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to bu, .,w JIrge amounts of capital from government agencies at 
subs;idized interest rates. Second, until the early 1070s, the 
spec,.ial p'tro u: rate systemt ("tasa pctrolora")t exchange kept 
pvtJolgum Pr rLS artifically low..i Prci:,:inary esti.natcs made in 
1911 suggested that abolition of the special "tA.=a p.2tro2cra" would 
raise t}he price of petroch icals products by from 5 to 30 p'rccnt. 
When account is also taken of the subsidy via artificia.ly M.-. 

i'turcst r.Le:, the "true" dpgree of overpricing in Colombian petro

chemicals may be closer to 75 than to 50 percent. 

While ]censing and prohibition of imports explain how such 
ovorpricing can continue, the cause of the overpri cing 1ii IAr'N. 
in the sma.l i.ze of Colombian petrochemicals piants bv world 
staudards. World put rochemical pl t,; are on avo.rat iivv L&,. J'IT ') 

,han Colombi5an p]ants produr: n': the same product (TaltI. 3). av o 

inortarr .A economies or :c;].e .in the petro.herei laeiu. .O 

fIXud capital cost of producing one ton/year of output :iA CoO.Kbia 

arc th:erefure on average sA.! times greater than in a t "pic A, wo,'d 

I-. ;;i, t. (Table 3 and Fig 1.)./ 
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know more about producing petrochcnmicolsJ than about sel iln. w'n' 
shoes in the United States, and are ofrcn keon Lo put. the:i: th.-oret lcn::L 
knowledge into practice. 

Second, while there has been soi-c' recu,,nition of the need t1o 
promote eoxorts, the development policies ptirsued by the Colo:,ibl}n 
and other Andean governments have continuecd on balance to favoc 

e't titution. exa:..le, Coloml,,ui I '..l- uroducer.- For a ,tpucL; 
wthose price is 60 percent above the world price is receiving an 
i..plici I. :sidy vi.a tht- tariff and import licc:tsin, SysLLM of 60 
percent. Colombian exportcrs, on the other hand, r" c(1ve nn v.-)ort 
s-bsd," cf only 15-20 percenL.3/ Producing ),ticcheid-cals for the 

,.-: . -'t: c t1 rL t; ' ade more at.tr,,,vy::.. 
entrepreneurs than exporting .abor--intensive goods by the 'nr Ff

su3iy. 6L1rUCtU)rC'. 

Finally, as noted above, the mana,,,eent and market ing ro.' ,,i; 
are easier solved in petrocheri.cals than in .1:,(..'nL,.;5 .L . ... pu ;t.,; 
and labor-related problems are l.ikely to 1o fo....r. Thii" third 
factor represents a "natiral advaitanca" of pe)t'oc'he:,ic ;I hie'uwvor,w.; 
the first two factors are distortions which could be removed by 
changes in government policy. 
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9. 	 In petroclhezi cals, when the size of e'quipm'ent: is doubled it's.
 
cost does not double; rather it ri:scs by the :u,.'lr amiount
 
indicaued by the tol louin,; basi,. typc of equat ion:
 

K (A/BC = 

in which the unknown cost (C) of an equipri:nt of size A is equa.1 
to the known cost (K) of an equipment of !;.i.zo B"r-auA.tiplied by the 
ratio of the sizes A/B raised to the "b" power. The awvtrac vJ-, 
of t c:-ponent "b" is auut 0.67. Altiho-,i :JuiLt-Vpj ,cW: 
plants involve some high-exponent equipmrent (pi p- ?, struic'ural 
frw:es and tow:ers), the average expontMIL O be 3u.cr (ahvutLto.i 
0.63) d:e primarily to tY' large a10ioung c1 t.. :..' an:a~d till, 

=extensive use o instruments (whosc cost is not affected by Ohe 
si.e c*" the plar.). N c.'i (1965, p. l]') 

10. 	 ThL: Ecc:omisL (1970, p. xii). 

11. 	 The Economist (1970, p. xii). 

12. 	 The 1970s could be a particularly oppor!-no tic to Vc-gin 
exporting large quantities of labor-intensive coi":iiodit'es to the 
IT ., Europe and other -.'orl.d markeIt : Li::I%- :, .J;!:ni, tl,, 
largest two exporters of these types of good., in tlie 19'U6"h;, 
are likely to be unable to rnaintain 'i a.,.' as,their ,t.ir 
living standards (and labor costs) rise rnp,;01y. 

13. 	 Through the Certifieado de Abono Tributario (C.A.T.). 
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