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Abstract

This paper explores the politics and economicsatéded industrialisation. Focussing
on Colombia, it analyses the role of the Instita® Fomento Industrial (IFl), a
government agency, to challenge assumptions iodheentional historiography. First,
that the Colombian experience can be categorised inggort-substituting
industrialisation; secondly, that IFI promoted isttial growth effectively. The
conventional literature claims that IFI fulfilletsifundamental mission of promoting
industrial enterprise. The paper demonstratestttiat not do so for several reasons. In
part, this was due to the funding model: the agevay inadequately funded. Further,
IFI lacked institutional autonomy over its promeiad ventures. Based on an
examination of IFI board memoranda, balance shasdsannual reports, the paper
shows how undermining the autonomy of IFI resuiteghoor returns from flawed
investments that consumed its capital and preventexn generating a stream of new
resources. Although minor investments were allatateording to criteria set out in the
agency'’s charter, large investments were subjedmnal, nationalistic and sector-
specific special pleading. Political interventiobg state and private actors often
prevailed over technical and financial considerstjocompromising the overall
performance of the Institute and its capacity tiivde support for industry.

Introduction

Colombia’s Industrial Development Institute (Instd de Fomento Industrial -
henceforth IFl), is regarded as having been a tkeci@ayer in the country’s state-led
industrialisation strategy. Since its foundatiohv@s the only state agency in charge of
assisting manufacturing firms, thus it can be sai@pitomise the commitment of the

Colombian state to the industrialising project. &amination of IFI's role is important
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because it sheds light on the broader issue obtb@®f the state in late development. More
precisely, by analysing and assessing the trajgatwat contribution of the institute during
its life as direct industrial promoter new interjateons can be drawn regarding the
effective commitment, nature and capacity of thelo@dbian state to advance
industrialisation. The existing literature on Ifidckits contribution to late industrialisation
is unsatisfactory for three reasons. First, previwarks have failed to distinguish between
IFI as direct industrial promoter (1940-64) and #sl development bank (1965-2002).
Moreover, the vast majority of the literature hasused on IFI as lender, neglecting its
entrepreneurial and risk-taking activities. Secgn@d serious shortfall is the lack of
substantive primary-evidence supporting the coneeat interpretations about IFI.
Corollary of previous problems is a resultant msigraphical vacuum in terms of an
assessment of IFl as direct industrial promoted aancomitantly, of the effective
commitment of the Colombian state to the induseraeavour. This chapter addresses
these problems. Based on solid empirical evidehtsedrgued, contrary to the existing
literature, that the contribution of IFI towards I@mbia’s industrialisation was not
important, at least when the institute acted asegidbrovider of equity capital to industrial
firms (1940-64). Board memoranda, balance sheeétammual reports offer a picture of the
institute from “within” that reveals a chronicalprecarious financial situation and also
allow for the construction of basic time serieagsess and issue new judgements on its
impact throughout the period of study. A hypothdsisccount for the rather discreet
performance/contribution of the institute along fb#owing lines is advanced: IFI's
funding model was inappropriate and made the utstibverwhelmingly dependent on
government. Such dependency translated into lackubdbnomy when taking large
investment decisions; which in turn led to poorastyments worsening further its already
fragile financial position and diminishing its pot&l contribution to the industrialising

project.

The chapter is organised in nine sections. Sect@Treviews the literature on IFI
and challenges some of the traditional views. $ediivo introduces the reader to IFI:
foundation, mission, instruments for promotion oélustrial firms. The next section
explores the finances of IFI from “within” and puts evidence its fragile financial
position. A preliminary assessment of the contrdyubf the institute to the Colombian
industrialisation process is the subject of secfar. Sections five and six attempt to

explain the pattern of investments of the institdasidering as key factors: the funding



sources of IFI and the level of autonomy in investindecision-making; respectively.
Section seven illustrates with a case study thetponade in sections five and six. Section
eight supports through previously unknown histdrieadence claims of government

intervention on IFI's decision-making processesstlseection concludes.

1. Historiography on IFI

The historiography on the financing of Colombialgstitutive industrialisation
process is narrowEven narrower, however, is that on the countrytsthemblematic
agency for its industrial development: IFIl. Thestixig literature can be divided into two
categories: first; those broad works on Colomi28®%century economic history in which
discussions about IFI are included and, seconthal :iumber of articles in books, and
papers primarily concerned with IEThe historiography may be characterised as being
comprised by two groups. On one side are IFI'd staflaborators, the institute’s official
historians, and independent researchers offernggmeral terms, a very sanguine history
of the institute, stressing its achievements, afiegiecting its failures, and failing to assess
its performance rigorousR/On the other side are a handful of IFI's criticguang for a
more balanced assessment of its overall proceedingsprominently among them those
advancing functionalist-Marxist perspectives codteg that IFI was an instrument of the

ruling bourgeoisié.

Assessments from the general literature on the ofldFl in Colombia’s
industrialization start with BerryHe points at the significant function IFI playedthe

technical and financial support given toward theali@oment of specific basic industries,

% Bejarano, J:La Historiografia Econémica sobre los Siglos XIXX en Colombia(1988) especially
pp. 133-35 and 229-89
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such as cement, steel and chemit@sampo et al. have gone further highlighting IFI's
direct investments as one of the three pillars byiclv the strategy of industrial
modernisation via import substitution took off aft945 — the two other pillars were,
according to them, increasing protectionism andcti@nnelling of growing amounts of
credit to industry. They emphasise the diversity of enterprises I5tefied in intermediate
and late industries as much as its ability to asseavith both foreign and domestic
partners. Ocampo et al. also underscore the rapugity of the institute’s assets up until
1958 and the then ensuing “spectacular expansiongithe Frente Nacional years”,

presumably, as signals indicating the financial ecshomic strength of the entity.

From a slightly more political angle, Revéiz hdsetathe evolution of IFI from
1940 to 1985 to illustrate how changes in the aytsidevelopment strategy caused
concomitant alterations in state institutidh&lnder his view, “the institute’s early years
(1940-64) characterised by large scale direct imrests in industries where the country
had no antecedents (chemical, metallurgy, non-iretainerals), and its actions directed
toward the production of intermediate goods; smasibsidise the sectors consuming IFI
products”.? This interpretation fits neatly the economic modgimport substitution,
state-led or state-sponsored industrializationicatd/e planning and deep and broad state
intervention in the economy up to the 1960s. Fr@84lthe nature of the promotional
activities of IFI shifted from direct investmentg&wvcapital contributions to financial
intermediation in long-term capital markets; sudigpgsa move away from subsidies and
close to real prices and more efficient allocatiénesources? This change would mark
the beginning of a new paradigm typified by finahdiberalisation, reduced state
intervention and market-driven development. Withis politics-based approach toward
IFI’s historical evolution, Revéiz also conceivé$ &s a propeller of industrialisation
thanks to the scale and diversity of the enterprisgoromotes. A similar political
approach has been taken by Wright, arguing thae ‘@losest the Liberals came to

establishing an embryo for more extensive stagruention was the founding of IFI in

® Ibid; pp. 35-9
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1941" For him, IFI is one of the few, if not the onlykception by which the Colombian
state intervenes through a publicly-formed orgarmsan the economy to pull industrial
progress amidst a wider political context that astie to state meddling in economic
issues:> Mora, for his part, has related the strengthenfr@olombia’s state capitalism of
the 1l World War years with the foundation of IFhder the leadership of President
Eduardo Santos and his Finance Minister CarlosakféHe also stresses the post-war era
as one which sees the beginnings of the Colomhed& as entrepreneur, and points out the

involvement of IFI in the production of chemicaldesteel plants as illustrations of thls.

This chapter challenges these interpretationsug@hat first glance they offer
different angles on IFI a closer look reveals adamental and flawed denominator.
Ocampo et. al and Berry privilege the functions apparently great impact of IFI on the
economy; Revéiz and Wright emphasise IFl politicadls standard-bearer of an
interventionist and possibly developmentalist stededoes Mora identifying IFI's actions
as traits of state capitalism. However, theredasic underlying assumption to all, namely,
that IFI became a key agent in a Colombian stddS| strategy. The former observe this
in the contributions of IFI toward such stratedng tatter presume that the I1SI strategy was,
effectively, state-led; thus IFI came to representhis study will argue that for both
strands of the literature their initial premiséatithere was a state-led ISI strategy- does

not hold, as it came to be seen through IFI andatgribution to it.

The technological perspective of IFI's impact omitidustrialisation of Colombia
drive is the subject of Poveda’s stuffiT-his author is concerned with the key contribugion
IFI made in terms of technological innovations dhe introduction of new industrial
processes and products. Poveda states: “up to tlasse[1976] the management and
actions of IFI had been one of the factors thasmered on its own have contributed the
most toward the implantation of new technologicaidvations in the country”® He
singles out the integrated steel plant with Thoowawerter of Paz del Rio steel works, the

electrolysis of salt for chlorine production of t@ompariia Nacional de Cloro”, and the

1 Wright, P. “The Role of the State and the Pdliti¢ Capital Accumulation in Colombia” in
Development and Chand&980) Vol. 11 p. 244
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ColombiaVvol. 5 p. 341
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extraction of tannins from mangrove trees of “Irtdas del Mangle”, amongst othefSit

is worth noting that this way to assess the perémre of the institute in the
industrialisation effort is not unique to Povedapkra et. al adopted these technology-
based criteria when determining whether or nohéel fulfilled its foundational duti€.In

this chapter no effort is made to address the wglaf the assessments and conclusions
based on technological criteria. To do so reqamnesxamination of the learning effects and

technological spillovers that IFI encouraged, wifalls beyond the scope of this study.

The literature on IFI by IFl is, not surprisinghpore partisan. Forero, for instance,
is keen on retrieving from history IFI’s early pfiol times at breeding enterpriéeShe
draws attention to the number of firms that IFIpoded through foundation and/or
restructuring in the immediate years following #wnomic disruptions caused by the
World War. The emphasis placed by her on the gnetuctivity of IFI at firm breeding
since 1940 “entering into its fourth year IFI haelged founding 25 companiés”’
contrasts strikingly with the longer and highly ertfle period that followed it, and of
which Forero says nothing. Others like Prieto &ttadF| unique attribution&' According
to this author: “the presence of IFI in the natiaavelopment was of special importance
because it identified domestic production oppottasj supported them either financially
or with its own capital, and not infrequently assahthe risks entirely on its own in a time,
when practically the spirit of association did erist”2° This is certainly not the case. By
1940 the comptroller’s office reported over a thang public limited corporations in
Colombia. Furthermore, the one occasion in whidlaléne faced the entirety of the risks
and financing of an industrial venture was in 1@4hEn it supplied all of the capital for the
Compaifiia Colombiana de Levaduras; however thisaaméion did not start from scratch,

since this company was the outgrowth of an alreadgisting firm.

In similar fashion, Isaza contends that: “in themmtal absence of an urban

bourgeoisie with investment capacity in basic itdes, such as tires, steel, and iron; it was

2 |bid; p. 64
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only natural for IFI to concentrate its actiondliese sectors®® Again, the statement is
plagued with problems. For instance, steel and maucers existed long before IFI's
foundation; the most important plants were locateBabio, Samacé, and PacHas for

the derisive size and role of the Colombian bouigiedsaza insists on, he seems to ignore
not only the acknowledged impetus of entreprenkuliiatioguefiosin commerce,
manufactures and mining in the early"2@ntury and beforé but also the appearance of
groups of industrialists in urban centres likec¢hpital city of Bogota, and also in smaller

cities, such as Barranquilla, Cali and Bucaraméafiga.

Thus, the key question concerning the current higgoaphy is whether or not the
authors cited above have given an accurate visfoboth the magnitude and the
significance of the actions of IFI in Colombia’slirstrialisation process. In other words,
has IFI's role been misconstrued? Did IFI becone dhpreme agency for industrial
progress the literature claims it was? This chapiargue that at least from the time IFI
was founded up to the year it turned into a devekeqt bank (1964) IFI did not play such
decisive role. This challenging view will be supigar by compelling evidence. The
working hypothesis divides into two parts. Firsttpahe magnitude of the financial
resources IFI handled during it first 25 yearsxa$ence did not allow it to play the critical
role that the conventional historiography statedidt A perspective on IFI's funds is
offered through the eyes of IFI's directives, whontrary to what is often implied,
suggests a picture of “fund starvation” rather tahondance. Second part: an analysis of
IFI resources by origin permits this author to atheathe complementary assertion: given
the origins of IFI’s resources the institute faitedgovern its investment decisions by
purely technical, financial, and economic princpldnstead, decision-making was
dominated by governmental, conjunctural and pdalit@oncerns, that prevented IFI to
operate autonomously. This was particularly sthécases of large industrial investments,

as will be seen later.

% |saza, J. “La Empresa Mixta y el IFI” in IFI. “IFDesarrollo Empresarial para
Todos” (1995) pp. 75-78
" See for example Wiesner, Baz del Riq1963) specially pp. 1-6
8 See Brew, REI Desarrollo Econémica de Antioquia desde la Inefegencia hasta 182@000)
%9 See Saenz-Rovner, Ea Ofensiva EmpresariglL992) especially Ch. 2



2. IFl: Mission and Modus Operandi

As indicated by its organic law IFI was create@aptember 1940 to fulfil a major

task: to promote the foundation and enlargemeentdrprises that exploit basic industries

and the primary-transformation of domestic raw makethat the initiative and capital of

the private sector have not been able to develogatigfactorily®° As established by law

these industries were:

Steel

Metallurgy

Coal

Ceramics

Soda

Sulphuric Acid and Chemical Products
Fertilizers

Salt for Cattle

Animal Feed

Insecticides and Fungicides

Cellulose

Tannin Extract
Pita and Ramie
Oily Nuts
Taguawood
Coffee Vellum
Maize
Canned Fruits and Vegetables
Fishing
Wool
Hides

Milk Pasteurisation

In addition to these twenty-two industries Governirigad a right to include any
other industry, basic or of primary-transformatiamenever it saw fit> Another article
allowed for the participation of IFI in secondargisformation industries, if it was deemed
necessary to create the consumption required t@gtege the economic viability of basic
and first-transformation business@4n other words, IFI could promote any of the twent
two industries listed above at will, but could gfsovide assistance to firms outside these
sectors if governments so wanted it. In this waymandate had been made broader and
flexible, so as to enable it to switch on to argustrial sector promising rapid growth, but
at the same time it made the institute prone tie gtatronage-driven needs. It is unclear,
either from the indicative listed sectors or frdre tctual investments of IFI, whether the

%0 |FI. Estatutos Orgéanicos del Instituto de Fomento Indais{1942) p. 5
31 Decree 1439 of July 18th 1940, Article No. 1 it IEstatutos.. p. 28

%2 Decree 1439 of July 18th 1940, Article No. 2.1Fh Estatutos.. p. 32
% Decree 1439 of July 18th 1940, Article No. 2.2Fh Estatutos.. p. 32



institute had been expressly created to promotesing through import-substitution, as
some have suggest&tFor certain, there was no such claim in IFI's fdational charter
and a brief review of its intended and actual itwents does not support that view either.
The exploitation of coal (Valle & Cauca Plant) aaduawood, like the processing of
coffee vellum projects were all geared toward etipgrpurposes. That is not to say,
however, that there were no intentions to substituports. This was indeed the case for
steel products with steelworks Paz del Rio pldutzde through Propal, and soda ash by
means of the Zipaquira Soda Plant, amongst othéssalso the case that IFI involved in
ventures where there were hardly any grounds fior dio so, such as its incursion in the
tourism business with Hotel San Diego in Bogotal as shares in the river transport
company, Union Industrial de Astilleros de BarrailiguThat investments like these were
clearly out of line with its mission and foundat@mbjectives was so evident, that the

directorship of IFI itself recognised it in private

It is worth noting three distinctive featuresIBf, which reveal the nature and
limits of state interventionism. The first is thendition of complementarity that the
institute was to hold in the industrialising prdje&s stated earlier, IFI will only promote
industries that “the initiative and capital of {hrévate sector have not been able to develop
satisfactorily.®® What constituted the “satisfactory development’asf industrial sector
was never established, but with the benefit of &iglat, it is possible to sustain, that the
purpose of this private initiative clause in thenaate of IFI aimed at keeping the
institute’s role - and that of the state- in chenlgddition to avoiding public crowding out
effects and official competition. To maintain 8tate as junior partner a second condition
was included: the temporary nature of IFI's owngrsthe industrial firms it promoted.
According to the organic law that governed theiins, IFI was in the obligation of selling
to the private sector the shares in the firmsstdced at the earliest possible opportunity.
There are two interesting points to make of thgpineement. First, by forcing IFI to sell its
stakes the size and influence of the state in wbaldtate-owned enterprises was severed.

Secondly, the requirement to transfer to the peivaector successfully-promoted

% Garay, L. JColombia: Estructura Industrial e Internacionalizén (1998) cited in Rettberg, A. “The
Political Preferences of Diversified Businessps: Lessons from Colombia” Business and Politics
(2001) Vol. 3, Issue 1, p. 58

% Actas de la Junta Directiva, Act No. 369, Octobéth 1948, Microfilm No. 3472, unmarked page; IFI,
Bogota

% Decree 1439 of July 18th 1940, Article No. 22Fi Estatutos.. p. 41

" |FI. Estatutos.. p. 8



enterprises amounted to the privatisation of pugdias. Whether IFI might have benefited
more from keeping and running these successfultyapted ventures than from selling
them remains to be established; however the issueportant and the fact that the state
had forsaken such opportunity is telling of itsipos vis-a-vis private enterprise. The third
point refers to the fact that IFI was the one anty official agency with the task of
industrial development. As the Institute’s “fountieCarlos Lleras, noted, before the
creation of IFI and until the arrival of developmdranks in 1960, Colombia lacked a
specialised entity that dealt with medium-and-leergn industrial financing® Thus, IFI
faced a monumental assignment in terms of botHitlezsity of the expertise and technical
knowledge it would have to count on to promote ¢haslustries, but above all, in terms of
the financial muscle it would have to develop taliseng them. Summarising, IFI had a
broad and at times ambiguous mandate subject esugovernmental modifications,
which in practice promoted both import substitutam export diversification, and whose
scope from the start became circumscribed to tedsland behaviour of private initiative.

IFI could assist in the foundation of new comparoesn the restructuring of
existing ones through various mechanisms; captatributions, that is, through the
subscription of shares in publicly limited corpanas, which was the most common form
of promotion. It also acted as lender advancingtsieom loans to firms that found access
to finance from banks closed; however, its creditvities were small during this period.
Underwriting was permitted but not much practi¢&ds for the financing of IFI itself,
several mechanisms were attempted. The start-ufacepme mainly from government
and the Banco Central Hipotecario (BCH), a stateetvmortgage agenéy Thereafter,
irregular capital contributions from governmentsamted for most of IFI's resources.
Furthermore, IFl was authorised to obtain credihlad home and abroad; from the former
it borrowed if not heavily at least regularly, wdtifrom the latter no attempts were made
until the early 1960s. IFI also resorted to theitehpnarkets during its initial years,
particularly when looking for funds for the steehk® project; however, even these early
placements met sceptical private investors and $wemcing option was discarded
subsequently. IFI, unlike other similar industmvelopment agencies in the region, does
not seem to have aimed at the twin objective ofmmting industry and fostering the

% Lleras, C. “El IFI...” p. 46

% See IFIEstatutos... p. 8 and IFIBalance e Inform¢1941) p. 7

0 See IFIBalance e Informegl943) pp.5-6. Of an initial social capital of 80,000 government
subscribed $3,000,000 and BCH the rest.



development of capital markets through the intréidncand widespread use of financial
instruments: which might also help to explain#sk of concern with the capital markets.

What does the literature say on the magnitude aigine of IFI’s financial
resources when operating as direct investor? Gthenabove-reviewed statements,
surprisingly little. The pattern found is one ligtdtto the enumeration of the industrial
sectors and/or the companies in which IFI partdiksystematic efforts have been done
either to calculate the share of IFl in each semt@ompany or to estimate the total of its
investments, guarantees and credits as percemttaggregate indicatof$ For Ocampo et
al suffice to say that IFI’s investments were dsifexd, that it partnered up with domestic
and foreign entrepreneurs, that despite havingestactivities right after its foundation in
1940 it had accumulated assets worth $34.9 mipiesos by 1958, and that underwent its
most spectacular growth during the Frente Nacik888-74)*? Similarly, Mora offers no
data to support his argument that the arrival df dfengthened Colombia’s state
capitalism; instead he describes some of the indgst-I promoted: steel, tyres, and
chemical product&® Revéiz’s emphasis on the unprecedented scaleefitavestments in
non-metallic minerals and chemicals, for instamc@pt illustrated with a comparison of
investments in these areas prior to 1940. The débpalelves into IFI's resource analysis
is through a breakdown of its investments by indaissectors, as allocated to number of
firms in each field* Though this constitutes an improvement it is ambigs, since
obviously such allocation of investments was natsetrical for all ventures. In short, the
literature that has so much celebrated the remisatof IFI's investments and has
heightened the role and status of this institutionthe Colombian substitutive-

industrialisation process has failed to indorsautgiments with empirical evidence.
3. IFI's Finances
What was the real state of IFI's finances? A glaidbe annual and half-yearly

annual balance sheets and reports from IFI offst-fiand and reliable sources to explore

the matter. According to the evolution of nominasets in Figure 1, not only do IFI's

“! partial exceptions discussed below are LoperatMl.Politica...; and Contraloria General de la
Republica. “Aporte del IFI al Proceso de Desltarindustrial” inInforme Financierd1986) Vol.
November, pp. 69-84

2 0campo, J. et. al “Historia...” p. 277

“3Mora, A. “Historia...” p. 341

“ Revéis, E. “Evolucién...” pp. 258-61



assets show a clear increasing trend from 194964 (exception years 1944/45, 1956, and
1959), but also exhibit three periods of remarkghbdevth: 1942/43, 1952/53, and 1959/61,

detailed in Figure 2. The spurt in total assetsnduthe first period is accounted for by a

FIGURE 1
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Sources: IFI Annual/Semi-Annual Reports for allgeaxcept 1940-47 for which Superintendencia Baacénforme” are consulted.

doubling of IFI’s industrial shares and investmémtgarious negotiable securities; and to
an increase of $3,000,000 in its social capialhe leap during 1952-53 is mostly
explained by the doubling of the institute’s calfitam $10,000,000 to $20,000,06@he
last soar, again, is mainly the result of subsériticreases in paid capifdl Despite
marked differences in year-to-year increases tees@e for the entire period 1940-64 is a
respectable 15.6 %. Assets multiplied nearly twdaoky throughout the whole period. At
first sight, the review of IFI's total assets evan hints that its financial position was
sound. By the same token, it suggests that therglditerature on IFI, and the study by
Ocampo et. al in particular were right in pointetghis indicator to shore up the critical
function of IFI in the industrialisation of the autny. However, once the nominal series is

deflated the picture is bleaker. The yearly avegageth of assets drops by a third to less

> See IFIBalance e Informéor years 1942 and 1943

6 See IFlInforme del Gerentéor years 1952 and 1953

" See IFI Microfilm No. 481 Consolidated Balance Breber 31" 1959 and IFI Microfilm No. 482
Consolidated Balance Decembet' 31961. “Differed accounts” stands for Unpaid calpit961.



than 5%, when measured in real terms, and the nuofbgears in which growth is
negative is larger than those in which there igtpesgrowth. The trend in real terms
reflects much more accurately the actual statd-b$ finances and coincides with the

contemporary views of its staff, as will be shoveatdov.

FIGURE 2
Assets Growth Year-on-year
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Sources: Calculated by the author from IFI AnnuatiBannual Reports for all years, except 1940-47viich
Superintendencia Bancaria. “Inforraeg consulted.

A comparative exercise between the arguments theegmorary literature has
advanced regarding the magnitude of IFI's finansie#ngth and the great scope of its
actions, on the one hand; and the statements dndl gsition of IFI's finances as
declared by its own directives, on the other; affstrikingly different views. A survey
through the institute’s minutes of the Board ofd2iors and the prose of the annual reports

provide the best first-hand historical evidenceirrgiahe former view.

First signs of financial problems at IFI were retem in the minutes of the board of
directors meeting celebrated in early March 1948né&tal manager, Gabriel Durana
Camacho, explained: “the lack of immediate liquidif the bulk of assets will produce a



shortage of funds for ordinary expenses that &adly being felt*® A few months later,

there was a similar pronouncement: “available fulodshe most urgent expenses of the
institute have been petering out and it has beawoessary to think of selling securities of
the portfolio.® The point here is that the selling of stock wasenthe result of financial
necessity rather than business sense. By 1950dtiite acknowledged failure at paying
out dividends to its shareholders. “At the predanme it is not possible to guarantee the
BCH the 5% annual payment over its capital contributo IFI...[ ] since the institute is
not yielding any profits® Liquidity problems in the mid 1940s partly haditheigins in
the nature of the investments IFI undertook, paldidy, the long maturation of projects
such as the development of metallurgy of Tolime,ltidustrial Consortium of Santander,
the contributions of capital and credit advancederta the pasteurisation of milk plant in
Bogota. Slow returns to capital investments foléedo sell its most valuable securities at
times when the quotations were not best; thus,gmtavg more optimal realisations. The
joint effects of these situations in addition te thrge number of liquidations of companies
it promoted in its early years thwarted IFI's efforat meeting obligations with its

shareholders, as noted above.

And yet, not only did IFI fail to pay out its shadders, but it also failed to meet its
credit-based obligations. A petition to canceldbbt requested by IFl in 1961 was register
in the board’s minutes: “as a consequence of aactrtelebrated in 1946 between IFl and
the Nation, which authorised the institute to is$46,000,000 in Bonds for Industrial
Development at 6% [annual] and 20 year gradual asadion, IFI has a liability that will
reach $10,500,000...[ ] In order to clean up thetz@asheets IFI asks for the sum owed to
the Nation to be written off"* It has not been possible to establish whetheobitre debt
was written off; but as of June 8964 the requirement neared $9,000,50The
important issue here is that for nearly twenty gegt failed to service this obligation and
this should have stained its reputation undermiamglater efforts to capturing resources

in capital markets.

“8 Actas de la Junta Directiva, Act No. 223, March 8945, Microfilm No. 3472, p. 346; IFI, Bogota

49 Actas de la Junta Directiva, Act No. 258, Jandatth 1946, Microfilm No. 3472, p. 399; IFI, Bogota

%0 Actas de la Junta Directiva, Act No. 197 of thevisdry Committee to the Board of Directors, June
13th 1950, Microfilm No. 3472, unmarked padd; Bogota

*1 Actas de la Junta Directiva, Act No. 803 Februgtty1961, Microfilm No. 3474, p. 1606

°2 |FI Microfilm No. 482 Consolidated Balance Junet80964



In 1951 the future economic viability of IFI wasihg pondered for the first time.
Juan de Dios Ceballos, general manager, statqdidlassets in easily realisable bonds and
stocks hardly suffice to cover the institute’s coitnments of the second semester... []itis
considered that if IFI is not granted an immedaatd significant support it will be forced
to reduce its activities a great deal; and it wawdtlbe worth keeping it to attend duties of a
purely administrative naturé® Four months later, Ceballos manifested that nly regd
been received from the government to his reque§t 30000,000 for the institute; and that
given the urgency imposed by pressing expensesaleauthorised to sell securities of
Icollantas — IFI's most valuable stotkBy January 1952 drastic measures were put
forward. The manager expressed his view “thatef government did not increase the
capital of the institute IFI would have to contiraedling its most tradeable stocks to meets

its obligations, and in that case it would be bettdiquidate the institute®

Dire financial conditions did not lessen in 1954;the contrary, that year led the
general manager to wind up the annual report \itse words: “ a cold-headed analysis of
the economic situation of the institute yields ¢hneain conclusions: 1- Paid up capital is
insufficient to accomplish the vast industrial-pi@ion task assigned to IFI. 2- The total
amount of IFI’s resources are at present commidteaterprises of which IFI cannot rid
of. Hence, with its own resources the institutencdrundertake any new ventures. 3- For
an organisation such as IFI to fully perform onésprincipal functions, that of industrial
research, it needs to count on a fixed annualmaéat from the national government.
Otherwise, the large costs involved in this acgivifradually deplete the available

capital”>®

In the following three years IFI received enougpita contributions as to continue
its operations, but around 1957 its own existescneentity seemed to come to an end. A
customary request for urgent funds by the deputpager to the government met a
disquieting reply, as the manager manifested: & wot possible to obtain resources from

government because the Finance Minister consitiersat the case to fix IFI's situation in

%3 Actas de la Junta Directiva, Act No. 441, Julyti28951, Microfilm No. 3472, p. 908; IFI, Bogota

> Actas de la Junta Directiva, Act No. 208 of thevisdry Committee to the Board of Directors,
November 28th 1951, Microfilm No. 3472, p. 930

% Actas de la Junta Directiva, Act No. 451, Januatth 1952, Microfilm No. 3472, p. 934; IFI, Bogota

%% |FI. “Informe del Gerente” (1954) pp. 25-26



view of the establishment of the Corporacién Nagiole Produccion” Two months later,

a discussion among the directors of the institevealed IFI had no resources with which
to pay its own staff: “the serious economic positad the institute and the necessity of
funds to pay the personnel and meet its obligatiftmmses to decide if under the current
circumstances IFIl is sumptuary, useful or necessatkie first case it must be shut down,
in the second case, must be sustained; in thentasst, be financed by government®.

Fortunately for IFI, the project concerning the @macion Nacional de Produccion
vanished and a new source of income was designadetaate the institute’s chronic
economic troubles. The mechanism consisted of igigatite institute the right to authorise
exports, other than coffee and bananas, and charties service a fee equivalent to 2% of
the value of the exported item. Forecasts by IRh@&revenues this will generate in 1959
rounded $1,200,000. Though the percentage to be charged turned cue tower than
originally thought, the export-fee generated incatieviating some of the most urgent
financial troubles. However, it did not solve ibg-standing economic requirements. In
the following years, directors and annual repaotgioiued to register the lack of adequate

funds for IFI to achieve its goals.

The empirical evidence gathered from the boardifctbrs’ minutes and the
annual reports of IFl demonstrate that the findrnpmaition of the institute during most of
its life as direct investor in industrial ventuneas precarious. Contrary to the pictures
offered by most of the literature IFI did not en@ygomfortable financial situation. This
was so to the extent that the institute failed e@tobligations both with its shareholders
and its creditors. Furthermore, dire financial isdréed both IFI's own staff and state
officials to consider the liquidation of the insté in various opportunities, as shown
above, in 1951, 1952, 1957, and the early 1960slllyi efforts to clean up the finances of
the institute in the late 1950s and early 1960sani@xport-fee to non traditional exports

and the allocation of a yearly item from the nagidoudget alleviated but not solved IFI's

" Actas de la Junta Directiva, Act No. 645, Apritlar957, Microfilm 3474, unmarked page

%8 Actas de la Junta Directiva, Act No. 653, July 8857, Microfilm 3474, pp. 1323-24

%9 Actas de la Junta Directiva, Act No. 715, Febri@thy1959, Microfilm No. 3474, p. 1455

%0 See for example IFI. “Informe del Gerente” (1958} “Informe” (1961). And Actas de la Junta
Directiva, Acta No. 884, 300uly 1962, Act No. 884; 18th October 1962; andaAdb. 907, June
10th 1963; all in Microfilm No. 3474; respealy p. 1840, 1848, and 1892



long standing problems. To sum up, from its fourmtain 1940 up to its transformation
into a development bank in 1964, the financial pmsiof IFI was fragile. Constant
liquidity problems, claims about insufficient cagito operate, frequent doubts on its
economic viability, and failure to honour its cats are clear-cut illustrations of this.
Given all of this, it is reasonable to argue tha financial position of IFI has been

misconstrued by the conventional literature.

So far, the quantitative evidence put forward ie finst section to illustrate the
economic healthiness of IFI consisted of a reviéirbs growth of total assets over time.
The qualitative evidence offered against its finahsoundness based on statements and
discussions recorded in the minutes of the boadire€tors and fragments of the annual

reports. It is time to scrutinise IFI's performamaeere closely.

4. Towards a Preliminary Assessment of IFI:

How does the record of IFI at industrial promotiook like? As can be seen from
Figure 3 the institute’s promotional history canldseken into two distinctive periods. A
first phase starting from its foundation in 1941tad952 characterised by hyper-activism
in the creation and nurturing of industrial firnis.these years a total 40 ventures were
promoted out of which 29 companies were founded Ahdexisting ones received
injections of equity capital. Within this periodetiirst 5 years right after IFI's creation
proved the more dynamic. From 1953 to 1964 therdeisanore lacklustre. In 4 occasions
(1953/54, 1957 and 1964) firms were neither foundedfunded and only 16 ventures
obtained support of which 13 were newly constitutechs and 3 existing ones.
Throughout the whole period IFI promoted a totab6fcompanies or an average of 2.2
firms per yeaf* Naturally, to assess clearly the role of the to&iin harnessing industrial
development via its actions on these firms a dititn need be made between “successful”

and “failed” ventures.

%1 This includes support to the Institute for Wated &lectrical Energy
Exploitation — an official agency
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The first step is to examine the rate of “failushong IFI-firms. That is, the
incidence of liquidations among industrial compameomoted by the institute. As Figure
4 helps to illustrate from 55 firms sponsored blyaE ended up in liquidation. In other
words, 40% of IFI-firms did not stand competitionthe market or were simply non-
profitable ventures for other reasons. Speciallynduthe first decade of operations the
institute’s record of “firm survival” was relatiwelow, as 17 out of 39 of its investments
went bust. For the second period the ratio improsechewhat and only 5 out of 16
followed the liquidation path. A high number of slee‘failed” firms (17) exited the market
within 5 years of them being created or financiallypported by IFI; thus, leaving little
chances for long-lasting contribution towards Cdiaais industrialisation. Five remaining
firms lived longer than 6 years, but none didrfarre than 10 years and it was often the
case that liquidation processes were protractedalbigter disputes among shareholders.
Uncompromising positions between IFI, other shaddrs and external creditors
frequently led to court procedures that extendedlife of some firms formally, even
though these had ceased operating long beforeléugir demise&?

82 |lustrations of this are the cases of the “CoffipaAgricola y Azucarera de Uraba” and “Industria
Minera y Metallrgica de Colombia”



It is in the “successful” cases — and measured-bg bwn mandate-standards —
that the contribution of IFI to Colombia’s industiisation is best examined. As said
earlier, according to the institute’s foundatiociarter IFI’'s mission was to transfer to the
private sector the firms it supported once thesa inatured and were proved to be
financially sound. As shown in Figure 4, the numbkelirms that IFI promoted and later
transferred was 5 between 1941 and 1953 and 1I0%8-63, adding up to a total of 17.
However, not all of these were “successful” trarsfie the sense that its ownership passed
from public to private hands, nor that this occdrom a permanent basis. In 1958 IFI's
shares in Hotel San Diego of Bogota were boughyugmother official agency, the army’
s retirement fund® Similarly, “Industrias Quimicas de Paipa”, invalvia the production
of sodium sulphates, was acquired by the stateg&8a in 1956 Another firm recorded
as being successfully transferred in 1959 is théoNal Company of Fertilizers,but only
to be recapitalised a year later with a massivectign of equity capital provided by IFI
and further public funds, to be finally liquidated1965°® Summarising, only about a
fourth of all of IFI's ventures complied with theiginal IFI-charter’s trajectory of firm
promotion, maturation and transfer to the privaetar it had set out.

FIGURE 4

IFI's Performance at Enterprise Breeding
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Sources: IFI. “Informe” various years; IFl. “Resai@ IFI” (1968); Lleras, C. “Desarrollo FinanciereldFI” (1980)

83 Actas de la Junta Directiva, Act No. 691, 7th L858, Microfilm 3454, p. 1398

® Actas de la Junta Directiva, Act No. 421, 23rd Bimber 1950, Microfilm 3454, p. 861
® Lleras, C. op. cit; p 13

% |FI. Informe y Balanc€1965) pp. 29-30



Independently of the performances of industriah&rpromoted by IFI, an idea of
the role played by the institute is indicated bg fiilmancial resources IFI put into them, as
measured by the share of equity capital it provaeg@art of the total of paid up capital of
each firm. Table 1 offers interesting insights ititis matter. First, early on IFI contravened
the regulation that prevented it from taking up enthhan 50% of the shares of any
promoted firm by subscribing more than half of ksteares of “Industria Colombiana de
Leches” and assuming full ownership of yeast bissii€ia de Levaduras”, albeit this
latter situation proved to be more of an exceptiman the rule. Secondly, IFI's most
important investments in the 1940s flowed to thiebar tyre and steel industries, as
represented in the large portions of equity cajpitavided to “Industrial Colombiana de
Llantas” and “Siderurgica Paz del Rio”, which malge institute owner of around 75% of
these two corporations. For the 1950s the largettyof the institute constituted its stake
in the Cauca & Valle Coal Plant (not on the tald@y other heavy investments were made
in the non-metallic and printing and paper sectorging the early 1960s metal products
became important for IFI through heavy involvemiart~orjas de Colombia”, though it
did not make the institute a majoritarian share@ol@hroughout the period chemicals and
agricultural industries were also well cared fanaHy, and perhaps more importantly, as
seen from the large sample gathered on the tablayerage, IFI's shares in the firms it

promoted represented around a fifth or 21,5% eif {haid up capital.

TABLE 1
IFI's Participation in Industrial Firms

Initial Paid Up K IFI's Share

$ (000) $ (000) %
1941 | Industrias del Mangle 400.0 200.0 50.0
1941 | Industria Colombiana de Leche 440.0 224.4 51.0
1941 | Cia Agricola y Azucarera de Uraba 300.0 60.0 20.0
1941 | Cia de Productos Quimicos "Sulfacido" 150.0 20.0 13.3
1941 | Cia Colombiana de Taninos 250.0 75.0 30.0
1941 | Cia de Alimentos "El Papagayo" 135.0 58.5 43.3
1941 | Empresa Siderargica de Medellin 1,146.0 229.2 20.0
1941 | Cia Colombiana de Levaduras 80.4 80.4 100.0
1941 | Explotadora nacional de Grasas 150.0 40.0 26.7
1942 | Fabrica Colombiana de Hilados de Lana 400.0 160.0 40.0




1942 | Maderas "La Industria” 612.2 75.0 12.3
1942 | Cia Nacional del Cloro y Derivados 200.0 100.0 50.0
1942 | Industria Colombiana de Llantas 1,500.0 1,090.0 72.7
1942 | Industria Colombiana de Vidrios 500.0 142.9 28.6
1942 | Industria Fiquera de Colombia 176.1 50.0 28.4
1943 | Central Metallrgica de Colombia 350.0 150.0 42.9
1943 | Unién Industrial de Astilleros Barranquilla 1,000.0 176.3 17.6
1943 | Industria Minera y Metallrgica 91.4 45,9 50.2
1943 | Industria Colombiana de Alcaloides 49.0 40.0 81.6
1943 | Cia Colombiana de Zinc 150.0 50.0 33.3
1944 | Consorcio Industrial de Santander 500.0 250.0 50.0
1945 | Industria Colombiana de Abonos 500.0 250.0 50.0
1945 | Cia Industrial de Caldas 100.0 50.0 50.0
1946 | Industrias Quimicas de Paipa 728.2 426.2 58.5
1946 | Industria Colombiana de Pesca 1,020.0 150.0 14.7
1948 | Empresa Siderurgica de Paz del Rio 8,499.1 6,516.0 76.7
1950 | Matadero Frigorifico de Villavicencio 774.6 35.0 4.5
1950 | Abastecedora de Maderas 105.1 36.0 34.3
1950 | Corporacion Carbonera Colombiana 298.6 100.0 335
1951 | Asbestos Colombianos 1,000.0 240.0 24.0
1952 | Industria Colombiana de Fertilizantes 2,150.0 30.0 14
1952 | Granitos y Marmoles 500.0 150.0 30.0
1965 | Forjas de Colombia 65,000.0 10,000.0 154
1965 | Cia Nacional de Cables 4,700.0 2,540.0 54.0
1965 | Sucroquimica 25,100.0 1,000.0 4.0
1965 | Pulpapel 6,700.0 2,233.0 33.3

Total 125,755.7 27,073.8 215

Total (Without Paz del Rio Steelworks) 117,256.6 20,557.8 17.5

Total (Without Forjas Metalworks) 60,755.7 17,073.8 28.1

Sources: IFI. “Informe” various years; IFl. “Resai@ IFI” (1968)

private capital, helps in challenging the commapygead view that assumes that IFI-firms
producing intermediate and/or raw material goodghoto sell their output for prices that
carried an implicit and important subsidised eletrianit.” The fact that IFl was on
average a minor shareholder suggests the presémhee anlikely assumptions in such

view. Firstly; that IFI was capable of imposing isll upon the management and

The fact that IFI was more often than not the jupirtner in the associations with

%" See Isaza, J.F. op. cit; p 76; and Reveiz, Eciom. 247




ownership structures of the firms it supportedpatefine their pricing policies. Secondly;
that IFI itself was uninterested in making its famprofitable enough as to attract private
buyers. Even though it is certain that IFI itsedeéded not be lucrative, such a view was not
necessarily made extensive to its industrial verguvioreover, even if IFI were the major
shareholder it is very difficult to believe thas issociates, be it other official entities,
foreign investors or domestic entrepreneurs, wbale subdued to such non-sense attitude
from a business point of view. Only more reseamtdthis issue can seriously confirm or
reject the view in question; however, the fact th#is shares in the firms it promoted was

far from majoritarian makes it scarcely plausible.

FIGURE 5

IFI's Contribution to Industrialisation: Share of N ew Total Industrial Investment
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Sardi, J. “Evolucion de la Inversion en la Industlanufacturera, 1958-75" (1976): and IFI. “Infofiwarious years

Probably the most direct way to assess the impattantribution of IFI toward
Colombia’s industrialisation is to estimate thersta the institute’s investments within the
larger picture of total industrial investmentghi institute was becoming a tool of growing
importance, as some authors claim, a tendency wsvedisuch share should be expected,



as IFl invests more financial resources in indabktrentures. However, as Figure 5 shows
this was not the case. IFI's investments as peagentf total industrial investments were at
its highest right after its foundation 1941-43; amdextraordinary year is 1942 when it
represented more than 8% of total industrial inwestts, owed mainly to the large outlay
made in the rubber tyre industry i.e.; IcollantBsom then on only in two years its
investments share in the total went over 1%. Asaemed earlier, these years are 1947 and
1961 when the institute committed large sums taritegrated steelworks and metal works
projects of Paz del Rio and Forjas de Colombiapeesvely. For all other years
investment levels account for hardly 1% of totanevestments in the industrial sector
combining years where there are no new investnatati with others where the amounts

involved are so small they represented less thE¥ @f the total of industrial outlays.

Summarising, a preliminary assessment of IFI’'se@gments and contributions to
Colombia’s industrialisation process was made thinoa brief overview of the total
number of IFI's “successfully” promoted enterprisésparticipation in a large sample of
the firms it assisted, and the calculation of tigtifute’s investments in the larger picture of
the country’s total industrial investments. Thepgmse of the first evaluation was to
appraise the effectiveness of IFI at its chief tafsikdustrial promotion by looking at the
number of firms it transferred to the private sedimt only is this “yardstick” the one IFI
tacitly set itself in its foundational charter, liis also one that evaluates the work done by
IFI, as private business were most likely to pusehBrms with black ink balance sheets
and solid prospects of growth. In this respectpéyrput, IFI transferred a total of 15 firms.
The second exercise sought to gauge the “depth*laf involvement in the ventures it
promoted, as measured by the funds it investdttimt The outcome is a rather surprising
average of 21% share. Given that IFl was the oabfip agency charged with industrial
promotion this percentage can be seen as low amdearsting interpretative implication
can be drawn from it. Namely, that IFI's role, apaential breeder of industrial state-
owned enterprises was modest. Nor is it the cadetta firms it fostered were, on average,
of majoritarian public-ownership. On the contralfyl seemed to have been the junior
partner in the private-public associations. Thedtbheck aimed at measuring the scope of
IFI's contribution to industrial development thrdutipe investment variable. On this front
too, its contribution seemed small. On averages iRVestments represented less than 1%

of the industrial total. These preliminary wayse§essing IFI should suffice to challenge



the predominant views of the literature, that dtéatto it an all mighty role. And suggest
there is a need to distinguish the history of tisifute in before and after 1964, i.e.; when
turned into a development bank. At the same tinesydver, this is not a sufficiently
thorough survey to make hard statements aboutpEtf®rmances and some qualifications
are in place. The first, is that some IFI firmsttware not transferred to the private sector
did remain in the market providing key basic artdnmediates inputs for other industries,
such as steelworks Paz del Rio. Individual entsephistories need be written to define
their precise contributions. Secondly, in a fewanses, firms originally promoted by IFI
and liquidated under its management made later éb@rks” under private/foreign
ownership, such as metal works Forjas de Colomi{siavith a few cases of IFI divestitures
such contributions were not considered here andd nee addressed in a more
comprehensive assessment. The next sections |l@dptain the causes underlying IFI's

modest contribution to industrialisation and itsnoperformance.

5. Pattern of Investment: Funding

IFI's chief task was to promote industry and thiaswessentially done via
investments in the form of capital contributionspecific public limited companies. Thus,
the need to look at IFI's industrial stocks. Asuregy6 shows, the evolution of IFI's
industrial stocks is far from being a duplicaté®total assets. Moderate growth after 1940
is followed by minor slips in 1945 for both iten&ut from then on they performed rather
differently. Total assets undergo steady increama fL945 until 1955, and then stabilise
for the next four years. This item sees its valudtipiies three-fold during this time. IFI's
stocks grow steeply in 1948, but then stagnatéefoyears until 1958. A wedge of more
than $20,000,000 between them starts to closeoakssbegan to recover in the early
1960s. A new gap widens thereafter. The point theneere is that industrial stocks have
their own dynamic. Whilst total assets exhibit &rrall rising tendency, industrial stocks
show a stepped-like pattern. Obvious questiong:anibat explains the difference? What
determines stocks’ behaviour? Regarding the fusstjon, it has already been mentioned
that unpaid capital inflated total asset numbersrédver, plants in installation phases
along with large expenses in studies, which noessarily always turned into realisable
stocks and/or remained only paper firms, also adgetb total assets. To explain the
evolution of IFI's industrial stocks on its own nt@ne must explore the institute’s funding

sources.



FIGURE 6

IFI: Investment Pattern and Financing
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Obviously, the institute’s investment capabilittegpended on its funding sources.
Figure 6 shows that there was a tight correlatietvben paid up capital, which was the
institute’s most important supply of financial resces, and IFI’s investments, as
represented by its industrial stocks. Both linesgifrom 1941 to 1944 and then stagnated
until 1947. That year, industrial stocks skyrocket@nd then stabilised at around
$10,000,000 for nearly ten years until 1957. Werefor such a leap a close co-evolution
between the two entries would have stretched @865. The sudden jump in stocks is
explained by the constitution of the National Siatlgy of Paz del Rio in 1947, of which IFI
subscribed $6,500,000, and for which the institid resorted to a different funding
source than capital contributions from governmanbther steep rise in stocks occurred in
1958 when more than $10,000,000 are representkd goal company Carbones del Valle
& Cauca, in which the institute had been investimgyears with resources largely obtained
via increases in its paid capital. A similar beloavifor the two items follows until 1962,
when stocks start to lag behind the explosion nélfuof the mid 1960s. Still, substantial
increases in stocks took place as IFI investedilygavcement, fertilisers and metal works

companies. These numbers then beg the questioreg:Wel the driving-force behind this



stepped-like pattern of investment; who suppliedghid up capital of the institute; who
discounted its bonds and held its debts; how ingpdsvere foreign loans; did it generate

sufficient internal resources as to re-invest th@aidle 2 helps to clarifying these queries.

TABLE 2
IFI’s Resources Grouped by OrigingSelected Years 1941-64)
Percentages
Total Resources
Nominal Pesos IFI Paz del |Domestic |P.

Year ((000) K |Bonds | Rio Bonds Credit Note| Profits| Total
1941 2,703/98.6 0.0 0.0 0.0, 0.0/ 1.4 100
1943 8,033/62.2] 18.4 0.0 19.3] 0.0 0.0| 100
1946 9,070/ 66.2 0.0 33.1 0.8| 0.0 0.0| 100
1948 9,161 65.5 0.0 32.7 1.6/ 0.0 0.1} 100
1951 6,862/ 87.4 0.0 0.0 10.2| 0,0 2.3| 100
1953 12,377 73.4 0.0 0.0 9.9] 16.2 0.6| 100
1958 17,753 78.5 0.0 0.0 21.5/ 0.0/ 0.0] 100
1961 37,723 79.0 0.0 0.0 21.0, 0.0 0.0] 100
1964 55,920 81.6 0.0 0.0 18.4| 0.0 0.0| 100

Sources: Calculated by the author from Superintetiddancaria. “Informe” years 1941, 1943, 1946; Hfid
Consolidated Balance Sheets all othars

Of the Institute’s initial paid up capital of $4@0O00 75% was subscribed by
government and the rest by the BCH. Other offieratities, private commercial banks,
both foreign and domestic, and the general pubdievinvited to partake in this and in all
other capital increases IFI authorised throughlogityears. To attract potential investors,
seats on IFI's board of directors were offeredvéta bankers were entitled to elect up to
two representatives on the board; whilst the gemenalic and other state agencies could
appoint another, depending on who subscribed éeesff However, these and other fiscal
incentives worked to no avail; throughout IFI'lit was the national government who

remained the major shareholder. There is no cleeevxadence to explain this generalised

% |FI. Estatutos.. (1942) pp. 6-8




apathy, but it is reasonable to sustain, that petrrns, low expectations, the long-
maturation nature of its businesses, and custorelrgtance to invest in public securities
kept investors at bay. As registered in Table 2ibustrated in Figure 7, the contributions
of capital made by successive governments from 1@4ill1964 constituted the majority
share of the institute’s resources. From an obveak of 98% at the time of foundation to
a lowest of 62% two years later, capital contribnsi maintained an average for these

selected years of over 75% of all financial means.

IFI Resources Origins
0% 20% 40% 60% 80% 100%

1941
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Sources: As of Table 1

The opportunity to raise funds through the issuanficéonds, “IFI Industrial
Promotion Bonds” was an early realisation. In 18#2directors conceived the idea and
issued $1,500,000 worth in 30-year bonds earningMétest annually, with the national
government as guarantor and the central bank aidichissionef? The bank seems to
have acted too as the bond holder, by discountti@@ponds. Indirectly, it was government

% See IFI. “Balance e Informe” (1942) p. 18; and ecNo. 1391 of 1942 in IFI. “Estatutos...” (1942)
pp. 56-58



again, who via the central bank, funded IFI unéierionds modality. There is no doubt
that these funds constituted an important shatetaffresources in the early 1940%see
Figure above, helping IFI with the main projectshaf time: Icollantas, Union de Astilleros
Industriales (shipyards), and the pasteurisationilif project, among others. As indicated
by its balance sheets, IFI made use of this mathbdancing only on this occasion. There
is neither apparent reason nor evidence, as tdrlglinquished such convenient form of
financing, although an only qualified potential fmrccessful placements might have acted

as deterrent.

Bonds were also employed to build up funds fordRédrgest project: steelworks
Paz del Rio. In 1945 the government of Alberto &&€amargo authorised IFI to issue up
to $10,000,000 in bonds at 6% amortisable in 20syé&dF| only realised two issuances
worth $3,000,000 each in 1946 and 1948hese placements were different from the
previous one, however. The money raised was eaadatkat meant, it could only be
destined to the financing of the initial expenséPaz del Rid? In other words, though
important as they were in terms of the amount thesaurces represented for IFI (a third of
total resources for 1946 and 1948), the excluss®péits use prevented IFI to dispose of
them for other purposes. It is worth noting, thatas the national government who, once

more, emerged as the bond holder.

The absence of foreign credit as a supply of fieaimclFI's accounts is rather
puzzling. Even after acknowledgement of the scpossibilities of finding credit in good
terms in international markets in the context o thar and the post-war years, IFI
appeared to have done little to obtain any. Unlkeindustrial development corporations
and banks of the region, such as the Nacional Eiaen of Mexico, Corporacion de
Fomento de la Producciéon from Chile, and the BaNegional de Desenvolvimento
Econdmico from Brazil, got hold of generous amouwnftsredit from US and multilateral
organisations in the 1940s and 1950s; and espefoathe first two, these funds became a

substantial share of their investable fufitidot only did IFI fail to use credit from abroad

O See Lleras, C. “Memorias de Hacienda” (1942) \V[@.2123

" See Decree No. 2995 of 1945 in WiesneR&z del Riq1963) pp. 13-15

2 Superintendencia Bancaria. “Informe” (1949) p. LV

3 Wiesner, E. op. cit; p. 14

" See for Chile Mamalakis, M. “An Analysis of thenBncial Investments of the Chilean Development
Corporation: 1939-64" idournal of Development Studi@®967) especially pp. 122-26; for Mexico Blair,
C. “Nacional Financiera. Entrepreneurship Miged economy” in Vernon, R. (Ed) “Public Policy@n



as a source of funds, but it also failed to apphitfuntil the early 19608, despite legal
authorisation allowing it to do so. The institutelsn performance and its ways of doing
business, as suggested by a member of the dirkgipnsight have influenced this attitude.
As, Hugo Ferreira, declared in a meeting of therdbaa 1961: “possible financing by
international organisations is scared away witlahed sheets where businesses such as
that of the collieries of Timba and San Francistese the institute has been making losses
without obtaining any benefits justify continuity; with ventures like that of Cementos
Boyaca, where the directorship is only persuadedutih official or regional
intervention”’® There is good reason to believe, that the firsishatatements of an
“insider” of the highest rank accurately explaifdFdearth of foreign borrowing.

Domestic credit became the sole source of fundsither originated in the state
(at least not exclusively) nor obeyed to the spangmf specifically targeted projects of
ephemeral duration. Credit from private and putsiamercial banks, the BCH, the central
bank, the Caja Agraria and from other entities he# financial sector turned into a
growingly important and regular source of resouffoesFl. Taking the years 1946 and
1948 as outliers, the proportion of total resoutbhasthe domestic money markets supply
to IFI oscillated around 20%. Promissory notes,hsas that pictured in Figure 7,
occasionally entered the list of financiers andiansmall amounts. The holders of these
papers were likely to be the same entities thaddaas creditors. Now, the fact that the
banking system provided an important share of IfFd&urces does not conflict with the
view that the institute was still under-funded. Bag-originated funds were important, but

within the low levels of overall financing of thestitute.

The last item in the list are its own internallyngeated resources, as measured by
IFI's profits. Any analysis or mere consideratioi I&I's profitability faces an
insurmountable problem: its promotional nature. ilsétute’s take on profits seems to be
resolved against it from the available evidencelr®&icente Ortiz, general-manager in
June 1955 wrote:. .precisely, the characteristic of the institute ighat it is not a

lucrative organisation, but instead, and as its statutory function destatits objective is

Private Enterprise in Mexico” (1964) especiglfy. 201-04

> The first request for funds from abroad registéreithe Acts of the Board of Directors dates Ma§' 30
1962, when IFI starts negotiations over a lfeeirtS$10.000.000 with the Inter-American Bank of
Development.

"6 Actas de la Junta Directiva, Acta No. 803, Feby@&ih 1961, Microfilm No. 3474, p. 1668



to promote the foundation and enlargement of entap exploiting basic and primary-
transformation of national raw materials industri¢g’ [bold in the original]. This is the
standard and frequently cited viewpoint, not orilshe institute, but also from the banking
superintendence:” [IFI]... aninstitution destineghtomote industrial ventures... [ ] should
not take into consideration making large profitg, the encouragement of those sectors of
industry not being exploited by private initiativBThe criteria also applied to IFI's credit
activities: “... regarding loans, IFI cannot imposstiactly banking criteria of rigidity in
collections and so forth; loans are facilitatedasist companies in getting out of
difficulties and not to obtain profits from the dieitself”.”® Despite the unequivocal
tendency toward a not-for profit IFI from its fouattbnal charter, directorship, and its
regulator; for the purpose of this section IFI'®fiis had the potential capability of
generating its own internal profits and turned iateource of funding. In turn, this could

have enhanced its autonomy at decision-making.

FIGURE 8

IFI: Returns to Capital
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"IFI. Informe del Gerenté1955) p. 61

8 Superintendencia Bancarlaforme (1946) p. XXX
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TABLE 3

IFI Income Statements and Returns to K
1940-64
Year| Paid Up K P&L Return to K
Pesos (000) (%)

1941 2,666 37,212 14
1942 4,000 32,661 0.8
1943 5,000 -
1944 6,000 42,830 0.7
1945 6,000 71,537 1.2
1946 6,000, -179,716 -3.0
1947 6,000 -64,885 -1.1
1948 6,000 13,250 0.2
1949 6,000 120,960 2.0
1950 6,000 253,301 4.2
1951 6,000 159,392 2.7
1952 9,000 111,13] 1.2
1953 9,082 72,862 0.8
1954 9,082 -1.351,679 -14.9
1955 11,940 -15,759 -0.1
1956 13,931 -155,296 -1.1
1957 13,931  -195,231 -1.4
1958 16,786 -148,974 -0.9
1959 16,786 380,864 2.3
1960 19,786 138,493 0.7
1961 29,789 -5.924,9671 -19.9
1962 36,211 -4.364,093 -12.1
1963 41,453 1.503,967 3.6
1964 45,620 3.821,521 8.4

Sources: Foange1940-47 Superintendencia Bancaria. “Informe”,

and IFlI Anniggmi-annual Reports. For 1948-64 IFI Income Statésnen



As can be seen from Figure 8 and Table 3 in teethirteen years of operations IFI
yields very modest profits ranging from 0.1 to ge2centage points, and went into the red
in only three year®’ A huge loss in 1954 nearing 15% of its paid ugtehjs the product
of the liquidation of Industria Colombiana de Pescishery IFI had heavily committed to
with more than $1,200,000 in shares written dowre following years are marked with
moderate losses and two profitable years. The y2864-62 turned critical as the
consecutive cumulative losses surpassed 30%.ifrfeghe poor performance is due to the
joint effects of massive writing down — poor perfances - of some of the institute’s
industrial shares and heavy losses inflicted ircthed-mining operations of Carbones del
Valle y del Cauca. The recovery of the ensuingyeéaes not prevent IFI from obtaining
an average return to capital represented in aolioss% throughout its twenty-five years
of life as a direct industrial investor. In othesnas, as analysed from its income statements
from 1940 to 1964, IFl was incapable of generasirsyistained flow of profits that could
have been reinvested in its own projects and nfiglve empowered it with financial

autonomy.

The outcome of the analysis of the structure obtingins of IFI's resources points
at an overwhelming dependence of the institute upmrernment. An average for the
above selected years of the resources, which atighin government - capital
contributions, IFI Industrial Development Bondsgdtaz del Rio debentures - shows that
86% of IFI's funds came from state sources and tmyremaining 14% could be said to
pertain to the institute’s funds, as representedsbgwn obligations with other financial
and banking entities, promissory notes, and evégfuminor profits in good years. This
last item was negligible in practice, however. hor, IFI became over-dependent on
government capital contributions for the runningainy of its outstanding projects and for
the provision of fresh funding for embarking on nesmtures. Such condition, as will be
seen in the following section, hindered the ingtigiability to take its investment decisions

in autonomous fashion.

8 The value for 1943 is unknown in its magnitude, ibis negative, as captured from the balancetshee
of the “Informe” (1943) of the SuperintendenBiancaria.



6. Pattern of Investment: Autonomy

This section will argue that dependence on govemriends undermined the
capacity of IFI to take investment decisions inaatonomous fashion. But how exactly
were successive governments capable of influerEihg decision-making process? The
answer has a clear-cut relationship with the preuaarfinancial situation of the institute
above described. The relation was simple and disgehaking capital contributions to IFI,
and by subscribing debentures from IFI, governmeened up the opportunity to “attach
strings” to its disbursements. Attaching stringantehat government channelled resources
to IFI on condition that, for instance, the fundsquestion were spent exclusively on
projects in which government had preferences for.tlds means IFI's independent
decision-making processes were hampered. A furaaghst) entity like that of IFI in the
mid 1940s and 1950s saw the direction of its aa&/being defined by government, as this
ruled over the financial possibilities of IFI's gstment plans. This is most visible in the
selection and promotion of IFI's macro-projects.obter words, the overwhelming
dependence of IFI on government funds combined watichronic state of financial
weakness rendered its decision-making process naliieeto governmental will.

Framed as a question: would it be realistic to ekfmal independence for IFI? No.
To expect absolute independence would be naivetoyattain some level of relative
independence, as to enable the agency to carry imyestment decisions on technical and
economic grounds, and free of official patronagedseand pressure from private interests
prone to rent-seek, was highly desirable. The fisogpowerment of developmentalist
agencies along with corresponding bureaucraticrewmyy are often listed among the
prerequisites for successful industrialisation afelcomers. For example, Johnson,
emphasizes these in his account of the thrivingstrthl catch-up of Japan, South Korea
and Taiwarf® Yet, Colombia is not South Korea or Taiwan, lema Japan. Closer,
geographically, and most crucially, historicallse 8razil and Mexico. These two countries
designed IFI-like developmentalist agencies. Thonghher Mexico’s NAFINSA nor
Brazil's BNDE concerned exclusively with industrgth promoted the sector in similar

8 See Johnson, C. “Political Institutions and EcomoRerformance: the Government-Business
relationship in Japan South Korea and TaiwarDéyo, F. (Ed)rhe Political Economy on the New
Asian Industrialism(1987). Also for South Korea see Amsden, A. “Asilext Giant: South Korea
and Late Industrialisation” (1989)



ways to IFI, and to a larger extent, in relativeficial term$&? The point for bringing these
cases here, is that, unlike IFI, NAFINSA and BNg§#emed to have attained such relative
autonomy; and this impacted favourably on theifgremrance and thus on their respective
contributions to industrialisation. Empirical steglion both these agencies suggest this was
the case. For instance, Blair makes referencad@tint neatly: “Within limits, Nacional
Financiera is a body of competaéétnicosnaking microeconomic decisions on the basis
of criteria familiar to any lending institution the private sector. market potential, debt-
service capacity, managerial talent, past perfooméitalics in the original]* The case of
Brazil's BNDE has been so distinctive as to attsmrtous academic attention. Gedes
Sikkink,®®> and Willi€® have all looked at BNDE's “bureaucratic indepermin
“insulation” and “institutional capacity” in diffent attempts to explain the bank’s relative
effectiveness and contribution to state-sponsoeseldpmentalism. In short, similar Latin
American states to the Colombian, that have dedidR&like agencies to assist and
promote industrial development have gone furthatt@ning this goal, partly by granting
these agencies the autonomy required to do soinRlarious instances, lacked such

autonomy. This was more evidently in the caseargd projects.
A list of IFI's largest ventures has been compiladed on the following criteria:

1) Share of resources of each venture on the totalatwd IFI"s assets at the time

of the constitution of the company or its reorgatie.
2) Amount of credit advanced, in addition to shardssstibed.

3) Time and effort dedicated to each project, as teggd in the minutes of the

Board of Directors, according to frequency and tergj it being discussed.

8 For figures regarding this point see AmsdenTRe Rise of the Re001); especially ch. 6
8 Blair, C. “Nacional Financiera: EntrepreneurshiiMixed Economy” in Vernon, Rthe Dilemma of
Mexico’s Development: the Roles of the Priatd Public Sector61963) p. 198
8 Geddes, B. “Building “State” Autonomy in Brazil930-64" inComparative Politica/ol. 22, No. 2.
pp. 217-35
8 Sikkink, K. “Brazil y Argentina: Un Enfoque Neoititsitcionalista” (1993) iDesarrollo Econémico
Vol 32 No. 128 pp. 545-573
8 Willis, E. “Explaining Bureaucratic IndependenceBrazil: The Experience of the National Economic
Development Bank” idournal of Latin American Studi€$995) Vol. 27, pp. 625-61



The more resources and time devoted to a largeikesrihe more likely it will make it into
the top list. A plausible ranking looks like this:

- Steelworks Paz del Rio (1948)

- Cauca & Valle Coal Plant (1958)

- Colombian Rubber Tyres (1942)

- Metal Works Forjas of Colombia (1962)
- Boyaca Cements (1955)

- Colombian Milk Industry (1945)

The standard procedure by which governments meddaiall€I’s projects consisted
of executive decrees. Presidential decrees, baséatalties given by the constitutional
charter and extraordinary legal provisidhsoughly followed this order. First, it described
the considerations that impelled government to setondly, indicated the concrete
industry or company to which assistance should flmvthirdly, an exclusivity string was
attached; and finally, a sum to be allocated tda thdustry or firm through IFI was
provided. As will be seen, also through decreé,aégquired or managed companies,
usually beyond its initial remit. The followingas illustrative sample of the decrees, by no
means exhaustive, by which consecutive governnsenthie pace and path IFl was to tag

along.

Few words need be said about this list. First,aaseasily be inferred from the
numbers, when made effective, the amounts contamélte capital contributions and
debentures of these various decrees were so ldrgethey defined the stepped-like
patterns of investment of the institute as a whaterepresented in its industrial shares
(seen above). Time-lags between inflows of monehtlagse being displayed in the total of
IFI’s shares are due to the timing involved inghely, preparation, and execution of the
projects in question. Secondly, the frequency witich presidential decrees mediated to
carry out IFI's ventures is high: 1941, 1942, 198850, 1951, 1952, 1953, 1954, 1957,
and 1958 are all years registering interventioanF1958 onward, decrees are most likely
to have played a similar role. Thirdly, governmémeeddling was not confined to a

specific venture or industry. As seen from the irgervention occurred in sectors, such as

87 See Article No. 121 of the National Constitutiofiarter of 1886 and Law 54 of 1939.



TABLE 4

|Presidentia| Decreeg1940-58)

DECREE
IDATE No. FIRM/INDUSTRY. VALUE $ |PURPOSE
17/05/41 923 Sautata Sugar Mill Plan Manufactyrer
19/06/42 591 Barranquilla Shipyardg Acquisition
1945 2995 Steelworks Paz del Rig  1,0000000 Fingncin
01/12/50 3580 Coal 3,000,00p Studies
06/02/51 248 Coal 3,000,000 Plant Installation
18/06/52 1414 Colombian Fertilizers 3,000,000 K wibation
06/10/53 2600 Coal 5,000,000 Plant Installatign
09/09/54 2674 Cements of Boyaca 2,000,000 K Cautidh
09/09/54 2674 Pulp & Paper 1,500,000 Studies &tPlar
09/09/54 2674 Coal 1,000,00p Plant Completipn
11/11/57 364 Coal 1,000,009 Studies
28/05/58 168 Coal 7,000,009 K Contribution
27/06/58 227 Cements of Boyaca 1,090,000 Debt z&Qviap

Sources: IFI. “Estatutos Organicos del Institutd-denento Industrial” (1958)

diverse as cement, steel, fertilizers, sugar nplger, shipyards, and coal; this last item,
receiving most attention, however. Lastly, with theeptions of the sugar mill and the
pulp and paper cases, all of the decrees listedlisdpfinance to the biggest of IFI's
ventures. From all this, it is reasonable to codeluhat as far as IFI's largest projects is
concerned, the institute enjoyed little autonomgeoide over their realisation because the
agenda was set by government. This was particltdartipe to IFI's financial vulnerability,
as has been discussed and shown above.



Two comments are in place. First, critics of thewi— that IFI lacked institutional
autonomy — might argue that the direction of thesedity could have flown the other way
around. That is, governments did not set the pathHi to follow. Instead, state fund-
supply was the result of effective IFI advocac$tionging government on board“, when
embarking upon large ventures. The Institute’s essful fund-raising, thus, was nothing,
but the outcome of full governmental support. Sueherse causation is plausible.
However, three caveats arise from this perspediwve, evidence pointed at in an earlier
section, highlights IFI’s constant liquidity probls, claims about capital insufficiency to
operate, iterative doubts about its economic vigpiand repeated failure to honour
contracts, suggesting that what IFI lacked throughtbese years was: government
financial and political support. Secondly, evesuth evidence is neglected, and the view
of government support sustained, it has more derdaim that government acted, not so
much as full-time sponsor of IFI, but rather as tiigmate veto player. The denial,
retention, and delaying of funding embodied waysvé&to plans of IFI in which
governments did not share up. And three, thesisan to believe that governments prefer
to hold the last word in regards to the financiabwlity of the institute’s large projects.
Counterfactual questions help clarifying this. Hauwtonomous IFI would have become,
had it been endowed with a permanent annually-telkedance of funds from the national
budget? Or with a legal monopoly over foreign baiirgy, as NAFINSA? Or with regular
resource injections from earmarked taxes, as BN®B@Id have governments lost their
veto power and sway upon the institute had IFlivecka constant and ample flow of
funds? IFI was only granted an entry from the matidudget late in 1961, when plans to
turn it into a development bank had already bedrf@ward. So, why did this take so
long? The answer, as suggested from the abovermadeesented, is that it was not in
governments’ interest to do so. Politicians, asllshown below, preferred to count on a

kind of IFI malleable to their interests, subjextheir financial largesse.

As argued above, overwhelming fund-dependendd ol government implied the
latter was capable of forcing or influencing pragecThis was especially so with large
investments. To illustrate how this took place aalgsis of one of the institute’s most
important ventures was done: the Valle & Cauca Gdaht. It is an interesting case
because there is empirical evidence around thiggrto illustrate and support claims
about governmental pressure on IFI to promote #@ure, and discharges from the

institute on its responsibilities. Although illugtive of how political pressure was applied,



the study of Valle & Cauca is not mean to be regmestive of all of IFI's ventures nor is
selected with a view to indicate a trend. It is thus sole magnitude, in terms of financial

resources and time and effort of IFI, that its gtisdjustified.

7. Case Study: Valle & Cauca Coal Plant

That coal turned into one of IFI's major concembeyond doubt. In 1958, IFI
possessed shares in Valle & Cauca worth $10,220#6h represented more than half of
the Institute’s total investments in industrialcis in all companiés; on top of at least
another million being spent on coal studies. Thamseof financing differed from IFI's
previous large projects, since this time most efftinds had been allocated by government
via capital contributions, and not through IFI Isthial Bonds (as for Icollantas) nor by
means of debentures (as for Paz del Rio). The otrat®n of resources was not only
financial, however. To accomplish the coal prolEtimplemented organisational changes
creating a Coal Section to deal with all aspedisted to this industry within IFI and
engaging in collaboration with other agen&&$EI's auditors recorded the effort: “at
present, the institute is fully devoted to the klsament of thewashing plant of

Carbones del Valle[bold in the original]®®

a statement corroborated by the frequency
and length with which issues around coal are reggstin the directors meetings. In other
words, if Paz del Rio steelworks had been IFI's lemiatic venture during the 1940s, for

the 1950s the turn had come to Valle & Cauca claaitp

It is not obvious, however, why IFI got involvad a coal plan in the first place.
Coal exploitation, classification, transportinggdatorage, when primarily aimed at export
markets amounted to “basic industry” under the BaRomento Manufacturero of 19%0.
As the Plan was indicative to IFI, and its direstop compelled to promote industries
within the range of industries covered by it, thstitute found no obstacles in this sense.
Moreover, IFI had antecedents in the coal busined943 it acquired a right to exploit the

mines of San Jorge near Zipaquird, with a viewntegrate them in a soda plant, which

8 |FI Microfilm No. 481 Consolidated Balance DecemB#&" 1958

8 Actas de la Junta Directiva, Act No. 196 of thevisdry Committee to the Board of Directors, May 9
1950, Microfilm No. 3473, p. 834

% |FI. “Informe del Gerente” (1954) p. 61

L |FI. Estatutos.. (1942) p. 29



demanded important coal inputs. The sums involveeslight and the main project was
not coal-based; instead, coal was incorporated @srgponent in the supply-chain of a

larger plant. Thus, IFI only took coal seriouslytie 1950s.

During this decade the country’s public opiniod &a political leadership began to
look for alternatives to coffee exports. Contempyprafficial publications and press
commentators offer insights into the increasingeexgtions and speculation that started to
surround the production and export potential of eoaund the 1950s. With this in mind,
rather than with the purpose of assessing the acguwf the content and forecasts back
then, some illustrative evidence is brought forwakdmessage from the chamber of
commerce of Cali (Valle) to the president Laure@imnez, himself an advocate of coal,
celebrated the enormous coal potential of the regiad the facilities that the coal from
Valle offered for its economic exploitation. Thevas no shortage of exaggeration in the
missive: “Cali rests on a huge carboniferous depeeil-known for its size and quality, as
one of the richest on earth. This gigantic badipesturbing opulence, assures indefinite
exports of this black gold. It is one of the masportant reserves, if not the most important
of all, for the world’s future. A millenary enclasereasure® Another coal-advocate
referred to the layers present in Valle del Caasdthe Colombian Ruhr”, pointing at the
equivalency to northern Germany’s massive depdsimilar tones described access
facilities to coal seams and their economic capadsl Alike, a vast potential of coal for
exporting became a generalised phenomena amonigopiakers, government, and coal

entrepreneurs.

Amidst the euphoria international markets werd gaspring up everywhere. Cali’'s
chamber of commerce listed Argentina, Ecuador, Réhnile, Uruguay, Paraguay, Brazil
and several Central American nations as firm ciigh®thers added JapaniFI did seem
to escape the frenzy at first. One of its direct@guested: “more information on the

studies that have verified the possible marketd/fdle & Cauca; so far information is

92 Camara de Comercio de Callensaje de la CAmara de Comercio de Cali al Exdédano Sr. Dr.
Laureano Gomez Presidente de la Repulfli€b1) pp. 1-5

% De La Espriella, R. “Posibilidades del Carbén @atiéano” inEconomia Colombiana’(1957) Vol 15
No. 44, p. 530

* Ibid; p. 7

% Departamento de Investigaciones Econémicas destridiColombiana. “El Carbén: Clave del Futuro
Econémico de Colombia” imdustria Colombiangd1954) No. 11 p. 26



based on general statistics, but there is nolfiasid research...[ ] a situation might arise in
which the plant is working and the production fomperting lacks markets® Later
however, IFI joined the optimistic trend includi@grmany, Italy, Mexico, Costa Rica, and
many others to its exporting destinatidhhe enumeration of buying-nations was often
accompanied by concrete numbers in exporting insproeke and other coal-derived
products tonnage, and potential and actual resenvese billions. In short, a wave of
expectations based on coal cropped up with a viemdke the national economy less

dependent on coffee, and to exploit a vast natesalurce hitherto forgotten.

To be fair, expectations about bright prospeatsdal in the post-war were
not unjustified. First, Europe’s and Japan’s retmesion efforts were deemed to require a
strong demand for energy, which by the 1950s, ¢iséignmeant coal. According to
Yergin's estimates, by 1955 coal provided 75% tdltenergy use in Western Europe, and
more than half of that in Jap&hSecondly, energy-supply in Europe faced serious
problems: not enough coal capacity, low produgtjvéind a disorganised and militant
labour force®® In 1946, Europe suffered its first post-war energsis, as the result of the
combined effects of roaring demand, a terrible &tyar of coal, and a very cold winter.
Thirdly, prospects of finding cheap coal-substiifta industrial boilers and power plants
along with hopes of converting the West’'s econortoesi| faltered at first, as oil prices
kept relatively high and ensuring supply from intronal supplies proved risky, as the
Suez crisis of 1956 unfolded. In short, public angate optimism in regards to potential
Colombian coal exports in the post-war years weedl warranted. Export potential,
however, was not sufficient to turn coal into d eeal lasting alternative to coffee, as will

be shown later.

It was within this international context of globahergy crisis and a national-
opinion climate willing to exploit the opportunisi¢hat emerged from it, that IFI received
substantial funding from government for the coaltuee. The first presidential decree in
the series (see above) promoting coal dated Deael®b@. The measure provided funds
to IFI and other entities to conduct studies orl peserves and prospect the mines whose
economic viability seemed promising, it authori€emja Agraria to advance subsidised

% Actas de la Junta Directiva, Act No. 521, Aug@sth 1953, Microfilm No. 3473, pp. 1053-54
°7IFI. Informe del Gerenté1956) p. 22

% Yergin, D.The Prize: An Epic Quest for Qil, Money and Po#390) pp. 544-45

% Ibid; pp. 423-24



credit for purchase of machinery and equipmentdat exploitation, and made an explicit
emphasis on the production of coal for exportingppaes->° The inflows, however, had
“strings attached”. The resources could only beaied toward the exploitation and
exportation of coal projects; more concretelyh®Yalle & Cauca plan. Executive decrees
throughout the 1950s transferred funds to IFI onddmn that these were exclusively
destined to the study, installation, constructenmg conclusion of the coal washing plant
and related mattef§” There is no evidence of fund diversion within dfice funding for
this purpose was received. On the contrary, IFlisutes of directors meetings often
indicate clear-cut observance of the letter andtspi those legal dispositiort§8? By
supplying IFI with earmarked funds only (or mostigvernments were effectively fixing
the agenda of the institute. In this case it o@liwith the development of the Valle &

Cauca washing plant.

And yet, what was the Valle & Cauca venture abdst@athered from above, at its
core was an effort to exploit a domestic naturabuece in order to industrialise it and to
export it. However, given the mineral charactecstf most of the coal deposits found in
Valle and Cauca, for it to be exported the coatiedée washed, classified and blentféd.
It was out of this requirement that IFI enteredghgect. Its main task was to construct the
washing plant that made coal exportable. As thgept@rew complex it encompassed
three main parts: washing plant construction, mineschanisation, and port railways
facilities ! IFI executed the first in its entirety, acted amptroller in the second, and left
the third to the national railways company. A sgonterest in IFl arose regarding the
mechanisation of the mines for the plant to be envcally viable it needed to operate
under a certain minimum of its capacity, and torgogeeing sufficient inputs, coal

production had to increase.

10 5ee Decree No. 3580 of 1950 in IEktatutos.. (1959) pp. 65-68

191 For full decree contents see Decree No. 3580 50 1. 63-65; Decree No. 248 of 1951 pp. 68-70;
Decree No. 2600 of 1953 pp. 75-78; Decree M@420f 1954 pp. 81-82; Decree No. 364 of 1957 pp.
90-92; Decree No. 163 of 1958 pp. 93-95 in Bdtatutos.. (1959). In some of these decrees
earmarked funds to other ventures were includsdvas the case for Cementos Boyaca, and Inalustri
Colombiana de Fertilizantes; and coal studiestfe El Cerrejon deposits in Magdalena

192g5ee Actas de la Junta Directiva, Act No. 478, Atd4ith 1952, Microfilm No. 3473, p. 994; and
Actas de la Junta Directiva, Act No. 439, Jliath 1951, Microfilm No. 439, pp. 900-01

193 High contents of ash and sulphur made that cagl dificult to place in international markets. Aft
washing and blending Valle & Cauca should G getitive, at least as far as its physical queiti
concerned.

1%41F1, Informe.. (1956) p. 17



IFl ignored its own early warnings on the techhésa economic feasibility of the
coal project. A 1953 report by foreign expert ammhsultant Dr. Mehwirter noted:
“Reserves: The quantities of reserves are sufficieat the qualitative ones need be
determined. As coke is one of the key points inpitugect the large investment of capital
required is being based on a sample without coation and there is no available
information as to whether or not other layers argceptible of being coked. This is the
scheme’s fundamental weakness. More coking tri@sraperative. Production: Due to
high financing costs it will not be profitable tparate the plant with production levels
below 20,000 tons per month...[ ] Markets: It is eapected for the domestic market to
grow strongly. The only additional market is to e®pThe quantities in which can be sold
are unknown. The varieties of which can be solduaienown. The sizes of which can be
sold are unknown. Effectively, nothing is known abihe possibilities or requirements of
the market. Have the producers of coal understoatdar two years they will have neither
profits nor markets; but only expenses. | DOUBT[apitals in the original]*** In other
words, given the fact that the whole edifice of¢bal project was based on its production
being exported, the Mehwirter report suggestedleast, structural negligence and

demanded immediate action for the sake of the Mabif the plant.

Despite the serious recommendations noted abav®)duricio Archila, general-
manager of IFI, on the very same day the repostpublished stated: “the project of the
washing plant and the exploitation of coal for estipg had been exhaustively studied by
IFl and other entities...[and that] the institutgprepared to verify the purchase of the
equipments for the plarf® The investment on the coal venture went aheadtasdhot
possible to demonstrate with historical evidenc guch a decision was, or was not,
justified. An unsupported assertion is that totstebard of the expert advice hints that the
criteria governing this particular project appeat@the other than technical, financial or

economic.

105 Actas de la Junta Directiva, Act No. 522, Septen@ile 1953, Microfilm No. 3473, p. 1056
196 Actas de la Junta Directiva, Act No. 522, Septen@ile 1953, Microfilm No. 3473, p. 1056



FIGURE 9

Coal Plant Capacities and Actual Processing
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The Valle & Cauca business turned into failurdyeamn. After more than a year of
delays and significantly over budget the washireppbegan making losses in 1957. A
glance at its performance explains why. As sean ff@ure 9, the plant never got close to
processing the minimum of 20,000 thousand tonnempath deemed necessary for it to
achieve economic viability. Its peak was reache®®l when 7,588 tonnes went through,
but the average in its short life-time was 5,70¢h&s. In this 6-year period it utilised only
between 12% and 25% of its installed capacity. Tthesplant sunk in losses from its onset
and affected negatively IFI's own financial accaunt
By the first semester of 1961, the institute reedrdhe largest accounting loss of its
history. A total of $10,261,604 loss was the bataatits income statemenrf’ Around
90% of it due to industrial stocks devaluation ite collapse of Valle & Cauca’s market
value. This should have brought IFI to the brinkxtinction. The loss represented 42% of
the institute’s total capital and its organic lavetdted automatic liquidation if loses
reached 50%°° Losses on the ground were also important. For 186Jannual report

197" |F1 Microfilm No. 482 Consolidated Balance anddme Statement, June 30th 1961
198F|, Estatutos.. (1942) p. 14



exhibited losses of $1,139,994 for Valle & Calldaand $1,441,033 in the related
development of the Timba and San Francisco cakemvhich supplied feedstock to the
washing plant!® Faced with this situation a report by the Comjraéncouraged IFI to
look for the termination of the contract celebrabetiveen the collieries and the institute,
ruling out real possibility to recover $5,000,000rt in investments®; and hinting at the
beginning of the end of the project, as this meaddicing further coal-processing levels. A
couple of years later, IFI shut down the washirajptismissing some 300 workers, and
leaving several coal producers, which required tieihracite coal to be processed, in an

uncertain situation*?

With the benefit of hindsight IFI and others haxamined more closely what went
wrong with Valle & Cauca. “The strong desire toglyghe domestic coal market, and to
open up a new exportation item, has not been adcgimed due to the lack of complete
studies about the characteristics of the depdbanarkets, and the economic conditions
of its production, transportation, and distributjamrote the general-manager in 1963A
Belgian mission in the early 1960s arrived to @alook for the roots of the washing plant
failure; and a study commissioned by Valle’s Reglddorporation prepared a report to
establishing the causes of the crisis of the auddistry there, and the factors of main

incidence behind the closure of the washing pkamd, prospects toward its re-openitid.

The investigations concluded: first; markets fimduction were local, since it was
not possible to compete either in the national mi@rlor in the international ones.
Secondly, most of the extractive processes areumted in a rudimentary manner wasting
valuable reserves and making the extraction nonaoa. Thirdly, supply does not meet
demand. Fourthly, the operation of the washingtgkanti-economic. This is due to the
joint effect of producers’ unwillingness to procéssir coal and consumers’ resistance to
buy washed coal, alleging high humidity levels.d@ssed coal is 25% higher in price than

crude coal; hence it is not competitive. Fifth, twal of the region is not exportable

1991F1, Informe (1961) pp. 41-43

110 1bid; pp. 52-54

111 Actas de la Junta Directiva, Act No. 808, March $961, Microfilm No. 3474, pp. 1680-81

1125ee Corporacién Auténoma Regional del Catreestigacion sobre la Industria del Carbén en el
Valle del Cauc41965) pp. 1, 61

131F1. Informe(1961) p. 33

114 See Corporacion Auténoma Regional del Caucaitfnwestigacion sobre la Industria del Carbén
en el Valle del Cauca” (1965)



because of both its uncompetitive price and itsifaito meet international standards of
quality. Finally, the washing plant must definitiyéerminate its operatiorns?

As had been indicated by the timely Mehwirter reéfack of accurate knowledge of
the deposits proved a crucial deficiency. At lsastargued articles and studies by foreign
experts, such as Edward Roesler, who stated, #mtng the most fundamental aspects of
coal exploitation figure knowing seam thickne§$'Mid-twentieth-century assessments
prove to be right, as more contemporary studied) as that of De la Pedraja, suggest. He
sustains, that although there was plenty of caames, as forecasted by everyone, seams
were thin and irregular, widely scattered and oftesrtical’’ Summarising, the
impossibility of realising economically productiegtractions of the Valle & Cauca coal
mines originated in the nature of the coal seamsfelves. This vital aspect was left out
on any considerations about the levels of outpaésgary for the washing plant to operate
economically. This disregard determined to a lagent the ultimate fate of the plant. Is it
possible that this neglect for the technical aspiecthe conception of the project of Valle
& Cauca was the consequence of political intenegmita IFI's investment decisions? The

next section aims to answering this question orbases of empirical evidence.

8. Government Intervention on IFI's Decision-Making Historical Evidence

Can be shown that it was government meddlingen\alle & Cauca project what
led to its demise? The quest for hard evidenceotitiqal pressure and-or political criteria
governing the viability of economic ventures isedmsive one. The following is probably
the most clear-cut available historical evidens®far as governmental intervention in the
Institute’s selection and management of its investrprojects is concerned. As mentioned
in the introduction of this chapter, several of thectors’ remarks that originate in the
minutes of the board -then confidential - hintdthttdue to government meddling its
financial performance had been damaged. In thigeatsAlvaro Hernan Mejia, general-

manager, wrote: “The financial problem of IFI hagb aggravated in previous years due to

15 1bid; pp. 4-18

118 Roesler, E. “La Economia Minera de la Industria@arbon en la Regién Calefia” limdustria
Colombiang1954) No. 11. pp. 29-30; and Banco de la Republica Produccion de Carbén en
Colombia” inRevista del Banco de la Republid®57) Vol XXXI, No. 365, especially pp. 285-86

" De la Pedraja, RPetréleo, Electricidad, Carbén y Politica en Coldm1993) pp. 350-51



the fact that to its care were trusted enterpiiggated by other official sectors, - which for
lack of technical planning or fault in their finaacsystem - came to constitute a heavy
burden and with few chances of this situation begugified.”**® This is a reference to the
collieries of Timba and San Francisco, that weitity assisted by the Caja Agraria, and
whose businesses were transferred to IFI, in vigleoconstruction of the washing plant.
More specific complaints were voiced by Jorge Mille IFI's meeting of directors in
February 1959, who then stated: “it must be inalude the memorandum the issue
concerning the companies that the institute has fageed to continuing promoting, such
as Cauca & Valle plant..*** The quote is more telling because Miller himseks one of
two presidential appointed members in the board.gdint to make here is that, as follows
from these two pieces of evidence, IFI had bo#nter into the project and to stay in it, for

governmental rulings.

In similar fashion, Angel Echeverri, representatof the BCH in the board of
directors, raised questions about the overall med IFI's intervention in those ventures
and about their role in the broader developmeatesgy. He declared: “government must
be notified that the capital contributions of IFl these enterprises cannot exhibit any
satisfactory outcomes, for these do not belongnyogeneral plan that aims at a clear-cut
objective.*?° A similar opinion was expressed by the other goremt representative in
the board, General Alfonso Ahumada, who declartb@: groblems in the coal industry and
Cementos Boyaca were not possible to foreseegas there ventures that originally laid
outside the institute’s action rang&:"Strictly speaking, and as noted earlier, conttary
Echeverri’'s and Ahumada’s comments, coal was Irptét to the developmental plans of
IFI, as stated by its foundational charter. And eatrmay well have classified as basic
industry. Nevertheless, their discharges seemeddgest that governmental rulings that
decreed that IFI had to promote these industriee wet consistent with IFI's plans at the
time of their administration, and that were not sidered thoroughly as immediate

prospects.

181, “Informe del Gerente” (1959) p. 14

119 Actas de la Junta Directiva, Act No. 715, MicrofiNo. 3474, pp. 1954-57
120 actas de la Junta Directiva, Act No. 715, MicrofiNo. 3474, pp. 1954-57
121 Actas de la Junta Directiva, Act No 723, MicrofiNo. 3474, pp. 1480-81



A third director, Ernesto Vasco, added a dosegibnal politics was present in the
coal plant case, as he stated: “IFI's actions iiggrithese companies [referring to Valle &
Cauca and Timba and San Francisco collieries] haga surrounded by very complicated
situations: in the case of Carbones del Valle,féar fto purchase the company] by Dade
Petroleum Company was presented to IFI; but Valleeaos manifested that neither the
plant could be sold to Dade nor the mines transfebecause this represented a threat
against the national sovereignty; thus they offéndohancing the industry; however, at the
time of reckoning no contributions were made towtrtinancing...*?* Effectively, what
Vasco denounced was a palpable exercise in nastingbolitics, by which IFlI was
compelled to forsake a good opportunity to recaane of the inflicted losses in that
company through its sale. Instead was tied todt fanced to delaying its exit from the
market. In the collieries case, Vasco expressedihémasiness about the fact, that the
transferral of this business from Caja AgrariaRbrheant, and with them had also been
transferred the obligations to attend their liaigii, troubling further IFI's own financéé®

The displayed evidence points, at the very leagipivzernmental co-responsibility in the
failure of Cauca & Valle project. First, IFl seemeat to have enjoyed freedom to select
and fund the entirety of the venture, as the TianhSan Francisco administrations were
apportioned to IFI, with all the technical and fis&l inconveniences they entailed.
Second, IFl was prevented from realising a seemiadVantageous sale of the company,
when the opportunity arose, because of nationalistiiving. Thus, IFl was forced to
delaying the exit of this company from the marRétird, it is not clear that governmental
support of the coal venture fitted in any cohesimd imminent manner within the wider
goals of economic planning and development of thsitute at the time. In sum,
government set the target, brought IFI into thggatoand prevented the institute from
exiting it. In other words, as far as Valle & Causaoncerned the institute was unable to
apply technical and economic criteria in the assesss of the viability of the investment.
Instead, government did it on IFI's behalf anddbesequences of such interfering proved

disastrous.

122 pctas de la Junta Directiva, Act No. 715, MicrofiNo. 3474, pp. 1954-57
123 pctas de la Junta Directiva, Act No. 715, MicrofiNo. 3474, pp. 1954-57



9. Conclusion

The main sections of this chapter have offereds/sianist view on the role of IFI in the
industrialisation of Colombia. The challenge to¢baventional literature originates in two
shortfalls of the historiography. The first consisf the treatment commonly given to IFI
as an organisation that promoted industrial devetay through the same mechanisms and
with same intensity throughout its life. Hithertbg vast majority of the literature had
failed to appraise IFI in its role as direct indigdtpromoter; that is, as entrepreneur and
provider of venture capital. The period 1940-64aislistinctive one for IFI and its
contribution to industrialisation needs be assessgdrately from that when acting as a
development bank — post 1964. In this sense, dialicbntribution of this study to the

historiography is that of delineating a new persadion in the history of the institute.

The second problem with the current literaturetesl#o the frequently portrayed picture of
IFIl as a key player and contributor to industrevelopment. A preliminary assessment of
the actual contribution of the institute suggelsét such a view has been misconstrued, at
least for the period 1940-64. In absolute termsnilmber of firms successfully promoted
and transferred to the private sector hardly passediozen, the share of IFI in the total of
industrial investment, on average, did not everchheb%, and the evidence on the
participation of shares of IFI in publicly limitedanufacturing companies indicates that the
institute was more often than not the junior partnghese private-public joint ventures.
Implications from this latter point hint, contramnat authors, such as Revéiz propose, that
IFI must have faced difficulties in influencing thecing policies of the firms it promoted,
as for these to have sold their products — espgérdermediate and basic inputs — at
subsidised prices; thus having “contributed” indikg to industrial expansion. In short,
very modest financial contributions of IFI to itedustrial firms, which constituted IFI's
chief mechanism to promote industry in this pergadystantiate the claim proposed in this

study, that IFI was not an increasingly importamat for industrialisation.

The underlying reason why IFI's role was not tlne literature claims, is that the strong
financial muscle that it was assumed that IF| pesseé was not so strong. On the contrary,
and as demonstrated with primary-evidence frondliteztorship - or in other words, from

“within”, the Institute suffered from chronic anewere financial problems. This financial



fragility combined with an overwhelming funding @glence upon government and its
own inability to generate a regular stream of resesi out of its investment projects
undermined the capacity of IFI to perform a sigrfit task in industrial development.
Moreover, under these conditions IFI lost the apitake its investment decisions in an
independent fashion. Successive public capitalriimritons to the institute with “strings

attached”, meant that politics came into play wheniding upon the selection of large
projects, as illustrated with Cauca & Valle coardl The largest of IFI's projects often
ended in company liquidations that caused massssek on the institute, affecting further
its own performance and the capacity to contribui@e decisively to Colombia’s

industrialisation.

A logical corollary of the revisionist role playdy IFI necessarily has implications on
broader explanations about Colombia’s economic ldpweent. More explicitly, a
downgrade on the role played by IFI weakens inttghions that assume that
industrialisation in Colombia took place under giaédance, leadership, or sponsoring role
of the state. State-led and ISI-based interpretatibbat worked on the assumption that IFI
had been an important pro-industrialising agent i@ seconsidered on two grounds. First,
on the obvious point, that the contribution wag] eould have never been, as decisive as
implied until now. Secondly, that the Colombiantstactually committed itself whole-
heartedly to the industrialising project via thelifpmal and financial support of
developmentalist agencies, such as IFI. Theraé&eand persuasive need to question the
effective “commitment” and “preferences” of the Gwibian state towards industrialisation
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