixed this tax at 8 bolivares
par hectare for all new concessions.

1/ The Petroloum Law of 1920 has baan succaedoed by ths Pstrolsum Laws
of 1921, 1922, 1925, 1928, 1935, 1938. and 1943.

2/ Before the Petroleum Law of 1943.

3/ Gaceta Oficlal, January 6, 1939.
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{3) The surfece tax.—Another tax, operative once pro-
duction actually begins, must be paid annunlly and the amount
per h is increased throughout the life of the cances-
sica. The law of 1938 imposed an annual tax of 2 bolivares
per hectare for the first 3 yecrs, 4 bolivares per year for the
pext 27 yeera, and 5 bolfvares during each of the naxt 10
years until the termination of the conceesion, which 1s limited
to 40 yenrs.

(4) The explojtation tax.--The exploitation tax, which
is in effect a royslty levied upon actual output, has been the
most important source of petrolsum revemus. Under the law of
1938 the tax has varied, in accordance with the type of land
on which the concession was granted, from 12% to percent of
the cammercial value of the petroleum preduced. 2 A minimom
royalty was fixed at 3 bolivares per cubic meter (6.29 barrels
of 42 gallons) of petroleum produced.

In addition to the faregoing, & consumption tax has been collected
from refinars and manufacturers of petroleum products on their sales for
domestic consumption. The tax rate has been squal to 50 percent of the
import duties, thus providing protection to the domestic industry.

Gova nopolies..

As do & number of other Latin American countries, Venszuela maintains
mohopoly control over the match and salt industries. although their ur-
pose ie to se revenue, the combined receipts from these two monopolles

are small, A special salt tax and a match tax are collected by these
monopolies.

The domestic mamufacture and sale (wholesale) of matches is reserved
to the Govermmemt. The Natlonal Match Monopoly has not engaged in manu-
facturing ih recent years ut, beforu 1940, Ampcrted sufficient matehos from
Swedish and Italian sources to meet national reguiremontis The match
tax (rents de fésforos), as determined by a law of 1929, has been the
equivalent of about 42 percent of the retail price. The gross yield
{proceeds from sales) of the match monopoly, including the match tax, was
about 3 milllon bolivares annually between 1935 and 1940, or mbout 1 per—
cent of the total governmental income.

Another Government monopoly controls the mining and salo of salt. 1/
Ag in the case of matches, & salt tax &/ (renta de salinss) is imposed for
reverue purposes. This tax, originally (1927) 25 céntimoa per kilogram,
was reduced to 10 céntimos (about 2 cents per 1b., U. 5. currengy) in 1933:

1/ Regardless of tho quantity of oil produced,
2/ Based upon its value at the Venezuelan port of embarkation.
3/ In 1940 the consumption tax on raprosentative petroleum products

was as follows: Gasoline, 3.88 cémtimos per liter; kerosene, 0.52; and
Mesel oil, 1.23.

4/ Exclusive of the palt and match taxes.
5/ A contract with the Swedish Match Company expired in 1937; there-

after the Government purchased matches from an Itellun firm, the Socledad
Anénima Pinanziaria Fiammifori ed Affini,

6/ Executive decres, Gaceta Oficisl, September 20, 1929,
7/ Ley Organica do la Renta de Salinas, 1933.

8/ Introduced by & law of July 2, 1927, und modified by n lon of June
193] and an Executive decree of March 26, 1936,
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in terms of the retall selling price of salt this has constitited a con-
sumption tax of about 33 percent. Before 1940 the gross yleld from the
sale of salt, including the tax, was about 4 million bol{vares annually,
or about 2 percent of total government revenues. In viewx of the burden
which these taxes have imposed upon consumers and upon Venezuelan industry,
the Amorican Advisory Econcmic Mlasion recommended in 1940 that the salt
tax be i;gmoved and that the mateh tax be replaced by a more moderate import
duty.

cult S.

Bxport subsidies, initiated in 1934 primarily to relieve distress
among agricultural producers, have served somerhat the same general pur-
poses as were achleved in other countries by monetary depreciation and
exchange control. As an alternative to currency depreciation, the subsi-
dies have operated to increase the volume of exports, and, in lieu of a
rigid system of exchange control, they have increased the supply of avail-
able foreign exchange during periods when shortages might otherwise have
boen severe.

The situation in 1934 created particular difficuities for the exporters
of Venezuela's two major agricultural products, coffee and cacao. Growers
already had suffered severely from the depressed world market; their posi-
tion became more critical with the devaluation of the United States dollar.
The immediaste impact of this action upon the Venezuelun economy was an .
appreciation of the value of the bolivar by about 50 percent in terms of
the United States dollar. As a consequence of the resulting decline in
the prices received for coffee and cacao in terms of Venezuelun currency,
growers sustained serious losses; an exchange crisis threatened the
economy of the country. In July 1934, therefore, an appropriation of 10
million bolivares wam authorized to aid the growars of theses commodi-
ties. Export subsidies were awarded on a graduated scale with the object
of extending proportionately greater assistance to small producers, In
1934 subsidies were granted for the export of 891,745 bagas of coffee and
190,020 bags of cacao, the nverage benefit being 9.24 bolfveres por bag of
46 kilograms.

Total appropriations for agricultural subsidieg betwesn 1934 and
1940 emountad to more than 150 million bolivares. By a decree of
January 27, 1936, the bounties were extended to nine additional agricul-
tural export products, including sugar, oleaginous seasds, tobacce, and
bananas, By 1939 the scope of the subsidy payments hud been oxpanded
to includs virtuslly all Venezuelan export products with the exception
of petroleum, rubber, and gold.

The subsidies appear to have alleviated the exchange situation by
inoreasing the amount of foreign exchange available; at times, exchange
originating from subsidized agricultural exports has been sufficient to
supply all commercisl requirements. The bounties, however, huve not
resulted in any material permanent expansion of exports of basic agricul-
tural products; exports of coffee and cacac in 1939 and 1940 were actually
below those in 1929 and 1932. Moreover, it haa been reported that the
quality of tha product hag declined. The Government, in retwrn for ite
aid, exercises little control over the methods of production or over the

17 Beport to the Ministor of Finance Submittod by the American Advisory

81 engz , Wlashingten, 1940, pp. 206-207.
Executive decras, July 24, 1934.

3/ Some of the nore important measures providing either for renewal or
modification of the subsidios were prommlgated by Executive docroes of
Decamber 21, 19355 Jamuary 27, 1936; March 21, 1936; Decembor 1, 1936;
February 3, 1937; and October 10, 1938.
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use to which bounty payments are put. Coffae cultura does not appear to
have improved since the subsidies were insugurrted and, by their depend-
ence upon the bounties, the attention of producers is said to have been J
diverted from the search for improved and efficient mothods of production.

The Netional Coffee Institute.

Numerous governmental aids have bgen extended to coffee, which 1ia
Venezuela's principal agricultural crop as well as its most important
export commodity other than petroleum. Coffee growers, in addition to
being the firat to benefit from the agricultural bounties, have been aided
by Government loans, by crop-purchusing programs, and by the establishment
of minimum prices. Some of these activities have been supervised by the
Kational Coffee Instituts (Instituto Macional de Café) which was estab-
lished in 1936. At first the institute oparated under the Ministry of
Agriculture and was financed by an appropriation of 1 bolivar for each
bag of subsidized coffee exported.

To provide a more comprehansiva and more permunent program for the
coffee industry, the Mational Coffee Institute was rcorganized in 1939 Y
as o semi~independent Federal corporation. The brond powers assigned to
the Institute included the authority to develop improved methods for the
growing and proceasing of coffee; to promote exports of Venezuelan coffeej
to devise improved standnrds of grading, packaging, and marketing coffee
destined for export; to extend financinl aid to producers through Govern-
ment loans and through the rodiscount of commercinl paper; to engage in
the purchase and sale of coffee in both the domestic and foreign markets,
in order to centrol prices; to arrange educatlonal programs among
growers to improve coffee culture; to act as a warketing agant for Vene-
zuelan producers at home or abread; to install medern processing ts;
and to purchase and distribute machinery and easential supplices.

The Three-Year Plan and other aids to industriaslization.

The marked dependence of Venszuela upon the petroleum industry, the

- necessity of importing muny articles basic to domestic consumption, the
lack of an integrated economy, and the relative backwardness of Venezuelan.
agricultural and industrial methods have been prolems of naticnal concern.
The new Government in 1935 signified its intention of initiating a progr=m

of general economic development. This progrem, known as the Three-Year

Plan, was presented to the Congress in May 1938 and became effective
July 1 of that year.

The principal objectives of the plan were to atimulate production, to
improve sanitation and educational facilities, to raise standards of
living, and to encourage an increase in populstion. An extensive program
of development requiring an expenditure of 364.5 million bolivares (117.6
million dollars) was undertuken; it involved the construction and improve-
ment of transportation and communiestion facilities, water works, irrige-
tion projects, airports, welfare centers, schools, hospitals, port fucili-
tles, hotels, low-priced housing, and othar public works. By 1940 the
Three-Year program was well undor way. New port facilities had been
developed, the principal project being at La Guaira, the port for Coracas.
Nearly 100 sanitary projects had been initinted, about cne-third of which

Report to thu Minister of Finance Submittod by the American Advisory
conomic Winsion tg Venezuela, Washington, 1940, p. 12,

Executive decree, December 6, 1936.
3/ Executive decree, January 18, 1939.

For s deteiled doscription of the Venszuolsn coffee industry, see

&
U. 5. Tariff Commisslon, Agricultural, Pastoral, snd Forest Induatries
in Venezuela, 1345 Erocessej.
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wera completed by 1940; most of these were water-supply systems. i total
of 1,134 miles of new highways had bzen bullt, of which 480 miles were
paved; 1,903 miles of old highway had been reconstructed; r~nd 187 bridges
had been installed. A new railroad line was under construction; two
bospitals had been built, as had been nearly 100 rural sehools, & normul
school, and an aviatian-training center,

Closely related to these undertakings has bzen the extension hy ithe
Government of direct aid to encourage the establishment of numerous pri-
vate business enterprises. In March 1937 a Division for the Promotion and
Protection of Nationsl Industries wag created to function under the .
Ministry of Development (Fomento), L/ Since that time the Government has
subacribed to the capitul stock of a mmber of enterprises, either to
encourage new operations or to facilitate the exponsion of established
concerns. © A partial liat of the enterprises thus lostered includes
cement plents at Maracaibo and San Cristdébal, a corporation to angage in
banena production, another to supply gas and coal to the city of Caracas,
and a firm to develop the processing of fish preducts; in each of these
the Government invested 1 million bolfwaras.

In eddition to the direct investment of capital, credit has been

extended to aid in the establishment of other industries; illustrative
- of this policy are loans to Government-controlled mest-processing plants
(1.5 million bol{vares), to the Maracaibo cement firm (1 million boli-
wares), and to a cotton textile plant (600,000 bolfvares). Various
financial aids of a similar character have been extended to smaller
emterprises, including a button factory and a cancern engaged in the
mmfacture of hewp bags. .

Econonic Controls end Comnercial Policy Since the Qutbreak of the War

The essential features of the system of economic controls employed in
Venezuela before 1940 have been retailned since that time, with, however,
scme important modificationg largely in response to conditions created by
the war., Becsuse of its dependence upon European markets, the initial
impact of the war was somewhat more severe on the Venezuelan economy than
on that of neighboring countries. European markets were closed, particularly
affecting the sale of Venezuelan coffee, and the supply of many essential
"imports was restricted. Since 1941 shortuges of shipping, as well as con-
trols employed by the belligerent nations, have made these problems more
acute, These and other factors have combined to intensify the serious
high-price situation amlready existing in Venezueld, New Govermsent measures,
evoked at least in part by the war, have included the estublishment of the
new Import Control Commission and the National Price Control Board, as well
as participation in the Inter-American Coffee Agreement. Mensures have also
been adopted to expand the produciion of rubber and to block the flow of
strategic materials to the Axis Fowers.

Iodig;_ cation of import dutieas.

Except for a number of minor modifications (in both directions) in the
rates of duty on individual commodities, the Venezuelan tariff system has
not been altered substantially since 1940. Rates of duty were increased on
potatoes, cotton knit geods, petroleum products, rayon, and babassu nuts 11_1
1940, on perfumed lotions in 1941, and gasoline in 1942. TWaih the exception
of the incroased duties on gasoline and certain other petroleum yroducts,
which were sssentially revenue measures, moet of these increases were designed

1/ Executive decree, Gaceta Oficirl, March 3, 1937.
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to protect damestic industries. Moreover, most of the reductions in rates
of dvty since 1940 have been made to aid domestic processors in obtaining
essentisl industrial materials. Such reductions were made on Diesel and
fuel oils, materials for the mamufacture of rubber tires, malt extract,
asbestos-cement pipes, liquid ammonia, tin-plate contalners, und calclum
and sodium phosphate in 1940; ¥raft paper in 1941; cromn-pressure caps in
1942; and canvos cloth in 1943. A number of commoditles have been placed
en the free list, the motive in most cases being to ancourage domestic agri-
culture and industry by removing the tariff on essential supplies; commodi-
ties thus affected include commercisl fishing supplies and milk bottle caps
in 1940; cook stoves, water heaters, and accessories 1n 1941; spare parts
for agricuitural machinery and Romsn cement in 1942; snd newsprint in 1943.

In 1940 the Americen Advisory Economic ission to VYenezuela recom-
mended that the Customs Tariff hivisory Board be reorganized to increase
its effectiveness. Early in 1941 the membership of the Board was rocon-
stituted and regulations requiring regular meetings and reports mere adopted.

Exchange and import control since 1939.

Three important modifications in the Venezuelan exchange-control system
have been made since the ocutbresk of the war in 1939. Erxrly in 1940 the
exchange  situation once more became serious; this condition has subsequently
improved, primarily becauso of wartime restrictions widch have been imposed
by other countries upen exports. Early in 1940 several factors combined to
create an exchange crisis. These included the virtual closing of European
marketa to Vemezuelsn exports, affecting particularly petroleum and coffee;
the increase in demand for foreign erchange to finance imports from the
United States; und a general movement to expand foreign purchases in antl-
cipation of wartime dislocations and price changes, Because of the conse-
quent drains upon aveilable exchange, in March 1940 the Exchange Centralizaticn
Office revised its method of exchange control. Under the new plan, the sup-
Ply of foreign exchange wans cllocated in accordance with the following sched-
ule of priorities: (1) Government payments abroad, (2) atrictly commercial
payments abroad, {3) psyment of interest or dividends on foreign capital
invAated in Venezuela, and (4) all other demands for foreign exchange.

Banke selling exchange were requested to give preference to imports from
‘countries with which Venesuela had an export trade balance, or with which
the import trade halances were smallest,

& result of this policy was an increage in the demand for exchange in
the uncontrolled market; the selling rate for free exchange increased rapidly
from & polnt near the price for olficial exchange (3.19 bolivares to the
dollar} to 3.55 bolivares to the doller. On June 25, 1940, therefors, the
free market was abolished, 1/ sud a1l foreign-oxchange transactions were
subject to control by the Exchange Centralization Office. Throughout 1940
and the first half of 1941 the gelling rate naintained by the Exchange Qffice
was identicel with the official rute, 3.19 bolivares to the dollar.

The Import Control Commipgglon.--In Octobsr 1940 the Governmment abolished
the National Exchange Centralizaticn Office ond incugurated a new program
under the joint control of two completely new hodies, the Central Bank (Banco
Central de Venezuelas) and the Ibport Control Commission (La Comisién de
Control de Importaciones). The exchange functions of' the [qrmer Exchange
Centralization Office were transferred to the Central Bank 2 , and shortly
thereafter all imports were made subject to the control of the Import Contiol
Commlasion, In accordance with the new plan the Central Bunk advises the
Control Commission as to the quantities of foreign exchange aveilable, and
the Commission in turn allocates the supply to importers and other buyers.
Prior import permits have been required; the granting of such authorization

has been tantamount to a right to purchase exchange inesmuch as permits have
beer issued only when funds have beon avallabls,

Free-~oxchange transactions were ugain outhorized by an Exscutive
decree of July 23, 1941.

_2_/ Executive decree, October 15, 1940; the Coentral Bank of Venerzusla
began operations on this dante.

3/ Executive decree, October 25, 1940,
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At first exchange was allocated in sccordance with a definite plan,
43 percent being available for new imports, 40 percent to licuidate
commercial obligations previocusly incurred, 12 percent for Government
imports and services, and 5 percent to defray the expenses of Venezuslan
noticnals living abroad. These percentages were altared by later decrees. v
After November 16, 1940, the Import Comtrol Commission undertock to allocunte
exchange for import purposes in accordance with the following order of
priority: (1) Prime neceusities, (2) goods of secondary importance, and
{3) lwuries. This wos superseded on May 29, 1941, by a new, though
basically similar, classification in which, for purposes of priority, all
items in the customs tariff were grouped in Class I, II, or III, according
to their importance to the economy.

An important modification of the new control system wes made in
July 1941, when fres-market exchange operations again were authorized. 2/

Since that time two legal exchange markets, the controllsd Y and the fres,
have operated in Venezuela. The official rate, fixed by the Central Bank,

has been available for preferred imports in Classes I and 1I; the free

rate, available at the commercial banka, has applied to merchandige in

Class III. Only persons possessing import licenses from the Contrel Cosmission
have been permitted to acquire foreign exchange at the controlled rate.

Exchange control in Venezuels is still relatively uncomplicated
(April 1944). The supply of official exchange (controlled rate) is derived,
as before, from the exportation of petrolsum products, coffee, and cocoa.
Petroleun companies are now required tg sell to the Central Bank aill foreign
exchange derived from their exports; i? this exchange is acld at the
official rate determined by the bBenk. All foreign exchange arising from
the exportation of coffee and cocoa may now be scld to the bank 2/, at premium
rates. Thess premjums have replaced the expert bounties previpusly granted
to exporters of agrioultural products. Other export transactions involving
foreign exchange are no longer subject to control, hence a substantial
business in the sale of exchange is condu¢ted in the free market. Because
of the improved exchange position of Venezuela since June 1942, the legal
free-exchange rats has besn no higher than the officlal rate of 3.35
bolivares to the doller., The decree of July 23, 194], suthorized the
Central Bunk to employ eny surplus of foreign exchango in the controlled
market to build up an Exchange Stabilization Fund. The bank, howsver,
has not officially created such a fund, altbough its recent balunces with
United States banks could readily be used for such a purposa.

Apart from officinl measures affecting exchange, the recent trend of
exports and importe hes improved the exchange positicn of Venesuels.
During 1941 exports of petroleum reached a record high. Imports into
Venezuela luve been restricted by the export controls of foreign countries.
The emphusis on import control, therefors, has chonged from ons of re-
striction to- conmerve exchangs bulonces to one of encouraging imports and
of allocating among importers materials subject to foreign export controls.
Because of this newssituation, the Iuport Control Commission was reorganized

1/ By on Executlve decree, published in the Gaceta Oficiul, January 31,
1941, the above percentages were oltered to €3, 15, 15, and 7 percent,
respectively; snother deores of July 23, 1941, established u new gystem of
exchange rationing; controlled exchange balances were thereafter raticned
as follows: 15 percent for Government purposes and 85 percent for ocuthorised
importa.

2/ Exsoutive decres, Gaceta Oficial, July 23, 1941.

Since July 26, 1941, the offiocial rate of exchange bas been {ixed by
the Central Bank at 3.35 bolfvares to the dollar.

Executive docrees of July 23, 1941, March 4, 1942, and Nay 18, 1942.

See the section on revision of ngricultural export mubsidies.
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in May 1942 1/ and given now duties. The import license system was
abolished, thereby almost completely eliminating the necessity for exchange
gllocation. Since then the Camuission has hod the following functions:

{1} To distribute among imporiers quotas assigned to Venezuela by countries
which have established export comtrols, to grant certificates of neceasity

to obtain such imports, and to cooperate with the various ngencies of forelgn
Governments charged with the regulation of exvorts; {2) to grant licenses
for imports of articles which the Minister of Finance has subjected to lmport
quotas; 2/ and {3) to allocate exchange should circumstances again require it.

Imvort guotas and licenses.—Since 1939 Venezueln has imposed additional
quantitative restrictions on imports under the powers granted to the cutive
and to the Minister of Finunce by the legislation of 1936 and 1938.

The import gquotas, initiated in 1938 to aid domestig cotton textile producers,
were extended for an additional 6 monthe in 1940. The principle of
bllateral trade balancing was invoked with respect to trade with Portugalj
quota restrictions were established limiting total importa from P gal

to the value of Venszuelon exports to that cwuniry during 1938. This
ms equivalent to a virtual prohibition of such imports. This restriction
nas extended in 1941, the quota t_27\ being limited to the value of Venszuelan
exports to Portugal during 1939. Inasmruch ns the Veneguelan exchange
position had improved, whereas the importation of esgentiol commodities had
become more difficult, quota controls for Portuguese products were removed
late in 1941.

A recent important use of Executive authority to control imports has been
the prohibition of imports of specified comucdities except us authorized by
import licenses secured from the Minlstry of Finance. The Hinistry has
acted for the Executive in selecting the commodities thus subjected to conw
trol. The restrictions all appear tc have been imposed to protect domestic
industries; priocr import permite have thus far been required for cement and
butter (1940), processed cocoa {cocoa-malt) (1941), und potatoes (1442).

ormerciul a ants ¢ ! [+]

Since 1940 Venezuela has concluded or extended commercial agreements
vith eight countries. It is significant that most of those neguticted since
the conclusion of the trade agreement with the United States im 1939 have
been more liberal than previous agreements. MNoreover, those wiich have bean

renewed, though more restrictive, do not represent rigid or narrow types of
bilateralism.

New agreements, most of which have provided for reciprocal most-favorsd-
nation treatment, have been negotiated with Norway, Belgium, Switzerland,
Chile, and Argentina, This policy was adopted with rewspent to customs
duties, internal taxes, and other matters affecting trode in a modus-vivendi
between Norwoy oand Venezuela, effective March 1, 1940. The ogreecent with
Belgium, effective June 20, 1940, in addition to embodying most-favored-pation
essurancee, contained provisions designed to balance the trade between the
two countries. In 1941 a modus vivendi between Venezueln and Switzerland
contuined similar provisions; 8/ Switzerland, morsover, agreed to adopt
meusures to stimulate the loporiation of Venezuelmn products. In the same

1/ Executive decree No. 105, Moy 18, 1942, Geceta Oficial, May 19, 1942.
2/ See the section on tmport quotus and 1licenses.
3/ See the section on import control.

4/ Resolution of the Ministry of Finance, Juno 26, 1940,

2/ Resolution of the Ministry of Finunce, effective January 1, 1940.

6/ Executive decree, Goceta Oficial, February 21, 1941.
/4
on

8ince 1942 thiy function appears to have been performed by the Import
Control Commission. i

8/ Effective February 12, 1941; renewed February 27, 194l.
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year, y most-favored-naticn treatment with respect 1o all matters affecting
the trade between the two countries was nasured by u new agreement vith
Chile. On October 29, 1942, a reciprocal treaty was signed between
Venezuela and Argentina; in addition to provisions for mulual most-fawvored-
nation treatment, this agreement dealt with the exchange of students and
professors, the treatment of tourists, and other matters of mutual cultural
interest.

Agreements with Denmark, Japan, and Colombin, negotiated before 1940,
have been extended; these embodied the principle of bilnteral trade
balancing and established quota controls. In 1940 the agreement with Den-
mark, originally comcluded in 1939, was continued for an additional year;
Denmark occorded o specified exchange quota for the purchase of Veneiuelun
coffee, and Venezuelu agreed Lo retain in force a reduction of ocne-feurth
of the import duty on Danish butioer and to maintoin at least specified
minimum purchases of Danish products. The Colombian agreement, oriyinnlly
concluded in 1934, was extended in 1941; it established quotas for imports
of Venezuelan salt into Colombia end continued provisiens to facilitote the
border and transit trade between the twc countries, The Japunese ngreement
of 1939, providing for bilatersl trude baluncing nnd lmport quotas, was re-
newed on March 11, 1941. In addition, Jopan agreed to purchase Venezuelan
goods equal to cne-holf of what it sells to Venezuela besides meking up the
deficiency in imports under previous gquota obligations.

Revislon of agricultural export subsidies.

Bounties formerly paid in Venezuala to exportera of agricultural products
hove been discontinued; scme, however, have been replaced by a new type of
subsidy. The bounties were originally designed as temporary meagures to
clleviate the distress accomponying the appreciution of the bolfvar in 193i.
Late in 1940 the export bounties on sugar and liguors derived sugarcany
were eliminatad. In July 1941 a1l bounties were discontinued, ut pre-
miums on foreign exchonge, resulting from exports, replaced the subaidies on
exporta of coffee, caocac, and livestock. No similar subventions, however,
were granted on the other articles formerly emtitied to export bounties—-
divi-divi, gheepskins, goatskins, sharkekins, chicle, bananus, and certain
forest producta.

Under the new plan cial exchange rates, eometimes spoken of as the
"coffee dollar," thgl"cu':c:? dollar," n.ndgethe nccttle dollar,” were established.
The Centrol Bank was muthorized to purchase dollar, exchunge arising from
coffee erports at 4.60 bolfvares to the dollar; this represented a premium
of about 35 percent over the official exchnnge rate of 3.35 bolivares to the
dollar. On June B, 1942, the exchange rate available to coffee producers Was
reduced Lo 4.30 bolfvares to the dollar for wnshed coffee and 3.75 for musked
coffee. This reduction of the premium wap designed to make allowance for
the higher prices which were being obtained for Venezuelan coffee in the
United States. Similarly, the special exchange rate of 4.30 bolivares to the
dollar (constituting a premium of abcut 20 percent), granted to exporters of
cacao, waa reduced to 3.75. ‘'The rate accorded shipperz of liveatock was
fixed in July 1941 at 4.30 bolfvares to the dollar; in March 1942, however,
this premium was removed completsly., 3/ Since that time, anly coffee and
cacao have enjoyed such benefits; those products bave, in effect, been
subeidized by revenues derived {rom petroleun, yenazuela's c.hiaf export
product,

* The Petroleus pet of 1943.

The Venezuelan petrolsum law of 1943 _l/ designaoted a3 publiclutilitias
the major activities relating to the production of petroleum, inc udinu gtiea
exploration, exploitation, transportoticn, and refining. These actlv

3/ Modua vivendl, offeotive October 11, 1941; venewed, Hovember 27, 1942.
Executive decree, July 23, 1941.
3/ Executive nscreo'No. 40, Gaceta Qficial, March 4, 1942.

4/ The Petroleum Act of 1943 {(Law of Hydrocarbons), March 13, 1943.
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moy be pursued only under concesslons granted by the ernment. The
essential features of previcus petroleum legislation were incorporated
into the new law; the most significant change was o gemeral increase in
toxes on petroleum producers. The law sought to induce producers to con-
vert old cancessions to the new basis. Uniform regulations will henceforth
apply to all concessionaires previcusly operating under permits granted at
different times, suthorized by different laws, aund subject to varying taxes
and regulations.

Although concessionatres become subject to new and heavier taxec by
ogreeing to convert to the new uniform basis, they have recelved in return
concessions of unquestioned legolity mnd with dofinite rights of renewal.
There was thus an important ecdvantage in conversion inasmuch as the legality
of a substantial ramber of conceasions had been challenged and the duration
of others was about to expire.

. Four types of patroleum concessions are now granted by the Government
of Venezuela, Exploration concessions, volid for a period of 3 years,
grant the provilege of exploring within a specified zone and of corrying
on investigations and activities essential to the discovery of new reéserves.
Exploitetion concessions confer upon their owmers, heirs, and ussignees
the exclusive right for 40 years to extract, within the designated ares,
all minerals contained therein; these concesplons are renewnble. Ownera
of concessions granted under earlier legislative authoriration, who elect
to convert to the new basis, may receive entirely new concesslons which
are valid for the full 40 years and are then reneswable. Munufacturing
and refining concessions are granted for a perlod of 50 years; they may
be oxtended for successive periods of the some duration as long as the
enterprise continues to operate. Similar concesslons are required for the
transportation of petroleunm.

In most instonces taxes for which petroleum producers formerly were
liable have been increased by the law of 1943. The exploration tax waa
fixed at 6 bolivares per hectore (about 75 cents per acre, U. S. currency),
peyable in threes unnual installiments; this repressnts an increuse of about
50 percent over the Lrevi tax. The initial production tax romoins ot
8 bolivares per liectare. 2/ . The "surface” tax appears to have been more
than doubled; 1t now smounis to 5 bolivares per hectare for the first 10
yeors of the concession; to 10, 15, 20, ond 25 bolivares, respectively, for

successive S-year periode; and to 30 bolivares for the last 10 years of
the concession, Royalty taxes (the exploitation tax) previously paid
moy be applied, in part, against the amounts now payable as surface taxes.
The exploitation tax, payable either in ceeh or in kind, was fixed at
16-2/3 percent of thie market value of all oil produced, with a minimm
royulty of about 3 bolivures per cublc moter of pstroleum (about 15 cents
per barrel U. §. currency}. Under the law of 1943, a new tax (the trana-
portation tax) of 2 percent is levied upon freight revenuse derived by
common carriers frowm petroleum. Monufacturera and refiners of putroloum
producta continue to be subject to a tax equal to cne-half of the import
duties on their products.

Venezuelan legislation has on the whole provided for the orderly dovelop-
went of the oll rescurces of the oountry, 1In 1920, when the first coapre-
hensive petroleun law vaas enadted, the produotion of petroleum in Venesuels
wes ingignificant. Among the nations of the world the country now ranks
third in oil production and first in oil exports. The capital for this
development hus been derived largely from foreign sources. Taxes hnve
generally been moderate, although those provided for by ths law of 1938
apparently were of such nature as to discournge the mnjor companies from

Ses lLhe sectlon on petroleum concesslons,

? Specified reductions have basn grunted to soms concessions nonverted
to Tne new basis, ‘
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developing new concessions. Reactions of the petrcleum companies to the
law of 1943 appear to be favorable; they have indicated that their bast
interests will be served by copverting their concessions to the new basis.
The president of one of the larger cowponies has referred to the lew of
1943 as the ndoption of o long-range policy of cooperation, as the recogni-
tion of the mutual intereats of private capitel and the Government in the
developmont of petroleum resources, and as a guaranty of the right of private
operation in the industry.

Rurther ogaletance 9 the coffge industry.

Tho Venesuelan coffec industiry was severely affected by the outbreak
of hostilities in 1939. Before the war, continental Burcpe had been the
Principal market for Venezuslan coffeoe, ordinarily purchasing about 70
percent of the total; Geormany alone usually accounted for more than 50
percent. After the war began, the Germen market wae completely cut off
and exports to other Eurcpean countries declined rapidly. In 1935, exports
of coffee from Venezuela to continentnl Furope totnled 85 million pounds,
in 1940 they amounted to 13 million pounds, ond in 1941, to only 90,000.

The Inter-pmerican Coffwe Agreement.--Because of the demoralization

of their morkets for coffee and the accumulation of surplus stocks,
Venezueln and the other coffee-producing countries of the Western Hemi-
splere, together with the United States, appointed a committee to study
the problem and to recommend joint action which would be beneficial to the
coffee industry. An agreement reached in Hocvember 1940 provided for export
quotas to control shipments from the producing countries {a) to the
United States and (b) to all other countries combined. and for quotas to
contreol imports of coffee into the United States. In the original
. 1940~4) ollocation Venezuala's annual quota for exports to the United States
was et at 420,000 bags of 60 kilograms each, and at 606,000 bugs for
markeis outside of the United Stntes. This divislon assured Venezuela
2.7 percent of total coffee exports from the 14 producing couniries to the
United States and 5.2 percent of those to the rest of the world.

Venezuelan oxports of coffee during the 1940-41 quota year exceeded
itz uwllotment; os u result the exportetion of coffe¢ was rcde subject
to licenses obtnined from the Ministry of Finunce. 3/ The Government,
through the Winietry of Agriculture, allocates quotus to individun} ex—
porters within the country, Becavse of its coffee-buying uctivities,
the Agriculiural and Cattle Benk (Banco Agricola ¥ Pecuuric} ordinarily
hog been assigned more than one-half of the demestic quotas. The Intler-
American Coffee Board, charged with establishing the quotn from season to
#eason, fixed Venezuela's export quota to the United States in 1941-42 ot
431,527 bags, ond in 1942-43 4/ at 463,078 bags. The 1941-42 coffee crop
%o large enough to fill the guota and, in addition, to create a sub-
stantial carry-over at the close of the year. Because of the sav:{; "
damage caused to crops by heavy rains, the 1942-43 quota was not rf ed.
In general, the Coffes Agreement has functioned to the advantage o e
Venozuelan growers; desplte the complete loss of the former German mazkes,
exports of coffae I.n 1941 exceeded those in 1939 by more than 10 porcer
in terms of both quantity and value.

1/ The O1) ond Goo Journal, March 18, 1943.

2/ The United States selects one-third of the members of the Inter-
Americun Coffee Bbiid. ° The consumer in the United States is protected
from unwarranted price control by a provision in the ngreement that in

event. of an "juminent sliortege" imports may be increased beyond the
eatabliehed quata by e one-third vote of tho Board.
Executive decree, effective Februsry 18, 194l.
4 Incrensed to £50,558 bags on larch 5, 1943.
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Renllocation of the Netiopal Coffee Institute's finetiong.-—Covernment
activities in support of the coffee industry since 1939 bave been directed
increasingly by the Agricultural Bank, a GCovernhent-owned agency created to
finance growers of coffee and other apgricultural products; the importance
of the Nationol Coffee Institute mcanwhile has declined. Immediately after
the cutbreak of the war in 1939, the Government guaranteed fixed prices to
exporters of coffee; the pricei established were somewhat higher than those
quoted in the New York market. i/ By a joint resolution of the Ministiries of
Lgriculture and the Tremsury on November 3, 1941, minimum coffee prices were
established. The Agricultural Bank proceeded to make these prices effective
by means of an organized purchase program. Since that tiame the benk hos
become the predominant purchaser of coffee in the domestic market; in 1942
1%t accounted for two-thirds of all exports. Domestic prices have not
fallen below the ostablished minimm, which has been increased twice. 2/

In general, the bank's buying activities have controlled prices paid in the
Venezvelan market.

The most significant addition to the activities of the Agricultural
Bank have been thosg which until recently were performed by the National
Coffee 1nstitute. By two decrees early in 1942 the Institute was re-
organized; the Board of Directors was replaced by a single director and
the Institute's duties were broadened to include the promotion of other
agricultural indu:stries and to permit a more liberal credit policy. In
1943 the functions of the National Coffee Institute were taken over by the
Ministry of Agriculture and the Agrpicultural Bank.

Hartime mobilization of the domegtic ecomomy.

Venezuela severed diplomatic relations with the Axis Powers on
December 31, 1941. Farly in 1942 the Government created a Board of
Economic Defense to develop a program for the stabilizotion of the natiomal
cconomy Auring the war and to promote the development of domestic production.
A sericus problem confronting the country since 1940 has been its general
inability to secure many essential imports, particularly machinery, con-
struction materiuls, wheut flour, rice, and other vitol foodstuffs. Several
steps have baen taken to assure mere efficient allocation and use of such
importe as have been obtainnble. Importers of products subject to export
controls or priority systems of foreign countries have been red to obtain
certificates of necessity from the Import Control Commission, and a Co-
ordination Agent has been appointed to handle matters relaniing to shipments
of merchandise and shipping priorities.

The Foreign Ministers of the American Republics, meeting at Rioc de
Janeirc in January 1942, recommended the adoptlon of cooperative programs
for the mobilization of strategic materiels in the Western Hemisphers.
Venezuela possesses important rubber resources; a contract between the
Venezuelun Government and the Rubber Reserve Go.,of the United States was
signed, giving the latter, for the period October 13, 1942 to December 31,1946,
the exclusive right to purchase all rubber produced in excess of demestic re—
quirements. On its part, the Rubber Reserve Co. sgreed to provide $500,000
to develop and increase rubber production in Venezuela. Expenditures of
this sum will provide certain permanent public works connected with the pro-
duction end traneportation of rubber, such ag rocads, docks, and warehouses,
which witimately will become the property of the Venezuelan Government.

In addition to & guaranteed minimum price for rubber for the duration of the
contract, premiums ure offercd.for all production in excess of specified

1/ Exscutive decree, December 5, 1939.
February 2, 1943, and March 1, 1943.

2
3/ Executive Decrees No. 63, April 6, 1942, and No. 123, June 5, 1942.
4/ Exscutive decree, February 6, 1942.
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quantities, un its purt, the Vemwruelan Government agreed to initiate
vurious measures designed to assure the success of the project.

[ c .—To protect their demestic economies
from shortages of essentinl materials and to prevent shipment of these
coamodities to Arxis—controlled nations, most of the countries of Latin
America have undertaken to control both the export and reexport of vital
industrial materials. Mensures initiated by Venezuela to conserve domestic
supplies have included the prohibition of exports of scrap iron (1939), and
osuoent (1942), as wall as the reexpcrtation of automobiles (1942).

At the meeting of Foreign Minirters of the Americen Republics held at
Penena in September 1939 resclutions were adopted affirming the necessity and
purpose of maintaining hemispheric solidarity and of mobilizing economic
regources for common defense. The first important Venezuelan measure to
implement this policy, adopted in August 1940, prohtbited the tion
of a mmber of metals, inclwding copper, alumimm, and tin. 2/ The decrees
of 1939 and 1940 prohibiting exports of metals and scrap were revoked in
July 1941, at which time exportation_gf these products was made subject to
license by the Ministry of Finanee. Finally, in September 1941 the
Feaxportation of all merchandise subject to export conirol in the respective
ocumntries .ﬁf origin was forbidden unless licensed by the Ministry of
Finance. Licenses wer® alsc required for the exportation of any articles
considered essential to the domestic econcay or to the natiomal defenae,
regardiess of their origin. The Ministry of Finance, charged with the
aduinistration of these controls, has published a comprehensive list of
camodities for which export licenses nre required.

Wartime finoneial controls.—The Ministers of the American Republics,
meating at Ric do Janeiro in January 1942, recozmended the adoption of
moasures to block within the American Republics the use or transfer of
funds held by nutions {or their nationals) which had committed acts of
oggresuion against the Americun continent. Venesuela had alrendy taken
eteps to achieve these purposes; within a wesk following’ the Japanese
attack upon Pearl Harbor two decrees established control over the funds
of all naticnals of countries at war with any American nation. . The
exportation of merchandiso end securities and the transfer, in any form,
of funds belonging to Axis or Aals-controlled countries or their nationals
wns forbddden, except under licenses issued by the Central 2, which was
vestoed with the general administration of tleae measures. This authority
wag later strengthened by extending control over the finencial transactions
of any person, rugardless of nationality, whose vities are found to be
contrary to notional or hemispheric security.

It does not appenr that these controla over Axls funds have been as
coaplete or as effective as wns reccumended by the Foreign Ministers.
Thin arises primarily from the fact that the regulations of December 1941
have not been revised in the light either of the recommendatlons of the N
Foreign Ministers or of the numerous circumventions which have been employe
by individuals to evade the original purposss of the decrees; moreover, o
Rare rigorous interpretation and enforcement of the present restrictions
has been suggested in some quarters. :

3/ Executive Decress No. 235 and No. 238, ond Resolution No. 2, Ministry
of g’imltum, Gaoeta Oficial, October 9, 1942.
Exeoutive decree, Guceta Oficinl, August 6, 1940.
3/ Executive dsoree, July 29, 1941.
Exooutive decree, September 9, 1941. e W, 5
Do boffleoutive decree, Goceta Oficial, Edicién Extraordinaria No. 5,
camber 12, 1941. .
Y hﬂm’ltigﬁldacroe, Gaceta Oficlal, pecember 16, 1942.
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Ancther measure designed to reinforce wartime economic controls
established by the United States relates to the circulation of Unitad States
currency in Venezuela. All trensactions in United States currency are now
subject to the control of the Central Bank; commercial banks may no longer
deal in such currency. To secure converslon, such currency mst be turned
over to the Cemtral Bank, though such delivery is not mendatory. & If it
is subsequently validated by the United States Treasury, the owners raceive
payment in Vemezuelan currency. This memsure is neither so rigid nor so
comprehensive as ore similar controls employed in a number of other Latin
Mmerican countries. It uppears, nevertheless, to have been quite successful
in establishing control over dollar holdings; the total value of such
currency turned in by the close of 1542 ($1,300,000) was more than six times
as much as had been sstimated.

Price control and rationing.

Conditions resulting frow incressed costs of living are probably
more acute in Venezuela than in any other country of the Festern Hemisphere.
Even before the wor the cost of living was copiderably higher than in other
countries; in 1939 many commodities bosic to Venmezuelan life were selling
ot from two to four times as much as in Washington, D. C., where living
costs are high in comparison with those in other Larts of the United States.
The selling prices of a few representative commodities are illustrative:
In 1939 whegt flour in Caracos sold for 268 percent of the Washington price,
butter, for 285 percent; rice, 133 percent; eggs, 285 percent; a repre-
sentative breakfast cereal, 390 percent; lmad, 447 percent; and sugar,
258 percent. Although the price situation and the cost of living have
been aggravated by conditions created by the war, pricee in Venvzuela were
not matericlly higher In 1939 than they had been 25 yeurs enrlier.

Some of the factors contributing to the price situation in Venezuela
are of long standing; others have resulted from war conditions. Chief
omong the former are the tariff duties. 2/ Venezuela ordinarily imports o
large proportion of its domestic raquirements of many basic articles of
congsumption and the high import duties on these commodities result in high
prices. Distributors! margins likewige mre an importynt factor; they
freguentlv are from 100 to 250 percent of the n.i.f. 57n'lluo of lmported
commodities. In 1939 distributors’ pargins (including landing expenses
other than tariffs, and wholesalers aond retuilers' margins) for repre-

sentative commodities were as follows: Wheat flour, 240 percent of the
c.i.f. velue; rice, 125 percent; oats, 125 percent; lord, 150 percent,
and potatoes, 240 percent. Another factor responsible for high prices
hos been the high cost of transportation to end within the country.

Prices in Venezuela have risen rather rapidly since 1940. Shipping
restrictions, as well as export controls imposed by foreign countries, have
combined from time to time, especianlly since 1941, to create sarious
shortages of essentinl supplles, 1lncluding foods, construction materinls,
repair parts, electricul appliances, nnd hardwore. This situation has
keen cggruvated by speculation, hoarding, nnd "black market! operntions.
Furthermore, the excese of exports over imports sinee 1941, arising in part
from the country's inability to obtain imports, hus resulied in a substantial
increase of bank bolances, with further inflationary tendencies. Moreover,
the quantity of currency in circulation hans nearly doubled since 1940.

1/ Executive Decree No. 152, July 3, 1942, Gaceta Oficial, July 4, 1942.

2/ Beport to the Minister of Finance Submitted the jmeric dvigo
Economic Mission to Venezuelu, Wanshington, 1940, pp. 15-19.
See the section on the tariff.

4 Cost, insurance, and freight, not including duty.
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Alnost immediately following the cutbrenk of the gyrr in.S ban:l
the Veneruelan Government ostahblished & system of";?;i?g i‘éntrog L) '_‘,loczig'
price-control boards were created for each of 162 districts thrqughput,
the Republie. A list of articles of prime necessity sus publidhed, in-
cluding selected items of fuod, clothing, raw materials, building materials,
and industrial supplies; and the price-control boarde were suthorized to
fix moximun and minimum wholesale nnd retail prices for these commodities.
These boards, however, operated independently, with no coordinating organiza-
tlon or policy.

Ihe Nations] Price-fontyo) Board.-—Inasmuch as the locel price boards
_did not prove porticularly effective, there were mmercus appeals for more
adequate controls. In October 1941, therefore, the Nati: Price Control
Board (Junta Nocional Reguladora de Precios) wns created. This Board,
bowever, did not operate os its pome implies, us on over-all price-control
ogency; its authority wos limited primarily to the Federal District. The
local boards, though reduced in number to 73, continued to function in their
respective districts. The Hational Board, however, was authorized to hear
and settle appeals from decisions of the locnl boards and to serve in an
advisory cupacity to the Exesutiwe. A selected list of articles of prime
neceasity, for which the local price control boards were authorized to fix

prices, wns established, ' .

The powers of the National Price Control Boord were breadened by two
important decrees in 1942 which authorized it to ration scarce commodities
and atrengthemed its control over prices. In May 1942 the Board waa em-
powered to control and conserve articles of prime necessity, commandeer, znd
allocate merchandise stocks, to establish moximum soles quotas; and otberwiss
to ration products among buyers. In November 1942 the Naticnal Price
Control Board was reconstituted as o national control agency in authority
as well as in name. Its powers to requisiticn, allocate, and ration prime
necossities were broadened at this time. It is now authorized to fix
maxigun sales prices throughout tho country, clthough it continues to confine
ita activities lurgely to the Federal District and the District of Sucre in
the State of Mironda. From time to time, the Ilst of articlea designatad
oa prime necessities has been extended. The Board has acted in many
instances to fix maximum retail or wholesale prices for apecified articlea.

Penalties have been imposed in a number of cases. The local price-control
boards also have been authorized to fix rents. Although ne formal system
of rationing has besn inaugurated, various measures designed to conserve
scarce commodities have been adopted, These have been confined largely to
licensing or limiting of sales of articles such as structural iron and
steel, motor vehicles, automobiles, tires, and wheat flour.

Although price control in Venszuela appears not to hove been vigorously
opplied, it has exercised at leasi scme moderating influence on prices;
without its operatiom, price increases probably would have been even HOre ex-
treme. Nevertheless, prices have continued to rise since 1941; the
Central Bank's index of wholesale prices (1938 = 100} rose from 105 in
Janvary 1942 to 128 in March 1943. Prices of foodstuffs in general increased

_mOTe than 20 percent; the price of rice appears to have risen by about 90
percent; corn, 85 percent; lard, 30 percent; potatoes, 65 percent; beans,
30 percent; and chesss, 75 percent. _In view of the high prices which ob-
tained at the beginning of the war perlod, these incremses are particularly
significant.

gl; Executive decraes, September 91,. 9::239
Executive decree, October 1, .
doc Executive necme'uo. 93, May 7, 1942; further revised by Executive '

ree No. July 10, 1943.

4 By ulf l,jonrolz of Moy 7, 1942, the National Price Cm‘;”l Bg"-,“'g o
granted brosd powers to regulate transportation; Executive decre 1:;d ’
of November 9, 1942, tranaferred theme functions to the newly organ
Motional Tranaportation Bourd (Junta Nacicmal de Transporte).
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! et . ctiemgitgral difficulties confronting all countries,
the. of leﬂﬂﬁ vercbw@lan efforts to control prices hi:n:.iegri limited
the Ang sonnel made available to the Nat ce
gﬁntmmﬁ; _ ﬁbha fact that the Board still operateé in con-
junction with mumercus local boards, and the absence of an integrated
over-all program of control have restricted ite opportunities for effective-
ness. The poliey of the National Coatrol Board has not been io freeze
prices at specified previous levels, tut tofix them from time to time at
levels which allow what is considered to be e reasonable profit. This
frequently has resulted in official prices which follow, rather than deter-
mine,- merket trends, and ceiling prices often hove been altered in order to
legnlize price increnses. Complete success of the objectives sought by
the Price Control Board may, of coures, fquire additional contrel over
the volume of currency in clrcuvlation. 1

Post-War Problems Relating to Controls and Commercial Policy

Since 1938 the Venezuelan Governaent has displayed increasing interest
in developing and exponding the economic resources of the nation and in
laying a brooder and more secure foundation to sustain national standards
of livelihood. The preogram initicted under the Three-Year Plon has been
one of several developmental projects undertnken to achieve this objective.
Industrial amd agriculturzl teclmiques in Venezueln, however, are still oo
tha whole relatively unadvanced (except in the crude-petrolemm industry),
ond extensive modernization and improvement will be required.

In dgriculture leaders have urged the development of a broad educational
program to promote improved methods of cultivation and the utilization of
modern implements and methods, Samewhat the same problem exists with respsct
to Venezuelan industry. A fundamentc) problem confronting the Government in
its present program of economic development snd modernization is that of
solecting for governmentnl assistonce those projects and industries which, in
the course of time, will prove %0 be self-pustaining end which will contribute
to, rather than impalr, national prosperity.

Ihe Venezuelan tariff structure, .

The Venezuelan progrem of industrial and agriculturnl development cannct
be considered sepurutely from other phnses of nationnl policy. The unique
character of the Venezuelan tariff already hns been discussed. After the
war, two obstacles of long standing will continue to retard the devolopment
of u more efficlent economy, nomely, the high~price situution and the cor-
responding low real incomes in Venezuela. There conditions are due to a
very substantial degree to the high rates of duty imposed on imported articles.
Moreover, the mony tariff rates which were levied for the specific purpose of
propoting domestic production have not, in fact, resulted in a vigorous and
efficient development of industrial plants. Portly because ths rates are s0
bhigh that even inefficlent industries cin survive, modernized methods ond
processes seldom are utilized, obsclete machinery and high-cost industrial

units continue to be employed, and often inferior-quality merchandige 1s
produced.- 7 .

1/ A comprehensive discussion of ratioming and price control in
Venezuela 1s contained in an unpublished manuscript of the U. 8. Office of
Price Administration, VYenezue ontfo tio ot O
living, Washington, 1942; see also U. S. Foreign Service Report No, 1,
Coracas, August 17, 1942,



Apricultural subsidies.

A similar problem arises with resvect to zgricultural subsidies. iThen
unduly hign, they tend to cancel muny of the efforts of the Gevermment,
through the Nationnl Coffee Institute and other ~gencies, to improve Venezuelan
agriculture. Inefficient methods of cultivation continue to be euployed, the
quality of the crops has suffered, ;ud yields tend to bc uniformly low. The
Amerizan Advisory Economic Missiun reported that "in ogriculture there is too
much dependence upon Government subsidies and toc little reliance on efficiency
in operation and practicully no attention tc cost of production."  The Mission
recomnehded that all future aid to wgriculture and industry be granted with
discrimination to nssure the proper auintenance and efficient operation of
the industry involved.

Petroleum taxation.

Neither the Federal nor the State Covernments in Venezuelu levy any
direct taxes on property or on individual and corporste incomes.  About
one-fourth of the total Federul revenue is provided by taxes on petroleum
end more than one~-third from customs duwties; most of the remaninder is
derived from consumption taxes snd miscellanecus sources. The hesvy de-
pendence of the Venezuelun fiscal system upon petroleum taxes mny ultimately
treate o serious problem as petroleum resources become depleted.  Revenves
derived from the netion's petroleum resources, represent, ib a sense, the
actual depletion of the patrimony of the State. To n substentinl extent
this patrimony is now belng consumed in defrnying current costs of govern-
mental operution wnd in subsidizing industries which have not demonstruted
an ability to carry the tax burden when petrolcum revenues are no longer
availuble. An slternate course would be to invest a substontial part of
the Goverument!s share of the depleting petreleum rescurces in permanent
nationol improvements, pubMie or private, capable of creuling new revenues
from recurring incame.
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