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FOREWORD

This report, World Economic Survey, 1960, is the
thirteenth in a series of comprehensive reviews of world
economic conditions published by the United Nations.
It is issued in response to General Assÿ-ÿhlv r,ÿol,,ÿ"-ÿ

118 (Ii), in which the Secretary-General was requested
to prepare an annual review and analysis of world eco-
nomic conditions and trends. The report is intended to
meet the requirements of the Economic and Social
Council and other organs of the United Nations for an
appraisal of world economic conditions which may
serve as a basis for recommendations in the economic

field ; it is also designed to meet the needs of the general
public.

The present report is the sixth in the series to contain
a study of a particular problem in the field of economic
development. Among the subjects examined in succes-
sive Surveys since 1955 have been a comprehensive re-
view of economic growth in the first post-war decade,
balance of payments problems in relation to economic
growth, inflation and economic growth and post-war
commodity trade and policies. In the World Economic
Survey, 1959, which preceded this report, attention was
focused on post-war investment trends and policies for
economic development. As a complement to this study,
part I of the present Survey contains an examination of
saving for economic growth and development. Chapters
1 and 2 deal with the problem in the industrial and
under-developed countries respectively. Both chapters
analyse the several sources of saving and explore the
factors accounting for inter-country differences in levels
of saving. Trends in saving during the nineteen fifties
are also described and the main forces affecting changes
in saving are identified. Both chapters close with a re-
view of the supply of finance for investment and of
governmental policies to reduce financial impediments
to investment in the various branches of production. In
chapter 3, problems involved in the mobilization of
saving in the centrally planned economies are discussed
together with related problems in the financial planning
of investment. The chapter draws attention to new
tendencies in the field of financial policies.

Part II of the Survey examines recent trends in the
world economy. Chapter 4 provides an analysis of the
recent situation in the industrially advanced private en-
terprise economies, special attention being paid to the
divergent trends in the North American and western
European countries since the beginning of I960. Chapter
5 reviews recent events in the primary producing private
enterprise economies in the light of the upsurge in im-
ports and the deteriorating external balance. An assess-
ment of the economic outlook at the beginning of 1961
is given for both these groups of countries ; this is based
largely on replies by governments to a questionnaire on
economic trends, problems and policies circulated by
the Secretary-General in November 1960. Chapter 6 pro-
vides an account of recent changes in the centrally
planned economies.

The Introduction to the Survey considers recent eco-
nomic trends in the context of the broader issues of
economic growth and stability and relates these issues

to the question of the adequacy of saving.

The basic data used in the Survey are, in general, as
published  in  governmental  or  inter-governmental
sou}ees, or as otlleially reported to the United Nations

and its specialized agencies. The significance of the

figures may vary from country to country, depending on
the statistical concepts and methods followed and on

thee structure and development of the national economy.
For this reason, the compilation of international statis-
tical tables requires that attention be given to any im-
portant elements of non-comparability or qualifications
attaching to the data; these are usually shown in the
tables of this report or in the publications of the United
Nations and of the specialized agencies that contain the
basic data from which many of the tables have been

prepared.

The World Economic Survey is prepared by the Divi-
sion of General Economic Research and Policies of the
United Nations Secretariat.
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EXPLANATORY NOTES

The following symbols have been used in the tables throughout the report:

Three dots (...) indicate that data are not available or are not separately
reported

A dash (--) indicates that the amount is nil or negligible

A blank in a table indicates that the item is not applicable

A minus sign ( -- ) indicates a deficit or decrease, except as indicated

A full stop (.) is used to indicate decimals

A comma (,) is used to distinguish thousands and millions

A slash (/) indicates a crop year or financial year, e.g., 1955/56

Use of a hyphen (-) between dates representing years, e.g., 1953-1955, signifies
the full period involved, including the beginning and end years.

References to "tons" indicate metric tons, and to "dollars" United States dollars,
unless otherwise stated.

The term "billion" signifies a thousand million.

Details and percentages in tables do not necessarily add to totals, because of
rounding.

Certain abbreviations have been used: DLF for Development Loan Fund; EEC
for European Economic Community; EFTA for Efiropean Free Trade Association;
IBRD for International Bank for Reconstruction and Development; IFC for International
Finance Corporation; IMF for International Monetary Fund; OECD for Organisation
for Economic Co-operation and Development; OEEC for Organisation for European
Economic Co-operation. "Rhodesia ÿmd Nyasaland" stands for the Federation of
Rhodesia and Nyasaland; UAR for the United Arab Republic.

The term "Congo" refers to the Republic of the Congo (capital: Lÿopoldville).

Where statistical presentation has rendered it necessary, "Malaya" has been used
to designate the Federation of Malaya and Singapore; "South Africa", the Union of
South Africa (since 31 May 1961, the Republic of South Africa), South West Africa
and the High Commission territories of Basutoland, Bechuanaland and Swaziland.

The designations employed and the presentation of the material in this publication
do not imply the expression of any opinion whatsoever on the part of the Secretariat of
the United Nations concerning the legal status of any country or territory or of its
authorities, or concerning the delimitation of its frontiers.
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Introduction

GROWTH, STABILITY AND THE RATE OF SAVING

Economic slowdown in 1960

The new decade of the nineteen sixties opened on a
contradictory note. On the one hand there was a grati-
fying increase both in world economic activity and in
world trade. The private enterprise world registered a
rise of more than 4 per cent in production and of over
10 per cent in the quantum of international trade. In
the centrally planned countries, production in industry--
though not in agriculture--registered an even greater
increase. The expansion was, moreover, achieved with-

out undue strain : in relatively few countries, developed
or under-developed, did retail prices rise by more than
3 per cent from 1959 to 1960. Despite this apparent
progress, the optimism with which the year had been
initially greeted soon gave way to a considerable
measure of disappointment. By the second quarter of
1960 the rate of expansion declined in one industrial
country after another; and though in western Europe
rates of growth soon began to stabilize, in North America
the economy slipped into a recession which continued
through the first quarter of 1961. Though the decline
in United States output was mild, it came as a disap-
pointment, cutting short the period of limited recovery
from the earlier recession of 1957/58.

The contrast between a booming Europe and a lagging
United States, reinforced by differential short-term in-
terest rates in favour of Europe, accentuated the flow of
capital to a point that brought the dollar under specula-
tive pressure. Notwithstanding the enormous reserves
at its disposal, the United States was impelled to take
protective action; for the first time in the post-war
period, it no longer found itself free to determine its
domestic economic policy without regard to its balance
of payments position. Fortunately, in view of an in-
creased United States trade surplus, the pressure on the
dollar was quickly relieved as speculative operations
on the gold market were brought to an end and the gap
between European and American interest rates was
narrowed. Action was also taken towards the strengthen-
ing of both United States and international liquidity,
as well as towards a greater measure of harmonization
of the policies of the industrial countries affecting their
balances of payments.

world. The economies of western Europe, it is true,
again proved sufllcientIy resilient to withstand these
adverse effects. The situation was less encouraging,
however, in the under-developed countries, since the
gradual reversal in balance between world demand for
and supply of primary products during the nineteen
fifties has rendered their export markets increasingly
vulnerable to industrial recessions. Even during the two
years of United States recovery and expansion following
the 1957/58 recession, export prices of primary products
had failed to show any real strength. With the oncoming
of the recession, these prices generally resumed their
downward drift despite a notable upsurge in raw mate-
rial imports into Europe and Japan. By the end of 1960
the index of export unit values of under-developed
countries had fallen below the corresponding 1959 level
to a point about 8 per cent below the 1957 average.
While the rise in their export earnings was thus being
restrained by weakening price trends, their imports,
which had been cut back in 1959 following the 1958
decline in earnings, expanded in 1960. The result was a
50 per cent rise in the trade deficit, which generated
stresses in the balance of payments of many under-
developed countries.

In contrast to the private enterprise world, the cen-
trally planned economies continued to expand at the
same rapid pace as in earlier years. Given the relatively
small, even if increasing, role which trade with the rest
of the world plays in their economies, they have found
it possible to maintain their rate of growth of production
without regard to whether rates elsewhere are rising or
declining.

Welcome as was the improvement in the United States
payments position, it was not an unmixed blessing. In
so far as the increase in its trade surplus resulted from
a recession-induced decline in its imports, it could not
but have unfavourable repercussions on the rest of the

When recovery began in the second quarter of 1961,
the 1960/61 United States recession could be character-
ized in some respects as among the mildest of the post-
war period. Though it lasted somewhat longer than its
predecessor in 1957/58, it had not generated as large
a decline in industrial production or in the gross national
product. Indeed, despite the fact that the contraction had
begun as early as May 1960, total "final purchases" of
goods, that is, the purchases of goods other than for
inventories, registered a decline-and that a very slight
one-only in the first quarter of 1961. Statistically, the
drop in gross national product from the peak level of
1960 of about $5 billion, or about one per cent, could
be more than accounted for by the nearly $10 billion
cutback in investment in inventories. The strength of
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final purchases encouraged wide-spread hopes that the
recession would be self-correcting, and led to consider-
able hesitation with regard to the taking of counter-
measures. At the beginning of 1961 debate was still
continuing over whether it was proper to characterize
the economy as being in a state of recession, whether
business confidence might not be shaken by such a
characterization, and whether anti-recession measures

might not do more harm than good. The new Adminis-
tration, calling attention to the fact that industrial pro-
duction had fallen by about 8 per cent, that steel capac-
ity was being only half utilized and that unemployment
had risen to five and one-half million persons, declared,
however, that the economy was in a state of recession

and advanced a broad programme of executive and
legislative action for recovery. This programme went
beyond temporary measures, such as supplements to
unemployment insurance and speed-up of government

outlays, which had also been taken during the 1957/58
recession. It included more permanent measures, such

as a reduction of mortgage rates and extension of other
assistance to housing, aid to education and to public
health programmes, urban renewal measures, and lib-
eralization of social security insurance. At the time of
writing, however, though recovery was already under
way, it was still far from certain how soon this pro-
gramme would prove effective in restoring economic
activity to full employment levels. Partly, the uncer-
tainty reflected the inevitable administrative and legis-
lative delays before many of the decisions could be
translated into action. In large measure, however, it was

due to the moderate financial dimensions of the pro-
gramme for 1960/61 and 1961/62 in relation to the
magnitude of the problem as analysed by the United
States Council of Economic Advisers.

shorter--from forty-five months between the downturns

of 1948 and 1953 to thirty-five months between 1953
and 1957 and to only twenty-five months between 1957
and 1960. Even if this shortening of the intervals were
entirely accidental, it would still be striking that it
should be the world's major economy which has failed
to show any improvement over pre-war experience.

Unlike the record of stability of the United States, that
of most other industrial countries has been vastly better
than in pre-war years. Nor can western Europe's current

achievement be properly attributed--as its progress in
earlier years could in part--to special factors such as
the carry-over of pent-up demand from the Second
World War or the large-scale aid received from the
United States under the Marshall Plan. Essential as
these factors were in the rehabilitation of Europe im-
mediately after the war, they do not in themselves
suffice to explain the phenomenon of its continued
growth--in some cases at extraordinarily high rates--

long after pre-war peak records of production had been
surpassed. Clearly, Europe's current achievements are

traceable not simply to special factors inherited from
the past but also to current economic attitudes and
policies towards growth and stability,

The United States economy has proved to be the most
vulnerable to post-war cyclical fluctuations of all the
major industrial countries. The 1960/61 recession is
the fourth in twelve years; except for Canada, whose
economy is closely geared to that of the United States,
no other industrial country has experienced a compara-
ble degree of economic fluctuation. The significance of
these recessions appears, however, to have been widely
underestimated. Though many reasons have been given
for discounting the seriousness of the post-war reces-

sions, a basic factor seems to be a tendency to assume
that recurrent recessions are inherent in a private enter-

prise economy ; indeed, a large part of the public seems
to have come to believe not only that recessions are
inevitable, but that they are also necessary in order to
provide immunity against large-scale inflation that
would be followed by major depressions.

Perhaps another reason for the tendency to under-
estimate the real cost of recession is that it appears to
be only a temporary cost, because to some extent, what

is lost in the downswing of a cycle may be made good in
the subsequent upswing. Since the post-war fluctuations
have taken place around a rising economic trend, we
may even be tempted to believe that the recession loss
has been more than made good over the cycle as a whole.
But this is really a statistical illusion that disappears
upon closer examination. What is relevant in assessing
real cost is not the absolute level of production but
whether the full production potential is realized over
the cycle. If the expansion phase were sufficiently vigor-
ous to carry output above normal full-potential levels
--if, for example, as was the case during the war, it

were to involve abnormal additions to the labour force
or lengthening of the normal work-week or an increase
in  the number  of  work-shifts-then the expanded
potential of the boom phase would offset the loss of
potential production during the recession. If, however,
as has been generally true in peace-time, the recovery is
at most adequate to carry production and employment
to normal levels of full utilization without any special
enlargement of the capacity to produce, then the loss
of potential output and employment during recession is
not offset during the subsequent expansion and the
recession loss is a permanent loss.

While it is probably true that the periodicity of post-
war recessions has been no greater than in pre-war

years, it may still be of significance, as the Council of
Economic Advisers has noted, that the intervals between
successive recessions have been growing progressively

But perhaps the most important cause of the inade-
quate assessment of the seriousness of recessions has

been their mildness in the post-war period. In the United
States the longest downswing--that of 1953/54-lasted
only thirteen months, and the maximum contraction in
gross national product recorded--in the recession of
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1957/58--was about 5 per cent. Except for 1953/54,
when there was a large cutback in government expendi-
ture on military account, the major element in the con-
traction of economic activity has been a reduction of
investment in inventories. True, there has also been

some decline in investment in plant and equipment in
the last two recessions, but this has been largely or
wholly offset by rising government expenditure and con-
sumer outlays on services. The United States economy
has thus proved suSeiently stable to avoid any major
repercussions of the reduction in inventories upon final
purchases, and the market has been able to right itself
as soon as the inventory position has been corrected.

The mildness of the downturns has encouraged con-
siderable public debate as to the performance of the
economy in the post-war period. Should such downturns
be properly considered recessions? Should they not be
regarded only as inevitable periods of rest or of rolling
readjustment that are required to pave the way for the
subsequent period of expansion? Even granting that
the downturn involves a temporary rise in unemploy-
ment, should the burden of such unemployment be
considered intolerable so long as it is not unduly pro-
longed and compensation is provided to alleviate the loss
of wage income to the unemployed? May there not
even be a question whether there has in fact been any
downturn in national product? Perhaps the real gross
national product has been consistently underestimated
because of our inability to make adequate allowance for
continuing technological improvements in goods and
services, and as a result, price increases have been

overstated and increases in output understated. Is the
increase in unemployment due to inadequacy of effec-
tive demand for goods and services, or is it essentially
of a structural character, reflecting the inability of the
labour force to adjust sufficiently rapidly to the changes
in the pattern of production brought on by an accel-
erating rate of technological innovation? Must not the
problem of unemployment therefore be resolved by
measures to increase the adaptability and mobility of
the labour force rather than by means of an increase
in effective demand ?

as is consistent with the maintenance of other economic
and social objectives, including rising levels of living
and internal and external stability. There can be little
doubt that the manpower released by technological
progress and the shifting pattern of demand has added
to the complexity of the task of maintaining full em-
ployment. It does not necessarily follow, however, that
the resulting unemployment cannot be appropriately
overcome by a more rapid rate of increase in aggregate
effective demand. A faster rate of advance in technology
and productivity per man has not precluded many
western European countries from maintaining much

fuller levels of employment; indeed in the Federal
Republic of Germany, not only the manpower released
by an advancing technology but also the abnormal addi-
tions to the labour force from large-scale immigration
were absorbed by the rapid rate of increase in output.
It can hardly be doubted that in the United States, like-
wise, if effective demand were to rise su$ciently it could
readily absorb the wide-spread unemployment and re-
store the rate of utilization of productive capacity to
more nearly normal levels.

Whatever answers may be given to such questions, it
seems doubtful whether these questions really address
themselves to the basic problem of the adequacy of
recent rates of economic growth. Here the crucial ques-

tion is whether the leading industrial countries are
making full use of their production capabilities and
whether these capabilities are being increased as rapidly

The notion that the recessions have been mild is based
on the assumption that once the downturn is reversed
the economy is able to realize its full potential of pro-
duction and employment. In that ease the recession loss
may be measured by the decline from the preceding
peak. If, however, as has become increasingly true of
the post-war years, even the periods of expansion prove
less and less adequate to provide for normal full capa-
city rates of utilization, then the pre-recession peaks
themselves become irrelevant as benchmarks for measur-
ing economic losses. In such cases, there may still be con-
tinuing losses of potential production and employment,
even when the absolute level of activity is on a rising
trend. And if population and labour force are con-
stantly expanding, unemployment may then show a
rising trend even though employment is increasing at
the same time. According to estimates of the Council
of Economic Advisers, the loss in potential gross na-
tional product in the first quarter of 1961 amounted
to approximately 10 per cent of the total, or about $50
billion, even though the decline from the preceding peak
was only about one-tenth that amount. To achieve full
recovery'by the end of 1962 it would be necessary not
only to restore this $50 billion but perhaps half as much
again to allow for the increase in labour force and the
addition to productive capacity that is taking place in
the meantime.

The issue of growth and stability

Viewed in terms of the need to restore output to full
potential levels, the problem thus ceases to be one merely
of recovery from recession. It becomes instead a con-

tinuing problem of promoting steady growth at full
potential rates. Even the familiar phrase of "maintain-

ing full employment" ceases to be an adequate descrip-
tion of the task. What is required is not merely to main-
tain a high level of output and employment but to
sustain a steady rate of growth that is adequate to absorb
each year's new entrants into the labour force as well
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as the manpower released by advancing technology and
rising productivity. This problem has not been confined
to countries such as the United States and Canada, which
have experienced a high degree of cyclical instability.
It has also been typical of some countries in western
Europe, most notably the United Kingdom, where eco-
nomic activity, though relatively stable in the short
term, has moved sluggishly over the longer term. in
contrast to rates of growth in gross product ranging as
high as 9 per cent and more in Japan and in the neigh-
bourhood of 6 per cent per annum in the Federal Repub-
lic of Germany and Italy, the rates of growth in the
United Kingdom and the United States over the past five
years have averaged only a little over 2 per cent. In both
cases this rate represents a significant decline from tile
average prevailing in the first half of the decade of
the nineteen fifties.

The debate over the magnitude and significance of
recessions is thus seen to be part of a larger issue rela-
ing to the long-term performance of the economy. That
issue, discussed at some length in the volumes of the
World Economic Survey since 1955, is over the ade-
quacy of the long-term rate of growth. The debate is not
limited to the United States but is paralleled in many
parts of the world, both developed and under-developed.
The central question in the debate concerns the proper
balance to be struck in national economic objectives
between price stability and long-term economic growth.
In many countries--recently including also the United
States--the issue has been further complicated by the
problem of reconciling equilibrium in the balance of
international payments with the maintenance of econo-
mic  growth.  Though the  specific  arguments  have
changed with the evolution of economic institutions and
of economic analysis, the debate over stability and
growth has been at the centre of public policy ques-
tions in every major industrial crisis of inflation or
depression for more than a generation. In recent years

the differences have been considerably narrowed, both
sides having moved away from extreme positions. Dur-
ing the great world depression of the nineteen thirties,
a large segment of public opinion in industrial countries
was still opposed to government measures for expansion
of effective demand on the grounds that they might lead
to inflation. Today, however, no one would suggest keep-
ing unemployment at whatever levels might be required
to prevent prices from rising. Immediately after the
Second World War, on the other hand, an influential
segment of public opinion, particularly in underdevel-
oped regions, was apparently prepared to support infla-
tion as a means for promoting economic development.
Today no one would propose to finance capital forma-
tion for economic growth through forced savings from
large-scale inflation. Despite this narrowing of the de-
bate, however, the issue of economic stability and growth
remains far from resolved.

fact no issue to be resolved. It seems widely to have been
believed that there could be no possible conflict between
the objectives of economic stability and economic
growth. This thesis was based on the assumption that
inflation can exist only when there is excess demand and
that its elimination cannot therefore interfere with the
full utilization of productive resources. In its simplest
form the reasoning seems to have derived from the fact
that a rise in general prices necessarily involves an in-
crease in money expenditures in relation to the value of
goods and services at existing prices. From this it was
concluded that inflation represents "too much money
chasing too few goods" and that siphoning off only the
excess money so as to achieve economic stability will not
render effective demand inadequate for full production
and full employment. In its more analytical form the
argument derived from the traditional body of economic
theory, based on a perfectly competitive system, in which
prices and wages are continually adjusted so as to
eliminate any excess demand or supply. In such a sys-
tem prices and wages come to rest when demand equals
supply. Since a continuously rising trend can thus occur
only if excess, demand is constantly re-emerging, the
solution to rising prices is inevitably to restrict demand
to a level that equals supply. Such restriction need in no
way reduce output below maximum attainable levels,
since it is only the excess of demand above attainable
supply that is eliminated and not the demand required to
absorb attainable supply. In either case, whether the
simpler or more complex analysis was employed, the
possibility of any conflict between economic stability and
economic growth was eliminated.

Until fairly recently the view that had gained the
widest acceptance seems to have been that there was in

This view of the problem of inflation and economic
growth has now come to be increasingly questioned. A
growing consensus has emerged around the thesis that
in the real world as distinct from the theoretical model
of a perfectly competitive system, inflation cannot be
automatically equated with an excess of aggregate de-
mand over supply. In the real world where prices are
determined by conventional markups over costs, by col-
lective wage-bargaining and by government regulations,
demand in some markets may exceed, and in others fall
short of, supply. In such cases inflation is not neces-
sarily symptomatic of a general excess of demand over
supply ; though price increases may originate in markets
where demand is strong they may spread to other mar-
kets, even where supply is excessive. A cumulatively
rising price trend may thus develop despite considerable
slack in production and employment. Under these cir-
cumstances it will not always be possible to resort to
a policy of restraint of demand for the stabilization of
prices without adversely affecting production and em-
ployment. Where inflation is, in fact, due to excess de-
mand it may be eliminated by demand restraint without
such adverse effects. Where, however, as has been true

of the creeping inflation of the nineteen fifties, a cumu-
latively rising price trend develops side by side with
slack in production and employment, inflation can no
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longer be eliminated by restraint of demand without
adding to the slack. This does not necessarily mean that
an objective of rapid economic growth cannot be recon-
ciled with a goal of price stability; it only means that
it cannot be reconciled with a policy of restraining
demand when there is already slack in the economy.

This point bears emphasizing because cases in which
governments have succeeded in achieving high rates of
growth together with price stability are frequently cited
as evidence in support of the thesis that restraint of
demand to keep prices from rising will not interfere
with the rate of growth. But the issue is not whether
there is a positive rather than a negative correlation
between rates of growth and rates of change in price.
A rapidly growing economy may, through the stimulus
it provides to high rates of investment, technological
innovation and increasing productivity, be more con-
ducive to price stability than is a sluggish economy.
Thus, the issue is not whether economic growth and
reasonable price stability are in principle irreconcilable.
The issue is rather whether a conflict between the two
goals may arise in fact if price stability is pursued by
a policy of restraint of demand legardless of the degree
of slack in the economy.

now coming to be increasingly challenged by the thesis
that the main danger to the economy lies in an inade-
quate long-term rate of growth, and that the risk of
inflation is not so great as to require a policy of restraint
upon aggregate demand while there is yet so much
slack in the economy. This currently developing re-
orientation is visible in the United States Administra-
tion's diagnosis of the need for policies to achieve not
merely recovery from recession but also long-term full
utilization of productive resources. It is even more evi-

dent in its proposals for investment in human and nat-
ural resources as well as for the stimulation of investment
in plant and equipment designed to increase the rate
of growth of the potential levels of production and
employment. If this reorientation has been correctly
diagnosed, an expansion of the rate of growth of the
United States economy might well be expected.

Although the emerging consensus over the causes of
inflation has greatly clarified the issues under considera-
tion, it has not yet led to a comparable consensus on
policy decisions. The debate over policy is now based
not so much on disagreement over points of economic
analysis as on differences in assessment of the degree
of inflation or of slack to which the economy may be
exposed, as well as on differences in value judgements
as to the relative costs and benefits of economic growth
and of price stability. One segment of public opinion
shuns the risk-taking of a growth-oriented policy for
the security of price stability. According to this view,
inflation represents the main long-term economic danger
to the economy while the long-term rate of growth is as
high as resources permit. The danger of inflation is
assumed to be so great that no rate of price increase
can be countenanced; creeping inflation is bound to
accelerate to a gallop. Even if inflation may in theory
be due to many factors and not to excess demand alone,
the existence of any unnecessary slack in the economy
is assumed improbable so long as prices are rising along
with production. Thus, according to this viewpoint, it
is trot the rate of utilization of productive capacity nor
the rate of unemployment but rather the movement of
prices which serves as the appropriate measure of the
adequacy of effective demand. Though the rate of growth
in output may be lower than normal, though the rate of
utilization of productive capacity may be declining and
the rate of unemployment increasing, a rising trend in
prices, particularly if it accompanies an increase in
output, is taken as a symptom of excess demand and
therefore as a signal for a policy of restraint of demand.

This concentration of public thinking and public
policy of recent years upon the danger of inflation is

Such a growth-oriented policy, it may be noted, does
not necessarily mean sacrificing price stability and em-
bracing inflation. Rather it involves a shift in the
methods of fighting inflation from primary reliance on
measures to restrain demand to the inclusion of policies
designed to accelerate the rate of expansion of incomes
and the available supplies of goods and services. In a
world in which inflationary pressures are so largely
the result of mutually frustrating attempts of various
income-earning groups to  increase their respective

shares of the national product, it is not unreasonable
to expect that an increase in the size of the total share
to be divided will contribute to some relaxation of the
pressure. To the extent to which an increase in prices
results from a larger rise in wages than in productivity,
the stimulus to output per man that is imparted by
higher'investment and a higher rate of growth of na-
tional product may very well slow down rather than
accelerate the rising trend in prices.

That this assumption is not altogether unrealistic is
evident from the fact that the rate of increase of prices
in the Federal Republic of Germany and Japan has been
no greater than in the United States or the United King-
dom despite the very much higher rates of growth of
national product. Should it appear, however, that an
acceleration of the rate of growth might, in fact, in-
crease the risk of inflation before the full potential of
production is realized, other measures could still be
taken to reduce the risk without curbing the rate of
growth of production., tn some countries governments

have helped to shape prices, not only by throwing the
weight of their moral influence in favour of price
stability, but also by establishing machinery to ensure
that the public interest in stable prices is effectively
registered at the bargaining table. Every government
also has at its disposa! a vast array of powers to
strengthen competltiveÿforces in the process of price
formation, whether it be throtigh anti-monopoly legis-
lation or through forefgn trade policy. By means of
such measures governments can make a powerful con-

tribution towards the maintenance of reasonable price
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stability without necessarily curbing the rate of growth
of output.

It is frequently questioned whether this can be
achieved without the introduction of direct price and

tion, persuasion and general regulation would not suffice
to maintain reasonable price stability along with eco-
nomic growth based on the full realization of the pro-
duction potential. Nor does the post-war experience of

wage controls that would endanger private enterprise.
This question, however, seems to be based on a simple
extrapolation from war-time experience when vast

resources had to be shifted from personal consumption
to military outlays and to investment in military pro-
duction. Under such extraordinary conditions of excess
demand, involving enormous budget deficits and wide-
spread shortages of goods of all types as well as of man-

countries with very high rates of growth lend support
to such a thesis ; the price stability of the Federal Repub-
lic of Germany and of Italy, which, as already noted,
was no less than that of the United States and the United
Kingdom, was achieved without any greater degree of
direct price intervention by government. And if it be
said in reply that these countries succeeded in achieving
price stability with such high rates of growth only

power and productive equipment, direct controls on
prices and wages and, in many instances, even rationing

of supplies did in fact prove necessary to curb inflation.
But from this it does not follow that controls of similar
type might prove necessary to preserve price stability
under high peace-time rates of growth, in the absence
of budget deficits and in the absence of any important
shortages of goods and productive resources. There is
no evidence to show that under such circumstances the
government's moral influence and its 13owers of educa-

because of sound monetary and fiscal policies, the
answer is that it is not an unsound monetary and fiscal
policy which is called for by those who seek greater
emphasis on economic growth. Evidently the countries
with very high rates of growth did not prevent demand
from approaching the full production potential of the
economy. Yet, though they achieved as high a degree
of price stability, they were not obliged to intervene
in the process of price formation any more than coun-
tries with low rates of growth.

The adequacy of saving

Among the most important factors inhibiting the ac-
celeration of the rate of growth in the leading industrial
countries is the wide-spread concern over the adequacy
of saving to finance a higher rate of growth without
inflation. Frequently this concern is coupled with the
fear that an acceleration in the rate of growth is likely

t    .
to involve permanent budget deficits. The couphng of
budget deficits with inflation, as if the two phenomena
were indeed synonymous, is understandable in the light
of historical experience with galloping inflation. Un-
doubtedly all instances of severe inflation crises--espe-
cially those associated with war or with post-ÿvar collapse
of an economy-have been marked by uncontrollable
budget deficits. In war-time, when vast resources had
to be shifted from personal consumption to military
use, and when government expenditure became so

swollen that it was simply not possible to increase taxes
sufficiently to finance the government's requirements, the
inflation was ine'¢itably reflected in a huge budget defi-
cit. Similarly, immediately after the war, in countries
where productive resources had been destroyed and all
goods were in short supply and confidence in the cur-
reney had disappeared, it was again inevitable that the
resulting hyper-inflation should be marked by seemingly
uncontrollable budget deficits.

Yet, the experience with such cases of galloping in-
flation, particularly with the phenomenon of hyper-
inflation, is not an adequate guide to the problems of
financing an increase in the peace-time rate of growth
of the economy. Indeed, in the peace-time context of rai3-

ing the rate of growth there is no unique relationship

between budget deficits and inflationary pressure of
excess demand. While budget deficits may still be a
cause of excess demand, it is possible to have a budget
deficit without any excess demand, and on the other
hand, it is also possible to have excess demand without
a budget deficit, even with a budget surplus. During a
recession when private investment falters, it is now uni-

versaliy recognized that it may be necessary to resort
to a budget deficit either through an increase in govern-
ment expenditure or through a reduction in taxation in
order to achieve recovery. In fact, all modern industrial
economies have features built into their fiscal system
designed to generate a budget deficit automatically in
case of recession. A deficit under conditions of recession,
far from creating pressure of excess demand, merely
permits demand to rise to the level of productive capac-
ity by filling the gap between the rate of saving at full
employment and the lagging rate of investment. So long
as productive capacity is not adequately utilized and it is
still possible to increase the supply of goods and services
there is no reason why an increase in demand, even if
in the circumstances it is generated by a budget deficit,
should necessarily lead to inflationary pressure of de-
mand upon supply; the additional demand can be
matched by a corresponding increase in output instead
of being dissipated by a rise in prices. On the other
hand, in a boom, if private investment demand expands
sufficiently to overtake the rate of saving at full employ-
ment, the outcome is likely to be inflationary pressure
of excess demand upon supply, unless the government
can raise taxes sufficiently or the net supply of imports
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can be adequately expanded so as to equate demand
and supply once again. But if in this instance inflationary
pressure does develop as a result of the investment
boom, it is rather more likely to be accompanied by a
budget surplus than by a budget deficit. For if the
budget had been balanced before the boom began, the
rise in income generated by the investment boom would
automatically yield higher government revenues, and
unless the government deliberately reinforced the in-
flationary pressure by simultaneously increasing its own
expenditure or reducing tax rates, the inflationary pres-
sure would be accompanied by a budget surplus.

It follows that there is no unique relationship be-
tween budget deficits and inflation: while the two may
of eourse go hand in hand--and indeed generally do
so in major crises--there may also be budget deffeits
without inflation, as in periods of recession, or inflation
with budget surpluses rather than with deficits, as during
periods of investment boom. To maintain a high rate
of growth without inflationary pressure of excess de-
mand and with a balanced budget, it is necessary to
ensure that the rate of private saving should equal the
rate of investment that is required for the desired rate
of growth. Should the rate of investment exceed the
rate of private saving that will be forthcoming, the
result would be inflationary pressure accompanied by a
budget surplus. On the other hand, should the rate of
investment fall short of the rate of private saving, the
desired rate of growth might be attained through a
budget deficit, but such a budget deficit which merely
fills the gap between private saving and investment
would only equate demand and supply rather than
generate any pressure of excess demand. Only if the
government should persist in increasing its expenditure
even after investment had begun to catch up with the
rate of private saving, could a budget deficit be iden-

o tiffed with inflationary pressure of excess dÿmand.

of investment and high rates of growth of national
product and income have tended to be accompanied
by high rates of household saving as wel! as by substan-
tial excesses of government revenue over government

expenditure. Low rates of investment and low rates of
growth, on the other hand, have tended to be accom-
panied by relatively low rates of household saving as
well as by significantly smaller budget surpluses.
Though this relationship is far from perfect, it is never-
theless striking that it should emerge so clearly in an
inter-country comparison, particularly when account is

taken of the wide variety of factors determining the
proportion of resources devoted to government expendi-

ture and revenues in different countries, as well as of
the heterogeneity of forces determining the level of
household saving among even the industrially developed
countries. Despite the very considerable differences in
all these respects, it still appears reasonably clear that
high rates of investment and growth have tended to be
associated with relatively large budget surpluses, and
low rates of growth with relatively low budget surpluses.
The notion, therefore, that high rates of growth are
likely to involve permanent deficit financing does not
find any support in the post-war evidence of the inter-
country experience.

It is instructive in this context to consider post-war
experience in saving for economic growth. As an exten-

sion of the study in part I of last year's World Economic
Survey1 of the interrelationships between investment
and economic growth, part I of the present Survey
examines at some length the sources of saving for post-
war growth. The picture that emerges is a complex one,
far more complex, indeed, than that of the relation
between investment and economic growth. Nevertheless,

certain conclusions do seem reasonably certain. The first,
as may be seen in chapter 1, is that there has been no
tendency among the industrially developed countries
for high rates of growth of national product to be
accompanied by budget deficits. The tendency has, if
anything, been the other way round, that is, for high
growth rates to be accompanied by relatively large
budget surpluses. Both private saving--particularly of
households--and public saving appear to have been
positively correlated with rates of growth. High rates

1 United Nations, World Economic Survey, 1959 (Sales No. :
60.II.C.1).

Equally evident from the post-war data is the absence
of any meaningful correlation between country rates of
growth or of investment and the balance of payments
on current account. Export balances were to be found

among countries with both high and low rates of growth,
and the same was true of import balances. This is under-
standable in view of the wide variety of possible rela-
tionships between rates of growth and the balance of
payments. Since the external balance is influenced not
by investment alone but represents the difference be-
tween domestic saving and domestic investment, and
since investment decisions and saving decisions are made
independently under separate sets of influences, it is
clear that the difference between saving and investment
may be positive, zero, or negative at both high and low
rates of investment. In general, it might be expected that
in a country where investment is rising more rapidly
than elsewhere, saving would be more likely to fall
short of investment, so that a relative increase in the
rate of investment would tend to be accompanied by a
deteriorating export balance. But while such a correla-
tion between relative year-to-year changes in investment

and in export balances has been observed during the
post-war period, no such correlation is visible between
average levels of investment and of export balances
among countries over the post-war period. The absence

of correlation is due not only to differences in the in-
fluences affecting domestic saving among countries,
which tend in large part to offset the effect of differences
in investment levels on the balance of payments. It is
also due in part to the fact that saving and investment
decisions are themselves not entirely determined by
internal forces within a country but are also influenced
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by external market forces. Thus, a country favourably
situated with respect to export markets is more likely to
generate an excess of saving over investment and there-

fore to experience an export balance than is a country
less favourably situated. And to the extent to which a
high rate of investment makes possible a more rapid
expansion of export industries, high rates of investment
may thus be accompanied by an excess of domestic sav-
ing over investment and an export balance rather than
the reverse. It is not surprising, therefore, that no simple
correlation between rates of investment and external
balance can be found.

While the data on inter-country variations in rates of
investment and saving do suggest that the financing
of relatively high rates of investment has not been so
formidable a task as might be imagined in countries
with relatively low rates of investment, they do not in
themselves provide a sufficient guide as to the ease with
which additional financing is likely to become avail-
able within any country that may seek to increase its
rate of economic growth. An attempt is made in chapter
1 to examine this question on the basis of data relating
to the changes experienced from the first half to the
second half of the decade of the nineteen fifties. Though
in view of the limited information that has been avail-
able, the findings must be considered as highly pro-
visional, they do indicate at least one important factor
tending to link changes in private saving with the rate
of economic growth. While there seems to have been
little correlation of rates of economic growth with
changes in enterprise saving, a significant correlation
is evident with changes in personal saving out of per-
sonal disposable income. Evidently the higher the rate
of growth of per capita personal income, the greater
has been the tendency for changes in personal consump-
tion to lag behind, and the greater, therefore, has been
the increase in the rate of saving out of such income.
Other factors, however, have also influenced the changes
in the rate of saving; in particular, the lower the initial
rate of saving and the greater the shift in the distribu-
tion of income in favour of income from property, the
greater has been the increase in the rate of saving. In
many cases the increases in private saving were so large
as to permit governments to reduce tax rates from the
high levels prevailing at the beginning of the decade.
In very many instances, aided by an improvement in
the terms of trade in the course of the decade, domestic
saving even rose sufficiently in relation to investment
to yield an increase in the balance of exports over
imports with the rest of the world.

inflation, or relying upon permanent budget deficits, or
encountering balance of payments difficulties, or resort-
ing to a system of direct controls that is inimical to
private enterprise. On the contrary, the higher rates of
growth have themselves contributed, through increasing
productivity, towards lessening the inflationary pres-
sure from rising costs of production. They have afforded
a powerful stimulus to private saving, partly by raising
incomes faster than consumption levels could be ad-
justed and partly by bringing within reach of mass
incomes such items as major durable goods and housing
for which saving is necessary. At the same time, in coun-
tries with progressive tax systems, they have generated
such increases in government revenues as to make pos-

sible significant reductions in tax rates and increases in
public consumption expenditure without bringing the
budget into deficit, And far from generally leading to
balance of payments difficulties, the high rates of growth
have introduced an element of flexibility in the indus-
trial structure and have increased the competitive
strength of export industries to such an extent that they
have been frequently accompanied by active rather
than passive trade balances.

Judging, therefore, from the post-war experience,
there seems little basis for the fear prevailing in some
countries that a growth-oriented economy is likely to
give rise to unmanageable problemS of imbalance. The
data examined in chapter 1 demonstrate that some coun-
tries have achieved rates of growth as much as two or
even three times as high as that prevailing in other
countries without incurring any greater degree of price

This does not mean, of course, that a programme for
raising the rate of investment to increase the rate of
growth is altogether free from any risks of imbalance.
But the data do suggest that the risks are far less than
is frequently assumed in countries with low rates of
investment and, above all, that they are amenable to
control by appropriate government policy. It is impor-
tant to bear in mind, however, that the policy needed
to cope with the risks of imbalance lies not only in the
national but also in the international sphere. Risks of
external imbalance depend not on the domestic policies
of the country alone, but also on the policies of the
countries with which it is linked in trade and payments.
Here a major difficulty stems from the fact that in the
course of the post-war period an unstable equilibrium
appears to have been achieved in which the trade bal-
ances of the major industrial countries are not appro-
priately related to their respective rates of capital trans-
fers. Some countries with relatively high rates of growth
have achieved an export balance on current account in
excess of their readiness to lend abroad, while other
countries with a considerably lower rate of growth lend
abroad at a rate in excess of their export balance. In
the absence of appropriate policies designed to bring
capital flows in better relation with respective balances
on current account, this unstable external equilibrium
may act as a serious deterrent against programmes f0):
increasing the rate of growth in the leading industrial
countries. In view of the economic importance of these,
countries, this deterrent may inhibit not only their own,
rates of growth but the rate of growth of the eÿire/,
world economy.                                      ,

There can now be little doubt that a modern industrial
economy is capable of sustaining much higher rates of
growth under conditions of stability than had hitherto
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been deemed feasible. There is regrettably less basis
for optimism in the post-war experience of the under-
developed countries. It is true, as was shown in the
World Economic Survey,  1959,  that many  under-
developed countries succeeded during the nineteen fifties
in significantly raising their rates of investment. The
data even indicate that on an aggregateÿ though not,
of course, on a per capita, basis the under-developed
countries attained a rate of growth of domestic product
comparable in percentage terms to that of the developed
countries. Nevertheless, an examination of the record
concerning the sources of financing of their economic
development is far from reassuring. As will be seen
from chapter 2, the increases that have taken place in
the rate of investment of under-developed countries have
been largely financed by increases in foreign saving in
the form of a balance of imports over exports of goods
and services. Of twenty-eight countries for which data
are available, only nine registered an increase in do-
mestic saving from the beginning to the end of the
nineteen fifties, and of these only three recorded such
an increase in excess of 2 per cent of gross domestic
product. Despite some rise in per capita incomes of
households and in government revenues, neither private
nor public saving has shown any wide-spread tendency
to increase. At the private level, saving ratios have
declined more often than they have risen. In part this
was due to a relative shift in the distribution of income
from property owners to wage earners, reflecting in
some instances reductions in profits from export sales
with the long-term weakening of commodity markets.
In most instances this tendency was also reinforced by
the expansion of industrial employment which has
increased wages in relation to other incomes. The effect
of this shift in the distribution of income upon saving
ratios has been greatly enhanced in most countries by
the impact of increasingly rapid urbanization upon
demand for consumption, both because of the expense
involved in the establishment of new homes and because
the needs and conventions of urban living often tend to
generate a higher permanent propensity to consume.
The effect of urbanization upon consumption has not
.been limited to the private sector, but has on the con-
trary made necessary parallel increases in public con-
sumption expenditure. This factor, together with the
general influence of a rapidly rising population and a
growing awareness of government responsibility for
promotion of economic and social welfare, has every-
where led to higher levels of public expenditure for
consumption. The result has been a rather limited rise
in public saving in relation to output despite fairly
general increases in government revenues. Given the

urgent need for increasing the rate" of investment, it is
clear that a great dea! more remains to be done in
under-developed countries to encourage private saving
and to increase public revenue, reduce non-essential

public expenditure and increase public saving.

Given the very limited success in raising domestic

saving, the increases in investment that have taken place
have had to be financed in large part by increases in
foreign saving. Except to the limited extent to which
drawings upon gold and foreign exchange reserves or
short-term borrowing may have been possible to cope
with fluctuations in the balance of payments, the major
source of foreign saving has, of course, been the annual
net flow of long-term private and public capital. Despite
a gratifying expansion in this flow, the problem of
obtaining adequate financing for economic development
remains acute. Not only is the aggregate sti!l much too
low to provide a basis for developing a self-sustaining
rate of growth, but--what is no less important--its dis-

tribution among countries also remains highly uneven.
So far as concerns private capital, the flow has been
highly concentrated in countries with expanding export
markets and with relatively high per capita incomes.
As may be seen in chapter 2, out of thirty-one under-
developed countries for which data 'are available, seven
with per capita income of over $300 accounted for
nearly half the total flow of private capital over the
decade of the nineteen fifties. Some countries with
expanding exports have received as high as 4 or 5
per cent of gross product in private capital, whereas
countries with stagnant exports have received less than
one-half of one per cent of gross product. Moreover,

the degree of concentration of the flow of private capital
has tended to increase rather than decrease in the course
of ÿhe decade.

To some extent this concentration has been offset by
the distribution of public capital flow which has been
more heavily weighted in favour of countries with lower
per capita incomes. This tendency, in fact, became more
pronounced in the course of the nineteen fifties, more
than two-thirds of the increase in public capital funds
from the beginning to the end of the decade having
been directed towards countries with per capita incomes
under $200. Thus, though the distribution of public
capital flows is inevitably influenced by special factors
of a political nature, it is evident that governments have
become increasingly aware of the essential role of for-
eign economic aid at the present stage of economic
development of the less developed countries.

As a counterpart to the study of the sources of saving
for economic growth and development of private enter-
prise economies, chapter 3 of the present Survey ex-
amines the nature and sources of saving in the centrally
planned economies. In these countries financial plans
and policies are subordinated to the general economic
plan. In contrast to the private enterprise economies,
where decisions to save and invest may be made in-
dependently so that investment decisions may at times
exceed and at others fall short of decisions to save, in
centrally planned economies no such dichotomy in
decision-making exists. Instead, investment decisions are
based on the estimated needs for an expansion of physi-
cal capacity to meet output targets, and the saving to
finance such investment is simultaneously provided in
the economic plan by means of the appropriate alloca-
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tion of resources as between investment and consumption

goods. Provided, therefore, only that the plan is com-
prehensive and internally consistent, there can be no
discrepancy between investment and saving in the plan
any more than such a discrepancy could arise in a non-
market economy.

levels owing to over-fulfilled targets in producer goods
industries--not even centrally planned economies, as was

shown at some length in the World Economic Survey,
19572--can be free of concern with problems of monetary
imbalance.

Despite the central control over the allocation of
resources and the flow of goods, however, the role of
finance in the centrally planned economies is not without
importance. Its significance arises from the fact that
these countries have retained the monetary mechanism
for a large part of their economy, particularly in the
sphere of consumer income and expenditure. Instead of
resorting to direct rationing of supplies--in effect to a
system of payments in kind--they have, for reasons of
economic etÿcieney and the encouragement of initiative,
relied upon the monetary mechanism not only in rela-
tion to labour but also in relation to enterprise. There
has, in fact, been a growing tendency in recent years to
reinforce the administrative direction of the economy
through the financial mechanism.

While the use of a monetary system provides 'a means
for stimulating initiative and increasing ettieieney, it
introduces at the same 'time an additional dimension
in the problem of economic planning. If labour were
paid entirely in kind there could be no possibility of
imbalance between consumer income and supplies. This
is not to say that the problem of achieving a proper
balance between investment and consumption would
cease to exist; this problem, which stems from the funda-
mental fact of scarcity, exists in every economy regard-
less of its political or social institutions. But in the
absence of a monetary system, once the decision as to
the allocation of resources between consumption and
investment had been made, no problem of possible im-
balance between consumer income and consumer sup-

plies could arise. Given the existence of a monetary
system, however, it is clear that it is necessary to include
in the plan a mechanism to ensure a proper balance not
only between investment and consumption but also be-
tween consumer income and consumer supplies. This
is the purpose of the financial planning, described in
chapter 3 ; in particular, integration of the credit plan
and cash plan with the plan for production is necessary
in order to ensure monetary balance of demand and
supply within the economy.

If all elements of the economic plan at both the
physical and the financial level could be exactly realized,
no imbalance between demand and supply would arise
under an internally consistent plan. Since, however, not
all elements of the economy can be fully controlled--
output of food and of consumer goods may, for instance,
fall short of the plan while incomes may exceed planned

This is not to say, of course, that problems of eco-
nomic imbalance Between demand and supply are the
same in countries with the centrally planned economies
as in those based on private enterprise. But the problems
are not so entirely dissimilar as to render comparison
and contrast meaningless. One conclusion emerges from

such a comparison with striking clarity. While the
centrally planned economies can no more disregard
the problem of possible pressure of excess demand in
deciding upon their rate of investment than can coun-
tries based on private enterprise, they are able to elimi-
nate two of the most basic deterrents to investment
which elsewhere inhibit the rate of economic growth.
First, they do not have a problem of providing adequate
incentives for investment, such as is met in private
enterprise economies. Second, once they have decided
upon a rate of investment they are able to provide the
required saving through their central control over con-
sumer supplies. The ability to provide the requisite
domestic saving has rendered the economic development
of the centrally planned economies largely independent
of foreign borrowing. It is true that capital imports
have not been without significance even for them, par-
ticularly during the initial stages of development; in-
deed, the importance of capital flow was probably
greater than might be suggested by its magnitude alone,
since the flow was frequently channelled into industries
that were strategic for economic growth. Nevertheless,
as shown in chapter 3, only a very small fraction of in-
vestment in the centrally planned economies has been
financed by foreign borrowing, the rest having been
provided by domestic saving. Among the most crucial
problems to be faced in the economic development of
countries based on private enterprise, none is perhaps
more important than that of finding a counterpart
through the market economy to ensure, on the one hand,
that adequate incentives are provided to bring forth
the required investment decisions, and on the other, that
adequate saving should be forthcoming to permit the
decisions to be translated into actual investment. An
important beginning has been made in the nineteen
fifties on both counts. A far greater effort will, however,
be necessary both at the national and at the international
level before the process of economic development can
become self-sustaining in most of the less developed
regions of the world.

2 United Nations, World Economic Survey, 1957 (Sales No.:
58.II.C.1).
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Chapter 1

SAVING  FOR  ECONOMIC  GROWTH  iN  THE  INDUSTRIAL  COUNTRIES

The role of saving and investment

The significant differences among industrial countries
in their rates of economic growth during the last decade
or so have become a matter of increasing interest. De-

spite fairly similar economic backgrounds, several of
these countries have been advancing at a very rapid
pace while others have recorded only modest' rates of
growth. During the earlier post-war years, it seemed
reasonable to ascribe such differences very largely to
special circumstances, such as the recovery of some
countries from war-time destruction and dislocation or
the presence of particularly favourable trends in export
markets. As the nineteen fifties advanced, however, it
became increasingly clear that such special circum-
stances had ceased to be of much explanatory value.
Most countries had already surpassed their pre-war peak
levels of output at the outset of the period. And, while
buoyant export demand has helped to sustain domestic
economic growth in some countries, there have been
other countries where similar rates of growth have been
achieved despite quite different export experience.

tries with relatively high rates of investment have
achieved relatively high rates of growth. The positive
relationship between annual rates of growth of Output
and percentage shares of investment in output in the
industrial countries for the period from 1950 to 1959
is again demonstrated in table 1-1.2 The contrast be-
tween the investment experience of the high-growth
countries, such as the Federal Republic of Germany and
Japan, and of the low-growth countries, such as Belgium
and the United Kingdom, is fairly clear. At the same
time, it is also evident that an unusually high invest-
ment ratio in such countries as Australia and Norway
has not brought about a particularly high growth rate ;
the inter-country experience, in other words, does not
suggest that long-term growth in the output of an econ-
omy has always been related solely to the level of
investment.

Nor have the faster rates of growth in some countries
been associated with stricter government controls,
greater austerity or persistent internal and external dis-
equilibrium. In fact, the controls imposed in war-time
have been almost entirely abolished in most countries,
and direction of the flow of resources has been left very
largely to the market mechanism. Improvements in
private consumption levels have been no less evident
in countries with high rates of growth than in other
countries. Further, there has been no consistent rela-

tionship between rates of economic growth and inflation,
and some of the countries with high rates of growth
have been notable for their balance of payments
surpluses.

In the search for strategic factors to explain economic
growth in the nineteen fifties, the World Economic Sur-
vey, 1959 examined at some length the role of capital
accumulation.1 It was found that, by and large, coun-

1 United Nations, World Economic Survey, 1959 (Sales No.:
60.II.C.1).

2 In the present study, the saving ratio is expressed in terms
of current prices because it is a more appropriate concept for
analysing the sources of financing. The investment ratio is also
expressed in current terms in order to facilitate comparison;
therefore it is not strictly comparable with the ratio calculated
at constant prices which was presented in the World Economic
Survey, 1959. Furthermore, the concept of total investment,
rather than fixed investment, is used here since additions to
inventory have also to be financed. In the generally expanding
economies of the nineteen fifties, inventory accumulation was
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As analysed in detail in chapter 1 of the World Eco-
nomic Survey, 1959, other factors have tended to modify
the relationship between investment and output, causing
it to vary among countries or in the same country over
time. Of crucial importance in this connexion have been
the rates at which the labour force in different countries
has expanded and the ways in which capital and labour
have been combined in the productive process. Often
the different rates of expansion in the industrial labour
force in the various countries have been affected not
only by the natural growth of working-age population
but also by the movement of labour from other sectors,
particularly from agriculture. Another factor affecting
the inter-country differences in growth experience has
been the degree of utilization of capacity. Relatively
high rates of growth in a number of countries have been
facilitated by the gradual absorption of unemployed
labour or of spare productive capacity available at the
beginning of the period. Further, since the investment-
output relationship varies greatly among different sec-
tors of industry, country differences in the composition
of output and in investment patterns have also had a

not exactly balanced by decumulation; for most countries it
amounted to between one and 2 per cent of gross domestic
product. Consequently, as may be seen from table 1-1, the total
investment or saving associated with a given rate of growth was
higher than the fixed investment. This is especially so for those
countries with a relatively high rate of growth. Thus, if the
inter-country experience is suggestive of a typical investment-
growth relationship, the proportion of resources which would
have to he devoted to total investment and saving in order to
bring about a given rate of growth would have to be somewhat
higher than that indicated by fixed investment alone.
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Table 1-1.  Rate of Growth of Output'ÿ and Relationship Between Investment
and Output, 1950-1959

Country

Annual rate of
growth in real gross   Gross domestic      Gross domestic       Incremental

domestic product     fixed capital          capital         capital-output
(percentage        formation          formation           ratioe

per annam)     (percentage of gross domestic producl)b

Japan  ................................  9.1
Germany (Federal l:lepublie)  ............  7.5

Austria  ..............................  5.7

Italy  ................................  5.7
Netherlands  ..........................  4.6

Australia  .............................  4.3

Finland  ..............................  4.2

France  ...............................  4.0
Canada  ..............................  3.9

Norway  ..............................  3.4
United States  .........................  3.3

Sweden  ..............................  3.3
New Zealand  ..........................  3.1

Belgium  .............................  2.7

Denmark  .............................  2.7
United Kingdom  ......................  2.5

22.3          28.5          3.0
21.3          23.9          3.1
21.2          21.8          4.0
20.0          20.8          3.6
22.2          24.3          5.3
25.8       28.4      6.5
25.6                        7.0
16.9       1"8".(ÿ       4.6
23.1          24.5          6.0
28.4          29.7          8.9
!6.7       18.0       5.3
20.2          21.1          6.4
21.1          23.2          7.8
15.7          16.3          5.7
17.7          18.9          6.7
14.6       15.6       6.1

Source: Division of General Economic Research
and Policies of the United Nations Secretariat,
based on data from Statistical Office of the United
Nations, Yearbook of National Accounts Statistics
and from national sources.

Gross domestic product in constant market
prices. For Australia and New Zealand the anniÿal
rate of growth is calculated from the average of
1950/51 and 1951/52 as the base period, rather
than from a single ygar as in the case of other

countries, owing to the abnormally high level of
product in 1950/51.

b Ratios are shown in current prices. See foot-
note 2 to the present chapter.

The inerementa! capital-output ratio is cal-
culated by dividing the ratio of gross capital forma-
tion to gross domestic product by the rate of growth
of output, all at constant prices. For Finland, it is
estimated by gross fixed capital formation and
annual rate of growth of output.

bearing on growth experience. New investment projects
over a given span of time may also not all be completed
and thus may not contribute to the growth of output
within the period; if investment projects taking a long
time to complete have been undertaken in some coun-
tries, this may raise their capital-output ratios. The dif-
ferences in the productivity of new investment are
further dependent upon the degree of durability and
the extent to which technological advance has been
absorbed. Here, the scope for rapid absorption of new
technology has been especially great for those countries
which have started from a relatively low level of
achievement.

through this channel have been increasingly recognized
in the post-war period. Further, a high level of invest-
ment increases the flexibility of the economy and facili-
tates its structural adaptation to the continuous change
in economic circumstances. Not only does new invest-

ment tend to flow into those sectors of the economy
where the demand for output is expanding most rapidly,
but the growth of these sectors also makes the adjust-
ment of lagging sectors a much easier task.a

While the investment-output relationship has varied
among countries, the differences should not be regarded
as detracting from the role of investment in the growth
process. From the point of view of policy, investment
stands out as one of the most tangible instruments of
growth which government can influence. Even if there
are other impediments to growth, the prime force in the
expansion of productive capacity and the attainment of
higher levels of productive activity may still originate
in investment activity. The significance of investment
does not simply lie in the augmentation of the existing
capital stock, but rather in the creation of new capital
embodying technological advances. The continuous ap-
plication of new technology to investment has been the
foundation of economic growth in the industrial coun-
tries; and the potentialities of economic transformation

It is therefore clear that investment is of the utmost
importance in the process of economic growth. At the
same time, it is equally evident that, in order to realize
investment, the necessary resources must be made avail-

able. If the low-growth countries are to accelerate their
rates of growth through increases in investment, there
is no escaping the fact that corresponding increases in
saving must be secured.

While saving in the aggregate is necessarily equal to
investment in the aggregate, it cannot be presumed that
an increase in investment will always bring forth a
corresponding expansion in saving at the prevailing

3 It must always be recognized that the usual definition of
capital excludes certain expenditures which, in a broad analysis
of the determinants of economic growth, might be more prop-
erly regarded as capital expenditure. Outlays on education and
health, for example, are conventionally classified as consumption
expenditure, though they may permanently raise the produc-
tivity of the population. The practical difficulties in the re-
classification of expenditures according to such a broader concept
are, however, immense.
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level of prices. If productive resources are already fully
employed, a further addition to investment demand
may well generate excess aggregate demand throughout
the economy. The intensification of competition for the            a0
available output and productive resources, unless it is
relieved by larger imports from abroad, then exerts        ÿ 28
an upward pressure on prices. If this gives rise to
divergent movements in market and factor prices, most         K 26
notably in the relationship between money wages and      ÿ ÿ  24
prices of wage-goods, the increase in investment demand      .E E

0may result in a higher level of saving and thus permit      ÿ "ÿ
realization of a higher level of investment. But thiso2ÿ ÿ'  22
process cannot be continued for long without adverse      •
repercussions. Because of the redistribution of income,      ÿ ÿ  20
it is injurious, in particular, to the living standards
of wage-earners and may give rise to wage-inflation;         =  18
and, in so far as domestic pressure is relieved by im-

q)
ports from abroad, balance of payments difficulties may        ÿ  16
emerge.

14It is in this way that the supply of saving may become
a factor limiting investment. It is certainly true that
decisions to save cannot by themselves be expected to
stimulate investment; under conditions of inadequate
effective demand, as was dramatically demonstrated in
the nineteen thirties, efforts by governments or private
business to strive for higher saving by retrenchment of
expenditure may only lead to a reduction in output
rather than to an increase in investment. But, in buoyant

economic conditions, if the saving behaviour of the
community is not adapted to the level of investment
which private business and government seek to realize,
investment must be restrained or domestic inflation and
external imbalance may ensue.

Chart 1-1. Relationship between Price Inflation
and Level of Savingÿ 1950-1959
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As a means of exacting saving from the community,
inflation has probably been of some significance in
most countries at various times. But it is evident that
the high investment countries have not placed greater
reliance on this means ; this is quite clear from chart 1-1
which shows no systematic relationship between the
level of saving and the rate of price increase. Gen-
erally, while moderate advances in prices have been
tolerated by governments, any sign of a marked ae-

In the post-war period, economic activity in the in-
dustrial countries has typically been sustained at high
levels; and the rapid strides in technical knowledge
have enhanced the prospect of ever widening markets.
In these circumstances the stimuli to a growing volume
of investment have been powerful and a central eco-
nomic issue confronting industrial countries has been
the release of sufficient resources from consumption to
meet expanding investment requirements. The experi-
ence of the post-war years, however, indicates that these
countries have not all been equally successful in re-
leasing resources for investment. Nor, as noted earlier,

have the more successful countries secured higher levels
of saving by resort to inflation or by greater dependence
on external soÿrces of saving.
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A ÿ Australia
Au ÿ Austria
B ÿ Belgium
C -- Canada
D ÿ Denmark
Fi ÿ Finland
F -- France
G -- Germany (Federal Republic)

Source:'See table 1-1.

d   5
Rate of increase of implicit deflator

of gross domestic product
(percentage per annum)

I ÿ Italy
J -- Japan
Ne -- Netherlands
NZ ÿ New Zealand
No ÿ Norway
S ÿ Sweden
UK -- United Kingdom
US -- United States

celeration in price increases has been combatted by
vigorous measures of restraint.

It is true that, in some industrial countries, the pres-
sure on domestic resources arising from increased in-

vestment activity has been lessened by drawing on re-
sources from abroad. The availability of foreign saving
has then served as a safety valve for the domestic econ-
omy. But such relief from pressure on domestic re-
sources by resort to the foreign sector has generally
been temporary and limited. Moreover, for most coun-
tries, the inflow of autonomous foreign capital has been
limited and the level of foreign exchange reserves during
the period has been too small to permit a continuing
drain. Any abrupt increase in demand for'foreign sav-
ing has thus often resulted in a balance of payments
crisis, and this, in turn, has necessitated policies of
retrenchment of expenditure.

As will be seen, the factors accounting for differences
in ability to save are indeed complex and do not lend
themselves to easy generalization. Within the domestic
economy, saving is conducted by myriad persons and
institutions and is motivated by many different eonsid-
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erations. But it is feasible to classify these persons and
institutions into the three broad groups of government,
households and enterprises, since saving behaviour
within each group is moulded by factors that are fre-
quently different from those affecting the other groups.
In government, the level of saving is largely an out-
come of the decisions taken in furtherance of general
economic or budgetary policy. In the household sector,
saving is motivated by such things as the wish to ac-
cumulate funds for contingencies, to make provision
for old age, to purchase a house or some consumer

durable or to invest in an income-yielding asset. In the
enterprise sector, the saving behaviour of corporations
is determined by such factors as their need to make
provision for the replacement of depreciating assets,
their dividend policy, their programmes for expansion,
their policies with regard to the financing of new in-
vestment from internal or external sources and the fiscal
policies of government.

ferences among countries in the structure of their econ-

omies and in their institutions which affect their relative
levels of saving. Differences among countries in the size
of the corporate sector, for example, is in itself an im-
portant reason for differences in the level of corporate
saving. This sets the background to the analysis con-
tained in the following section of the factors account-
ing for the divergent trends in saving which countries
have experienced throughout the last decade. Explana-
tion of these trends is clearly of immediate interest from
the point of view of appropriate governmental policies
to raise the level of saving.

In none of these sectors can saving behaviour be
considered entirely in isolation from events in other
sectors or from the general economic environment. Cor-

porate policy, for example, with regard to the dis-
tribution of profits may not only affect corporate saving
but also saving in the household sector; or, as will be
seen, the rate of growth in general economic activity
may be an important determinant of household saving.
Most important of all, the influence of government in
determining the level of total saving in the economy
extends far beyond its immediate policy with regard
to saving in its own sector. In the modern economy,
governmental policy may affect the decisions of private
individuals or corporations through innumerable chan-
nels. Explanation of the differences among countries in
saving experience therefore lies not only in the inter-
play of purely economic forces, but also in the host of
measures that comprise governmental policy.

Interest naturally focuses most upon the influence of
governmental policy as distinct from other forces. In
the following analysis, particular attention has there-
fore been paid to the identification of governmental
measures as they affect the saving behaviour of the com-
munity. In the next section of this chapter, comparisons
are made among the various countries of the level and
structure of saving during the nineteen fifties as a whole.
This approach helps, in particular, to reveal those dif-

Analysis of levels and trends in saving, however,
necessarily abstracts to some extent from the short-term
fluctuations in economic activity that permeate the
economies of industrial countries. But government pol-
icy with regard to saving and investment has to be
adjusted to the current economic situation as well as
to its long-term economic aims. To the extent that
cyclical fluctuations have not been completely elimi-
nated, a rise in the level of saving may not always be
appropriate. The behaviour of saving in the course of
short-term fluctuations is thus examined, particularly
from the point of view of the anti-cyclical role of
government. It must also be recognized that, if the
process of growth is to be sustained, the availability of
aggregate saving is not always sufficient. In particular,
if a continuing supply of saving from the foreign sector
is presumed, the expansion of economic activity may
be brought to a halt by balance of payments difficulties
or the inability or unwillingness to place further reli-
ance on the supply of foreign funds.

t

In the penultimate section, it is emphasized that in
focusing attention on the sources of saving for invest-
ment in the economy as a whole, the question of the
financing of particular industries or firms should not be
lost sight of. In so far as there are imperfections in
financial markets, funds available to one sector may not
necessarily be available to another. Apart from policies
to ensure adequate supply of saving in the aggregate,
appropriate measures must, therefore, be adopted to
ensure a sufficient flow of funds into the particular
sectors which are strategic to growth. In the conclusion
to the chapter, the policy issues affecting saving are
drawn together to give some indication of the possible
instruments available to governments.

Sources of saving

The diversity among industrial countries in the levels
of saving which they have achieved during the nineteen
fifties as a whole, has been associated with consider-
able differences in patterns. The several sources of sav-
ing have not all contributed proportionately to the
higher or lower level of total saving. Further, while
saving behaviour in certain sectors has been particularly

important in explaining inter-country differences in the
level of total saving, it has been by no means always
true that the same level of saving among countries has
been associated with similar levels within each sector.
In seeking to identify the factors accounting for the
diversity in levels of total saving, some attempt must
therefore be made to determine the reasons for inter-
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country differences in the level of saving within each
sector. Such analysis constitutes the main content of
this section.

Table 1-3.  Leyel of Gross Domestic Saving,
by Sector,° 1950.1959

(Percentage of gross domestic product)

Before each of the sources of saving is considered
separately, however, it is useful to, form some impres-
sion of their relative importance. This can be derived
from the data shown in tables 1-2 and 1-3. It will be
seen that, for all countries, domestic saving in compari-
son with foreign saving is by far the more important
source of saving; indeed, in a number of countries, the
foreign sector has absorbed, rather than added to,
domestic saving. As may also be seen from table 1-3,
the proportion of total output devoted to domestic sav-
ing in the high-saving countries has been nearly double
the rate in the low-saving countries.

Gross    General   Enter-    House-
Country            domestic govern.meat  prise      hold

saving    savmg    saving     saving

Table 1-2.  Levels of Foreign and Domestic Saving,
1950-1959

Norway  ...................  29.7      2.6      27.1
Australiaÿ'  ................  28.4      2.3      26.1

Japan  ...................  27.5    - 1.2      28.7'
•         dFinland  .................  25.6    - 1.i      26.7

Canada  ..................  25.0       2.5       22.5
Netherlands  ..............  24.3    - 1.4      25.7

Germany (Federal Republic)  23.2     -3.1       26.3
New Zealand  .............  23.2       0.7       22.5

Austria  ..................  21.8      1.4      20.4

Sweden  ..................  21.1    --0.3      21.4

Italy  ....................  20.8      1.3      19.5
Denmark°.  ...............  18.7       0.2       18.5

France  ..................  18.6      0.2      18.4
United States  .............  18.0    -0.6      18.6
Belgium°.  ................  16.2    - 1.4      17.6

United Kingdom  ..........  14.7    -0.5      15.2

In all the countries, as would be expected from the
nature of their economic systems, enterprise and house-
hold savings, taken together, have been far more im-
portant than government saving. And, as between the
two sources of non-government saving, the saving of

enterprises has usually been larger than that of house-
holds. In interpreting the data, however, certain statis-
tical conventions must be remembered. First, undis-
tributed profits of corporations are considered as
corporate saving rather than as saving accruing to
shareholders. Secondly, although net saving of unin-

Source: See table 1-1.
Ratios are shown in current prices.

b Total saving ratios in Canada, the Federal Republic of Ger-
many, Japan and the United Kingdom are slightly different from
their respective gross investment ratios as given in table 1-1,
owing to statistical discrepancies.

c Foreign saving is equal to payments for imports of goods and
services minus receipts from exports of goods and services. A
positive foreign saving reflects an excess of such payments over
receipts and a negative foreign saving an excess of receipts over
payments. See also footnote 8 to the present chapter•

a Excluding financing of inventories.
° 1950-1958, annual average.

(Percentage of gross domestic product)

Total supply   Foreign  Gross domestic
Country               of savingb     savingo      saving

Ja anp  .................  28.7    5.9
Norway  ...............  27.1    7.3
Finlandb  ..............  26.7   13.0

Germany (Federal
Republic)  ...........  26.3    7.7

Australia  ..............  26.1    5.5

Netherlands  ...........  25.7    6.9

Canada  ................  22.5    2.9

New Zealand  ...........  22.5    5.7
Italy,.  ................  21.4   2.3

Sweden  ...............  21.4    4.9

Austria  ...............  20.4    6.6
United States  ..........  18.6    2.5

Denmarka  .............  18.5    4.1

France  ................  18.4    3.9
Belgiuma  ..............  17.6  -0.5

United Kingdom  ........  15.2    2.2

12.6    10.2
13.6   6.2
-- 13.7---

10.5     8.1
10.6    10.0
14.6     4.3
14.6   5.0
9.2   7.6-- 19.1 --

12.2     4.3
8.0     5.8

10.8     5.3
7.4     7.0

11.1     3.4
10.0     8.1
11.4     1.6

Source: See table 1-1.
The inclusion of depreciation charges in individual sectors

follows statistical convention. Thus, government saving consists
of its net saving and, wherever data are available, of depreciation
charges of general government. Enterprise saving includes not
only net saving and depreciation charges of public and private
corporations but also depreciation charges of government enter-
prises, unincorporated enterprises and housing. Household sav-
ing refers to net saving of persons, unincorporated enterprises
and non-profit institutions.

b Excluding financing of inventories.
These figures refer to annual averages for 1955-1959 only;

the domestic saving ratio is therefore different from that in
table 1-2.

a 1950-1958, annual average.

corporated enterprises is included in the household
rather than the enterprise sector, depreciation of un-
incorporated enterprises,  including that of owner-
occupied houses, isffumped together with that of govern-
ment enterprises and public and private corporations
in enterprise saving. If it were allocated to the house-
hold sector, household saving would approximately
double in a number of countries.4 A further implication
of the high concentration of depreciation in the enter-
prise sector is that, in terms of net saving, the relative
weight of this sector is much reduced; indeed for most
countries the net saving of enterprises is not more than
5 per cent of gross product and is generally smaller
than net saving of government or households. On a gross
basis, however, there is little doubt that most of the

Data are available for a few countries :

Household saving as percentage of gross
domestic productÿ 1950.1959

Depreciation of unincorporated
enterprise

Country
Included         Ezcluded

Japan  ..................  13.1            10.2
Canada  .................  9.5             5.0
France  .................  6.7             3.4
United Kingdom  .........  3.4             1.6

Corresponding differences will thus be reflected in saving of
enterprises.
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saving decisions are made by business institutions
rather than by households.

The relatively larger share of enterprise saving in the
total non-government saving, however, does not imply

that it is more important than household saving in ex-
plaining the inter-country differences in total saving.
In fact, high-saving countries have more often been
characterized by high household saving than by high
enterprise saving. This is partly explained by the fact
that, as just noted, enterprise saving is a heterogeneous
item, being especially heavily weighted by depreciation
charges which are not systematically related to total
saving. It should be noted further that there has been
a tendency in some eases for a relatively high enterprise
saving to be offset by a low household saving, as in
Canada and the Netherlands, or vice versa, as in Den-
mark and the Federal Republic of Germany. Conse-
quently, the combined saving, of enterprises and house-
holds rather than each separately appear to have been
more closely associated with total saving.5

some of the low-saving countries, government saving

has contributed no more than one-eighth to the total.7
It may also be observed that the positive association
between gross saving ratios and general government
saving ratios also applies when government saving is
replaced by saving of the public sector.

The level of government saving has usually been
somewhat smaller than that of the other two classes of
domestic saving? But, like household saving, it has
varied quite widely among countries. It has ranged, for
example, from about 7 per cent of gross domestic prod-
uct in Austria, the Federal Republic of Germany, the
Netherlands and Norway, to less than 3 per cent in the
United Kingdom and the United States and to a deficit
in Belgium. By and large, the countries with high ÿtotal
saving ratios have also been among those with high
government saving ratios. Moreover, they have tended
to derive a relatively high proportion of total saving
from government saving. Thus, a number of the high-
saving countries have obtained more than one-quarter
of total saving from the government sector while, for

This combined saving is not, however, identical with the
saving of the private sector since enterprise saving also includes
gross saving of public corporations together with depreciation
charges of government enterprise. For a number of countries,
separate data for saving of private enterprises (that is, gross
saving of private corporations and depreciation of unincor-
porated enterprises, including that of owner-occupied houses)
can be obtained. The saving of the private sector as a whole is
then as follows:

A feature common to all the industrial countries has
been the minor role played by foreign saving in the total
supply,s It is true that the rapid post-war development
of a number of industrial countries was greatly facili-
tated by substantial aid from the United States. There
is no doubt, however, that such aid has not played an
important part in the industrial areas since the mid-
nineteen fifties. On the contrary, the demands upon
them to increase their capital aid to the less developed
areas have been mounting. In fact, the net inflow of
foreign saving in no case reached the level of 3 per
cent of gross domestic product, and in some countries
it has been well below one per cent. In half of the
countries foreign saving has actually been a negative
quantity. Those countries which have benefited sig-
nificantly from foreign saving, such as Australia,
Canada and Norway, have been particularly attractive
to foreign capital by virtue of such special circum-
stances as their resource pattern or their geographic or
political affinity with the main capital exporting coun-
tries. While, therefore, there appears to have been a
slight positive association between the level of total
saving among countries and the supply of foreign sav-
ing, the mgrginal nature of foreign saving deprives it

7 In the present discussion, the government sector refers to
general government only because data on saving of government
enterprises and public corporations are not available for many
countries. For those for which data are available, the cmnbined
saving of general government and public enterprises, that is,
the public sector as a whole, is as follows:

Public saving in selected countries, 1950.1959
(percentage of gross domestic product)

Source: See table 1-1.
a Countries are arranged in descending order of total gross

saving as a percentage of gross domestic product.
b Average 1950-1958.

6 Net saving of government enterprises is included in govern-
ment saving. Depreciation of government enterprises cannot
usually be separated from that of other enterprises and is there-
fore included in enterprise saving.

Total         Private
Counlrya           private seclor     enterprises      Households

Australia  ...............  19.6          9.6         10.0
Japan  ...................  21.0         10.8         10.2
Canada  .................  18.2         13.2          5.0
Netherlands  .............  17.0         12.7          4.3
United States  ............  15.2        10.0         5.3
Belgiumb  ................  17.3          9.2          8.1
United Kingdom  .........  11.5          9.8          1.6

Private saving in selected countries, 1950.1959
(percentage of gross domestic product)

Total                Public
Coantrya              public sector            enlerprises

Australia  ....  .  ...............  6.6                1.1
Japan  ......................  7.7                1.8
Canada  ....................  4.3                1.4
Netherlands  ..................  8.8                1.9
United States  ...............  3.4               0.9
Belgiumb  ...................  0.3                0.8
United Kingdom  .............  3.8                1.5

Countries are arranged in descending order of total gross
saving as a percentage of gross domestic product.

b Average1950-1958.

s Foreign saving refers to the deficit of the nation on current
account in goods and services at current prices. A positive for-
eign saving reflects an excess of current payments over receipts
and a negative foreign saving an excess of current receipts over
payments. Foreign saving thus defined does not include net cur-
rent transfers to or from the rest of the world. Correspondingly,
saving of the general government and the household sector also
excludes such net current transfers. For most countries under
consideration the net amount involved in such transfers was
small for the period as a whole, the main exceptions being Japan
and the United States. In the former country, the transfers,
mainly reparation payments, amounted to one-half of one per
cent of gross domestic product, while in the latter, which ex-
tended substantial foreign aid, they represented 0.7 per cent of
gross domestic product.
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of much significance, particularly by comparison with
similar relationships for other components of saving.

GOVERNMENT SAVING

Taken together, these four sources of saving provide
the total saving available to each country for domestic
investment. Because levels of saving in the three do-
mestic sectors have varied so widely among countries,

there have been considerable differences in the level
of total saving. As a percentage of gross domestic
product, total saving has been almost twice as large in
tile high-saving countries as in the low-saving countries.
And the disparity is even more striking if the com-
parison is made in terms of net, rather than of gross,
saving (see table 1-4). Among most countries, the pro-
portion of output absorbed in depreciation has been
fairly uniform, being clustered around 8 to 10 per cent
of output. To some extent this reflects the fact that the
rate of depreciation is related to the stock of capital
and its composition in terms of depreciable assets; and
since output is also related to the stock and composition
of capital, this means that depreciation as a proportion
of output does not vary greatly among countriesY
Accordingly, the spread in net saving among countries
has been wider than in gross saving.

Table 1-4.  Levels of Gross and Net Domestic
Saving, 1950-1959

(Percentage of gross domestic product)

Though not a primary explanation of differences
among countries in the proportion of saving to income,
the saving of general government has contributed in
some degree to the diversity of experience. As has been
noted, the countries in which total saving has been rela-
tively high have also been among those in which the
saving of government has been high ; moreover, in these
countries, government saving has generally accounted

for a higher share of total saving.

The determinants of saving by government are ob-
viously quite distinct from those moulding the saving
of income recipients in the private sector. Besides being
able to vary the proportion of its income expended on
consumption as can other savers, government is unique

in its ability to alter the level of its income by legisla-
tive action. Government saving, in other words, is the

outcome of a complex of policies affecting the level of
its income as well as the pattern of its expenditure.
Within wide limits, revenue and expenditure policies
can be mutually adjusted to each other to yield many
different levels and combinations of income, consump-
tion and saving. Explanation of the differences among
countries in the level of government saving must there-

fore be sought both in revenue or tax policies and in
expenditure policies; or, more correctly, since these are

interrelated policies, it must be sought in fiscal policy
as a whole.

Gross                   Nel
Country                   domestic   Deprecia-   domestic

saving       lion       saving

9 The depreciation ratio is, of course, also affected by the dif-
ferences among countries in depreciation practices. A higher
depreciation rate, for example, might be expected in a country
where accelerated depreciation allowances are granted by the
govermnent for tax purposes. Differences in depreciation prac-
tices, together with differences in the composition of capital
stock, are probably major reasons why, among industrial coun-
tries, a high average capital-output ratio is not closely associated
with a high depreciation ratio; or, conversely. For example,
while the relatively high depreciation charges in the Nether-
lands and Norway are associated with relatively high capital-
output ratios, and low depreciation charges in Japan with a low
capital-output ratio, extreme differences in depreciation charges
in Australia and Canada are associated with similar capital-
output ratios.

Source: See table 1-1.
Excluding financing of inventories.

b 1950.1958, annual average.

Japan  ......................  28.7      7.6      2].1
Norway  .....................  27.1      9.9      17.2
Finland,.  ...................  26.7      5.0     21.7
Germany (Federal Republic)  ....  26.3      9.1      17.2
Australia  ....................  26.]      5.9      20.2
Netherlands  .................  25.7     9.8     15.9

Canada  .....................  22.5    11.1     11.4
New Zealand  ................  22.5      6,6      15.9

Austria  .....................  20.4     7.1     13.3

Italy  .......................  19.5     8.9     10.6
United States  ................  18.6     8.7      9.9
Denmarkb  ...................  18.5      6.1      12.4

France  .....................  18.4     9.3       9.t
Belgiumb  ...................  17.6      9.7       8.0

United Kingdom  .............  15.2     8.0      7.2

As a first step in the disentanglement of the several
strands of fiscal policy that determine saving, income
may be compared with saving. This is done in chart 1-2
where government disposable income has been plotted

Chart 1-2.  Levels of General Government
Disposable Income and Saving, 1950-1959

(Percentage of gross domestic product)
!8
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against government saving, both expressed as percent-

ages of gross domestic product. What emerges is evi-
dence of a fairly clear relationship between the level
of government disposable income and the level of sav-
ing. :n countries where government has absorbed a

relatively high proportion of total income, the level of
government saving has also tended to be relatively high ;
and conversely.

level of government disposable income and the simi-
larities in the level of consumption expenditure.

The differences among countries in the level of gov-
ernment saving, however, have been related in a dis-

tinctive way to the proportion of total income absorbed
by government. Government saving has not only tended
to be higher in countries where the share of government
disposable income has been larger; as may be seen
from table 1-5, it has also tended to account for a
larger proportion of government disposable income in
countries where 'the share of such income has been

larger.

Tab]e 1-5,  Leve] of Genera] Government Saving,
1950-1959

Two notable exceptions to this general tendency are
the United Kingdom and the United States. Govern-
ment consumption expenditure in these two countries
amounted to about 18 per cent of gross domestic
product, being much higher than in most other coun-
tries of the group. Though government civil consump-
tion expenditure has not been as high in these two
countries as in some others, the exceptionally high
levels of defenee expenditure have raised their total
consumption expenditure well above that of other
countries. Thus, despite fairly high levels of govern-
ment disposable income, government saving has been
relatively low. By contrast, Australia and Japan have
recorded relatively high levels of government saving
though disposable income has not been correspondingly
high. In these two countries government consumption
has been relatively low ; its claim on output has, in fact,
been about half of that in the United Kingdom and the
United States.

Country

Source: See table !-1.
Including depreciation where data are available.

b Disposable income of government is the current income
available for the purchase of goods and services. For its com-
ponents, see table 1-6.

1950-1958, annum average.
a 1955.1959, annual average.

The most interesting aspect of the above relationship
is its corollary. This is that the differences among coun-
tries in the share of government disposable income are
much greater than the differences in the share of govern-
ment consumption expenditure. As a share of gross
product, government consumption expenditure of most
countries, as may be seen in table 1-6, has been within
the small range of 12 to ]4 per cent in spite of differ-
ences in per capita income. The substantial differences
among countries in the level of government saving are
thus, in a sense, explainable by the variations in the

Finland  ....................  13.0     25.3      51.4

Germany (Federal Republic)...   7.7     21.6     35.7
Norway  ....................  7.3      19.6      37.4
Netherlands  ................  6.9     21.0     32.6

Austria  ....................  6.6     20.0     32.8

Japan  .....................  5.9     16.4     36.2
New Zealand  ...............  5.7     17.3     33.2
Australia  ..................  5.5     15.2     36.2

Sweden  ....................  4.9     2!.5      23.0
Denmark..  .................  4.1     16.3     24.8

France  ....................  3.9      18.1      21.4
Canada  ....................  2.9     16.7     17.4

United States  ...............  2.5     20.3     12.1
Italya  .....................  2.3     14.7     15.3

United Kingdom  ............  2.2     19,6     11.4
Belgium°.  ..................  --0.5      10.8     --4.8

Gross saving
Gross    Disposable  (percentage

savinga     incomea b       of
(percentage of gross    9overnmenl
domestic prodact)     d!sposable

zncome)

The relationship between government expenditure or:
consumption and government disposable income is a
useful first step in exposition, but it clearly needs
elaboration. Expenditure on consumption and dis-
posable income have so far been considered as though
they were determined independently of each other, and
this is clearly not so. Further, the other component of
government expenditure, namely, investment, has been

ignored. When investment as well as consumption ex-

penditure is taken into account, the interdependence of
government income and government total expenditure
becomes more apparent. Tile addition of this dimension
helps towards a fuller explanation of the elements of
government policy giving rise to the wide differences
among countries in the level of government saving.

The interdependence of government income and ex-
penditure obviously does not mean that they balance
each other out exactly. Indeed, the discrepancies be-
tween revenue and expenditure are of major importance
for general economic policy. It is nevertheless clear
that, when total income and expenditure are considered,
by far the greatest part of each offsets the other. From
this, it follows that, since the share of government dis-
posable income in total income has varied widely among
countries whereas the share of government consumption
expenditure has not, the differences in the level of
government saving has been, to some extent, associated

with corresponding differences in the level of govern-
ment investment. This is illustrated by the comparison
between saving and investment, both expressed as per-
centages of disposable income, which is given in chart
1-3. That a high level of saving has been associated
with a high level of investment does not necessarily
mean that governments, in the formulation of their
budgetary policies, have simply sought to adjust their
saving to fixed programmes of investment. In the annual
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Table 1-6.  Levels of Government Disposable Income and Components of Income
and Expenditure, 1950-1959

(Percentage of gross domestic product)

D irect
Disposable    and             Direct taxes           Indirect
income of  indirect                                    taxes        Net       Other

Country                 govern-     taxes                 House-     Cot-     mina$     transfersb   incomeÿ
menta     minas     Tolag      hold     porate   subsidies

subsidies

Consumption of governmerd

Total     Civii    Defcnce

Finland  ..................  25.3
Germany (Federal Republic). 21.6  32ÿ6   18ÿ6   !;ÿ16
Sweden  ...................  21.5    26.2    18.3     14.9

Netherlands  ...............  21.0    28.5    18.3    14.4
United States  .............  20.3    25.7    17.2    11.9

Austria  ...................  20.0    30.1    18.9    16.8

United Kingdom  ...........  19.6    27.7    15.8    10.7

Norway  ..................  19.6    25.0    15.7    11.8
France  ...................  18.1    29.3    14.1    12.0
New Zealand  ..............  17.3    24.9    17.8    12.9

Canada  ...................  16,7    22.9    11.2      6.4

Japan  ....................  16,4    !9.6    10.3      6.8
Denmark°.  ...............  16,3    22.5    12.4    11.0

Australia  .................  15.2    21.9    11.5     8.0
fItaly  ....................  14.,7    18.2     5.7
'    eBelgmm  .................  10.8  21.1   13.1   liid

4.1    12.3              3.0    12.3    10.7°   1.6o
3.1   14.0   -12ÿ3   1.9  13.9   10.1   3.8
3.4     7.9     -5.7    1.0    16.5    11.6    4.9
3.9    10.2     --7.3  --0.2    14,.1     8.9    5.2

5.3     8.5     --4.1  -1.3    17.8     7.5   10.4
2.1    11.2    --11.6    1.5    13.4    11.9    1.5
5.1    11.9     --5.9  --2.2    17.3     9.4    7.9

3.9     9.3     -5.4    --    12.3     8.8    3.5
2.1     15.2     --10.7  --0.5     14,.3      8.4a   5.9d

4.9     7.1      --8.3    0.7    11.5      9.0    2.5
4.8    Ii.7     --6.1  --0.2    13.8     7.7    6.1

3.5     9.4     --2.7  --0.6    10.5

1.3   10.1   -6.4   0.2   12.3   9.6  21i
3.5    10.5     --5.0  --1.8     9°7     6.3    3.4

12.5     --3.0  --0.5    12.4     8.6    3.8

2ÿi   8.0   -9.2 -1.1   11.3   7.7  3.6

Source: See table I-i.
Including depreciation where data are available.

b Net transfers are shown with a reversal of sign as a deduction
from government income.

c Estimated from 1953d959 annuaÿ average.
d Estimated from 1954d959 annual average.

. ÿ 1950-1958, annual averageÿ
f 1955-1959, annum average.

budgets of general government, both saving and in-
vestment are variables that may be adjusted in opposite
directions because of changes in budgetary policy affect-
ing the relationship between total revenue and expendi-
ture; this is discussed more fully in a later section of
the present chapter. Nevertheless, in explanation of
the wide differences among countries in the level of
government saving that have prevailed during the past
decade as a whole, it is evident that differences in the
level of government investment have been important. In
countries where the investment of general government
in public services, such as schools, hospitals, roads or
publicly-owned housing, has been relatively large, the
level of government saving has been relatively high.
Australia and Japan, for instance, are eases in point.
Conversely, where investment of general government
has been relatively small, government saving has been
relatively low.

Chart 1-a.  Levels of General Government
Investment and Saving, 1950o1959

(Percentage of government disposable income)
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It will be noted from chart 1-3, however, that in a
number of countries the ratio of the saving of general
government to its disposable income has been sig-
nificantly different from the ratio of its investment to
disposable inemne. In most instances, the saving ratio
has been higher than the investment ratio. This means
that general government has been a net saver in relation
to the rest of the economy. Its total consumption and
investment expenditure, taking one year with the next
throughout the last decade, has been less than its dis-
posable income. In some of these countries, the accumu-
lation of excess saving has been related to government
policy with regard to the financing of public enter-
prises. In France and Norway, for example, govern-

A

A -- Australla                     m -- Italy
B -- Belgium                      J -- Japan
C -- Canada                      Ne -- Netherlandz
D -- Denmark                     No -- Norway'
Fi -- Finland                      S -- Sweden
F -- France                       UK -- United Kingdom
G -- Germany (Federaÿ Republic)   US -- United States

Source: See table 1-I.
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ment saving has been partly utilized for the financing
of investment in public enterprises. In several countries,
excess saving has also been partially utilized to provide
financial resources for investment in the private sector;
in the Federal Republic of Germany, for example,
capital transfers from government saving have often
been made to promote private investment. But such
institutionM arrangements have varied considerably
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from country to country. In contrast to France and

Norway, for example, excess saving to finance invest-

ment in public enterprises has not been relied upon so
much in the United Kingdom where the government
has sought to obtain the finance by borrowing on the
open market. Thus, such institutional differences have
been an additional factor accounting for differences
among countries in the level of saving.

Not all of the variation among countries in the excess
of government saving over investment, however, is ex-

plainable in terms of such institutional differences. As
noted earlier, it is a matter of general budgetary policy
whether total revenue and expenditure exactly balance
out. And in some countries, such as the Federal Re-
public of Germany, the Netherlands and Norway, bud-
getary policy over the last decade as a whole has been
adapted to yield an excess of total income over total
expenditure. In the Federal Republic of Germany, for
instance, the level of investment in the general govern-
ment and public enterprise sectors has been relatively
low, the level of government saving has been very
high. The broad aim of government policy has been to
stimulate private investment and, within this context,
government saving has been maintained at a high level
mainly for anti-inflationary purposes.

have not been associated in any systematic way with the
level of total tax revenue or, consequently, with the level
of disposable income. For example, in the Federal Re-
public of Germany, the high level of net transfers has
been accompanied by a high level of tax revenue, so that
disposable income has none the less been relatively
large; but in Belgium, large net transfers combined
with relatively low tax revenue has reduced the level
of disposable income.

In most countries, direct taxation accounts for the
larger part of total tax revenue and the differences
among countries in the level of direct taxes are the most
important single reason for the variations in total
revenue. Italy, however, is a notable exception; as is

typical of a less advanced economy, net indirect taxes
have been by far the larger source of revenue. Revenue

from net indirect taxes has also been important in
accounting for the differences in the total revenue of
some countries; in the Federal Republic of Germany
and France, for example, revenue from net indirect

taxes has been particularly high, whereas in New Zea-
land and Sweden it has been unusually low. Among
most countries, however, the differences in revenue from

net indirect taxes have not been as great as the differ-
ences in revenue from direct taxes.

This reference to general budgetary policy serves as
a reminder that, in the final analysis, the level of gov-
ernment saving is the outcome of policies with regard
to the level of revenue as well as to the level and pat-
tern of expenditure. It is true that high levels of govern-
ment saving have generally been associated with rela-
tively high levels of government investment in the
general government or public enterprise sectors, but it is
also true, as noted earlier, that these high levels of sav-
ing have been associated with relatively high. levels of
government disposable income. In other words, differ-
ences among countries in taxation policy must also be
included in the explanation.

The disposable income available to government de-
pends primarily on its tax policy, but it is not identical
to total tax revenue. For the analysis of government

saving, disposable income in the present study has been
defined as the sum of total direct taxes, net indirect
taxes and other income minus net transfers; net in-

direct taxes are equal to total indirect taxes minus sub-
sidies. In al! countries, direct and net indirect taxes are
the major sources of revenue, other income being small
or negative (see table 1-6).

In most countries, there are considerable differences
between total tax revenue on the one hand and govern-

ment disposable income on the other. These differences
arise very largely because of the substantial net trans-
fers made by governments in all industrial countries.
These have been particularly large in such countries as
Anstria, Belgium, the Federal Republic of Germany
and France. The size of these net transfers, however,

The differences among countries in revenue from
direct taxes have primarily reflected variations in the
effective rate of taxation on the household sector, and,
principally, on personal incomes. It might be thought
that the differences among countries in the average effec-
tive rate of tax on personal incomes would be associated
with the degree of progression in their tax systems. So
far as the data allow of generalization, however, this
does not appear to be so. The evidence, in fact, suggests
that a relatively high average effective rate has been
accompanied by a relatively high effective rate for the
lower-ineolne groups as well as for the higher-income
groups.1° Typically, the effective rate for the top 10
per cent of incomes has been around 20 per cent, but it
appears to have been somewhat higher in countries
where the average effective rate has been greater; for
the bottom 50 per cent of incomes, the effective rate
has been about 5 per cent, but again it appears to have
been higher in countries where the average effective
rate has been greater. In other words, while over one-

half of all revenue from personal income taxes has
frequently been derived from the top !0 per cent of
incomes, there is no evidence that this share is higher
in countries with relatively high average effective rates
of tax. Differences among countries in the level of
revenue from personal income tax would thus appear
to be explainable more in terms of differences in the
level of tax applying to both the higher and the lower

10 The generalizations in the text are based on an examination
of the distribution of income by size and of income taxes in
nine countries, While such data, chiefly derived from tax statis-
tics, are not strictly comparable between countries because of
differences in definition and coverage of income, income units
and taxes, they are sufficient to yield broad conclusions,



CHAPTER   ]..      SAVING  FOR  ECONOMIC   GROWTH  IN  THE  INDUSTRIAL  COUNTRIES                                                                                 25

income groups rather than in terms of differences in
tax rates between these groups.

In certain instances, anti-inflationary budgetary policy
may also have contributed to a higher level of saving.

This conclusion might appear to be in conflict with
the known fact that the statutory marginal rates of in-
come tax are appreciably higher in some industrial
countries than in others. In Japan€the United Kingdom
and the United States, for example, these marginal
rates have been very high, rising to about 90 per cent
in certain instances. But it has to be remembered that
these very high rates apply only at the margin to very
high incomes and, as a part of the top 10 per cent of
incomes, these incomes may not be large. Thus, the tax
yield from these high statutory rates may be very small
in relation to total tax revenue. It is also widely rec-
ognized that there are many financial arrangements
whereby taxable income at the highest levels may be
reduced by conversion of part of income into income
in kind or capital gains which do not attract the high
tax rates.

HOUSEHOLD SAVING

Of the several sources of saving, the diversity among
countries in the level of household saving as a per-
centage of gross domestic product is of particular in-
terest. It is this which, more than any one of the other
classes of saving, has contributed to the differences in
the level of total saving, in absolute terms, the volume
of household saving has been less than that of govern-
ment saving in some countries, and in all countries it
has been less than the volume of enterprise saving. But
of all the sectors, saving behaviour in the household
sector has been the least uniform.

11 See tables 1-11 and 1-12 below.

In summary, there has been some tendency for coun-
tries with high levels of total saving to have high levels
of government saving, and conversely. In countries
where the level of government saving has been high, tax
revenue has generally been relatively large. Differences
among countries in the level of tax revenue have pri-
marily reflected differences in average effective rates
of direct tax, and not in the degree of progression in
direct tax rates between the upper and lower income
groups. A large tax revenue, however, has not neces-

sarily implied high government saving; in the United
Kingdom and the United States, in particular, heavy
defence expenditure has substantially reduced govern-
ment income available for saving. Differences among
countries in the level of government saving have also
been related to differences in the level of investment
in the general government sector or in the financial re-
lationship between government and public enterprises.

In comparison to personal income taxes, taxes on
corporations have been a much less important source
of revenue from direct taxes. In Canada, New Zealand,
the United Kingdom and the United States, however,
revenue from corporate taxes has been considerably
more important than in most of the other countries.
Besides the rates of taxation, the relative levels of rev-
enue from corporate taxes in the various countries have
been affected by the size of the corporate sector in the
economy and the level of corporate incomes. These lat-
ter two factors are reflected in the ratio of corporate
income to gross output; and this ratio has been par-
ticularly important in accounting for inter-country dif-
ferences in the level of revenue from corporate taxes.
For example, the higher levels of revenue in Canada,
the United Kingdom and the United States compared
with the Federal Republic of Germany are wholly
ascribable to the higher level of corporate income31

Unlike that of the government sector, the share of
the household sector in disposable income has not been
of much relevance to an explanation of differences
among countries in the sector's level of saving. House-

holds absorb the bulk of total income in all countries;
accordingly, differences of a few percer,,ÿage points in
household disposable income as a proportion of gross
domestic product do not, as in the case of government
income, imply large percentage variations among coun-
tries. In most countries, household disposable income
has, in fact, ranged from about two-thirds to about
seven-tenths of gross domestic product1ÿ (see table 1-7
and chart 1-4). Variations in the share of this sector

Table 1-7.  Levels of Household Saving and
Disposable Income,ÿ 1950-1959

Country

Saving
Disposable (percentage of

Saving      mcome    household
(pereenlage of gross    disposable
domeslie product)      income)

Japan  ....................  10.2     67.6     15.2
Australia  ..................  10.0     72.6     13.7

Germany (Federal Republic)..   8.1     67.8     12.0
Belgiumb  ..................  8.1     80.5     10.0

Finlandc.  .................  8.1     67.9      11.9
New Zealand  ..............  7.6     72.5     10.4

Denmarkb  ................  7.0     76.1      9.3

Norway  ...................  6.2     66.2      9.3
Austria  ...................  5.8     72.0      8.1

United States  ..............  5.3     69.3      7.6
Canada  ...................  5.0     67.6      7.4

Sweden  ...................  4.3     66.6      6.4
Netherlands  ...............  4.3     65.6      6.3

France  ...................  3.4     70.5      4.9

United Kingdom  ...........  1.6     69.7      2.3

Source: See table 1-1.
a The household sector includes unincorporated enterprises

and private non-profit institutions. Disposable income refers to
household income minus direct taxes (including such items as
fines, penalties and donations).

b 1950-1958, annual average.
1954-1959, annual average.

12 The difference between gross domestic product and house-
hold disposable income is accounted for by net factor income
from abroad, indirect taxes net of subsidies, depreciation, cor-
porate net saving, net transfers from government and direct
taxes on households.
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have, of course, necessarily had their counterpart in
opposite variations in shares of other sectors. Thus, the
unusually high share in Belgium has been related to
the low proportion of government disposable income,
and in Australia, Austria, Denmark and New Zealand,
the high shares have been offset by the relatively small
proportions absorbed in depreciation.

12

Chart 1-4.  Levels of Household Disposable
Income and Saving, 1950-1959

(Percentage of gross domestic product)
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One possible explanation for this diversity that im-
mediately comes to mind is the differences among coun-
tries in levels of per capita real income. It is well known
that, within a country, the higher income groups tend
to save a larger proportion of income; and it might
reasonably be expected that, other things being equal,
the same would hold true among countries. In fact,
however, for the industrial countries during the period
of the nineteen fifties, there appears to have been little
consistent relationship between inter-country differences
in the level of per capita real income and in the propor-
tion of household income that is saved (see table 1-8).
For instance, in the highest income countries, such as
Canada and the United States, the level of household
saving has not been notably high ; nor can the relatively
high level of saving in the Federal t{epublie of Ger-
many, as compared with France or the United Kingdom,
be explained by its comparative level of per capita real
income. Indeed, it is striking that the country with the
highest leveÿ of household saving, namely, Japan, also
happens to be the poorest country in the group.

Evidently, then, saving habits have varied so much
from country to country as to obscure any effect of
differences in per capita real income levels. It is, of
course, possible that, in any particular historical period,
a lack of association between levels of saving and levels
of per capita real income may emerge because real in-
come in some countries has fallen below accustomed
standards. In these circumstances, there may be a
tendency for individuals to reduce their saving in order
to protect their consumption levels. There is reason to
suppose that this was probably of some importance in
certain industrial countries during the immediate post-
war years when incomes had not yet been restored to
their pre-war levels. In a few countries, household
saving was, in fact, negative for a time. But it is evident

that, for the period under review here, this factor cannot
go far towards explaining the lack of association be-
tween saving and real income. Pre-war real income

levels were surpassed in most countries by the begin-
nin.g of the period. Even in the ease of Japan, whose re-
covery to pre-war levels was later than that of any other
country of the group, the pre-war peak was exceeded by
the middle of the nineteen fifties.

Explanation of the diversity among countries in the
level of household saving as a percentage of gross domes-
tie product thus turns very largely on the factors that
account for differences in the proportion of household
disposable income that is saved. That the differences
among countries in the distribution of household dis-
posable income between consumption and saving have
been very large can be easily seen from table 1-7; as
a proportion of income, levels of saving over the nine-
teen fifties as a whole have, in the extreme instances,
exhibited more than a sixfold difference.

For the period under review, it is much more relevant
to consider the relative rates of increase in real per
capita disposable income as a possible factor contribut-
ing to the diversity in saving levels. The level of real
per capita disposable income has certainly been rising
in almost all the industrial countries since 1950, but
tile disparity in rates of growth among countries has
been considerable. And given this wide disparity, it
would not be unreasonable to expect that a higher pro-
portion of inemne might be saved in countries where
the rate of growth in income was greater. On the one
hand, it is obvious that a slow rate of growth in real
income of the order of one or 2 per cent may be easily
absorbed by rising consumption. On the other hand, a
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Table 1-8.  Indices and Annual Rate of Growth of Real Disposable Income
Per Capita, 1938 to 1959 and 1950 to 1959

Coantrya

Annual rate of
Index of                       Index of real                       growth in

real disposable                    disposable income                    real disposable
income                           per capita                           income

per capita,                                                                  per capita,
t950 to !959           !950        !955        !959           1950 1o t959

(rank) b                        (1938 = t00)                      (percentage)

Japan  ......................  14
Australiac.  ..................  3

Germany (Federal Republic)...  11
New Zealando.  ...............  4

Be]giumo.  ..................  5

Norway  .....................  10
Denmarke.  ..................  9

Austria  .....................  13
United States  ................  1

Canada  .....................  2

Sweden  .....................  6
Netherlands  .................  12

France  .....................  7
United Kingdom  .............  8

67     98    127        7.3
166     164    167        --
93a       140a       170a             6.9

167       162       164          --0.2
2.4

i26        2.2
I17     i18     129        1.3
102       149       183            6.7
149       161       170            1.5
167               183               197                         1.8
Iii       129       137            2.4
89       121       130            4.4

!17              146               157                         3.3
106       122       134            2.6

Source: See table 1-1.
Countries are arranged in descending order of

level of household saving as a percentage of house-
hold disposable income, 1950-1959.

b The ranking of each country is based on real
disposable income per capita converted into United
States dollars by their respective official exchange
rates in 1955. For comparison, real disposable in-
comes of eight European countries were converted
into United States dollars by the purchasing power
of currencies, based either on United States price
structure or on an average European price struc-
ture; these data were obtained from Organisation
for European Economic Co-operation, Comparative

National Products and Price Levels, by Milton Gil-
bert and associates (Paris, 1958) and An Inter-
national Comparison of National Product and the
Purchasing Power of Currencies, by Milton Gilbert
and Irving B. Kravis (Paris, 1954). While the exact
ranking of countries varies according to Lhe par-
ticular conversion rates employed, the results are
broadly similar.

Calculated from the average of 1950/51 and
1951/52 as the base period, rather than from a
single year as in the case of other countries, owing
to the abnormally high level of income in 1950/51.

a 1936 = 100.
° 1950-1958.

much faster rate of growth may result both in a rise
in the absolute level of consumption and in an increase
in the proportion of income that is saved, primarily
because levels of consumption adjust only gradually to
rapidly growing incomes.

investment, through fostering high rates of growth in
per capita disposable income, may have facilitated the
realization of higher levels of saving in the household
sector.

The evidence does, in fact, suggest that, for the period
under review, relative rates of growth in real income
were of some importance in explaining the differences
among countries in saving levels. While the relationship
does not appear to have been dose, the contrast between
the extreme eases is striking,la In the Federal Republic
of Germany and Japan, for example, the remarkably
high rates of growth in per capita disposable income
have obviously facilitated the attainment of high levels
of household saving. By contrast, the relatively low
level of saving in the United Kingdom would appear to
have been influenced by the limited growth in income.
It is true that the divergent rates of growth in real in-
come among countries are related to similar divergences
in levels of investment; and, since high or low levels of
investment necessarily imply high or low levels of
saving, the level of saving and the rate of growth in
real income are interrelated variables. But there appear
to be some grounds for maintaining that high rates of

la As discussed later, relative rates of growth in income have
assumed a more dominant role in accounting for inter.country
differences in the trend of household saving.

In some countries, the special nature of their experi-
ence during the nineteen fifties has weakened the link
between rates of growth and saving levels. In Australia
and New Zealand the high saving levels for the period
as a whole reflected chiefly the unusually high levels
achieved during the Korean boom, when export incomes
were rising very rapidly. The subsequent declines in per
capita real disposable income from the peak level were
actually accompanied by substantial falls in the level of
saving. On the other hand, the level of saving in Austria
and the Netherlands was strongly affected by opposite
events. In the early nineteen fifties, purchases by con-
sumers, especially in Austria, to replenish stocks
damaged or depleted during the Second World War
depressed the level of saving. However, the subsequent
rapid increases in real income raised saving to substan-
tially higher levels.

But, aside from special circumstances, it is clear 'that
other factors besides the relative rates of growth in
income have lain behind the differences in levels of
household saving. Of particular importance are the
differences among countries in the distribution of in-
come.
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Since the higher income groups generally devote a
larger proportion of their incomes to saving, differences
in the size distribution of income must have had signifi-
cant effects on levels of saving. Lack of comparable data
on the size distribution of income makes it impossible
to trace the effects with any precision.14 However, com-

parison of the differences in the distribution of income
by source can be used as an approximation. Broadly
speaking, the higher the relative share of non-wage in-
comes in total household income the higher tends to be
the share of saving. For, income from property gener-

ally accrues to persons with high incomes; and the
self-employed, who consist largely of entrepreneurs and
farmers, normally devote a larger proportion of their
incomes to saving than other groups with comparable
incomes, as there are strong incentives for the former

group to accumulate saving for business expansion.
Thus, as can be seen from table 1-9 and chart 1-5, there
has been a fairly close association between differences

Chart 1-5.  Level of Household Income from Prop-
erty and Entrepreneurship and Level of House-
hold Saving, 1950-1959

(Percentage)
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Table 1-9.  Composition of Household Income,
1950-1959
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Countries are arranged in descending order of ratio of saving

of households to disposable income of households.
b Less interest on consumer debt, where data are available.
c 1954-1959, annual average.
a 1950.1958, annual average.

14 The sample surveys available for a few countries appear to
suggest that even with a more or less similar size distribution
of income, differences in the level of household saving may have
also reflected differences in the saving behaviour of particular
income groups. In the United Kingdom, for example, the low
level of saving may have been related to the fact that negative
saving has occurred well beyond the average income level, while
in the United States it has disappeared before the average in-
come has been reached. Among the wage earners, a higher
proportion of negative savers has been found in the United
Kingdom than in Denmark and Sweden. See, Bet Statistiske
Departement, Opsparing i lonmodtagerhu.sstandene 1955 (Co-
penhagen) ; Konjunkturinstitutet, Hushgdlens sparande gtr 1955
(Stockholm) ; H. F. Lydall, British Incomes and Saving (Ox-
ford, 1955) and M. F. Erritt and F. L. Nicholson, "The 1955
Savings Survey", Oxford University Institute of Statistics, Bul-
letin, vol. 20, No. 2 (Oxford, 1958).

Japan  ....................  49.4     46.0      4.6
Australia  .................  60.7     33.0      6.2
Germany (Federal Republic)..  55.6     29.7      14.8
Finland,.  .................  63.4     28.2       8.4
New Zealand  ..............  55.3     35.0      9.7

Belgiumd  ..................  46.1      43.8      10.1

Norway  ...................  59.4     33.1      7.5
Denmarka  .................  53.0     39.2       7ÿ8
Austria  ...................  53.9     32.7     13.4

United States  ..............  70.1     24.9      5.0
Canada  ...................  66.7     24.9      8.4

Sweden  ...................  69.9     21,8      8.3
Netherlands  ...............  55.5     34.8      9.7

France  ...................  52.9     34.2     12.9
United Kingdom  ...........  72.8     19.8      7.4
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in the level of saving and in the relative share of income
derived from property and entrepreneurship. For in-
stance, this share has been relatively high in Australia
and Japan where the level of saving has also been high ;
conversely, both have been low in Sweden and the
United Kingdom. Were more direct information availa-
ble on differences among countries in the size distribu-
tion of income, it seems probable that the association
between levels of saving and income distribution would
emerge still more clearly25

a5 It may be noted that the influence of government transfer
payments on levels of household saving does not appear to have
been of much significance. Though the contribution of transfer
payments to household disposable income has varied quite widely
from country to country, there is no evidence of any relation-
ship between the size of these payments and the proportion of
household disposable income that is saved. For example, large
transfers in France have been accompanied by a low level of
saving, but equally large transfers in Austria have been accom-
panied by a high level of saving. The largest transfers have
occurred in the Federal Republic of Germany where the level
of saving has been strikingly high.
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While the distribution of income and the rate of in-
crease in real income have probably been the two factors
of primary importance in accounting for differences in
saving levels, there have also been other forces, more
specific to individual countries, which have modified
saving behaviour in the household sector. One such
factor is the age composition of the population. For
instance, since old people, whose working lives have
passed, generally save little or even dis-save, a high
proportion of old people in the population will tend to
depress the level of saving in the household sector. This
has probably affected saving adversely in such countries
as France and the United Kingdom where the aged
account for a relatively high share of the population.
Another demographic factor which may also have been
of some importance in certain countries is the rate of
immigration. Among new immigrants seeking to estab-
lish themselves in a strange environmen, t, the motivation
for saving may be particularly strong. Saving behaviour
in the household sectors of Australia, Canada and the
Federal Republic of Germany may thus have been
favourably influenced by the large incursion of immi-
grants. Other specific factors which may have given rise
to differences in saving behaviour are the level of liquid
assets at the outset of the period and the extent of growth
in private house ownership. The motive to accumulate
liquid assets for contigeneies may, for example, have
been stronger in such a country as the Federal Republic
of Germany, where such assets had been severely de-
pleted after the Second World War and the monetary re-
form, than in countries where the war and its aftermath
augmented, rather than diminished, the supply of liquid
assets. Again, the residential construction boom in many
countries and the spread of house ownership may have
stimulated saving to repay mortgages. Taken together,
these specific factors may have caused appreciable dif-
ferences in the saving behaviour of individual countries.
A comparison of the experience of the United Kingdom
with that of the United States reveals, for example, that
were it not for the differences in demographic composi-
tion, in home ownership and in the liquidity position,
the observed differences in the level of saving would
have been considerably smaller.

capita income has been equally as important as in Japan.
In Australia and New Zealand, the high saving levels
were dominated by the spectacular upsurges in income
and profits arising from an export boom in the earlier
years ; the behaviour of their saving has thus been more
typical of primary producing countries than of indus-
trial countries. Among the low-saving countries, the

United Kingdom has been adversely affected by a com-
bination of slow growth of per capita income and a
low proportion of income derived from property and
entrepreneurship. In addition, the high proportion of
the aged, the limited spread of home ownership and
the existence of large liquid assets accumulated during
the war have all served to restrict the level of saving.

ENTERPRISE  SAVING

In all the industrial countries, the enterprise sector
is the largest of the main sources of saving. The level
of saving of the enterprise sector, however, has not

varied so widely among countries as has that of the
government or household sectors. Nor have the varia-

tions among countries been related in any consistent
way to the variations in the level of their total saving.

Although a precise quantitative evaluation of the
effect of each of the above-mentioned factors on the
level of saving cannot be made, it seems probable that
the distribution of income and its rate of growth have
been of primary importance, though their influence
may have been considerably modified by other factors.
Further, the set of forces determining the level of sav-
ing in each country may not all have been of equal
importance in other countries. For instance, among the

high-saving countries, the level of saving in Japan has
been strongly affected by the rapid recovery from war
destruction, by a continued high rate of increase in real
per capita income and by a distribution of income in
favour of entrepreneurship and property. In the Federal
Republic of Germany, the high rate of growth in per

Not too much economic significance, however, can

be read into the more limited variation among countries
in the level of enterprise saving. For, to a considerable
degree, this reflects no more than the heterogeneity of
the data. By statistical convention, various disparate
elements are grouped together under the heading of
saving in the enterprise sector. Saving in this sector
includes not only the gross saving of public and private
corporations, but also the depreciation charges of gov-
ernment enterprises, unincorporated enterprises and

private housing. The inclusion in enterprise saving of
by far the largest part of the depreciation charges of
the whole economy naturally tends to reduce the inter-
country variations in its level in relation to gross domes-
tic product.

Corporate saving, however, is none the less the domi-
nant component in total enterprise saving. While data
on corporate gross saving are available only for a very
few countries, they suggest that the corporate sector
generally accounts for more than two-thirds of total
enterprise saving (see table 1-10).

So far as inter-country variations in the level of cor-
porate saving are concerned, it is barely possible that,
if data were available for more countries, comparisons
would reveal a positive relationship between its level
and the level of total saving. Among the five countries
for which data are available, Japan has had the largest
corporate gross saving as well as the highest level of
total saving. On the other hand, the level of corporate
gross saving has been higher in the United Kingdom
than in France or the United States, though the level
of its total saving has been lower.

There are, in fact, strong reasons for supposing that
the level of gross corporate saving may not be clearly
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Table 1-10.  Levels of Enterprise and Corporate
Saving, 1950-1959

(Percentage of gross domestic product)

Chart l-6. Uses of Corporate Income before

Enterprise    Corporate    Corporate
Cotmlry                     gross          gross          nel

saving        saving       saving

8.7Canada  ...................  14.6

Netherlands  ...............  14o6

Norway  ...................  13.6
Japan  ..........  12.6
United Kingdom.'i.i.:::.:[ 11.4
France  ...................  1!°1
United States  ..............  10.8
Australia  .................  10.6

Germany (FederalRepublic)..  10.5
New Zealand  ..............  9.2

Austria  ...................  8.0
Denmark°.  ................  7.4

8.7
7.7
6,8b

associated with the level of total saving. First, it is
obvious that the size of the corporate sector may vary
appreciably among countries. This cannot be measured
with any accuracy, but the data on net corporate in-
come before taxes which are shown in table 1-11 are
suggestive of the possible variations. A second and,
perhaps, more important reason is that depreciation
charges bulk large in the gross saving of the corp6rate
sector, and the size of these charges has not necessarily
any relationship to the current saving behaviour of the
community.

The proportion of gross corporate income before
taxes set aside for depreciation is shown for six coun-
tries in chart 1-6. It will be seen that, in all countries,

Table 1-11.  Levels of Corporate Income and
Taxes," 1950o1959

(Percenlzge of gross domestic product)

Net corporate  Corporate   Corporate
Country                  income       direct     disposable

before taxesu      taxes        mcome

United Kingdom  ...........  12.9      5.1      7.9

Australia  .................  11.4      3.5      7.9
United States  ..............  10.7      5.3      5.4

Canada  ...................  10.4       4.8       5.6
New Zealand  ..............  10.0       4.9       5.1

Japan  ....................  8.6       3.5       5.1
Norway  ...........  '  ........  8.5       3.9       4.6

Finland  ...................  6.8      4.1      2.8

France  ...................  6.1       2.1       4.0
Germany (Federal Republic)..   5.8       3.1       2.7

Source: See table 1-1.
The corporate sector includes private and public corpora-

tions, except for Australia, Japan and the United States, where
it includes private corporations only, owing to lack of compre-
hensive data on public corporations. Corporate income is after
inventory valuation adjustment wherever data are available.

b After depreciation.
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depreciation charges accounted for about one-half or
more of gross saving and that, in some countries, they
amounted to substantially more.!s Government fiscal
policy with regard to depreciation allowances affects
the level of these charges; liberal depreciation allow-
ances tend to be reflected in high depreciation charges,
since 'the full use of these allowances minimizes taxes.
But, in the main, the amount of income absorbed in
depreciation charges over a period of time reflects the
structure of depreciable assets in the corporate sector.
Thus, in so far as gross corporate saving is dominated
by the amounts'set aside for depreciation, the level of
such saving is partially determined by the nature of
past investment rather than by current saving decisions.

From the point of view of current saving behaviour,
it is thus more relevant to consider corporate net sav-

ing than corporate gross saving. Corporate net saving
as a percentage of gross domestic product is shown for
twelve countries in table 1-10. It will be seen that, with
depreciation charges removed, the inter-country varia-

tions in the level of corporate saving were magnified,
net saving in certain countries being as much as three
times larger than in some other countries,

16 The unavailability of data for most countries is chiefly due
to the fact that depreciation for the corporate sector cannot be
separated from total depreciation. However, on the basis of rough
estimates, it seems that the above observation is generally ap-
plicable.
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As with the level of gross saving, part of the explana-
tion for differences in the level of net saving must lie
in the variations among countries in the size of the cor-
porate sector; corporate income17 as a percentage of

gross domestic product has, as already noted, varied
considerably among countries. But a further part of
the explanation must also be found in the proportion
of corporate income that is saved.

allowances in taxation and of depreciation charges in
saving. In any case, though corporate taxation may not
have influenced corporate saving behaviour as much as
might be supposed, it should not be inferred from the
above that corporate dividend policy has merely been
passively adapted to taxes. In other words, other factors
besides taxation have influenced the dividend and saving
policies of corporations.

For a majority of countries, as may be seen from
table 1-12, net saving as a proportion of corporate in-
come after depreciation and before taxes varied within
a relatively narrow range. At the extremes, however,

the variation was substantial; net saving in Japan, for
instance, amounted to ahnost one-half of income whereas

in the United States it was only about one-fifth.

The narrow range of variation in most countries is
of some interest in view of the greater variation in the
proportion of net income paid out in direct taÿes. This
implies that there has been some tendency for tax pay-
ments and dividends to offset each other. For example,
in Finland and the Federal l:lepublie of Germany, rela-
tively high tax payments in relation to corporate income
have been accompanied by a relatively low proportion
of income distributed in dividends; by contrast, mark-
edly lower tax disbursements in Australia and France
have largely been offset by higher dividend payments.
In Japan and Norway, however, where net saving as a
percentage of corporate income before taxes has been
markedly higher than the average, dividend disburse-
ments have absorbed unusually small proportions of
income. And in the United States, where net saving has
been substantially lower than the average, both tax and
dividend payments have been relatively high.

With a given tax bill, dividends and net saving can
be viewed as competitive claims on corporate disposable
income. And there is some indication that the appor-
tionment between dividends and net saving has been
influenced by corporations' plans for expansion. Thus,
the high corporate net saving in relation to eorporate
disposable income in such countries as the Federal Re-
public of Germany and Japan, as shown in table 1-12,
has apparently been related to the volume of finance
required for expansion. Conversely, the relatively low
corporate saving in the United Kingdom and the United
States has partly reflected the slow growth of corporate
investment. Furthermore, dividend policy may also be
influenced by the pattern of external financing. A rela-
tively liberal dividend poliey may be required in coun-
tries such as the United Kingdom and the United States
where equity financing has been more important than
in such countries as the Federal Republic of Germany
and Japan which have traditionally relied more heavily
on loan financing.

In terms of the influence of corporate taxes on cor-
porate saving, these relationships are of some interest,
though no firm conclusions can be drawn, since ac-
count should also be taken of the role of depreciation

1ÿ After depreciation and before taxes.

In summary, neither the level of enterprise saving
nor that of corporate saving has been closely associated
with the level of total saving. To an important degree,
this has been because depreciation charges are a major
component of saving in these sectors; and depreciation
charges are mainly related to past investment, though
they are also influenced by current fiscal policy with
regard to depreciation allowances. Another factor has
simply been the variations among countries in the size
of the corporate sector. Fiscal policies, corporate divi-

Table 1.12.  Uses of Net Corporate Income,ÿ !950-1959

Country

Net          Direct
saving          taxes        Dividendsb

(percentage of corporate income
before taxes)

Net
saving       D iv idends b
(percentage of corporate

disposable income)

Norway  ..........................  47.7
Japan  ............................  47.0
Australia  .........................  34,4

United Kingdom  ...................  33..4

France  ...........................  31.4
Germany {Federal tlepublie)  .........  31.O
Finland  ..........................  30.0

Canada  ...........................  27,8
New Zealand  ......................  26,8
United States  .....................  20.8

46.0        6.3          88.3       11.7
40.9              12.1                     79.3              20.7
31.2       34.4          49.1       50.9
39.2              27.4                    54.6              45.4
34.4       34.2          47.9       52.1
54.3       14.6          68.1       31.9
59.2              10.8                    73.9              26.1
46.4       25.8          5!.1       48.9
48.7              24.5                     52.2              47.8
49.5       29.7          41.2       58.8

Source: See ÿable 1-1.
See foomoÿe a to table !-1!.

b including corporate transfer payments.
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dend policies and corporate programmes for expansion
have all influenced the proportion of corporate income
that is saved, though high or low tax payments appear,
to some extent, to have been offset by opposite varia-
tions in dividend payments.

Table 1-13.  Levels of Foreign Saving, Exports
and Imports, 1950-1959

(Percentage of gross domestic product)

Exporls of   Imporls of
Counlry               Foreign    goods and    goods and

savinga         services         services

FOREIGN SAVING

The demand for saving to finance domestic invest-
ment is rarely exactly equal to the supply of saving
generated internally in the public and private sectors.
Any deficiency or excess in domestic saving is offset by
opposite movements in the external accounts of a coun-

try. Thus, if a country has a deficit in the balance of
payments on current account, this means that it is

drawing on foreign saving to an equal amount, and,
conversely, if it has a surplus, it is a supplier of foreign
saving,is

The relevance of the size of the foreign trade sector
need hardly be stressed. That the supply of saving to
the rest of the world has been only 0.6 per cent of
gross domestic product in the United States, for ex-
ample, as shown in table 1-13, primarily reflects the
relatively small size of the foreign trade sector. Exports
and imports of goods and services, though very large
in relation to world trade, have amounted to only 5.2
and 4.6 per cent of gross domestic product. An export
surplus which has been large in absolute terms has thus
been smaller, in relation to domestic output, than in
some other countries.

But even among countries in which the foreign sector
has been of about the same size, levels of foreign sav-
ing have varied considerably. Among the major indus-

is Posiiive foreign saving therefore means a deficit in the
balance of payments on current account, and negative foreign
saving a surplus.

However, the inter-country differences in levels of
foreign saving during the nineteen fifties as a whole do
not reflect internal economic forces a!one. Differences
in the size of the foreign trade sector, in trends in ex-
ports and in the level of autonomous, long-term capital
flows have been equally important.

Since foreign saving serves as a balancing item in
demand and supply of domestic saving, it might seem
reasonable to expect that the level of foreign saving in
industrial countries would be largely the outcome of
domestic economic forces. It is certainly true that the
short-period variations in the level of domestic eco-
nomic activity that occur in industrial countries have
often been associated with corresponding variations in
the external balance. Short-run balance of payments
difficuhies in the United Kingdom, for example, have
usually been connected with buoyant domestic demand
conditions; with rising domestic activity, imports have
risen relatively to exports and the external balance or,
in other words, the supply of domestic saving to the rest
of the world, has diminished.

Norway  ..................  2.6       42.0       44.6
Canada  ..................  2.5       21.0       23.4

Australia  ................  2.3      19.4      21.8
Austria  ..................  1.4      21.6      23.0

Italy  ....................  1.3      12.8      14.2
New Zealand  .............  0.7       28.4       29.1
Denmarkb  ................  0.2       32.2       32.3

France  ..................  0.2       14.7       15.0
Sweden  ..................  -0.3       27.9       27.7

United Kingdom  ..........  -0.5      25.5      25.0
United States  .............  -0.6       5.2       4.6

Finland  ..................  - 1.1       24.0       22.9

Japan  ...................  - 1.2      13.4      12.2
Netherlands  ..............  -- 1.4       50.2       48.8

Belgiumb  ................  -- 1.4       32.8       31.4

Germany (Federal Republic). - 3.1       20.2       17.1

Source: See table 1-1.
Foreign saving is equal to imports of goods and services

minus exports of goods and services. Imports and exports include
factor income but exclude current transfers to and from the
rest of the world.

b 1950-1958, annual average.

trial countries, the divergences in export experience
have contributed significantly to the differences in levels
of foreign saving. Of all the countries, for example,
the surplus on current account, expressed as a percentage

of gross domestic product, has been greatest in the
Federal Republic of Germany. This has been the out-
come of a sharp and continuous rise in exports. It is
significant, moreover, that the high rate of internal
growth has contributed to the advance in exports; the
domestic growth has made it possible to achieve a rapid
expansion of those export industries for whose output
world demand has been increasing most strongly. By
contrast, in the United Kingdom, the trend in exports
has been much less favourable, reflecting in part the
relatively slow growth of demand in major export mar-
kets and in part the relatively limited pace of expan-
sion in the more dynamic industries. Austria and Italy
-although, on balance, drawing upon foreign sources
of saving during the decade of the nineteen fifties--were
transformed  by  the  sustained  upsurge  in  exports
throughout the period into net export surplus countries
in the latter years.

Long-term capital movements are frequently a fur-

ther independent factor influencing levels of foreign
saving. As may be seen from table 1-14, countries which
drew on foreign saving during the nineteen fifties were
in general recipients of long-term capital, while coun-
tries which supplied saving were exporters of such cap-
ital.

The predominance of private, as distinct from official,
long-term capital flows in the total is evident in most
countries receiving foreign saving. In Canada this flow
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Table 1-14.  Components in the Financing of Foreign Saving, 1950o1959

(Percentage of gross domestic product)

Long-term capital and grants
Coantry                         Foreign

saving                  Total            Private           Official

Norway  .............................  2.6

Canada  .............................  2.5
Australia  ............................  2.3

Austria  .............................  1.4
Italy  ...............................  1.3

New Zealand  ........................  0.7
Denmark-.  ..........................  0.2

Sweden  .............................  -0.3
United Kingdom  .....................  -0.5

United States  ........................  -0.6
Finland  .............................  - 1.1

Japan  ..............................  - 1.2
Netherlands  .........................  - 1.4

Belgiumÿ.  ...........................  - 1.4
Germany (Federal Republic)  ...........  -3.1

2.5       1.5       1.O
2.6          2.8        -0.2

1.7          1.6          0.1
1.7          0.3          1.4
1.3          1.1          0.2
1.4          1.1          0.3
0.4          --          0.4

--0.3        --0.!        --0.2

--1.2        -1.1        -0.1
--1.2        --0.6        --0.6

-0.7          0.1        -0.8

0.4          0.3          0.2
0,5          0.6        --0.i

-0.9     -0.9       --
--0.5        -0.2        --0.3

Source: Division of General Economic Research
and Policies of the United Nations Secretariat.
Figures for foreign saving are the same as those
shown in table 1-13 and are derived from national
accounts statistics. Figures for long-term capital
and grants are derived from balance of payments

statistics, taken mainly from International Mone-
tary Fund, Balance of Payments Yearbook (Washing
ton, D. C.). Data do not add to totals because of
rounding. A minus sign indicates an outflow of
capital.

1950-1958, annual average.

has actually exceeded the total, an outflow of capital on
official account having partly offset the inflow on private
account. In Italy, the sharp increase in the inflow of
private long-term capital in the latter part of the nine-
teen fifties contributed to an expansion of its share of
the total long-term capital inflow. Austria and Norway
have been the only countries Where a substantial inflow
of official capital and grants has taken place, although
this was entirely concentrated in the early nineteen
fifties ; it primarily reflected official grants by the United
States to Austria and lending by the International Bank
for Reconstruction and Development to Norway.

Germany, on the other hand, it has been substantially
greater; and in Japan and the Netherlands, favourable
export balances have been associated with a net inflow
of long-term capital.

It will also be seen from table 1-14 that foreign sav-
ing and long-term capital movements have not been
exactly equal. In the United Kingdom and the United
States, for example, the supply of saving to the rest of
the world has been less than the outflow of total long-
term capital and grants. In the Federal Republic of

These discrepancies between the balance of payments
on current account and movements in long-term capital

and grants reflect changes in foreign exchange reserves
and short-term foreign assets or liabilities. In the United
Kingdom and the United States, for example, the excess
of long-term capital outflows over the flow of domestic
saving to the rest of the world has been matched by in-
creases in their net short-term liabilities and also, in
the United States, by a downward trend in foreign ex-
change reserves. Conversely, in the other countries

where long-term capital outflows have been less than
the flow of domestic saving to the rest of the world,
foreign exchange reserves and net short-term assets have

increased.

Trends and fluctuations in saving

TRENDS  IN  SAVING

The foregoing analysis has served to throw some light
on the factors shaping the saving behaviour of com-
munities during the last decade taken as a whole. How-
ever, even in this comparative analysis of levels of
saving, it has been quite evident that saving habits are by
no means immutable. In particular, governmental poli-
cies, since they affect the economic decisions of almost
all individuals and institutions, may combine with
dynamic market forces to induce changes in the saving

behaviour of communities, h is therefore of considerable
interest to identify the factors accounting for changes
over time in saving behaviour.

Between 1950-1954 and 1955-1959, the total supply
of saving increased relatively to gross domestic product
in most industrial countries (see table 1-15). In some
two-thirds of the countries, the increases exceeded 1.5
per cent of gross domestic product; and they were par-
ticularly large in Austria, Japan, the Netherlands and
the United Kingdom where they ranged from about 2.5
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TaMe 1-15.  Foreign and Domestic Saving: Levels in 1950-1954 and Changes in
Levels from 1950-1954 to 1955-1959

(Percentage of gross domestic product)

Tolal supply of saving            Foreign saving            Gross domeslic saving
Counlryÿ

Level       Change           Level      Change           Level       Change

Japan  .......................  25.0      5.1
Austria  ......................  20.2      3.1
Netherlands  ..................  22.8      3.1

United Kingdom  ..............  13.4      2.6

ttaly  ........................  19.8      2.0
Germany (Federal Republic)  ....  22.4       1.7
Belgiumb  .....................  15.5       1.6
Canada  ......................  24.1       1.6

Sweden  ......................  20.3      1.6
Finland  ......................  24.8      1.6

France  .......................  17.9      1.5
United States  .................  17.9      0.3

Norway  ......................  29.6      0.1
New Zealand  .................  23.7     - 1.0

Denmarkb  ....................  19.4     - 1.5
Australia  .....................  29.6    --2.3

--1.9      1.3         26.9      3.8
2.6    --2.4         17.7      5.5

--1.2    --0.4         24.0      3.5
--0.5    --0.1         13.9      2.7

2.2    --1.8         17.6      3.8
--2.2    --1.8         24.6      3.5

--0.4         --2.2                   15.9            3.8

1.4      2.1         22.7    --0.5
--0.9      1.2         21.2      0.3

--1.6      1.0         26.4      0.6
0.1      0.3         17.8      1.2

--0.5      --         18.4      0.3
3.2    --1.2         26.4      1.3

--0.1            1.6                  23.8         --2.6

1.2    --2.2         18.2      0.6
2.5    --0.2         27.1    --2.1

,Source: See table 1-1.
Note: Since all the figures are expressed in terms

of percentages of gross domestic product, the level
in 1955-1959 is equal to the level in 1950-1954 plus

the change from 1950-1954 to 1955-1959.
Countries are arranged in descending order of

the change in the level of the total supply of saving.
b Change from 1950-1954 to 1955-1958.

to 5 per cent. Among the remaining third of the coun-
tries, the level of saving remained fairly stable in
Norway and the United States, but fell appreciably in
Australia, Denmark and New Zealand29 These divergent
trends in the total supply of saving were generally not
sufficiently large to alter the relative position of coun-
tries as high or low savers between the earlier and latter
parts of 'the period. Those which had relatively high
levels of saving at the beginning of the period still had
relatively high levels at the end of the period; and
conversely. That a number of countries, some with
relatively high levels of saving at the commencement of
the period and some with relatively low levels, experi-
enced appreciable increases in saving is none the less
of considerable interest.

tween these extremes, though a small group recorded
increases of about 3 to 4 per cent.

As with inter-country differences in the level of total
saving, the divergent trends in total saving have been
dominated by trends in the supply of domestic saving.
As will be seen below, foreign saving, however, has
been much more important in accounting for changes
over time in the total supply of saving than it has been
in explaining inter-country differences in the level of
saving.

The trends in domestic saving experienced in the
various countries have diverged widely. At the one ex-
treme, gross domestic saving as a percentage of gross
domestic product increased by as much as 5.5 per cent
in Austria between 1950-1954 and 1955-1959; and, at
the other, declined by 2.6 per cent in New Zealand. The
experience of other countries varied quite widely be-

19 it should be noted, however, that a reversal of this trend
was observable in Denmark in the most recent years.

The divergent trends in domestic saving have arisen
primarily from the marked differences in changes in
household saving (see ÿable 1-16). In nearly all the
countries where the level of total domestic saving has
risen, so has the level of household saving; and in most
of the countries where total domestic saving has declined
or risen only slightly, household saving has fallen. By
contrast, the changes in the level of government or enter-
prise saving have usually been smaller in magnitude
and have, moreover, been much less systematically re-
lated to the trends in total domestic saving. It is true
that among the countries where the level of total saving
has deeIined or has barely changed, the level of govern-
ment saving also has usually diminished. But in some
countries, such as Japan and the Netherlands, which
have experienced substantial increases in total saving,
a relative contraction in government saving has also
taken place; and among other such countries, changes
in the level of government saving have usually been
small. It is even more striking 'that almost all the coun-
tries which have experienced a decline or no significant
change in the level of enterprise saving have been
among those recording a rise in the level of total
domestic saving.

The divergent trends in the level of household saving
as a percentage of gross domestic product have, in the
main, reflected changes in the proportion of household
disposable income that is saved (see table 1-17). House-
hold disposable income as a percentage of gross domes-
tic product has changed but little in most countries. The
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Table 1-16.  Change in Level of Domestic Saving, by Sector, 1950-!954 to 1955-1959

(Percentage of gross domestic product)

Gross            General
Country                             domestic         governmenl        Enterprise         Household

saving              saving              savzng              saving

Austria  .................................  5.5           0.4         - 1.0

Belgium,.  ...............................  3.8           0.6           0.6

Japan  ..................................  3.8         - t. 1           3.8
Netherlands  .............................  3.5         -4.0           --
Germany (Federal Republic)  ...............  3.5           1.4         --0.7

United Kingdom  .........................  2.7           0.5           0.5

Norway  .................................  1.3           0.i         --0.3

France  ..................................  1.2           0.3         -- 1.0
Finland  .................................  0.6         - 2.3

Denmark°..  ..............................  0.6       1.0       b:8
Sweden  .................................  0.3           0.7         -- 1.7

United States  ............................  0.3        -0.5          0.8
--1.2          1.3
--i.0          3.0

--0.3          0.1

Canada  .................................  --0.5

Australia  ................................  - 2. I

New Zealand  .............................  --2.6

6.1
2.6
1.1
7.5
2.7
1.7
1.5
1.9

-11 
1.3

-0.1

-0.5
-4.1

-2.4

Source: See table 1-1.
Change from 1950-1954 to 1955-1958.

share of saving in income, however, rose between 1950-
1954 and 1955-1959 by as much as 1!.1 per cent in the
Netherlands and 8.4 per cent in Austria, and in several
other countries it increased by amounts varying from
about 2 to 4 per cent. On the other hand, its share de-
clined in Australia, Canada, Denmark and New Zealand

by sums ranging up to about 5 per cent. Only in the
United States did the share of saving in disposable
income remain fairly constant.

The most important single factor accounting for these
changes in the proportion of income set aside as saving

has been the differences among countries in the rate of
growth in real per capita disposable income. Attention
has already been called to the influence of this factor
in explaining inter-country differences in levels of
household saving. There, it was mentioned as one among
several reasons, but in relation to relative trends in
saving, it has been of much more decisive importance.
This can be clearly seen from chart 1-7, which compares
the changes in the share of household saving in disposa-
ble income witth the rates of change in real per capita
disposable income. For example, in such rapidly grow-
ing countries as Austria and the Netherlands, saving as

Table 1-17.  Changes in Levels of Household Saving, Household Disposable Income
and Income from Property and Entrepreneurship, 1950-1954 to 1955-1959

(Percentage)

Counlry

Change in      Change in             Household saving             Change in, income
household      disposable              as percenlage of             from property and
saving         income               disposable income            entrepreneurship
(as percenlage of gross                                           as percentage of

domestic product)               Levelÿ         Change         household income

Netherlands  .................  7.5

Austria  .....................  6.1

Germany (Federal Republic)...     2.7
Belgiumb  ...................  2.6

France  .....................  1.9
United Kingdom  .............  1.7

Norway  ....................  1.5
Sweden  ....................  1.3

Japan  ......................  1.1
United States  ................  - 0.1

Canada  .....................  - 0.5
Denmarkb  ..................  - 1.2

New Zealand  ................  -2.4
Australia  ...................  - 4.1

3.2          0.8       11.1          -1.4
0.2                     3.9                8.4                     -2.6

0.6                   10.0                3.9                     -2.2
--0.4          8.6        3.3          --0.8

1.2                     3.6                2.6                     --3.7
--          I.I        2.4          --1.8

--1.4          8.1        2.4          --2.9
--i.i          5.4        2.1          --3.5

--0.6         14.3        1.8          --6.0
--0.2          7.6        0.1          --2.2
--0.9          7.7      --0.7          --4.7
--2.9          9.8      --1.2          --3.0

--                  12.0             --3.3                     --4.8
--2.1         16.3      --5.2          --5.6

Source: See table 1-1.
This column shows the level of household sav-

ing as a percentage of household disposable income

in 1950-1954, and not, as other columns, the
change in level between the two periods.

b Change from 1950-1954 to 1955-1958.



36                                         PART ÿ.  SAVXNG FOR ECONOMIC GROWTH: ITS SOURCES AND TRENDS

a proportion of income has increased, whereas in such

countries as Australia and New Zealand the absence of
an upward trend in per capita real income has been
accompanied by a decline in the share of saving in
income. This relationship, it may be noted, is quite
consistent with the fact that in some countries, such as

the United States, the share of saving in income has

exhibited a remarkably stable trend over long periods
of time despite long-term growth in rea! income. For,
when the rate of increase in real income has been rela-

tively moderate, its effect on saving behaviour has
tended to be neutralized by the steady advance in con-
sumption levels. But when the rate of increase in real
income has been rapid--as it has in a number of coun-

Chart 1-7.  Relationship between Average Annual
Rate of Change in Real Disposable Income per
Capita and Change in Level of Household Saving,
1950-1954 to 1955-1959
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tries during the last decade or so there has been room
for an increase in the share of saving concurrently with
a continuing improvement in the standard of living.

It is obvious, however, that differences among coun-

tries in the degree to which the share of saving in income
has changed are not wholly ascribable to rates of change
in real income. And this is not too surprising since, after
all, there are limits to the amount which most people are
willing to save no matter how high the rate of growth in
their income. Thus, in a country where the initial level
of saving was already quite high, it would be expected
that further increases would be modest, even if income
rose rapidly. But if the initial level were low, a fast
pace of advance in income might raise the level substan-
tially. The initial share of saving in disposable income
which obtained in 1950-1954 and the change in its share
from that time to 1955-!959 are compared in chart 1-3;
and it is clear that there is stone correspondence. The
differences among countries in the initial level of saving
may thus largely explain why some countries deviated
from the average experience illustrated in chart 1-7. In
the Netherlands and the United Kingdom, for example,
the extremely low levels of saving in the initial period
appear to have contributed towards bringing about com-
paratively large increases in the share of saving in
income relative to the growth of real income. Conversely,
changes in the share of saving in the Federal Republic
of Germany and Japan have been influenced by the
relatively high levels of saving in the initial period.

below that level. Furthermore, though wage earners as
a group had dis-saved at the beginning of the period,
they had begun to contribute to total saving by the
middle of the period.ÿ° Similarly, in the Federal Re-
public of Germany, the saving out of "mass incomes''2ÿ

amounted to only about 3 to 4 per cent at the beginning
of the nineteen fifties but has reached 8 to 9 per cent in
more recent yearsY2 Such increases in saving among the

lower income groups probably reflects the growth of
real wages beyond the socially accepted minimum levels.
Once a certain wage-level has been reached, new patterns

of consumption become possible and the motives for
saving are strengthened by such things as the desire to
own a home or to purchase a car or some major appli-

ances. This effect on saving may have been especially
marked in countries such as Austria, the Federal Re-
public of Germany, Japan and the Netherlands, where
the absolute level of real income of the great mass of
the population is still relatively low.23

It is of particular interest to note that the increases
in household saving have been achieved despite a gen-
eral decline in the relative share of income derived from
property and entrepreneurship in total personal income.
it is true that, as shown in chart 1-9, changes in the
share of saving in income have been fairly closely as-
sociated with changes in the share of income derived
from property and entrepreneurship. Tile greatest in-
creases in saving have tended to take place in countries
where the proportion of income from property and
entrepreneurship has declined least. For instance, in the
Netherlands, where the decline in the share of the latter
has been much less than that in France, the increase of
the share of saving has tended to be greater. But the
mere fact that the distribution of income has not changed
in the direction which normally contributes to an in-
crease in saving would suggest that the increases in
saving have not reflected the saving behaviour of high-
incmne classes alone. In other words, the increases have

probably occurred throughout a broad band of income
levels.

Changes in the level of both government and enter-
prise saving have, as noted earlier, generally been much
less important in accounting for the divergent trends in
total domestic saving. Among such countries as Aus-

tralia, Canada, New Zealand and the United States,
where the total domestic saving declined or barely
changed between 1950-1954 and 1955-1959, the level
of government saving as a percentage of gross domestic
product also fell in varying degree (see table 1-18).
On the other hand, in most of the countries where total
saving rose, government saving either changed little or
contracted quite substantially. The Federal Republic of
Germany was a major exception; here an increase in the
level of government saving contributed substantially to
the rising level of total saving.

The general absence of an upward trend in the saving
of general government has been partly related to the
lack of a marked trend in the growth of government
investment. Although government investment has tended
t6 rise somewhat in relation to total output since 1950,
none of the increases has been sizable.24 Consequently,

governments have not generally regarded it as necessary
to raise the rate of government saving. At the same time,

the tendency for government income to increase auto-

matically in a growing economy has often been offset

While lack of data on saving by income group makes
it impossible to verify this hypothesis conclusively, the
available evidence supports it. Thus, in the United
Kingdom, sample surveys have shown that, while dis-
saving had occurred in income groups well above the
mean income level at the beginning of the nineteen fif-
ties, by the middle of the decade it was confined to groups

20 See M. F. Erritt and F. L. Nieholson, op. cit.
21 Net wages and salaries and government transfers.
22 See Deutsche Bundesbank, Monthly Report, vol. 12, No. 9

(Frankfurt).
2a The relative influence of the three variables discussed above

on the trends in household saving can be estimated by the method
of correlation analysis. The partial correlation coefficients be-
tween the changes in the share of saving in income and the
changes in the three variables are as follows: per capita real
disposable income, 0.84; the initial level of household saving,
-0.64; and income from property and entrepreneurship, 0.50;
the multiple correlation coefficient is 0.93; this is to say that the
influence of these variables, taken together, has accounted for
about 86 per cent of the changes in the level of household saving.

24 See United Nations, World Economic Survey, 1959, pages
42 to 48.
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Table 1-18.  Changes in Levels of General Govern-
ment Saving, Disposable Income and Consump-
tion, 1950-1954 to 1955-1959

(Percentage of gross domestic product)

Gross    Disposable  Consamp-
Country                  savingÿ     incomeS       lion

Germany (Federal Republic), .   1.4       0.1     - 1,3
Denmarkb  ..................  1.0       2.3       1.3

Sweden  ....................  0.7       2.9       2.2
Belgiumb  .................  0.6       0.1     -0.5
United Kingdom  ............  0.5    - 0.9    - 1.4

Austria  ....................  0.4      0.8      0.4
France  ....................  0.3      0.3       --

Norway  ....................  0.!      !.!      1.1
New Zealand  ...............  -0.3    -0.2      0.1

United States  ...........  .  ....  -0.5    -0.1      0.4
Australia  ..................  - 1.0    - 1.1    - 0.1

Japan  .....................  -1.1     -2.0     -0.9

Canada  ....................  - 1.2     -0.7       0.5

Finland  ....................  -2.3    -O.7      1.7
Netherlands  ................  -4.0    --3.3      0.8

creased in almost every country, reflecting the post-war
movement towards provision of more adequate social
security coverage. The increases have been particularly
marked in some countries where coverage at the outset
of the period was rather limited. Transfers, however,
have represented only a part of total social welfare
expenditure, and in some countries, such as the Scan-

dinavian countries, the expansion in direct provision of
social services has also resulted in an increase in govern-
ment current consumption expenditure.

Source: See table 1-1.
a Including depredation where data are available.
b Change from 1950-1954 to 1955-1958.

by tax reductions in response to popular pressures and
by the expansion of government current expenditure.

Government disposable income, as may be seen from
table 1-19, increased substantially between 1950-I954
and 1955-1959 only in Austria, Denmark, Norway and
Sweden. Elsewhere it showed no significant change or it
declined; the decline was particularly large in the
Netherlands. These differing trends have been influenced
by changes both in government net transfers to the
private sector and in tax revenues. Transfers have in-

Since transfers have risen everywhere, differences in
trends in disposable income have been largely dependent
upon the rates of growth in tax revenue relative to out-
put. But the behaviour of revenue from the various
taxes has differed greatly. In most countries, revenue
from household taxes has risen mainly as a result of
increases in the rate and coverage of social security
contributions; other household taxes have in fact been
reduced somewhat in many countries. In Australia and
Japan, the reduction in personal tax rates has been espe-
cially important. In some eases, however, as in the Scan-

dinavian countries and the United States, the increase in
revenue from other household taxes appears largely to
have been the outcome simply of the rising levels of
individual money incomes; at higher levels of money
income, the effective rate of personal income tax rises,
even though statutory rates remain unchanged, In con-

trast, revenue from direct taxes on corporate incomes

has generally tended to decline because of deliberate
government action. Generally, the excess profit taxes im-

posed during the Korean boom have been abolished and
more liberal tax provisions, such as the introduction
of greater flexibility in depredation allowances, have

Table 1-19. Changes in Levels of Government Disposable Income and Components of Income and
Expenditure, 1950-1954 to 1955-1959

(Percentage of gross domestic product)

Country

Disposable              Direcl taxes             Indirect                                 Consumption of'government
income of                                     lazes         Net        Other
govern-                  House-   Corpora-       minus       transfersb      incomeÿ
menlÿ        Total    hold       lion       subsidies                                 Total    Civil    Defence

Sweden  .................  2.9      3.0    2.9
Denmarkÿ.  ....  7  .........  2.3      1.2    1.3

Norway  .................  1.1      1.6    3.1
Austria  .................  0.8    -0.1  -0.1

France  ..................  0.3      1.5    1..1
Germany (Federal Republic)    0.1       0.7    0.7
Belgium°.  ...............  0.!    - 0.1    0.1
United States  ............  -0.1      0.3    1.2

-0.7  -0.4
--0.4    0.6

New Zealand  ............  -0.2

Canada  .................  - 0.7
Finland  .................  - 0.7
United Kingdom  .........  -0.9   -'lÿi  i)ÿi

Australia  ................  -1.1    -2.0  --2.1

Japan  ...................  -2.0    -1.!  -1.2

Netherlands  .............  -3.3      0.6    1.4

0.1      1.3      -1.7      0.3      2.2    1.9      0.3
--0.1      1.8     -1.0      0.3      1.3    1.0      0.3
-1.5            0.9             -1.4             --            1.1        1.3         -0.2

--            1.8             -1.3            0.4            0.4        0.9        --0.5
0.4      0.I      --1.2    --0.i      --
--   -0.1    -0.9    0.4   -1.3  ÿ3   -'1ÿ6

--0.2      --        0.3    --0.1    --0.5  --0.1    --0.4
--0.9      0.3      --0.8      0.1      0.4    1.1    --0.7

--0.3      0.4      --0.2      0.3      0.i    0.4    --0.3
--I.0      0.5      --1.2      0.4      0.5    1.3    --0,8

--0.9    --1.7                 1.2      1.7    ..,
--1.2   --0.2    --bÿ5    1.0   --1.4   --   --Iÿ4

0.1      1.2      --0.6      0.3    --0.1    0.7    -0.8
0.1      0.3      --1.0    --0.2    --0.9  -0.4    --0.5

--0.8    --2.5      --1.8      0.4      0.8    1.1    --0.3

Source: See table 1-1.
a Including. depreciation where data are available.
b Changes m net transfers are shown with a reversal of sign

as a deduction from government income, so that a minus sign
indicates an increase in net transfers, and conversely.

Change from 1950-1954 to 1955-1958.
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been provided. The declines in revenue from corporate
taxes as compared to total output have been especially
marked in countries with relatively high levels of rev-
enue from corporate taxes, such as Canada, the United
Kingdom and the United States.

saving because of a relative decline in total consumption
expenditure.

Because of the differing trends in revenue from house-
hold and corporate taxes, it is not surprising that clear
trends in total direct tax revenue have been lacking.
On the whole, changes in revenue from household taxes
have been dominant. This is especially evident in the
instances where total revenue from direct taxes has risen.

In some instances where total direct tax revenue has
declined, changes in revenue from corporate taxes have
also been important.

No Iess than government saving, changes in the level
of enterprise saving have shown little or no systematic
relationship with trends in total domestic saving. Among
the countries which have experienced increases in do-
mestic saving, the contribution of enterprise saving has
been of crucial importance only in Japan.2ÿ But among
countries where total domestic saving as a percentage
of gross domestic product has declined or remained
roughly the same, enterprise saving has generally in-
creased, thus offsetting in part the unfavourable trend
in saving of other domestic sectors.

It is noteworthy that most industrial countries have
experienced increases during the period in revenue from
indirect taxes relative to output. This has been partly
due to the fact that, from time to time in recent years,
many governments have attempted to employ higher
indirect taxes to restrain excess domestic demand. In
;ome cases, the shifts in the pattern of consumption
towards durables and luxury items which are more
heavily taxed have also been a contributing factor. The
Netherlands is the only major exception to this general
trend; there, the Government, as part of its general
economic policy, has reduced indirect taxes and raised
subsidies in an effort to curb wage demands.

As to the trends in government consumption, defence
expenditure as a proportion of gross product has gener-
ally declined from the very high levels reached during
the Korean boom. Such declines have been particularly
noticeable in the Federal Republic of Germany and the
United Kingdom; in the former case, the decline has
reflected a reduction in the share of occupation costs
borne by the Federal Republic. ttowever, the relative
contraction in defence expenditure has generally been
insuÿiieient to offset the rising trend in government civil
expenditure, and total consumption has risen; the Fed-
eral Republic of Germany, Japan and the United King-
dom, however, have been major exceptions. The higher
levels of civil expenditure, as indicated earlier, have
been partly the outcome of increased social welfare
benefits.

It is clear from the preceding discussion that no single
factor has dominated the saving experience of govern-
ments in individual countries. While in the more im-
portant instances of a decline in the level of government
saving, as in Australia, Canada, Japan and the Nether-
lands, a reduction in disposable income has been the
dominant factor, experience with regard to increases in
the level has been more varied. In Denmark and Sweden
the rise in disposable income has been more than enough
to offset the upward trend in government consumption,
but in the Federal Republic of Germany, in spite of a
stable income in relation to gross product, the Govern-
ment has been able to achieve the largest increase in

Changes in the level of enterprise saving have, in the
main, reflected changes in saving of corporations. This
correspondence between movements in enterprise and

corporate saving is quite evident for the few countries
for which data are available (see table ]-20). The in-
creases in corporate gross saving in many countries have

been accompanied by an upward trend in depreciation
charges, as depreciation allowances for tax purposes
have been made progressively more liberal in recent
years. Increases in corporate depreciation charges have
been particularly marked in Australia, Canada, Japan,
the United Kingdom and the United States and have
thus played a dominant role in the trends of their
corporate gross saving.

TaMe 1-20.  Changes in Levels of Enterprise and
Corporate Saving, 1950-1954 to 1955-1959

(Percentage of gross domestic product)

Enterprise   Corporate   Corporate
Coantry                     gross         gross          net

saving       saving       saving

Japan  .....................  3.8       2.8a      0.7
Australia  ...................  3.0                0.8

Canada  ....................  1.3       1ÿ2     -0.1
United States  ...............  0.8      0.7b   -0.5

United Kingdom  ............  0.5      1.2      0.2
New Zealand  ...............  0.1       . . .     - 1.0

Norway  ...................  --0.3       . ..     - 1.6

Germany (Federal Republic) . . -0.7                 0.2
France  ....................  -1.0   -017   -0.l

Source: See table 1-1.
Change from 195L1954 to 1955-1959; including deprecia-

tion of government enterprises.
b Not including depreciation of public corporations.

]n most countries, the level of corporate net saving
has remained practically unchanged in relation to gross
product. However, as shown in table 1-21, trends in
corporate net saving in relation to corporate income
before taxes have differed widely among countries. The
combined effect of changes in corporate direct taxes

25 Apart from other factors influencing the changes in enter-
prise saving in individual countries, the exceptional experience
of Japan in this respect has been partly due to its much larger
unincorporated enterprise sector, whose depreciation charges by
statistical convention are included here.
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and dividend payments on trends in corporate net saving
is evident. Corporate direct taxes have been reduced in
relation to corporate income in almost all the countries,
mainly as a result of the removal or reduction of excess
profits taxes imposed during the Korean boom. France
has been the major exception where corporate taxes
have risen substantially from a relatively low initial
level. In contrast to the trend in taxes, there has been a
marked upward trend in dividend payments by corpora-
tions, except in France. This factor has accounted for
the decline in corporate saving in relation to corporate
income in Japan, New Zealand, Norway and the United
States ; in countries such as Canada, the Federal Republic
of Germany, Finland and the United Kingdom, however,
large reductions in taxes have enabled corporations to
increase net saving as well as dividend payments.

It is clear from the foregoing that neither enterprise
saving nor government saving has generally been nearly
as important as household saving in accounting for
changes in the level of domestic saving. And since, as
noted earlier, it has been the changes in domestic sav-
ing which have dominated the trends in the total supply
of saving absorbed in domestic investment, the changes
in the saving behaviour of households have clearly been
of considerable importance.

In some countries, however, where there has been an

upward trend in saving levels, not all of the increase in
domestic saving has been absorbed in domestic invest-
ment. Some part has reflected an improvement in the
external balance. And in other countries, the total sup-
ply of saving for domestic investment has been aug-
mented by drawing on foreign saving. As noted earlier,
while the inter-country differences in the level of total
saving have been little influenced by differences in the
level of foreign saving, changes in foreign saving have
been much more significant in relation to the changes
in total saving.

The changes in foreign saving which countries have
experienced are the counterpart of the trends in their
balances of payments on current account. For a number

of industrial countries, substantial increases in exports
of goods and services, together with more favourable
terms of trade, resulted in improvements in the external
balance during the nineteen fifties (see table 1-22).
Outstanding examples are Austria and the Federal Re-
public of Germany. Improvements in external balances,
it will be noted, have occurred no less in some coun-

tries which have drawn on foreign saving during the
nineteen fifties as a whole than in other countries which
have been suppliers of foreign saving.

By contrast, in some of the primary exporting coun-

tries, notably Canada and New Zealand, the increased
dependence upon foreign saving has been influenced by
the decline in exports from the peak levels achieved
during the Korean boom. In Australia, although the de-
cline in exports has been striking, it has been more than
offset by an even sharper decline in imports.

The changes in foreign saving have necessarily been
matched by identical changes in foreign exchange re-
serves, short-term assets and long-term capital flows,

when taken together. It will be recalled that in the early
nineteen fifties, most industrial countries of western
Europe were net recipients of official capital, largely in
the form of grants. But this flow has been almost com-
pletely reversed in recent years. As may be seen from
table 1-22, only a few countries, such as Finland and
the United States, have experienced a decline in the out-
flow of official capital as a percentage of gross domestic
product. In Finland, this decline has denoted the end
of reparation payments, while in the United States it
has been indicative of the stabilization of foreign aid
at a somewhat lower rate in relation to output than that
in the early nineteen fifties. In a number of countries,
such as Australia, Austria, Denmark, Italy and Norway,

Table 1-21.  Changes in Levels of Corporate Income, and its Uses,"
1950-1954 to 1955-1959

Corporate income               Direct                                  Net
before taxes                 taxes          Dividendsb          saving

Coantry                   (percentage of gross                   (percentage of corporate income
domestic product)                           before taxes)

Japan  ...............................  0.9
Germany (Federal Republic)  ...........  0.9
Australia  ............................  0.7

France  ..............................  0.1
Finland  .............................  -0.6
New Zealand  ........................  - 0.9

Canada  .............................  - 1.0

United Kingdom  .....................  - 1.0
United States  ........................  - 1.3

Norway  .............................  - 3.0

-2.4      2.9     -O.5

-9.1       5.2       3.9
-1.7          1.3          0.4

5.6        -3.9        --1.7

-7.9          3.9          3.9
1.1       4.2      -5.4

-5.4          1.1          4.3
--6.2       1.5      4.7
--2.6          4.8        --2.2

--1.1          3.1        --2.0

Source: See table 1.1.
The corporate sector includes private and pub-

lie corporations, except for Australia, Japan and
the United States, where it includes private cor-
porations only, owing to lack of comprehensive

data on public corporations. Corporate income is
after inventory valuation adjustment wherever
data are available.

b Including corporate transfer payments.
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Table 1-22.  Changes in Levels of Foreign Saving, Long-term Capital and Grants,
1950-1954 to 1955-1959

(Percentage of gross domestic product)

E:rports         Imporls
of goods        of goods        Foreign            Long-lerm capilal and grants

Group and counlrya                  and             and            saving
services        services                          Total      Privale     Official

Suppliers or foreign saving
Germany (Federal Republic)..     6.8
Japan  .....................  - 0.3
Finland  ....................  - 0.7
Netherlands  ................  1.5

Sweden  ....................  -0.3
United States  ...............  0.3

United Kingdom  ............  0.1

Belgiumb  ...................  4.5
France  ....................  - 1.1

5.0             --1.8               --1.8         --0.2         -1.6

1.0        1.3       --0.9    --0.1    --0.8

0.3        1.0         1.3      --      1.3
1.i       --0.4        --2.1    --0.3    --1.9

0.9                 1.2                  0.2             --            0.2
0.3                  --                  0.2         --0.1            0.3
--      -0.1       -0.7      --    -0.8
2.3      -2,2       -0.6    -0.6      --

-0.8        0.3  .........

Users o f foreign saving
Norway  ....................  1.6
Austria  ....................  7.2

Australia  ...................  -4.9

Italy  ......................  2.6
Canada  ....................  -- 2.3

Denmarkb  ..................  3.0
New Zealand  ...............  -4.9

0.4      --1.2       -0.8      1.8    -2.5
4.8      -2.4       --3.0      0,6    --3.7

--5.1             -0.2               --0.1            0.2         --0.3

0.8      --1.8       --0.3      0.7    --1.0

--0.2         2.1          0.4      0.6    --0.2
0.8             --2.2               -0.9            0.2         --1.1

--3.3        1.6         0.4      --      0.4

Source: See table 1-14.
Note: For a definition of foreign saving, see table

1-2 and page 20. A positive change in foreign saving
denotes a greater increase in imports of goods and
services than in exports, or a smaller decline in
imports than in exports.  Similarly, a positive
change in long-term capital and donations denotes
an increase in the inflow, or a decrease in the out-
flow. Data do not necessarily add to totals because

of rounding.
Countries  in  each  group  are  arranged  in

descending order of the absolute magnitude of
foreign saving as a percentage of gross domestic
roduct in i950-1954, except for France and New
ealand where foreign saving in 1950-1954 was,

respectively, 0.1 and  -0.1 per cent of gross
domestic product.

b Change from 1950-1954 to 1955-1958.

the decline in the inflow of official capital has been
partly offset by an increased inflow of private long-term
capital.

FLUCTUATIONS  IN  SAVING

Since high levels of economic activity have generally'
been sustained during the post-war years, the prevail-
ing problem in most industrial countries has been how
sufficient saving might be generated to realize a high
level of investment. In some countries, this problem has
been complicated by recurrent balance of payments
difficulties reflecting excessive reliance on foreign sav-
ing. Recessionary lapses in the upward trend of eco-
nomic activity have, however, by no means been absent.

And in a recessionary situation, the problem has ceased
to be one of releasing sufficient resources from con-

sumption to meet investment requirement, and has be-
come one of raising the general level of effective
demand. If, however, the saving behaviour of the com-
munity is not adapted to the changed economic situa-
tion, a pattern of behaviour that makes possible the
realization of a high level of investment when economic
conditions are buoyant may tend to aggravate a reces-
sionary situation. In fact, of course, saving behaviour
in the private sectors of industrial countries does change
in response to variations in general economic activity,
though, as seen below, it has not always been adjusted

in a direction that would exert a contra-cyclieal influ-
ence on activity. More important, the saving behaviour
of government has usually served, within the context of
general economic policy, as a counter-cyclical instru-

ment.

It is true that post-war cyclical fluctuations in the
industrial countries have been relatively mild and re-
cessions have, on the whole, been minor and short-lived.

Yet hardly a single country in the group has escaped
recessionary tendencies at one time or another. In the

western European countries and Oceania, the recession

in 1952 was largely an inventory readjustment follow-
ing the collapse of the Korean boom. In North America,
where curtailment of defence expenditure occurred at
a much later date, the recession did not occur until
1953/54. Following a period of continued expansion in
the mid-nineteen fifties, many western European coun-

tries again experienced a set-back in growth around
1958. In the ease of the United Kingdom, however, the
slackening in economic activity began as far back as
1955 and lasted for almost three full years. In Canada
and the United States, the recession of 1957/58 was
more prolonged than in most other countries of the
group ; in these countries full recovery had not yet been
achieved when another recession set in.

The behaviour of the three broad components of
domestic saving and of foreign saving has exhibited
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Chart 1-10 (continued)
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marked fluctuations over the course of the cycle in all
countries, and divergent patterns of experience have
often emerged among countries (see chart 1-10). Of
particular interest, however, is the behaviour of gov-
ernment saving, since it is the source of saving which
is most immediately related to anti-cyclical policy.

In most countries, fluctuations in government saving
have exhibited a contra-cyclical pattern, tending to rise
and fall in consonance with the oscillations in general
economic activity. This has mainly arisen from the fact
that, under the present fiscal systems in industrial coun-
tries, tax revenue and net transfer payments to the

private sector tend to vary automatically in response
to changes in domestic economic activity (see chart
1-1I). For example, during the recession in 1952, sev-

eral governments experienced a reduction in tax revenue

and an increase in transfer payments; and the conse-

quent declines in government saving exerted a stabiliz-
ing effect upon the domestic economies. Such an effect
was especially noticeable in Belgium, Canada and the
United States, where the recession was relatively more
severe. In the United States, furthermore, changes in
government tax revenue have been particularly sensi-

tive to those in economic conditions, although the gov-
ernment sector itself may not be as large as in some

western European countries. This is partly attributable
to Lhe higher share of corporate taxes in government
income in the United States, since such taxes have been
especially sensitive to cyclical fluctuations. In addition,
the practice of the quarterly assessment of corporate
taxes has eliminated much of the lag between changes
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Chart 1-11. Annual Fluctuations in Disposable Income and Consumption
of General Government, 1950-1959

(Percentage of gross domestic product)
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Chart 1-11 (continued)
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Chart 1-11 (continued)
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in income and changes in tax payments. By contrast,
in many western European countries, this lag has
amounted to as much as one or two years, although
recent tax reforms in a number of countries, in adopt-

ing a pay-as-you-go basis for tax payments, have gen-

erally tended to reduce the lapse of time.

In addition to automatic changes in tax revenue over
the cycle, changes in transfer payments have also played
an important role in the cyclical behaviour of govern-
ment saving. This has been especially true where changes
in the level of unemployment have been significant, as
in the United States, since unemployment compensa-
tion is the most variable component of transfer pay-
ments. In most western European countries, however, a

much larger proportion of government transfers, as
compared with the United States, has been in the form
of family allowances and pensions; and any changes
in their levels have not been related to variations in
current economic conditions.

European countries experienced declines in the level of
government saving; the declines, however, were sig-

nificantly magnified by increased levels of defence
expenditure, which were not an outcome of deliberate
contra-eyelical policy. In a number of countries the
falling trends in government income were even arrested
by increases in taxes which had been imposed during
the height of the Korean boom. The behaviour of gov-
ernment saving in the United States during 1953/54,
was also affected by special influences. In spite of the
automatic decline of government disposable income in
the recession, government activity exerted, on balance,

a eontractionary influence on the economy because of
an even sharper reduction in defence expenditure.

In actual experience, however, the effect of automatic
changes in income on government saving during a re-

cession has often been strengthened or offset by other
influences. During the recession of 1952, most western

In recent years, however, governments, instead of

relying exclusively upon the operation of the automatic
stabilizers, have increasingly made use of additional
measures to hasten the desired changes in government
saving. Thus, although the recession in 1958 was more
moderate than the  previous recession,  government

eontra-cyclical policies generally were more vigorous
and comprehensive. Measures to reduce taxes, for ex-

ample were used in such countries as Australia° Austria,
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Norway and Sweden. While in some instances the re-
duction was designed to lower total tax revenue, the
choice of the kind of taxes generally had the effect of
stimulating the economy at selected points. In some
cases, as in Denmark, where recessionary tendencies

occurred in I957, tax relief to stimulate investment was
accompanied by increases in indirect taxes to restrain
consumption.

Deliberate tax relief to counteract recessionary ten-

dencies has, however, important limitations. Many gov-

ernments have been rather reluctant to reduce taxes for

fear that the necessary upward readjustment during
the subsequent recovery would prove too difficult. At-
tempts to increase government consumption during re-

cessions have also faced limitations. Once an increase

has been effected, subsequent reductions may prove to
be difficult. Furthermore, the impact of many of the
measures designed to vary government saving has
necessarily been somewhat delayed, partly because of
the administrative complexities involved in their im-
plementation ; and sometimes, economic conditions have
changed more rapidly than could be foreseen when pol-
icy was formulated. For instance, even in the Nether-

lands, where anti-cyclical policy has been vigorously
pursued, the acceleration of tax collection, introduced
in 1951, had a major impact on government saving in
the following year when there was a recession, and most
other expansionary measures introduced to combat t}m
recession did not take effect until 1953. Again, m
France, the sharp rise in government saving in 1958
was the result of longer-term fiscal reformsY6

erally constituted a relatively small percentage of cor-
porate income has partly made this possible; but also,
corporate liquidity in many countries, despite a down-
ward trend in the post-war years, has generally been
high in times of recession. The operation of these factors
has been clearly observable, for example, in the recent
experience of the United States, where sharp dips in
corporate saving have periodically occurred; thus, be-
tween the first quarters of 1957 and 1958, corporate net
saving, seasonally adjusted, declined from an annual
rate of $11.1 billion to a low level of $3.6 billion.

Unlike both government and corporate saving, the
behaviour of household saving during post-war reces-
sions appears to have been highly uncertain. In the
United States, household saving as a percentage of gross
domestic product has been remarkably stable during
most of the period under review. In so far as fluctuations
have tended to be much smaller in household disposable
income than in total output, the stability in this per-
centage during recessions has been indicative of a decline
in the share of household saving in household disposable
income. However, it appears that during the 1960
recession, the share of household saving in disposable
income tended to rise; this probably reflected uncer-
tainty about the outlook for an improvement in employ-
ment opportunities.

While changes in the level of government saving are,
in some degree, a matter of deliberate decision, the short-
term variations in corporate saving are much more the

economic consequence of the oscillations in the general
level of activity. It is not surprising, therefore, that the
behaviour of corporate saving is more closely correlated
with fluctuations in activity than is that of government
saving. But this is not only because corporate income
has been particularly sensitive to variations in the gen-
eral level of economic activity; there has also .been a
strong tendency for corporations to maintain dividends
in times of temporary declines in income (see chart
1-12). The fact that dividend disbursements have gen-

26 The present discussion centres on the role of saving as a
stabilizer. In a comprehensive analysis of the stabilizing opera-
tions of the government, government investment programmes
and monetary policies should also be considered. Although major
expenditures usually require legislative approval, governments
have often been able to vary the rate of expenditure or commit-
ment of money already appropriated. In some countries, such as
Austria, Norway and Sweden, explicit provision has been made
for the Government to increase investment expenditure during
a recession. In the United Kingdom, in order to strengthen its
anti-cyclical policy, the Government has recently sought power
to vary certain taxes within specified ranges by administrative
order. For fuller discussion of fiscal and monetary policies, see
United Nations, Economic Survey o] Europe in 1959 (Sales No. :
60.II.E.1), chapter VI; United Nations, World Economic Survey,
1957 (Sales No.: 58.II.C.1), chapter 1; Organisation for Euro-
pean Economic Co-operation, Europe and the F/orld Economy
(Paris, 1960).

In contrast to the experience of the United States,
there has been no tendency for household saving in
relation to gross domestic product to remain stable over
time in most other industrial countries. Nor has there
been a consistent pattern of behaviour during the course
of the cycle,sÿ Thus, during the 1952 recession, house-
hold saving as a percentage of gross domestic product
did not decline in all countries. To some extent the lack
of uniform behaviour in household saving among coun-
tries reflected different reactions to the collapse of the
Korean boom. In some western European countries,

the increases in the level of household saving marked the
end of the speculative buying that occurred during the
Korean boom. In the Netherlands and the United King-
dom, the increases were also prompted by the abnorm-
ally low levels of saving in the early post-war years. In
Australia, household saving rose partly as a result of
the restrictions on imports of consumer goods imposed
prior to the recession. The absence of any uniform be-
haviour in household saving was again noticeable dur-
ing the recession in 1958, although the general economic
situation was far more normal than in 1952.

The differences among countries in the behaviour of
household saving have also been influenced by the
differing timing of purchases of consumer durables.
Changes in these purchases have been highly volatile

27 There is some evidence that saving of unincorporated enter-
prise, which is included in household saving, has behaved in a
similar way to corporate saving. The cyclical pattern of saving
of farmers has, however, been complicated by the lack of corre-
spondence between variations in agricultural and general eco-
nomic activity.
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Chart 1-12.  Annual Fluctuations in Uses of Corporate Income, 1950-1959

(Percentage of corporate income before taxes)

50

A0

30

20

10

O

--             United Kingdom 6O

50

40

30

20

1o

o

-  /\          Canada
/ \
/   \

w ÿ___A  L__A

60

50

40

30

2O

10

0

Australia

50   i

4o[--

30

20

10

New Zealand

60 ÿ-              United States

L
40-

20

10-

o    m   i   I   f   I   I   I   t   I
1950      51        52        53        54        55       56        57        58        59

60

50

4O

30

20

10 jÿ.ÿ-ÿ  .........  .ÿoÿ        ÿoÿ              ÿQÿ

!  I  !  I  !  I  [  I _2
1950      51        52        53        54        55       56        57        58       59

(Chart continued on following page)



50                                                                                                         })ART  ÿ.      SAVING  FOR  ECONOMIC  GROWTH:   ITS  SOURCES  AND  TRENDS

Chart 1-12 (continued)
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1

and a reduction in the purchase of durables in periods
of recession has often been suflieient to increase house-
hold saving. Furthermore, in countries where hire-
purchase credit has financed a significant portion of
these purchases, contractual repayments have tended to
raise the level of household saving during a recession.

In comparison to the other components of savingÿ
foreign saving or, in other words, the balance of pay-
ments on current account has usually shown particularly
violent fluctuations. This reflects the high degree of sensi-
tivity of the foreign balance to changes in domestic de-
mand° During the 1952 recession, the common experi-
ence was an improvement in the balance. While exports
tended to rise, imports tended to fall as a result of the
slackening domestic demand. The change from an im-
port surplus to an export surplus, which was particularly
noticeable in Australia, Belgium, Denmark, the Nether-
lands and tile United Kingdom during this periodÿ had a

stimulating effect on domestic demand and counteracted
recessionary tendencies in the domestic economy. A simi-

lar improvement in the foreign balance was again experi-
enced bymost countries during the 1958 recession. The
United States was perhaps the one major exception to
this experience since foreign trade is not only less im-
portant in its economy but has often been subjected to
the influence of special factorsÿ such as the Suez crisis.
Moreover, its foreign balance has been considerably
affected by autonomous movements in government
grants and private investment abroad.2s

For some countries, howeverÿ the role of foreign
saving has been even more important in expansionary,

2s It may be noted that because the timing of the post-war
business cycles in various industrial countries has not exactly
coincided and because special circumstances have sometimes
dominated the movement of foreign balance, the cyclical impact
of the industrial countries on the payments position of the rest
of the world has not been as severe as otherwise might have
been the case.
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than in recessionary, phases of activity. To a considera-
ble extent it has acted as a temporary safety-valve for
domestic imbalance. When domestic demand for saving
has risen relatively to domestic supply of saving, for-
eign saving has been drawn upon. Such saving, however,
cannot be increasingly drawn upon for any extended
period of time, since this entails the reduction of foreign
exchange reserves or increasing foreign indebtedness.
Foreign saving may thus prove to be a factor limiting
investment and growth, as it has in certain countries,
such as the United Kingdom, during recent years. To
some extent, the tendency to draw excessively on foreign
saving may have reflected inadequate saving from do-
mestic sources. But even where the supply of saving from
domestic sources has been adequate, market trends in
exports and imports, together with autonomous capital
movements, have sometimes been such as to place a

serious strain on the external balance during expan-
sionary periods.

Undoubtedly, with the gradual liberalization of trade
and currency restrictions, especially among the indus-
trial countries, the link between domestic economic
activity and external balance has been strengthened.
The fact that the external balance has not become a more
serious source of limitation on the domestic expansion
of most of the industrial countries has reflected in part
the massive oNeial grants from the United States to
these countries in the early post-war years and the
sizable outflow of gold in the latter part of the nineteen
fifties. It is evident, however, that the United States has
become increasingly concerned with its foreign balance,
and further improvement in the reserves of other coun-
tries by means of a continued redistribution of gold from
the United States has become less likely. It is therefore
encouraging that governments in both countries with
large payments surpluses and other countries, have
been giving serious consideration to ways and means
that could increase the supply of international liquidity.

The supply of finance

In buoyant economic conditions when productive
capacity is being fully utilized, the level of investment
which can be realized may be limited by the propor-
tion of income which the community is willing to save
at the prevailing level of prices. Identification of the
principal factors moulding saving behaviour in dif-
ferent countries has formed the main content of this
chapter. It is always possible, however, that the level
of investment may also be limited, not by the unwilling-
ness of the community to refrain from consuming a
proportion of output at prevailing prices, but by the
inability of those enterprises or institutions which
undertake investment activity to secure all the funds
necessary to finance investment. An enterprise may wish
to invest in new capital equipment, but it may be un-
able to obtain the finance needed for purchase of the
equipment. Conceivably, if many enterprises were so
placed, the aggregate level of investment could be de-
pressed and the balance between total investment and
saving would then be struck at a lower level. Even
though financial markets in industrial countries are
highly developed, the flow of financial resources from
savers to investors is by no means free of impediments ;
much financing of investment does not, in any ease,
take place through the financial institutions that con-
stitute the market in an ordinary sense. Thus, the prob-
lem of the financing of investment has been of some
importance in industrial countries because it has in-
fluenced the level of investment in particular industries
or sectors.

ernment can obtain finance by taxation or borrowing,
the supply of government saving available for the
financing of investment in the government sector is, as
has already been discussed, not simply related to in-
vestment programmes but is the outcome of taxation
and expenditure policy in general. In this sense, there-
fore, investment may, on occasion, be frustrated by lack
of finance.

Of the two sectors in the economy where investment
activity is undertaken, namely, government and enter-
prise, it can hardly be said that the financing of in-
vestment in the government sector as a whole constitutes
a problem, except in a rather special sense. While gov-

When a number of years are taken together, however,
it cannot be said that lack of finance has been an im-
pediment to investment in the government sector as a
whole. Thus, as may be seen from table 1-23, in the
nineteen fifties, total  government saving generaqly
proved more than adequate to cover government invest-

ment. In fact, governments have generally had excess
saving, and, as noted earlier, this has been used in a
number of countries to finance investment in public
enterprises or even in corporate enterprises. Nor is there

any indication that those countries in which investment
in the government sector has been relatively large, have
been faced with greater financial difficulties since sig-
nificant amounts of excess saving are also found in
these countries. Thus, among the countries, Finland, the
Netherlands and Norway have achieved substantial
excess saving in government despite high investment in
the government sector. The deficit in government saving
in Belgium, on the other hand, has not been due to high
government investment.

Despite the general excess of total government saving,
however, many technical problems have been present
in the financing of investment within some subseetors
of government. Much government investment, for ex-

ample, is undertaken by state or local authorities, and
restrictions on the fiscal power of these authorities have
often limited their investment. Thus, in most industrial
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Table 1-23.   Level of Investment and Excess of
Saving over Investment of General Government,
1950-1959

(Percentage of gross domestic product)

Invest-        Excess
Cotmlryÿ                    Saving       mentb        saÿing

has also been relatively high; this has been true, for
example, of Australia, the Federal Republic of Ger-
many, Japan and Norway. And, where investment has

been low, the deficit has tended to be low, as, for
example, in Belgium, the United Kingdom and the
United States.

Japan°.  ....................  5.4       5.2       0.2

Australia  ..................  5.5      4.6      0.9
Finland  ....................  13.0       4.5       8.5

Netherlands  ................  6.9      4.1      2.8

Norwayd  ...................  7.4       3.7       3.7
Canada  ....................  2.9       3.5     --0.6

Sweden  ....................  4.9       3.2       1.7
Italy°.  .....................  2.3      2.6    --0.4

Germany (Federal Republic)..  7.7       2.5       5.2
United States  ...............  2.5      2.3      0.2

Denmarka  ..................  4.1       2.0       2.1

France  ....................  3.9       2.0       1.9
Belgiuma  ..................  -0.5       1.7     -2.2

United Kingdom  ............  2.2      1.5      0.8

Table 1-24.   Level of Investment and Excess of
Saving over Investment of Enterprises, 1950-1959

(Percentage of gross domestic product)

Countrya                    Saving     Investmentb   Excess saving

Source: See table 1-!.
Countries are arranged in descending order of level of

government investment  as  a percentage  of gross  domestic
product.

b These data on investment by general government are not
exactly comparable among countries. Information on the dis-
tribution of inventories by type of purchaser is not available
for most countries. Thus, it was necessary to make rough esti-
mates of the inventories of general government in these coun-
tries. This was done by arbitrarily assuming that the share of
government in total inventories wasproportional to its share, in
total fixed investment. The error involved here is not large smee
inventory investment over the years is a relatively small portion
of total investment.

° i955d959, annual average.
d i950-1958, annual average.

countries, with the notable exception of the Scan-
dinavian countries, the structure of taxes of local or
state governments differs significantly from that of the
central government. The heavy dependence on property
taxes or local rates in a number of countries, for ex-

ample, often does not permit automatic a'tjustment of
revenues with rising incomes, and revisions of basic
rates or reassessment of property values are usually

difficult to make. Moreover, the authority to borrow
money is usually severely limited, sometimes by con-
stitutional provisions. These considerations have been
particularly important in areas such as school construc-
tion which often is traditionally a local or state function.

It is, however, largely in the enterprise sector that
the problem of financing assumes importance, since it
is this sector which depends heavily upon financial
markets to secure the funds for investment. Although
the data on investment and saving for this sector are
not exactly comparable, owing mainly to reasons of a
statistical nature, it is clear that the enterprise sector is
usually the largest net borrower from other sectors.
The rough orders of magnitude may be seen from table
1-24. Further, there is some evidence that the degree of
dependence on external finance has varied with the
level of investment. In those countries where enterprise

investment has been especially high its deficit in saving

Norway,.  ................  13.5      26.1      - 12.6

Japana  ...................  14.5      25.1      - 10.6
Australia  ................  10.6      23.9      - 13.3

Germany (Federal Republic)  10.5      21.3      -10.9
Canada  ..................  14.6      21.0       -6.4

Netherlands  ..............  14.6     20.2       - 5.6

Sweden  ..................  12.2     17.9       -5.7
Denmark,.  ...............  7.4      16.7       -9.3

France  ..................  11.1      16.6       -5.6

United States  .............  10.8     15.7       -4.9
Belgium°.  ................  10.0      14.5       -4.4

United Kingdom  ..........  11,4     14.1       -2.7

Source: See table 1-1.
Countries are arranged in descending order of level of enter-

prise investment as a percentage of gross domestic product.
u Investment by public and private enterprises, including tha

by unincorporated enterprises and investment in private housing.
1950-1953, annual average.

d 1955-1959, annual average.

A similar conclusion appears to emerge from data,
shown in table 1-25, for a number of countries on the
amount of external finance obtained by corporations in
relation to their investment. External finance, however,

may not be used solely to meet investment needs, but
may also be used for other purposes including the main-
tenance of liquidity or such purely financial trans-
actions as the acquisition of financial assets. The share
of external finance in investment does not, therefore,

Table 1-25.  External Finance as Share of
Corporate Investment and Total Financeÿ

(Percentage)

Share of" external   Share of external
Country               finance in gross    finance in total

investment           finance

Japan  ......................  91.2
Canada  .....................  66.0

Australia  ...................  62.5
France  .....................  60.0

Germany (Federal Republic)...  59.1
United States  ...............  51.8

United Kingdom  .............  49.1

60.5
51.3
55.5
38.5
48.4
37.2
37.1

Source: Division of General Economic Research and Policies
of the United Nations Secretariat, based on national sources.

Total finance denotes external and internal finance. Data for
the Federal Republic of Germany and the United States refer to
the average of 1950-1959; for Australia, 1952-1958; Canada,
1950-1954; France, 1950-1955; Japan, 1951-1959, and the United
Kingdom, 1950-1958.
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necessarily reveal the relative importance of external
and internal sources in financing investment. This is
again shown in table 1-25 where the supply of external
finance is also expressed as a percentage of total finance.
And, on the whole, as may be seen, the ranking of
countries by this measure corresponds to that obtained
from the comparison of the supply of external finance
with investment.

No doubt, the relative dependence on external finance,
however, must have been affected not only by the level
of investment but also by such other factors as govern-
mental fiscal policy with regard to corporate direct taxes
and depreciation allowances, the growth of corporate
income, corporate dividend distribution policy and the
liquidity position of corporations during the period.
The decline in corporate liquidity during the nineteen
fifties, for instance, appears to have been especially
marked in Canada, the United Kingdom and the United
States. Liquid assets in these countries from the early
nineteen fifties to the late nineteen fifties fell by 10 per
cent or more in terms of current liabilities.

It appears to be fairly clear, nevertheless, that, in
countries with higher levels of investment in the cor-
porate or enterprise sectors, the dependence on external
sources of finance has generally been relatively greater.
In such countries, the flexibility of financial markets
in meeting the financial requirements of varied indus-
tries and firms has no doubt been put more severely to
the test than in countries where the corporate sector
has been able to rely more heavily on internal sources.
It may be noted, however, that reliance on internal
sources in the corporate sector as a whole does not
necessarily imply that the problem of finance is any
less acute for individual concerns. For, though nu-
merous industries or enterprises may have large internal
financial resources, these resources may not be made
available to other industries or enterprises.

attracting investors in new financing. In Australia, for
example, these industries have actually pursued a more
liberal policy of dividend disbursements than the aver-
age. In the United Kingdom, although the faster growing
industries have on the average been more restrained in
dividend disbursements, the most rapidly expanding
industries have generally pursued a liberal distribution
policy.

If special problems may have been associated with
the financing of the more dynamic industries, the same
can be said of the financing of small firms. The finance
of investment in small firms has been a problem com-
mon to most countries. It is well known that the lending
rates applicable to small borrowers have usually been
significantly higher than those to large borrowers. The
reported rates, moreover, have usually understated the
differential between those charged to large and to small
firms since much of the differential has been hidden
in such expenses as service charges and minimum de-
posit requirements. Moreover, as lending institutions
usually perform some function of credit rationing, espe-
cially during periods of tight money, the small clients
have generally experienced a higher rejection rate.29
When the small borrowers have been forced to seek
funds from sources other than the regular financial
institutions the cost has even been higher. It is for such
reasons that a number of governments have paid par-
ticular attention to the problem of the finance of small
industries. In the United Kingdom, for example, the
Industrial and Commercial Finance Corporation has
specialized in loan and equity financing of small busi-
ness; and in the United States, similar facilities have
been provided by the Small Business Administration.
The influence of these special institutions has, however,
necessarily been limited since their resources have-as
yet been small in comparison with the total require-
ments. This is especially the case with equity finance
which small business has found most difficult to secure,a°

Among industries, although comparison is rendered
ditticult by the effect of their particular operations on
their patterns of finance, there is some indication that
the more rapidly expanding industries generally have
derived a relatively high share of finance from external
sources. This appears to have been the case in Canada,
the Federal Republic of Germany and France. In Japan,
however, some of the higher growth industries appear
to have been favoured by liberal depreciation allow-
anees so that their dependence on external funds has
not been especially high. And in the United Kingdom
and the United States no significant differences in the
pattern of finance between the faster growing and other
industries has been apparent; this has been influenced
by the fact that their rate of growth during the nineteen
fifties has been relatively moderate.

Several changes in post-war years have undoubtedly
contributed towards rendering financial markets more
flexible. For one thing, financial institutions themselves
have been adapting to changing conditions. Thus, in
situations where the commercial banks may have been
reluctant to extend credit, other financial institutions,
such as life insurance companies, have often emerged
as alternative sources of supply. This has in turn brought
pressure on banking institutions to be more flexible in
their lending policies. A related trend has been the
development of trade credit by non-financial corpora-
tions themselves. This development has had the effect
of utilizing more fully the available liquidity within

While it is possible for the faster growing industry to
restrain dividend disbursements in order to conserve
funds for expansion, such disbursements have some-
times been considered necessary for the purpose of

29 According to a survey conducted at the end of 1959 and the
beginning of 1960 in the United States, for example, over one-
half of the demands of the small manufacturing corporations
which needed long-term credit were not satisfactorily met. In
contrast, the proportion was only about one-seventh for the large
manufacturing corporations requiring long-term credit, Board
of Governors of the Federal Reserve System, Federal Reserve
Bulletin, January 1961 (Washington, D.C.).

ao 1bid.
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the corporate sector. Moreover, it has sometimes served

to place the superior borrowing power of the large
corporations at the disposal of small firms. These firms
have usually been either suppliers or customers of the
large corporations and have, therefore, been considered
as essential to the efficient operation of the large cor-
porations themselves.

Such changes have no doubt contributed towards
increasing the flexibility in the supply of financial re-
sources. In addition, however, governments in recent

years have deliberately sought to influence the flow of
finance into different industries or areas by a variety
of measures. For example, in the Federal Republic of
Germany, despite its emphasis on the market economy,
the financing of investment in industries regarded as
strategic to growth has been assisted by the allocation
of funds for investment from special contributions as
well as by special tax privileges. In such countries as
France, Japan and Italy, where long-term development
programmes have been worked out by the Government,
corresponding financial measures have also been a part
of the programme. These measures, especially in France
and Italy, have included direct financing by government
agencies as well as general fiscal incentives. In the
Scandinavian countries, taxes or rebates on investment

expenditures have been seleetlve so that industries con-
sidered essential have usually been favoured. Differen-
tial treatment of industries  as regards accelerated
depreciation allowances has been fairly general in most
industrial countries. In the United States, for example,
although differential treatment of various categories of

investment has not been widely practised, differences
among industries in depreciation and depletion allow-
ances have also had indirect effects on the pattern of
investment; and a recent proposal by the government
amounting to a tax privilege to those firms with a rela-
tively high rate of investment has reflected current con-
cern about the need to stimulate investment, especially
in the growing industries. Further, in most countries,
the housing industry has been singled out for special
assistance and control. In the United Kingdom, for
example, a major proportion of dwellings has, until
recently, been constructed by the public sector itself.
In most other countries, although public construction
has been far less important, a significant share of the
source of finance has been derived from the public
sector. In addition, governments have sought to regulate
the pace of residential construction activities by changes
in the terms of mortgages, such as minimum down-
payments and maximum years of maturity, in addition
to general credit availabilities. Finally, it may be noted
that many countries have made special provision for
financial assistance to depressed industries or areas.
The most conspicuous ease of such aid has been the
regional programmes in the south in Italy. More modest
forms of regional assistance can also be found in Bel-
gium, France, the Netherlands, Norway and the United
Kingdom. And examples of aid to depressed industries
may be found in the comprehensive plans to re-equip
the textile industry in the United Kingdom and the coal
industry in Belgium, and the financial aid for invest-
ment in railways in the United States.

Conclusion

Experience has demonstrated that the proportion of
gross product devoted to investment is strategic in the
promotion of economic growth. Were the resources of
industrial countries not fully employed, their rates of
growth could be improved simply by fuller utilization
of existing capacity. But, since high levels of economic
activity have generally been maintained, the iÿttainment
of high rates of growth has necessarily turned upon
the realization of high levels of investment; this has
been especially true of countries where labour shortages
have tended to limit the pace of expansion. Most govern-
ments have shown growing recognition of this need
and have in fact taken various steps to promote invest-
ment during the nineteen fifties.

If the level of investment is to be raised, however,
it must be matched by a corresponding increase in
saving. It is encouraging that, among the industrial
countries, since they possess more or less similar eco-

nomic systems, a number have succeeded in generating
high levels of saving in the past decade. But this also
raises the question of why saving in other countries has
not been adapted to the achievement of a high rate of
growth.

There is no simple or clear-cut answer to this question.

The set of forces which have determined the supply of
saving during the past decade have not only been com-
plex but have also differed in their relative importance
among countries. But it is at least not difficult to dismiss
certain possible explanations of the differing experience
of countries. For one thing, whatever the influence of
the level of per capita real income on saving behaviour,
this has not been decisive in accounting for inter-country
differences in saving ; indeed, the highest level of saving
has been generated in the poorest of the industrial coun-
tries. Nor have higher levels of saving been attained by
greater reliance on the inflationary mechanism; infla-
tionary pressures and balance of payments difficulties
have certainly been no less evident in countries where
saving has been low. In all countries, moreover, it is

the domestic economy which has been the predominant
source of saving, and in none has the attainment of a
high level of saving depended significantly on recourse
to the saving of other countries.

The evidence of the nineteen fifties suggests that an
important element in the realization of high levels of
saving has been saving habits in the household sector.
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The distribution of income among high-income or low-
income groups is undoubtedly influential in determin-
ing the proportion of income which the community is
willing to set aside as saving. But it is striking that the
saving habits of the community as a whole have also
been significantly affected by high rates of growth in
household income. Moreover, the tendency to save more

when income is rising rapidly has persisted even though
the lower-income groups have shared more than pro-

portionately in the expansion of total income. It is
certainly true that a number of other factors have also
moulded saving habits; the age composition of the
population or the spread of home ownership are ex-
amples. But the experience of the nineteen fifties does
afford support for the hypothesis that high levels of
investment, through fostering high rates of growth in
income, may have facilitated the realization of higher
levels of saving in the household sector.

indicative not so much of a greater degree of progression
in the structure of direct taxes as of a higher effective
rate of tax at both higher-income and lower-income
levels,

The evidence concerning the contribution of the enter-
prise sector to total saving is much less conclusive. It
is quite clear that it is generally the largest single source
of saving, though this partly reflects the statistical con-
vention that practically all the depreciation charges of
the economy are included in enterprise saving. Depre-
ciation charges themselves are a major source of gross
saving in all countries; and it must not be forgotten
that technological advances become embodied in the
capital stock as much through replacement of depre-
ciated assets as through the creation of new assets. While
depreciation rates are largely related to the size and
structure of accumulated physical assets and therefore
reflect past investment, rather than present saving,
decisions, it is true that there is a large element of
convention in corporate practice as regards depreciation
charges and that the fiscal policy of government in
defining depreciation allowances for purposes of cor-
porate taxation can therefore affect gross saving in this
sector.

The role of government in affecting the saving be-
haviour of the community is of especial interest. In
the modern economy, government policy and market
forces are inextricably interwoven, and policy, in some
degree, affects the economic decisions of almost all in-
dividuals and economic entities in the community.

The most immediate impact of government on the
level of total saving has been through its own direct
contribution as a saver. It is of some interest that the
countries which have achieved high levels of total saving
have usually been able to generate a large amount of
saving in the government sector as well as in the private
sector. A high level of saving by the government has,
moreover, generally reflected a relatively high level
of tax revenue rather than a low level of consumption
expenditure. Where tax revenue has been high but
saving has been low, it has been defence expenditure
rather than civil expenditure that has limited saving.
And a relatively large volume of tax revenue has been

From the point of view of policy, however, the imme-
diate contribution which government can make to a
higher level of saving through modification of its .own
role as a saver is subject to practical limitations in the
industrial countries. On the side of expenditure, a large
proportion of the resources available to government has
been absorbed by defenee expenditure in some coun-
tries. And, in the growing economies of today, the need
for continuous expansion of public services renders any
reduction in the share of total output absorbed in civil
expenditure extremely difficult. The ability to expand
revenue may also be limited by a lack of correspondence
between tax rates and yields. Although government
revenue could possibly be raised still further, there have
been cogent arguments of a social as well as of an eco-
nomic nature against increasing the tax burden. If the
burden falls heavily on the lower-income groups, there
is generally a conflict with the objective of more equal
distribution of income; but if it falls mainly on the
higher-income groups, incentives to work and to save
may be adversely affected. Governments have, therefore,
generally avoided drastic changes in the tax structure.

Of much more general importance is the indirect in-
fluence on the saving behaviour of the community which
government can exert through the innumerable specific
instruments at its disposal. In early post-war years, the
direct controls exercised by governments over supplies
of consumer goods, particularly those imported from
abroad, influenced household saving by restraining
private consumption. In more recent years, such restric-

tions have largely been removed, though imports of
certain consumer durables, such as motor-cars, have

sometimes continued to be controlled. More important,
with the rapid expansion of consumer credit, govern-
ments .have increasingly sought to influence its avail-
ability and terms. In a few countries, notably the United
Kingdom, consumer expenditure has also been influ-
enced through changes in purchase taxes, although such
changes may sometimes have impeded the orderly ex-
pansion of some of the leading sectors of the economy.
In some countries, additional reliance has been placed
on changes in broader types of consumer taxes or sub-
sidies, such as turnover or sales taxes. Efforts have also
been made to encourage household saving by the offer
of direct incentives to save; among these have been the
provision of attractive tax-free interest payments on
small savings, and measures to broaden participation in
life insurance and pension plans or in the ownership
of shares. A particularly noteworthy feature has been
the encouragement of home ownership since home-
owners, through repayment of mortgages, tend to save
more.

Liberal depreciation allowances, as noted above, have
been an important influence in raising corporate saving.
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Such measures have also been used to encourage the
growth of selected industries. In some countries, cor-

porate saving has been stimulated through lower rates
of taxes on retained profits. The increase in corporate
saving, however, may have been, to some extent, offset

by lower personal saving as a result of smaller dis-
tribution of corporate profits. Inasmuch as a significant
portion of the distributed profits may be expected to be
reinvested, certain governments have provided tax in-
centives for distribution of profits in order to stimulate
the growth of the capital market.

The many specific measures available to government
to encourage saving can undoubtedly have a cumulative
effect on saving habits. In the final analysis, however,
it must be recognized that the problem of raising the

level of saving cannot be solved by the offer of specific
inducements to save alone. Saving and investment are

but two aspects of the more general problems of bal.
anced economic growth. It has been seen that, in some
countries, for example, the tendency for disequilibrium
in the balance of payments to emerge when domestic
economic activity accelerates, has reacted adversely on
investment and growth. And this has not been solely a
problem of balanced domestic growth, but has merged
into the larger problem of the supply of international
liquidity. The experience of the nineteen fifties, in fact,
suggests that where the constraint imposed on domestic
activity by the need to protect the external balance has
been less severe, the constraint placed by saving on in-
vestment has also been lessened by the realization of
high rates of domestic economic growth.



Chapter 2

SAVING FOR ECONOMIC DEVELOPMENT IN THE
UNDER-DEVELOPED COUNTRIES

The role of saving and investment

It is self-evident that the acute poverty of people in
under-developed areas has its source in extremely low
levels of productive capacity. And of the labour, natural
resources and capital that combine to determine produc-
tive capacity, it is the stock of capital that is in greatest
want. While the stock of capital accumulated in indus-
trial countries over the decades is large in relation to
the population, it is still very small in under-developed
countries. The task of raising levels of living in these
countries thus, in large measure, resolves itself into
the problem of capital accumulation.

The crucial role of investment in the economic growth
of under-developed countries was discussed at some
length in the World Economic Survey, 1959.1 The Sur-
vey observed that the rates of economic growth attained
by individual countries have been clearly related to
their levels of investment; and this relationship is again
illustrated in table 2-1. The highest rates of growth have
generally occurred in countries where the proportion
of output allocated to investment has been relatively
large; similarly, in countries experiencing low or mod-
erate growth rates the level of investment has tended
to be comparatively small. Nevertheless, as may be seen,
the relationship has not been very close. There are some
countries which have grown rapidly despite the mod-
erate proportion of output devoted to investment; and
there are others which have grown slowly notwithstand-
ing rather high levels of investment. The fact that the
relationship between investment and growth is only
moderately close is not, of course, unexpected, for the
level of investment is but one of the determinants of
economic growth. Another important factor has been
the growth of effective demand in relation to the nature
and amount of under-utilized productive capacity at
the beginning of the period. Thus, in countries where
under-utilization of capacity was considerable in the
early nineteen fifties, the growth in output was greatly
facilitated through a fuller employment of idle pro-
ductive capacity. An especially important instance of
greater utilization of capacity is to be found in the case
of the export sector. In the under-developed countries,
where foreign trade is particularly important, the state
of export markets has exerted a strong influence on
growth rates; a vigorous demand for the exports of a
country has stimulated the growth of employment and

q

1 United Nations, World Economic Survey, 1959 (Sales No.:
60.II.C.1).

output, while sluggish export markets have depressed
growth. And in so far as the expanded supply of ex-
ports has been achieved through a greater utilization
of existing resources, the additional capital required for
the increase in output has been reduced.

Other factors have also influenced the relationship be-
tween investment and the rate of growth. Countries have
differed considerably in the extent to which there have
been improvements in the techniques of production, the
introduction of which has required a minimum of new
investment. Moreover, the pattern of investment has also
had a considerable influence upon the rate of economic
growth. An undue emphasis on a particular sector, or
disregard for important sectors, has on occasion re-

tarded economic activity as seriously as a lack of essen-
tial raw materials. For example, a failure to provide
power, communications and other necessary infrastruc-

ture facilities has at times been a deterrent to investment
in other fields.

Important as these additional factors are, there is no
doubt that higher levels of investment are crucial to the
acceleration of economic growth. And while many prob-
lems certainly confront under-developed countries in
the appropriate use of new capital, their greatest prob-
lem arises not in the allocation of investment but in the
securing of additional productive resources for invest-
ment. Without these additional resources, higher levels
of investment cannot be realized.

In view of the wide-spread under-employment of
productive resources in under-developed countries, it
might at first sight seem that greater investment should
not be too difficult of attainment. But the under-employ-
ment of productive resources which is a characteristic
of under-developed countries has its roots in the chronic
disequilibrium inherent in the structure of their econo-
mies; and it is broadly true that resources can only be
more fully utilized as the causes of disequilibrium are
gradually removed,

The sources of such disequilibrium are manifold.
Though labour is usually in plentiful supply, for ex-
ample, it may not be practicable to utilize it more fully
to meet an expansion in investment demand because the
complementary resources necessary for production are
lacking; or even if the complementary resources, such
as tools or machinery, are available, the manpower may

57
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Table 2-1.  Rate of Growth of Output and Rela-
tionship between Investment and Output, 1950-
1959"

Bate           Gross
of        domestic

growth        capital
in gross     formation   Incremental

Coanlry                domeslic          as      capital-oalput
productb      percentage       ratiob

(percentage     of gross
per         domeslic

annum)      productÿ

Jamaica  .................  12         21         2

Israel  ...................  11         26         2
Trinidad and Tobago  ......  9         24         3
Iraq  ....................  9         15         2
Venezuela  ...............  8        27        3

Greece  ..................  7         17         2
Rhodesia and Nyasaland...    7         29         4
China (Taiwan)  ...........  7         17        3
Burma  ..................  6         19        3

Mexico  ..................  6         16         3

lack the training and skil! to use them. Again, a higher
level of investment expenditure may not be feasible
because the employment of additional labour raises
demand for wage-goods, notably, food ; and an increased
supply of food may not be forthcoming. More than
any other sector of production, agriculture in under-
developed countries is usually least adapted to the
requirements of an expanding economy;  primitive
methods of production and antiquated systems of land
ownership, in particular, combine to obstruct the re-
sponsiveness of output to market conditions. Yet another
instance of chronic disequilibrium is the unintegrated
state of an under-developed economy ; because of inade-
quate transport and communication facilities, the many
local markets within the economy may be relatively
isolated from each other, each market being unrespon-
sive to events in the others.

Brazil  ...................  6         16         2

Costa Rica  ...............  6        20        4

Philippines  ..............  6          9         1
Turkey  ..................  6         14         3

Panama  .................  6         12        2

Malta  ...................  5        22        3
Spain  ...................  5         18        3
Guatemala  ...............  5         12         2

Puerto Rico  ..............  5         20         4

Congo  ...................  5         26         6

Cyprus  ..................  5         19         5
Korea (Republic of)  .......  5         13         2
Union of South Africa  .....  5        23         4
Ecuador  .................  5         14         3

Ghana  ..................  5         11         3

Colombia  ................  5         18         4

Thailand  ................  4         16        4
Indonesia  ................  4          6         1a

Portugal  .................  4        16        4

Chile  ...................  4         10        3

Honduras  ................  4         15         4

UAR (Egypt)  .............  3      12      4
India  ...................  3          8         2

Ceylon  ..................  3         11         4

Tanganyika  ..............  2         17         8

Argentina  ...............  2        20       12
Morocco  ................  2         16        11

The elements of chronic disequilibrium inherent in
the economies of under-deve!oped countries are the
primary reason why these countries are particularly
prone to inflation. Despite the under-employment of re-
sources, output often responds only weakly to increase
in demand. Additions to investment demand may thus
fail to evoke an expansion in output, but may rather
bring pressure on the level of domestic prices or on
the external balance. In these circumstances, unless the

additional investment demand can be met through a
corresponding deterioration in the external balance, a
higher level of investment can be realized only if the
upward movement in domestic prices causes a redis-
tribution of income in favour of the higher-income
groups. Since these groups tend to save a larger propor-
tion of their incomes, the higher level of saving in the
economy will then release resources to satisfy the in-
crease in investment demand; and a higher level of
investment can be realized. No less than in industrial
countries, however, the attainment of a higher level of
investment in under-developed countries through the in-
flationary mechanism brings undesirable consequences.
Indeed, in these countries, since per capita income is
already at very low levels, any fall in real income among
the poorer classes may have particularly severe social
and economic consequences.

Source: Division of General Economic Research and Policies
of the United Nations Secretariat, based on data from Statistical
Office of the United Nations, Yearbook of National Accounts
Statistics and from national sources.

For the fo!lowing countries, the period differs from that
stated: Burma, 1949/50-1958/59 (fiscal years ending in Septem-
ber); Brazil, Mexico and Panama, 1950-1958; Honduras, 1950-
1957; Iraq, 1950.1956; India, 1950/51-1957/58 (fiscal years
beginning in April); Puerto Rico, 1950/51-1959/60 (fiscal years
beginning in July); Cyprus, 1951-i959; Argentina and Trinidad
and Tobago, 1951-1958; UAR (Egypt), 1951-1956; Portugal,
1952-1959; Morocco, 1952-1958; Thailand, 1952-1957; China
(Taiwan), Jamaica, Republic of Korea and Union of South
Africa,  1953-i959;  Israel,  1953-1958; Malta,  Rhodesia and
Nyasaland and Tanganyika,  1954-1959;  Greece,  1954-1958;
Spain, 1954-1957; Ghana, 1955-i959.

For Indonesia, Mexico and the Philippines, the data are based
on gross national product; for India, they are based on net
national product at factor cost and net domestic capital forma.

It is true that inflation has been a major problem con-

tion. Capital formation data for Tanganyika, Thailand and Turkey
exclude changes in stocks.

u The rates Of growth in gross domestic product generally
refer to annual compound rates for the period from 1950-1952
to 1957-i959; but where the period is shorter, averages of only
two terminal years have been used. For calculation of growth
rates and incremental capital-output ratios, all basic data were
expressed in constant prices. Incremental capital.output ratios
have been calculated by dividing the share of gross fixed invest-
ment in gross domestic product by the annual rate of growth in
gross domestic product.

In current prices, since this is a more appropriate concept
for studying the sources of financing of investment. A similar
procedure has been followed in calculating saving ratios in sub.
sequent tables in the present chapter.

d Calculated from the ratio of gross fixed investment to gross
domestic t)roduet in current 13rices.
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fronting a number of under-developed countries in the
nineteen fifties. It is not to be inferred, however, that
inflation has generally been an important factor in the
achievement of high levels of saving. While, as may be
seen from chart 2-1, annual rates of growth of 5 per
cent or more have been attained in a few countries where

the degree of inflation has been considerable, for the
under-developed countries as a group, there has been

no consistent relationship between inflation and growth°

Chart 2-1.  Relationship between }late of Growth
in Real Output and Price Change, 195%1952 to
1957-1959"

(Pereentage per annum)

developed countries in the level and trend of saving
in the nineteen fifties. Each of the several sources of
saving is thus discussed separately.

The grouping of the sources of saving into the house-
hold, enterprise, government and foreign sectors is, to

some extent, arbitrary, for the decisions to consume or

save that are taken in each of these sectors have reper-

cussions on saving tÿehaviour in the other sectors. It must

also be recognized that there are several important
factors, such as the export experience or stage of de-

velopment of countries, that have significantly influenced
saving in all sectors of the economy. Nevertheless, analy-
sis by these broad classes of saving is illuminating since
the processes through which saving has been shaped
in the several sectors have generally been distinctively
different.
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Gu -- Guatemala       Po -- Portugal
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Ir  --Iraq             Sp --Spaln
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Ja -- Jamaica          Th -- Thailand
Ko -- Korea (Republic)  TT -- Trinidad and Tobago
Ma -- Malta            Tu -- Turkey
Me -- Mexico           Ve -- Venezuela
Mo -- Morocco
Pa -- Panama

Source: See table 2.1.
For certain differences in time period and concepts, see

footnotes to table 2-1.

As in the industrial countries, the differing experience
of under-developed countries with regard to the levels
and trends in investment and saving which they have
achieved is not simply explainable in terms of their
reliance on the inflationary mechanism. But, in contrast
to the industrial countries, divergences among under-
developed countries in the level and trend of the total
supply of saving have not been related so exclusively
to the behaviour of domestic saving. As will be seen in
the following pages, foreign saving has bulked much
larger in the experience of under-developed countries.
As will also be seen, however, saving behaviour in the
domestic economy has been far from uniform.

It is the purpose of this chapter to analyse the factors
accounting for the divergent experience among under-

I
30

This point is most obvious in the case of foreign
capital, which has been an important source of saving
for investment in the under-developed countries during
the decade. For while the level of private capital flow
has been mainly determined by the nature of com-
modities exported and the stage of development, the
flow of public funds has been affected to a large extent
by political and other considerations. Public capital
flows have, in fact, tended to be related to relative in-
vestment needs, and have been larger as a proportion

of gross product in the lower-income countries than in
those at a more advanced stage of development.

Domestic saving, considered as an aggregate, has
tended to vary mainly with export experience, and also,
to a minor degree, with per capita income levels. How-

ever, the level of domestic saving has also been sig-
nificantly affected by other factors. The saving of gov-
ernments, for example, has inevitably reflected their
policies with respect to public expenditure and revenue
programmes; again, a significant determinant of house-
hold saving has been the distribution of income between
wages and property and enterprise incomes.

The government sector is perhaps the most striking
instance of the extent to which decisions taken in one
part of the economy affect the behaviour of saving else-
where. Thus, government tax and expenditure policies
have been important in determining the level of saving
in the corporate enterprise and household sectors. Cor-

porate dividend policies provide another important ex-
ample of the interdependence of decisions which affect
saving. While a liberal policy of distributing dividends
within the domestic economy reduces corporate saving,
it may be offset by higher levels of household income.

The study of the factors accounting for differences
in the saving levels of foreign and domestic sectors with
which the chapter opens provides a point of departure
for the subsequent examination of trends. While, gener-
ally, the same economic forces are found to account

for trends in saving as for levels of saving, their influ-
ence is revealed in a dynamic context of developments
affecting trade, income and institutional factors. Finally,



60                                     PART L  SAVING FOR ECONOMIC GROWTH: ITS SOURCES AND TRENDS

it is recognized that the failure to use available saving
efficiently has adversely affected the pace of economic
growth in some countries, and that, if saving is to make
a maximum contribution to progress, efficient means for

channelling it into a broad range of investment outlets
are needed. For this reason consideration is also given
to the problems encountered in its allocation among
alternative uses.

Sources of saving

In the under-developed countries, although their need
for high rates of economic growth is greater, the total
supply of saving available for domestic investment, when
expressed as a percentage of gross domestic product,
has often not been aÿ large as in most industrial coun-
tries. This constitutes an important difference between
the two groups of countries and goes close to the heart of
the problem of under-development.

The gap between the two groups of countries in their
capacity for self-sustaining growth is, however, reflected
not only in their different levels of saving but also in
their different patterns of saving. It is a mark of the
under-developed economies that not all the total supply
of saving available for investment is generated within
the domestic economy. Whereas a number of the indus-
trial countries are major sources of saving for the rest
of the world, most under-developed countries rely upon
foreign saving to augment domestic supplies (see table
2-2). It is also significant that, as compared with indus-
trial countries, the various groups of income recipients
who are classified under the heading of unincorporated
enterprises appear to be of relatively greater importance
as a source of saving in the under-developed countries.
Again, depreciation charges in the under-developed
areas are generally a much smaller proportion of gross
product; and these charges accordingly contribute less
to gross saving. It is quite possible that this may, in part,
denote differences in depreciation practices between the
two groups of countries. But it is more probable that it
primarily reflects fairly obvious differences in the struc-
ture of production and, accordingly, the composition
of the stock of depreciable assets. Since agriculture ac-
counts for a larger part of total output, a much smaller
proportion of the capital stock in under-developed coun-
tries is made up of industrial assets with a relatively
short life, such as machinery, and a much larger share
consists of slowly depreciating assets, such as buildings,
roads, railways or dams.

It is thus clear that the broad differences between
the industrial and the under-developed countries in their
patterns of saving are reflective of fundamental struc-
tural and institutional differences in the nature of their
economies. When the under-developed countries are
considered as a group, the several sources of saving have
differed in their relative importance as compared with
industrial countries ; and these differences in the pattern
of saving have contributed to the differences in the level
of total saving.

However, the broad differences between the two
groups of countries should not obscure the fact that,
among the under-developed countries themselves, there
has been considerable diversity of experience as regards
both the level and the pattern of saving. Though the
total supply of saving has often been less, there are even
a few under-developed countries where it has been as
high as that prevailing in some industrial countries.
The range of variation in the level of total saving has,
in fact, been considerable. In Rhodesia and Nyasaland,
Venezuela, Israel and the Congo, for example, the total
supply of saving has exceeded 25 per cent; this is in
sharp contrast to the low level of about 10 per cent in
Ceylon, Chile and the Philippines.2

Were there only small variations among countries
in the total supply of saving, these might perhaps be
ascribed primarily to deficiencies in the data. There is
no doubt that the measurement of saving in the under-
developed countries can, at best, yield only rough orders
of magnitude and that small differences among countries
may not be of any economic significance? But, since
differences have been large, it is evident that they must
have been mainly the outcome of economic forces--modi-
fied, undoubtedly, by governmental policy.

There is no single economic force or aspect of govern-
mental policy to which the diversity in experience can be
traced. Rather, there have been differences in the com-
plex of forces and policies, not only as between coun-
tries with high or low levels of saving, but also among
countries with similar levels. As noted earlier, the total

z Total supply of saving is the sum of depreciation, net do-
mestic saving and foreign saving. Depreciation is the provision
fbr the current value of wear and tear, obsolescence and acci-
dental damage to fixed capital. Net domestic saving is the sum
of the surplus of incomings over outgoings in the current
accounts of government, enterprises, households and private
non-profit institutions. Transfers of the household and govern-
ment sectors to or from the rest of the world are excluded from
the income and expenditure accounts in estimating the saving
of these sectors. Foreign saving is the deficit in the balance of
goods and services; it does not include current transfers to or
from the rest of the world.

3 Certain limitations of the data on which the analysis in this
chapter is based should be noted. National accounts statistics
are deficient to the extent that countries follow different valua-
tion methods. Coverage of the non-monetized sector, moreover, is
often limited. In view of such shortcomings, small differences in
magnitudes among countries cannot be considered significant.
This caution applies with particular force to saving data, some
of which are estimated as balancing items in the national sectoral
accounts. Estimates of international flow of funds which are
derived from balance of payments data are deficient to the
extent that they exclude re-invested earnings in a number of
cases. It should also be noted that these estimates refer only to
the recorded items and that "errors and omissions" are often
large.
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Table 2-2.  Levels of Foreign and Domestic Saving, 1950-1959a

(Percentage of gross domestic product)

Tolal supply                          Tolal nel          Foreign        Net domestic
Country                   of saving       Depreciation         saving            savingb           saving

Rhodesia and Nyasaland  .........  29

Venezuela  .....................  27

Israel  .........................  26
Congo  ........................  26
Trinidad and Tobago  ............  24

Union of South Africa  ...........  23

Malta  .........................  22

Jamaica  .......................  21
Puerto Rico  ...................  20

Argentina  .....................  20

Costa Rica  .....................  20

Burma  ........................  19

Cyprus  ........................  19
Spain  .........................  18
Colombia  ......................  18

6          23           9          14
8          19           3          16

21'8      i8       2       i6

8          16           6          10
8          15           1          14
4          18           3          15
7          15           9           5
6          14          18         --4
10          10           2           8
5          15           4          11
6          13         -- 1          14
4          15          12           3
7          10           2           8
9           9          --           9

Thailand  ......................  16
Morocco  ......................  16

Portugal  ......................  16
Honduras  .....................  15

Iraq  ..........................  15

Ecuador  .......................  14

Turkey  ........................  14
Korea (Republic of)  .............  13

UAR (Egypt)  ..................  12
Panama  .......................  12

Guatemala  .....................  12

Ceylon  ........................  11
Ghana  ........................  11
Chile  .........................  l0

Philippines  ....................  9

Indonesia  .....................  6
India  ............................

China (Taiwan)  ................  17

Greece  ........................  17

Tanganyika  ....................  17
Mexico  ........................  16
Brazil  .........................  16

6
5

2"'6      "i0      --1

5          ii           5
5          10           2
4          l0         --3

5
4
5

4
2

5

12       7
12       8

• . .            --1

1
ii        1

9       1       8
10            2            8
8           9         -1

3
6     "'i

8       2       6
9             --              9

2
2      "'i

4       2       2
3
8

1
1

5
4

io

ii
6
8

13

2
7

Source: See table 2.1.
For certain differences in time period and con-

cepts, see footnotes to table 2-1.
b Foreign saving is equal to payments for imports

of goods and services minus receipts from exports

of goods and services. A positive foreign saving
reflects an excess of such payments over receipts
and a negative foreign saving an excess of receipts
over payments. See also footnote 2 to the present
chapter.

supply of saving consists of foreign saving and of the
domestic saving undertaken within the government, en-
terprise and household sectors; and since the factors
determining the saving from each of these sources are
distinctly different, analysis of the total supply is best
facilitated by consideration of its several components.
These components are considered separately in the fol-
lowing sections, but by way of introduction it is useful
first to form some impression of their relative import-
ance. It should be noted, incidentally, that since it is
not possible to allocate depreciation charges among the
different sectors, the analysis hereafter is necessarily
in terms of net saving.

That foreign saving has generally contributed sig-
nificantly to the total supply of saving can be easily
seen from table 2-2. If the period from 1950 to 1959
is taken as a whole, thirty-one of the thirty-seven coun-
tries listed in the table were recipients of foreign saving,
and in about half of all the countries, foreign saving
augmented the domestic supply by amounts ranging
from one to 3 per cent of gross domestic product. As
discussed later, these additions to the supply of saving
have mainly reflected long-term capital outflows from
the industrial countries. A considerable number of
under-developed countries, however, have received sub-

stantially larger amounts of foreign saving. In nearly
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one-third of all the countries, foreign saving has
amounted to 4 per cent or more of gross domestic prod-
uct, and in the extreme instances, such as Israel or

Puerto Rico, it has been as high as about one-fifth of
gross product. In only four of the thirty-seven countries
has there been an outflow of domestic saving; these are
the countries which have either made net repayments
on their previous borrowings from abroad or simply
added to their gold and foreign exchange reserves. Iraq,
for example, added substantial amounts to its reserves
in the nineteen fifties.

The level of foreign saving, however, although it has
varied widely among countries, has not been closely
associated with the level of total saving. Countries which
have drawn heavily on foreign saving have not neces-
sarily had high levels of total saving ; nor has a moderate
inflow of foreign saving necessarily implied that the
total supply of saving has been low. This only points to
the fact that levels of foreign and domestic saving have
frequently been determined by unrelated factors. It is
true that, in a few of the countries which have been
large recipients of foreign saving, the level of domestic
saving has also been high; Rhodesia and Nyasaland,

for example, is a case in point. And it is quite correct
that, in these instances, the levels of foreign and do-
mestic saving in the export sector and elsewhere have
been stimulated by sharply rising export incomes. On
the other hand, other countries which have been re-
cipients of foreign saving have experienced very low
levels of domestic saving. Conspicuous examples are
Cyprus, Israel, Puerto Rico and the Republic of Korea,
where special factors, usually of a non-economic nature,

have determined the level of foreign saving. More im-
portant, among the larger number of countries where
the level of foreign saving has been more moderate,
differences in the level of foreign saving have not been
related in any systematic way to differences in the level
of domestic saving.

The lack of correspondence between foreign saving
and the total supply of saving is necessarily reflected in
the relationship between domestic saving and the total
supply. But, as may be seen from table 2-3, since do-
mestic saving is generally the major source of total sav-
ing, high or low levels of total saving have frequently
been associated with high or low levels of domestic
saving.

Table 2-3.  Level of Net Domestic Saving, by Sectorÿ 1950-1959"

(Percentage of gross domestic product)

Total                                          Private saving
Country                   domestic        Government

saving            saving             Total           Corporate        Household

Congo  ........................  16

Venezuela  .....................  16
Rhodesia and Nyasaland  .........  14
Union of South Africa  ...........  14

Burma  ........................  14

4       13        8
i0           6           3
5       9       4
3          I0           3
2       ii

4
3
4
7

Morocco  ......................  11

Costa Riea  .....................  11
Trinidad and Tobago  ............  10

Brazil  .........................  10

Colombia  ......................  9

Ceylon  ........................  9
ain  ........................  8
uadorb  ......................  8

Honduras  .....................  8

India  .........................  7

Portugal  ......................  6
Jamaica  .......................  5
China (Taiwan)  ................  5

Greece  ........................  4

Philippinesb  ...................  2

Chileb  ........................  1
Panama  .......................  -- 1

Korea (Republic of)  .............  - 1
Puerto Rico  ...................  -4

2
2
4
2
1
3
2
I
i
i
2         --2

--4           2.                      ...

7
6
5
7
6
3
3
4
3

5
3
2
i

• 3         .'__'

• 2     ..fi

4       7       1       6
4           7           3           4
3           7           2           5
3           7           4           3
4       5       1       3

2
3
3
6

Source: See table 9 1.
Far certain differences in time period and con-

a.Vts, see footnotes to table 2-1. Government sec-
tor consists of general government, the corporate
sector of private and public corporations, and the
household sector of households, unincorporated

enterprises  and private non-profit institutions.
Components do not necessarily add to totals be-
cause of rounding.

b Public corporations included in government
sector.
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As might be expected, private saving has generally
been more important than government saving in deter-

mining the level of total net domestic saving. What is
of greater interest, however, is the fact that, in countries

where total domestic saving has been high, both govern-
ment and private saving have generally tended to be
high ; and, conversely, low levels of total domestic saving
have generally been associated with low levels of both
government and private saving. As explained later, the
levels of government and private saving have been re-
lated to each other, largely because they have both been
much affected by the nature of the export sector.

The level of government saving has varied appre-
ciably among countries. In the extreme instances, it has

been as high as 10 per cent of gross domestic product
in Venezuela, while in the Republic of Korea the Gov-
ernment has actually dis-saved. In most countries, gov-

ernment saving has ranged from one to 5 per cent of
gross domestic product.4 By comparison, the inter-

country differences in the level of private saving have
been somewhat greater. Private saving has been nega-

tive in such countries as Chile and Panama, but as high
as 13 per cent of gross domestic product in the Congo.
The level of saving in other countries has ranged widely
between these extremes.

the inflow of foreign long-term capital and official grants.
That the movements of these international funds have
accounted for the bulk of foreign saving in recipient
countries can be easily seen from table 2-4.ÿ In fact, in
a significant number of these countries, such as Vene-

zuela, Guatemala, Ecuador, the Congo, Brazil and Mex-

ico, such funds have provided the whole of foreign
saving. These capital flows, however, have been com-

pounded of both private long-term capital and official
loans and grants; and the volume of capital received
by individual countries on each of these two accounts
has been determined by entirely different considerations.
Explanation of inter-country differences in the level of
foreign saving thus turns largely upon the factors in-
fluencing these two different types of capital flow.

Within the private sector, neither corporate nor house-
hold saving seems to have played the more dominant
role in explaining the inter-country differences in levels
of domestic saving.ÿ Nor has each, taken separately,
shown a close positive association with the level of
domestic saving, although in the case of household
saving the low-saving countries have tended to expe-

rience no net saving or even negative saving. To some

extent, as explained later, corporate and household
saving have tended to offset each other because of
institutional differences among countries, but they have
also been affected by various other factors, such as the
level of per capita income, the nature of the export
sector or the impact of government fiscal policy.

The relative importance of private and official capital
in determining the level of foreign saving has varied
widely among countries. While the flow of official long-
term capital and grants to the under-developed countries
as a whole has been substantially larger than the flow
of private capital, in some individual countries private
capital has been the dominant or even the sole com-
ponent in the total inflow. In a number of countries,
however, the inflow of private capital has been very
small or repatriation of private foreign capital has
even taken place.

FOREIGN   SAVING

The inter-country differences in levels of foreign sav-
ing have, as just noted, largely reflected differences in

4 The range of gross government saving between the high-
saving and low-saving countries is probably greater than that of
net saving. This is because the share of government gross invest-
ment in total investment has generally been larger in countries
with higher net saving. If, as an approximation, depreciation is
assumed to be proportionally equal in all countries, the spread
among countries is larger for government gross saving than for
govermnent net saving.

s In this chapter, where saving by sector is based upon the
data on net saving, the concept of corporate sector is used. Net
corporate saving includes saving of both public and private cor-
porations; the available information shows that the saving of
the former has generally tended to be small in the total. In
chapter 1, however, the discussion in terms of gross saving has
necessitated the use of the concept of enterprise sector. Gross
enterprise saving comprises, in addition to gross saving of cor-
porations, depreciation allowances of unincorporated enterprises,
government enterprises and private dwellings which cannot
always be separated.

The uneven distribution of private capital among
the under-developed countries has reflected the fact that
private foreign capital has been mainly attracted to
those countries endowed with natural resources for

which world demand has been rising strongly. There
has thus been a significant tendency for the level of
private capital inflow to be directly associated with
the rate of increase in export proceeds ; this is illustrated
in table 2-5 where countries have been grouped both
according to the absolute level of their average annual
net inflow of long-term private capital and according

to the percentage increase in their export earnings over
the period. In certain mineral exporting countries, such
as Rhodesia and Nyasaland and Venezuela, for example,
large amounts have been invested by foreigners in the
production and export of such commodities as copper
and petroleum. In contrast, countries which export

6 Estimates of international flows of public and private funds
are derived from International Monetary Fund, Balance o/Pay-
ments Yearbook  (Washington, D.C.). The terms public and
private refer, unless otherwise stated, to the sectors in the under-
developed countries and not to those in the rest of the world.
For example, a loan provided by the International Bank for
Reconstruction and Development, an inter-governmental organi-
zation, to a private concern in an under-developed country is
considered to be a private loan, that is, a loan received by the
private sector. Likewise, funds provided by priv.ate foreign in-
vestors or donors to gowrnments are considered to be official
loans or donations, that is, funds received by the public sector.
The balance of payments accounts published by the International
Monetary Fund combine transactions of public and private bank-
ing institutions with data on official capital flows. To the extent
that the information provided by the International Monetary
Fund in the descriptive notes to country statements has per-
mitted, the long-term transactions of the banking sector have
been allocated, as appropriate, to private and official capital.
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Table 2-4.  Levels of Foreign Saving and its Principal Componentsÿ 1950-1959"

(Percentage of gross domestic product)

Net flow of long-term capital and official grantsÿ

Country Foreign                                  Private              Official
savingb               Total               long-term         long-term capital

eapilal             and granls

Israel  ............................  21

Puerto Rico  .......................  18
Rhodesia and Nyasaland  ............  9

Korea (Republic of)  ................  9

Greece  ...........................  8

13.3            0.8           12.4
14.9        5.1        9.8
6.9            4.0            2.9

8.2
3:i        1:8        1.4

China (Taiwan)  ....................  7

Panama  ..........................  6

Costa Rica  ........................  4
Venezuela  .........................  3

UAR (Egypt)  ......................  3

Guatemala  ........................  2
Thailand  ..........................  2

Ghana  ............................  2

Chile  .............................  2

Spain  ............................  2

Argentina  .........................  2
Honduras  .........................  2

Turkey  ...........................  2
Philippines  ........................  2

Congo  ............................  2

india  .............................  1
Union of South Africa  ..............  1

Brazil  ............................  1
Ecuador  ..........................  1

Indonesia  ...................  •  ......  1

6.1            0.4            5.8
3.4            2.1            1.3
2.2            0.9            1.3
3.7            3.7             --
--          -0.1            0.1

2.7        1.2        1.5
2.0
0.3

1.4            1.1            0.3
0.5            0.1            0.4

0.5            0.4            0.1
1.7            1.9          --0.1

1.1            0.1            1.0
1.8            0.7            1.1
3.7          --0.6            4.3

Mexico  ...........................  1
Ceylon  ...........................  --
Colombia  .........................  --

Burma  ...........................  -- 1
Morocco  ..........................  - 1

Iraq  ..............................  - 3

0.2             --            0.3
0.8            0.6            0.3
1.3            1.1            0.2
1.3            0.7            0.6
0.2             --            0.2

1.9        1.4        O.6
-0.1          -0.6            0.5

0.7            0.2            0.5
O.9        --       O.9
3.9            2.1            1.8
1.0            1.4          -0.5

Source: Division of General Economic Research
and Policies of the United Nations Secretariat,
based on data from Statistical Office of the United
Nations, Yearbook of National Accounts Statistics
and from International Monetary Fund, Balance of
Payments Yearbook (Washington, D.C.).

For certain differences in time period and con-
cepts, see footnotes to table 2-1.

b For definition of foreign saving, see table 2-2
footnote b.

For Burma and India, data on foreign capital
and grants are for calendar years, while those per-
taining to foreign saving and domestic product are
for fiscal years. Data for Morocco exclude official
grants; for Ghana, Greece and the Union of South
Africa, they include short-term private capital. A
minus sign indicates a net outflow of capital.

chiefly textile fibres and certain foods have been par-
ticularly unattractive to foreign private investors.

Since natural resource endowment and the rates of
growth in world demand for the various primary com-
modities have mainly determined the level of private
capital inflow, private foreign capital as a percentage
of gross domestic product has been substantially higher
in countries with highly favourable export experience.
For 1950-1959, as is shown in the accompanying table,
long-term private capital as a percentage of gross do-
mestic product was on the average six times larger
for the countries whose exports have expanded rapidly
than for those whose exports have shown slow growth.
Particularly large inflows were received by Rhodesia
and Nyasaland and Venezuela, for example; in both

countries the flows amounted to about 4 per cent of
gross product.

Increase in                  Number of
export earnings                    countries

Large  .................  14
Moderate  .............  4

Small  .................  11

Average value of long-term
private capilal as

percentage of gross
domestic product, 1950-1959

1.7
0.8
0.3

Source: Tables 2.4 and 2-5.

Partly as an outcome of the fact that the flow of
private foreign capital has been largely related to the
natural resource endowment of specific countries, pri-

vate foreign investment during the last decade has
tended to be concentrated in the under-developed coun-
tries with higher per capita incomes. Of the countries
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Table 2-5.  Relationship between Inflow of Long-term Private Capital and Increase
in Export Earningsÿ

Increase in export earnings
Net annual inflow of

private capilal                              Large                      Moderate'                Small

Large  ..........................  Greece
MOROCCO
Philippines
Puerto Rico
Rhodesia and Nyasaland
Union of South Africa
Venezuela

Mexico          Argentina
Brazil

Moderate  .......................  Israel

Small  ..........................  China (Taiwan)

Congo
Costa Rica
Ecuador
Iraq
Panama

Chile
Ghana
Guatemala

Barrett
C:ÿlon

ombia
Honduras
India
Indonesia
Spain
Turkey
UAR (Egypt)

Source: Division of General Economic Research
and Policies of the United Nations Secretariat,
based on data from International Monetary Fund,
Balance of Payments Yearbook and International
Financial Statistics (Washington, D.C.).

Countries have been grouped according to the
annual average of the netinflow of private capital
in 1950-1959 (or for a part of this period for which

data are available) and the percentage increase in
export earnings between 1950.1952 and 1957-1959.
Capital inflow: large, 30 million dollars or more;
moderate, at least 15 million dollars but less than
30 million dollars; small, less than 15 million dol-
lars. Increase in export earnings: large, 30 per cent
or more; moderate, at least 15 per cent but less
than 30 per cent; small, less than 15 per cent.

included in table 2-6, seven whose per capita income
is over 300 dollars have received almost half of the
total net inflow of long-term private capital into the
under-developed countries. In sharp contrast, the least
favourably situated have been those countries with per
capita national incomes of less than 100 dollars. From
this group, which includes such countries as India and
Indonesia, there has actually been a net outflow during
this period. The inflow as a percentage of gross domestic
product has also tended to be in favour of higher-
income countries. Of course, not all private foreign in-
vestment in the under-developed countries has been in

their export industries. Part of it has also been invested
in industries producing for the domestic market. But
such investment has tended to accentuate the distribution
of private capital in favour of higher-income countries.
Generally, foreign private investors seek outlets for their
funds in areas where certain basic facilities-such as
transport, communications and banking-are already
fairly well developed. Adequate facilities of this kind
are usually available only in countries which have
reached a higher stage of economic development and
where the level of per capita income is also generally
higher. Moreover, with a given population, a higher

Table 2-6.  Net Flow of Foreign Funds to Under-developed Countries,
by Income Group, 1950-1959, Annual Average°

Number
Income group                      of

countries

Official                       Offwial
Private       grants and         Private     grants and

long-term       long-term          long-term     tang-term
capilal         capital            capital       capital

(average ratio to gross
(millions of dollars)             domestic prodacOb

Countries with per capita national income of."
I. Less than 100 dollars  ............  6

II. 100 to 199 dollars  ...............  13

III. 200 to 299 dollars  ...............  5
IV. 300 dollars or more  ..............  7

TOTAL, UNDER-DEVELOPED COUNTRIES  31

-9     270      --    2.3
289                 458                   1.0              1.3
153         162         1.3       1.1
404        358         1.7       3.3
837       1,248         1.0       1.9

Source: See table 2-4.
For certain differences in time period and con-

cepts, see footnotes to tables 2-1 and 2-4. Countries
have been grouped according to the annual average
of their per capita national incomes in 1956-1958.
Group I: Burro-a, China (Taiwan), Congo, India,
Indonesia, Thailand;  Group 11:  Brazil,  Ceylon,

Colombia, Ecuador, Ghana, Guatemala, Honduras,
Iraq, Morocco, Philippines, Republic of Korea,
Rhodesia and Nyasaland, UAR (Egypt); Group III:
Costa Rica, Greece, Mexico, Panama, Turke. y;
Group IV: Argentina, Chile, Israel, Puerto Rico,
Spain, Union of South Africa, Venezuela.

b Simple arithmetic mean.
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per capita income provides a larger domestic market,
which offers an additional impetus for the inflow of
foreign capital. It is to a considerable extent for this
reason that Argentina, Brazil, Chile, Mexico and the
Union of South Africa, for example, have been able to
attract large or moderately large inflows of private
capital. On the other hand, the low level of per capita
income seems to have been one of the deterrents to
such inflows in countries such as India and Pakistan.

Unlike the flow of private capital which is motivated
by prospects of profits, economic factors have played a
less significant role in influencing the flow of public
funds. Official assistance is inevitably linked with politi-
cal and other nan-economic forces. It is largely the
influence of such factors that is reflected in the large
flows of public funds, ranging from 4.3 to 12.4 per cent
of gross domestic product, in such countries as China
(Taiwan), the Congo, Israel, Puerto Rico and the Re-
public of Korea. The special circumstances that marked
the emergence of Israel as an independent nation after
the Second World War have brought forth large
amounts of foreign aid. Political reasons, too, have been
the principal factors behind the very large amounts of
foreign assistance received by China (Taiwan) and the
Republic of Korea. Almost all the foreign saving re-
ceived by the Congo has been in the form of public
funds, owing to the political link that existed until
recently with Belgium. The experience of Puerto Rico
has been rather special, since its relationship with the
United States has enabled both the public and private
sectors of the economy to receive large flows of foreign
saving.

Greece, Israel and, to a less extent, Puerto Rico, where
historical, cultural and institutional links abroad are
especially strong, private donations have contributed
significantly to foreign exchange receipts. In Israel,
over one-third of the goods and services deficit in I953-
1958 was covered by such contributions, while in Greece
the proportion amounted to a little less than one-half
in 1954-1958. In India private donations have provided
close to 24 per cent of the total flow of foreign saving
during the period under review. A second group in-
eludes countries which have sought to finance many of
their development projects through the use of exchange
holdings previously accumulated. This has been particu-
larly true for some of the present and former members
of the sterling area. For instance, between 1950 and
!959, the reduction in gold and foreign exchange re-
serves as a ratio of the deficit in the balance of payments
on current account amounted to about 66 per cent in the
United Arab Republic (Egypt), 33 per cent in India
and 8 per cent in the Union of South Africa.

DOMESTIC SAVING

While a number of varied factors have influenced
the flow of official grants and long-term loans, it is
striking that a significantly large proportion of these
public funds has gone to the lower per capita income
countries. It is evident from table 2-6 that during
1950-1959 22 per cent of the total flow of public funds
went to countries with per capita incomes of less than
100 dollars. Since these countries as a group have not
received any net inflow of private capital, oMcial assist-
ance has been of great importance for them. Among the
countries with per capita incomes of more than 300
dollars, Israel and Puerto Rico have received large
amounts of official funds, but the share of this group as
a whole in the total flow of official funds has been sub-
stantially less than its share of private capital. On the
whole, therefore, the flow of public funds has helped
to fill a gap in the availability of foreign funds for a
number of countries.

High or low levels of domestic saving have, as noted
earlier, generally been associated with high or low levels
of saving in both the private and the government sectors.
This relationship between private and government sav-
ing suggests that the levels realized in both sectors may
have been largely shaped by common factors. Before
saving behaviour in each of these two sectors is con-
sidered separately, it is therefore of interest to explore
the possible reasons for inter-country differences in the
level of domestic saving as a whole.

One very broad possible explanation that immedi-
ately suggests itself is the variation among countries
in the level of per capita real income. It might be ex-
pected that a smaller proportion of income would be
available for saving in the lower-income countries, since
relatively more would be absorbed in meeting sub-
sistence needs. And lower per capita real income might
not only depress the level of saving in the private sector,
but also reduce the taxable capacity of the community
and, consequently, the level of saving in the government
sector.

While private and official capital have together ac-
counted for the main part of the foreign saving avail-
able to most countries, it can be seen from table 2-4
that the net inflow of long-term capital and grants has
frequently been smaller than total foreign saving. Such
countries have had to rely on additional sources of
financing. Thus, in a group of countries including

The experience of the under-developed countries in
the nineteen fifties, however, offers only limited support
for this explanation. In a number of countries, such as
Burma, the Congo, Rhodesia and Nyasaland, as can be
seen from table 2-7, low income levels have not pre-
vented the attainment of high levels of domestic saving.
At the opposite pole are countries such as Chile and
Puerto Rico, which have experienced low levels of
domestic saving notwithstanding their higher income
levels and more advanced eeonomies.

This does not disprove that a low level of per capita
real income may, in fact, be an important factor limit-
ing the level of domestic saving which can be attained
in an individual country. But it does indicate that the
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Table 2-7.  Relationship between Levels of Per Capita Income and
Net Domestic Saving, 1950-1959"

Per capita
national income

(dollars) Below 5

Nel domesllc saving as percentage of gross domestic product

- 51o7              81o 10            11lo13 1/I lo 16

Below 100  ........  China (Taiwan)   India
Indonesia

100 to 199  ........  Korea             Guatemala

(Republic of)   Portugal
Philippines

200 to 299  ........  Greece
Panama

300 to 399  ........  Chile

Cyprus

Brazil           Iraq
Ceylon         Morocco
Colombia
Ecuador
Honduras
Turkey         Costa Rica

Burma
Congo
Rhodesia and

Nyasaland

Above 400  ........  Puerto Rico

Jamaica      Spain

Argentina
Trinidad and

Tobago

Malta
Union of

South Africa
Venezuela

Source: See table 2-1.
For certain differences in time period and concepts, see footnotes to table 2.1.

influence of the level of real income has often been out-
weighed by other forces. Indeed, it serves to emphasize
that the under-developed countries, far from being a
homogeneous group, differ considerably from each
other in the structural and institutional characteristics
of their economies. For, it is in large degree because of
structural and institutional differences that the influ-
ence of per capita real income has often not been
perceptible.

One such important difference among countries lies
in the distribution of income. As is brought out later,
in the countries where incomes from property and entre-

preneurship constitute a high proportion of national
income and where the size of the corporate sector is
relatively large, the level of saving has tended to be
relatively high.

the level of domestic saving is clearly not a simple one.
It depends not only upon the relative size of the sector
but also upon its institutional nature, upon the buoy-
ancy of external markets and upon governmental policy
with regard to taxation of foreign trade and of incomes.
The relative importance of these several strands cannot
easily be assessed in quantitative terms. But a rough
indication of the significance of the role of the export
sector is given in chart 2-2, where the size of the export
sector is compared with the level of domestic saving.

The channels through which the export sector has
affected the levels of government and private saving

Chart 2-2.

But a more important difference among countries has
been the nature and size of the export sector. Where the
export sector is relatively large, where the export market
is buoyant and where production for export is concen-
trated in the hands of relatively few enterprises, the
conditions are particularly favourable for high levels of
private saving. Moreover, since duties on exports and

imports constitute a major source of revenue for govern-

ments in under-developed countries, a relatively large
export sector facilitates government saving; and this
ma.y be still easier if production for export is dominated
by corporate enterprises, since revenue from indirect
taxes can be augmented by revenue from direct cor-

porate taxes. On the other hand, if the export sector is
relatively small, if export incomes are diffused through
many small traders and peasant producers, or if export
markets are stagnant, circumstances are generally less

conducive to high levels of saving either in the private
or in the government sector.

The role which the export sector plays in determining
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1950-1959"

(Percentage of gross domestic product)

Bf
e      Co

o
Tu Ar
e •

In•               Poo
CT

Gro®

Ph  Ide@
Ch
o

MO
o

Ec        Hoe e

Bu.   sA°            Rÿ,

CR
g

Ce
o

PRo
I      I      1      I      I      I      I  /ÿ

10        15        20        25        30       35       40

Exports

Source: See table 2-1.
For certain differences in time period and concepts, see

footnotes to table 2-1. For abbreviations, see chart 2-i.



68                                     PART I.  SAVING FOR ECONOMIC GROWTH: ITS SOURCES AND TRENDS

and the extent to which its influence has been offset
by other factors are further explored in the following
two sections.

Chart 2-3.  Levels of General Government Saving
and Investment, 1950-1959ÿ

(Percentage of gross domestic product)

Government saving

Although by comparison with private saving the dif-
ferences among countries in the level of government
saving have not been as large, they have contributed
significantly to the diversity in levels of total saving.
As has been pointed out earlier, the countries in which
total saving has been relatively high have also been
among those in which the level of government saving
has been high; and conversely.

In under-developed countries, no less than in the in-
dustrial countries, the level of government saving is the
outcome of a complex of interrelated policies with
regard to both taxation and public expenditure. But an
important qualitative difference in the role of govern-
ment between these two groups of countries is the more
active and direct part which it plays in fostering eco-
nomic growth in most under-developed countries. This
is reflected in the much greater importance of public
investment in the total investment of these countries.
Since government investment has, in the past decade,
become a major instrument in the effort to stimulate
economic growth, it is not surprising that public invest-
ment programmes have been important in shaping the
saving decisions of governments in the under-developed
countries. In fact, as can be seen from chart 2-3, there

has been a tendency for the level of government sav-
ing to be positively associated with that of government
investment. For example, in Rhodesia and Nyasaland
and Venezuela both government saving and investment
have been relatively high. On the other hand, in Panama
and the Philippines, they have both been low.
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The levels of both government disposable incomeÿ

Government disposable income is the current income avail-
able for the purchase of goods and services.

However, the tendency for government saving and
investment levels to be associated with one another does
not necessarily imply that inter-country differences in
the level of government saving have been simply de-
termined by differences in the size of investment pro-
grammes. It has often happened that governments have
set investment goals at a level higher than can be
financed from their own saving; and, unless they have
been able to obtain additional resources through do-
mestic and foreign borrowing, the investment pro-
grammes may not have been realized. In other words,
while investment programmes are an important deter-
minant of the level of government saving, much also
depends on the levels of government revenue and con-
sumption expenditure. In the absence of government
borrowing, investment outlays cannot exceed the dif-
ference between the income of government and its con-
sumption expenditure.
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Source: See table 2-1.
a For certain differences in time period and concepts, see

footnotes to table 2-1. For abbreviations, see chart 2-1.

and government consumption have, as may be seen from
table 2-8, varied considerably among countries. But
the differences in the level of saving have not been
systematically associated with differences in levels of
either consumption or income. Although there has been
a moderate association between levels of saving and of
disposable income, the relationship has been pro-
nounced only in the very high-saving and the very low-
saving countries.

As regards the level of government consumption ex-
penditure, it is unfortunately difficult to offer an
explanation of the wide differences among countries.
The level of expenditure has ranged from 6 per cent of
gross product in Colombia to 19 per cent in China
(Taiwan) ; and these wide differences have generally
been related to differences in levels of civil consumption
expenditure rather than in defence expenditure. Only
in a few countries, such as China (Taiwan), Greece and
the Republic of Korea, have relatively high levels of
defence spending accounted for the high levels of total
government consumption expenditure; in most coun-

tries, defence expenditure has usually been around 2
per cent of gross domestic product.

The differences in levels of civil consumption ex-
penditure do not appear to have been closely related
to such economic factors as per capita income levels
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Table 2-8.  Level of General Government Saving,
1950-1959"

(Percentage of gross domestic product)

Nel       Disposable
Counlry                  saving         incomeb     Consumplion

Chart 2-4.  Level of Revenue from Corporate
Taxes and Level of Exports, 1950-1959°

(Percentage of gross domestic product)

Venezuela  ..............  10         24         14
Rhodesia and Nyasaland..    5         14          9
Colombia  ...............  4         11          6
Costa Rica  ..............  4         14        10

Ecuador+.  ..............  4         16         12

Congo  .................  4         16         !3

Portugal  ................  3         15         11
Union of South Africa  ....  3         14         11
Ghanad  .................  3         12          8

Trinidad and Tobago  .....  3         14         11

Brazil  ..................  3         15         12
Burma  .................  2         16         13

Chile°.  .................  2         12          9

Jamaica  ................  2         11          9

Spain  ..................  2         12         10

Honduras  ...............  2          9          8

Ceylon  .................  2         15         13
India  ..................  1          8          7

Philippines ÿ.  ............  1          9          8
Panama  ................  1         13         12

Greece  .................  1         15         13
China (Taiwan)  ..........  1         19         19
Thailand  ...............  --         11         iI

Korea (Republic of)  ......  -4         10         13

o

g
ou
E

c

see

see

Lack of data also makes it impossible to examine
in detail the differences among countries in the com-
ponents of consumption expenditure. But the common
pattern appears to have been that the largest com-
ponents have been general administration and related
services; expenditures on education and on health,
flsually in that order, have taken smaller fractions of
current consumption expenditure,s However, in some

countries, among which Ceylon is a striking example,

s A United Nations study covering eleven Latin American
countries shows the following average (median) data on the
fractions of all current expenditure devoted to various services
in 1954: general administration (including economic services),
51 per cent; defence, 16 per cent; education, 16 per cent; health,
12 per cent. See United Nations, Economic Survey o/ Latin
America, 1955 (Sales No.: 1956.II.G.1).

In another study the levels of the major components of current

and the stage of economic development, as might per-
haps be expected. For instance, in the relatively more
advanced of the under-developed countriez, such as the
Union of South Africa, Chile and Spain, the level of
government consumption has not been particularly
high ; nor can the higher level of consumption in Ceylon,
as compared with India, be explained by its compara-
tive stage of development.

Source: See table 2-1.
For certain differences in time period and concepts,

footnotes to table 2.1.
b For  components of government disposable income,

table 2-9.
c Public corporations included with general government.
a Data are gross of depreciation.
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the relatively high level of government expenditure has
been due mainly to large expenditure on economic and
social services.

It is less difficult to identify the factors accounting
for inter-country differences in the level of government
disposable income. The most important reason has prob-
ably been the size and nature of the foreign trade sector,
though a subsidiary factor has also been the stage of
economic development.

The importance of the foreign trade sector is largely
related to the fact that, typically, in under-developed
countries, the principal source of revenue is indirect
taxation, and, particularly, import and export duties
(see table 2-9). The level of revenue derived from in-
direct taxes has thus, to a considerable extent, depended
upon the volume of foreign trade as well as upon tax
rates. In Burma, Ceylon and Thailand, for example, the
large size of the foreign trade sector in the domestic
economy, in conjunction with high average tax rates,
has yielded higher levels of revenue from customs duties

expenditure in ten under-developed countries were estimated
for one year between 1952 and 1955. Their average (median)
values as percentages of gross national product are as follows:
economic services, 3.7;  administration, 3.1;  education, 2.1;
health, 1.3. See A. Martin and W. A. Lewis, "Patterns of Public
Revenue and Expenditure", The Manchester School of Economic
and Social Studies, vol. XXIV, No. 3, September 1956 (Man-
chester).



"70                                        ÿART ]-.  SAVING FOR ECONOMIC GROWTH: ITS SOURCES AND TRENDS

Table 2-9.  Levels of Government Disposable Income and its Components, 1950-1959°

(Percentage of gross domestic product)

Disposable
Country                income

Direct taxes                     Indirect taxes minus subsidies
Net           Other

House-                                Indirect                   transfersb        income
Total       hold     Corporale         Total      taxes     Subsidies

Venezuela  ...............  24          11

China (Taiwan)  ...........  19           3

Congo  ...................  16           8
Ecuador  .................  16           4
Burma  ..................  16           4

Ceylon  ..................  15
Brazil  ...................  15

Greece  ..................  15

Portugal  .................  15
Union of South Africa  .....  14

Rhodesia and Nyasaland...   14
Trinidad and Tobago  ......  14
Costa Rica  ...............  14

Panama  .................  13

Spain  ...................  12

Chile  ...................  12

Ghana  ..................  12
Jamaica  .................  11

Colombia  ................  11
Thailand  .................  11

Korea (Republic of)  .......  10
Philippines  ...............  9
Honduras  ................  9

India  ....................  8

4
6
8
9
9
9
7
Aÿ

4
8

10
2
4
4
1

3
2
2
3

1      10          8       8      --         --1         6
1       1         14      14      --           1         2
4     3       9     9    --      --1      1
2     1      10    11     1      --1      4
.....  11      12      --         --1         1

11      13       2         --3         2"4    "i      13

6    2      12   "12   "'"      "'5     "i
5       4          7       8       1         --2         1
4       5          6       7       1         --2         2

2       7          4       5       i         --I         2
1       6          6       7       2         -1         3
3      --          9       9      --           1         i
2       1          7       7      --           i         i
5       3          8       8      --         --3       --1

6       3          7       8       1         --6        --
10      10      --          --         1

i    2       7     8    -       -     -
2       2          7       7      --         --i         i
.....  11      ll      --         --1        --

2      --          7       7       1          --        --
2ÿ      1          6       6      --         --1o        1
i       I          8       7      --          --        --
2    --      5    5    --       --     --

Source: See table 2-1.

For certain differences in time period and concepts, see
footnotes to table 2-1.

b Net transfers are shown with a reversal of sign as a deduction
, from government income.

° Current transfers from household sector are included with
direct taxes.

than in most other countries. In contrast, the relatively
low level of revenue from indirect taxes in India has
been due to the small size of the foreign trade sector.

But the foreign trade sector in many countries has
also been a major source of revenue from direct taxes;
these have been principally taxes on the earnings of
corporations engaged in exporting primary commodi-
ties. Thus, it is evident from chart 2-4 that levels of
revenue from corporate taxes in the under-developed

countries have been broadly related to levels of exports.
In the mineral exporting countries, such as Venezuela,
Rhodesia and Nyasaland and Trinidad and Tobago,
where exports constitute a very high proportion of total
domestic economic activity, governments have been able
to achieve high levels of revenue from corporate taxes
by imposing heavy levies on exporting companies. Con-
versely, the relatively low levels of revenue from cor-
porate taxes in such countries as the Republic of Korea,
India and the Philippines have been largely the result
of the smaller relative share of exports in total output.

In more advanced countries, for example, where the

corporate form of organization is more wide-spread
throughout the domestic economy, the level of revenue
from corporate taxes also tends to be higher. This would
largely explain why the level of revenue has been higher,
say, in the Union of South Africa than in Costa Riea,
Ecuador or Honduras, although the size of the foreign
trade sector in all these countries has been much the
same.

However, inter-country differences in the level of
revenue from direct taxes have also been related, though
in smaller measure, to broad differences in the stage of
economic development or the level of per capita income.

Similarly,  inter-country  differences  in  levels  of
revenue from direct taxes on households have largely
reflected difference in levels of per capita income. Gen-
erally, governments in countries where per capita in-

comes are comparatively high have found it easier to
raise revenue from direct taxes on income. Higher per
capita incomes, furthermore, are often associated with
greater monetization of the economy, which is con-

ducive to a more effective administration to tax collec-
tion. It is largely for these reasons that the level of
direct taxes on households as a proportion of gross
domestic product has tended to be relatively high in
such countries as Chile, Greece, Portugal, Spain and the
Union of South Africa. However, in many cases, the
level of revenue has also been affected by government
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tax policies. For example, in Trinidad and Tobago and
Venezuela, the low levels of revenue from household
taxes have reflected mainly the policy of the Govern-
ments of relying on taxes levied on corporations engaged
in petroleum production.

In summary, it may be said that the inter-country
differences in levels of government saving have been
related to the size of their investment programmes. But
public investment has been limited by the sums avail-
able for investment outlays. Primarily because of the
importance of customs duties as a source of revenue in

under-developed countries, the levels of government
disposable income have been much affected by the size
and nature of the export sector. However, the relation-

ship between government saving and export experience
has been considerably weakened by the fairly wide
variations among countries in levels of government civil
consumption.

to rely mainly on their own saving out of current in-
come to obtain the finance for business expansion. Thus,
it appears probable that the saving of unincorporated
enterprises accounts for a large part of household saving
in many countries. And it seems likely that, were it
possible to separate the saving of these enterprises from
that of private households, the saving of business con-
cerns as a whole, whether incorporated or unincor-

porated, would then stand out as the dominant source
of total private saving. Further, there might well be
much clearer evidence of a relationship between the
level of business saving and of total net domestic saving.

Private saving

While high or low levels of both government anJ
private saving have tended to be associated with high
or low levels of total net domestic saving, it has been
primarily the private sources of saving which have
contributed to the inter-country differences in total sav-
ing. The private sector, in other words, has generally
been the dominant source of domestic saving. Within
the private sector, however, it cannot be said that either
corporate or household saving has invariably been the
more important source. Nor have inter-country differ-

ences in the level of saving in either of these two sectors
exhibited any pronounced tendency to vary with the
level of total net domestic saving.

The fact that corporate and household saving, when
taken singly, have not shown a significant relationship
to total domestic saving, suggests that, to some extent,
they have tended to offset each other. It has to be
remembered, however, that the saving of the household
sector is inclusive of saving of unincorporated enter-
prises. It thus seems probable that a principal reason
for the apparent tendency for corporate and household
saving to offset each other is to be found in the differ-
ences among countries in the relative importance of
corporate and unincorporated enterprises. On the one
hand, as has already been noted, there are some coun-

tries where corporate enterprises bulk large in the export
sector; and it also seems that, in those countries where
industrialization has reached a relatively advanced
stage, the corporate type of organization has become
increasingly important in the domestic economy. On
the other hand, there are numerous countries where by
far the greater part of production both for export and
for the domestic economy is undertaken by unincor-
porated enterprises. But these enterprises, no less than
corporate enterprises, are important sources of saving:

indeed, by comparison with corporate enterprises, they
generally have less access to financial markets and have

This is not to say that the differences among countries
in the relative size of the corporate sector in the economy
or the relative importance of unincorporated enterprises
in the household sector have been the sole reasons ac-
counting for different levels of corporate or household
saving. Thus, corporate saving as a percentage of gross
domestic product has been affected not only by the size
of the corporate sector, but also by the dividend policies
of corporations and the fiscal policies of governments.

Partly because data on corporate profits remitted
abroad are not available for most countries, the effect
of dividend and fiscal policies on corporate saving can-
not be gauged with any accuracy at all. Nevertheless,
the accompanying table, though it suffers from the
omission of profits remitted abroad in most instances,
offers some possible indication of the role of these
factors. Despite a rather small volume of dividends dis-
tributed by corporations, it appears that corporate sav-
ing in Jamaica and Trinidad and Tobago has been less
than half of corporate income. In Puerto Rico and
Brazil, on the other hand, both taxes and dividends have
been moderate, with the result that a substantially larger
proportion of corporate income has been saved.

Uses o[ corporate net income, 1950-1959°

Country           Direct taxes     Dividends       Saving
(percentage of corporate net income)

Puerto Rico  .............  21          16          63
Brazil  ..................  20          23          57
Rhodesia and Nyasaland..  34          4@         22
Jamaica  ................  37          20°         43
Trinidad and Tobago  .....  63          10          27

Source: "See table 2-1.
For certain differences in time period, see table 2-1, footnote

a. Countries are arranged in descending order of corporate sav-
ing as a percentage of gross domestic product.

Including earnings remitted abroad.
c Including corporate transfer payments.

Inter-country differences in the level of household
saving, expressed as a percentage of gross domestic
product, must certainly also have been influenced by
other factors besides the relative importance of unin-
corporated enterprises in the household sector. The
saving of unincorporated enterprises themselves, for
example, must have been affected by government fiscal
policies as has the saving of corporate enterprises. And
the same would be expected to hold for the saving of
private households.
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This suggests that the level of household saving as a
whole might have been positively associated with the
level of household disposable income. But, generally,
household saving does not seem to have been signifi-
cantly related to disposable incomeÿ when both are ex-
pressed as percentages of gross domestic product (see
table 2-10). In Honduras and Morocco, for example,
high levels of disposable income have contributed to
comparatively high levels of household saving. In the
Philippines, however, where disposable income has been
equally high, there has actually been dis-saving. Fur-
ther, the level of household saving in Venezuela has
been about the same as in Brazil, Colombia and Ecuador,
despite a substantially smaller percentage of disposable
income to gross product.

portion of income, it would be expected that the level of
household saving would tend to be greater in countries
where the share of the higher-income groups in total
income is greater.

Table 2-10.  Levels of Household Saving and
Disposable Income, 1950-1959a

Direct information on distribution of income by size
is not available for most countries. The data on the
distribution of income by source, which is shown in table
2-11, do, however, offer some possible evidence of the
effect of this factor, since there is usually some associa-
tion between the distribution of income by size and the
proportion of total income derived from property and
entrepreneurship. The table is suggestive of a possible
relationship. In Venezuela and Panama, for example,
in contrast to the Congo and Honduras, the smaller
share of income from property and entrepreneurship
may have to some extent accounted for the lower level
of household saving.

Country

Union of South Africa  .....  7         71         10
Morocco  .................  6        84          7

Honduras  ................  6         82          7
Trinidad and Tobago  ......  5         67          7
Congo  ...................  4        62          7

Rhodesia and Nyasaland...  4        67          6
Costa Riea  ...............  4        77         5

Colombia  ................  3         78          4
Brazil  ...................  3         75          4

Spain  ...................  3         77          4

Ecuador  .................  3        74         4
Venezuela  ...............  3         55          5

Ceylon  ..................  2         77          3
Jamaica  .................  --        77          1
Philippines  ..............  -- 2        82        -- 2

Panama  .................  - 3         75        -- 4

The lack of association between saving and disposable
income is hardly surprising. Variations among countries
in the relative importance of unincorporated enterprises
might be expected, in themselves, to weaken any such
relationship, since the saving behaviour of these enter-
prises and of private households is determined by quite
different considerations. But, in addition, there are
strong reasons for expecting considerable differences
among countries in the saving behaviour of private
households, even though the disposable income of house-
holds, as a percentage of gross domestic product, might
be the same. Mention has already been made of the
possible influence of inter-country differences in the
level of per capita real income. And to this must be
added the effect on levels of saving of the differences
among countries in the distribution of income by size.
Since higher-income groups tend to save a larger pro-

Source: See table 2-1.
For certain differences in time period and concepts, see

footnotes to table 2-1.

Saving as
Disposable   percentage o]

Saving       income      household
(peecenlage of gross domestic  disposable

product)             ÿncome

Table 2-11,  Composition of Household Income,
1950.1959ÿ
(Percentage)

Income from
Compensation property and  Government

Counlryb               of       entrepreneur-   transfers
employees       ship

Trinidad and Tobago  ......  58        41         1
Congo  ..................  57        42         1
Honduras  ................  48        52       --
Rhodesia and Nyasaland...  58        41         1
Venezuela  ...............  73        26         i

Costa Rica  ...............  63        37      - 1

Colombia  ................  38        61         1

Brazil  ...................  47        48        5
S ain                                  32        4p  ...................  64
Ecuador  .................  53        45         1

Ceylon  ..................  51        46        2
Jamaica  .................  62        38       --

Philippines  ..............  44        56         1
Panama  .................  72        29       - 1

Source: See table 2-1.
For certain differences in time period and concepts, see

footnotes to table 2-1.
b Countries are arranged in descending order of household

saving as a percentage of disposable income.

However, the data do not allow any firm conclusion,
no doubt partly because the income of property and
entrepreneurship does not refer to the income of private
households only but is inclusive of the income of un-
incorporated enterprises. Some more direct information
on size distribution of income is available for the Congo,
Morocco and Rhodesia and Nyasaland; and this sug-
gests that the large inequalities in the distribution of
income in these countries have been a significant force
behind the relatively high levels of household, and
therefore of domestic, saving2

9 See United Nations, Economic Survey o] AJrica Since 1950
(Sales No.: 59.II.K.1), pages 87 and 88.
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It is also pertinent to note in this context that the
distribution of income by size is not an unchanging
phenomenon. Particularly in an inflationary situation
when the upward movements in prices of goods and
services and of the various factors of production may
be divergent, the distribution of income may change
appreciably, thus affecting the level of household sav-
ing. Rising prices commonly result in a relative shift
of income from wage and salary earners, whose ability
to save is generally small, to the recipients of profits
who usually save more. Unless there are counteracting
forces, such a shift is likely to result in higher levels
of private saving. On the other hand, if the advance
in prices is sustained for a long period, the process of
adjustment in wages and salaries to rising prices may
be accelerated. And in such an inflationary environ-
ment, since the spiral of rising prices and wages often
tends to generate pessimism with regard to the pur-
chasing power of money, saving levels may even decline.
Although the limitations of data do not permit precise
generalizations, the behaviour of institutional saving,
while representing only one component of private say-

ing, supports the impression that sustained and rapid
inflation may have inhibited saving. The accumulation
of saving deposits and life insurance premiums has
been adversely affected in Argentina, Chile and Israel,
for example, where continuous increases in cost of living
may have diminished the desire to save.1°

To sum up, the tendency for corporate and private
saving to offset each other has probably reflected in-
stitutional differences among countries. Relatively high
levels of corporate saving have largely occurred in
countries where corporate enterprises dominate the ex-
port sector, though differences among countries in cor-
porate dividend policy and government fiscal policy
have also affected saving. The role of unincorporated
enterprises has probably been of major importance in
determining the level of household saving, but other
factors, notably the distribution of income, have also
been significant.

lo These conclusions are based on institutional savings data
from International Monetary Fund, International Financial Sta-
tistics, and from national sources.

Trends in saving

While much can be learned by analysing the dif-
ferences in saving levels of individual countries for
1950-1959 as a whole, it is also instructive to examine
the changes in the saving experience of countries over
time. For the process by which saving levels are raised
is at the heart of the problem of increasing capital
formation and accelerating the pace of economic growth.
The experience over the nineteen fifties is perhaps too
brief to permit firm conclusions regarding the long-run
process of change, but it may well throw some light on
the factors which enable poor countries to move from
relatively low to sustained higher levels of saving.

substantially, in the Congo and the Union of South
Africa, it has declined significantly. On the other hand,
in the low-saving countries, the tendency has been more
general for total saving to increase.

Between 1950-1952 and 1957-1959, only two out of
every five countries increased their total net saving by
2 per cent or more of gross product, although in a few
countries, such as Burma, Jamaica and Malta, the in-
creases have been very large21 In the remaining coun-
tries, as is shown in table 2-12, the levels of total saving
have generally shown no significant change; exceptions
are the Congo, Indonesia, Morocco and the Union of
South Africa, where they have declined sharply. The
countries with relatiw,ly high average levels of saving
have not necessarily ÿeen those which experienced large
increases in these levels. For example, while in such
high-saving co,retries as Rhodesia and Nyasaland,
Malta, Jamaica and Burma, total saving has increased

1 In contrast io the treatment of industrial countries in chap-
ter 1, where the 1950-1959 decade has been divided into halves
for the analysis of changes over time, trends in the under-
developed countries are analysed in terminal periods of 1950-
1952 and 1957-1959, since this procedure brings out the changes
in levels more clearly for this group of countries.

Although the trends in total saving have shown no
systematic relationship with their average levels, the
changes over time, considered by themselves, have ex-
hibited several significant patterns. Foreign saving, as
can be seen from table 2-13, has been a factor of great
importance in accounting for changes in the total supply
of net saving. There has been a pronounced tendency
for the under-developed countries to become increas-
ingly dependent upon foreign saving. In over one-third
of the countries, increases in foreign saving have
amounted to 2 to 3 per cent of gross product. Indeed,
in one-fourth of the countries, such increases have been
even larger; in some cases they have been as high as
9 or 10 per cent. In countries where the level of total
saving has increased, the increase in foreign saving has
invariably been an important contributing factor; and
where it has fallen, this has been generally due to a
decline in domestic saving which has not been com-
pletely offset by foreign saving.

The most striking development over the period, how-
ever, has been the inability of the under-developed
countries to raise the level of domestic saving. In more
than two.thirds of the countries listed in table 2-13, the
level of domestic saving has either declined or has barely
changed; moreover, where it has declined, the mag-
nitude has often been quite considerable.

The divergent trends in domestic saving cannot be
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TaMe 2-12.  Foreign and Domestic Saving: Levels in 1950-1959 and Changes in Levels
from 1951)-1952 to 1957-1959°

(Percentage of gross domestic product)

Total net saving                  Foreign saving                  Domestic saving
Country

Level        Change           Level        Change           Level        Change

Rhodesia and Nyasaland  .....  23
Venezuela  .................  19

Congo  ....................  18

Malta  .....................  18
Trinidad and Tobago  ........  16

Jamaica  ...................  15
Union of South Africa  .......  15

Costa Rica  .................  15
Puerto Rico  ...............  14

Burma  ....................  13

3           9         7          14       --4
-1       3      4       16     -5
-10       2      9       16    --19

8           3         6          15         2
--           6        --          10        --

Greece  ....................  12

China (Taiwan)  ............  12

Brazil  .....................  11
Portugal  ..................  11

Spain  .....................  ]0

Morocco  ..................  10

Honduras  .................  10

Argentina  .................  10

Turkey  ....................  10
Ecuador  ...................  9

]o
--4

1
7
4

--1

9      2       5      8
i       -3          14        --
4      i       ]i     -1

18         8         -4       -7
-i        i0          14       -3

Philippines  ................  4          2
Indonesia  .................  3        - 5

Chile  .....................  3          4

Colombia  ..................  9        - 1

Ceylon  ....................  9        -2

Korea (Republic of)  .........  8          1
India  .....................  8          5

Panama  ...................  6          4

-14         -1       -9          11       -5
-2           2         2           8       -3
--          -2        --            8        --
3           2       -1           8         5
4           1         2           8         2

8
7
1
5
2

--       --1           9        --
--         5           9       --7
9      2      --1     --2
1         3           7         2
6         2         --1         2

2
1
2

2       4      3--                  5             --
--I          i0        --
2       6     --3
i           8       --i

i       2      i
-I           2       -3
2        i      2

Source: See table 2-1.
For certain differences in time period and concepts, see footnotes to table 2-1.

explained by changes in any single component. The
level of government saving has shown moderately de-
clining or stable trends in most countries; but in coun-
tries where substantial declines in domestic saving have
occurred, government saving has usually been an im-
portant contributing factor. The trends in the saving
of the private sector as a whole have diverged more
widely than those in government saving, and have also
shown a closer relationship with changes in domestic
saving. In countries where the level of domestic saving
has risen, this has generally been accompanied by an
increase in the level of private saving, and conversely.
As a broad rule, the pattern of changes in the household
and corporate components of private saving has been
less clear-cut than in the case of total private saving.
Only in a few instances have both components of private
saving contributed to the over-all trend in the levels of
private saving. In many countries, in fact, levels of
corporate and household saving have moved in opposite
directions.

CHANGES IN THE MAJOR COMPONENTS OF SAVING

Although increases in the flow of foreign saving have

generally been dominant in raising or sustaining the
total supply of saving in the under-developed countries,
they have not been uniquely related to any single cause.
A number of factors, sometimes domestic, but more
often foreign in origin, have been responsible for the
increases.

In most under.developed countries, the increased de-
pendence on foreign resources has been related to the
rising tempo of investment activity. The higher levels
of investment could, of course, have taken place with-
out additional reliance on foreign saving if domestic
resources had been diverted from current consumption.

But, except in a few countries, notably Ecuador, India
and Panama, consumption has actually absorbed a
larger share of gross product. While private consump-
tion has risen in several countries, the more striking
phenomenon has been the wide-spread increase in the
level of government consumption. Increases in foreign
saving have therefore been needed to finance not only
higher levels of capital formation but, in many eases,
greater consumption as well.

The increases in foreign saving which most countries
have experienced are the counterpart of the trends in
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Table 2-13.  Change in Level of Saving, by Sector, 1950-1952 to 19574959ÿ
(Percentage of gross domestic product)

Coantry
Total                            Govern-               Private saving
net       Foreign    Domestic     ment

saving      saving      saving      saving          Total    Corporate  Household

Jamaica  .....................  10        2-        8

Burma  ......................  7       10      --3

India  .......................  5        3        2
Panama  .....................  4        2        2

Greece  ......................  4       2       3

Ecuadorb  ....................  4       2       2
Chileb  ......................  4        2        2
Rhodesia and Nyasaland  .......  3       7     -4

Philippinesb  .................  2        1        1
Puerto Rico  .................  1        8      --7

2      6    2    4
--3
--         2
-      2   '3   ::i
--            3  ......

4       --2     --i     --i
1      1
-   "i
i        --       i     --i

Korea (Republic of)  ...........  1        2      -2       --        -2
Spain  .......................  --        1      - 1       --        - 1
Trinidad and Tobago  ..........  --       --        2        -1

China (Taiwan)  ..............  --  ....

Costa Rica  ...................  --       1      --1      --2          1 -i   'ff
Brazil  ........................  --      -- 1       --       --          1

Colombia  ....................  -- 1      -- 1      --       1        -- 1

Portugal  ....................  1       2     --3        1        --3
Venezuela  ...................  --1         4      --5        1        --6

Ceylon  ......................  -2        5      -7      -3        -4

Honduras  ...................  -2        2      --3      -2        -2
Union of South Africa  .........  -4     -3      --      --        --

Co ngo  ......................  - 10        9     - 19      - 5       - 14

Morocco  ....................  -14     -9     -5     -2        -3

1
1 -2

'i
--2     --2

i      --2
I      --I

--14
--i     --2

Source: See table 2-1.
For certain differences in time period and concepts, see footnotes to table 2-1.

b Public corporations included in government sector.

their balances of payments on current account. In these
countries, foreign balances deteriorated during 1950-
1959, partly as a result of a larger expansion in the
volume of imports relative to exports but mainly be-
cause of declines in the terms of trade.

in the terms of trade; whereas the terms of trade of
petroleum-exporting countries have improved or shown
no deterioration, those for most under-developed coun-
tries have declined.

Given the diversity of market conditions confronting
under-developed countries, it is not surprising that there
have been substantial variations in the extent of the
deterioration in the terms of trade. In part, these varia-
tions have reflected differences in the changes in world
demand and supply of the commodities exported by
these countries• In recent years, world demand for some
primary commodities relative to supply has lagged con-
siderably behind that for others; the volume of world
exports of petroleum, for example, expanded by 46 per
cent between 1950-1952 and 1957-1959, while the vol-
ume of food and raw materials exports rose by 37 per
cent. The disparate rates of growth in world demand
have been reflected in considerable changes in the rela-
tive prices of various primary commodities• As may be
seen from the table below, in relation to world export
prices of manufactures, the price of fuels has remained
practically unchanged, while that of textile fibres has
declined by two-fifths. In turn, the changes in relative
export prices have been associated with wide variations

Ratio of prices of primary commodities to manu]actured
goods in world trade

Index, 1957-t959
Commodity                     (1950-1952 = 100)

Fuels.."  ..................................  100

Metal ores  .................................  92

Beverage crops  .............................  89
Non-ferrous metals  ..........................  86
Fats, oils and oil-seeds  .......................  80

Cereals  ....................................  76
Textile fibres  ...............................  60

Source: United Nations, Monthly Bulletin of Statistics, Septem-
ber ]960.

Increases in foreign saving must, of course, be

matched by identical changes in the total of short-term
and long-term capital inflows and foreign exchange re-
serve movements. Over the nineteen fifties as a whole,
changes in the flow of short-term funds have been of
comparatively little importance, since over a long period
increases usually tend to be offset by declines. But these
funds have figured prominently in the two terminal peri-
ods taken separately. In Rhodesia and Nyasaland, for ex-
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Table 2-14.  Changes ia Levels of Foreign Saving and its Principal Components,
1950-1952 to 1957-1959"

(Percentage of gross domestic product)

Net flow of long-term fundso
Imports of    Exports of

Counlryb               goods and     goods and      Foreign                                         Official
services        services        savingÿ             Total          Private         capital

capital       and granls

Burma  .................  4        --6         10

Congo  ..............  5        -- 3          9
Puerto Rico  .........  ::::    7      --      8
Rhodesia and Nyasaland...    -2        -9          7
Ceylon  .................  1        - 4          5

Venezuela  ..............  4         --          4

India  ...................  2        -- 1          3
Panama  ................  --        - 3          2

Korea (Republic of)  ......  2         --          2

Ecuador  ................  3          1          2

4.4        0.6        3.8
--2.4      --3.8        1.4

9.9        3.4        6.6
0.9        1.0      --0.1

1.7        0.3        1.4

4.1        4.1         --

3.7     1.0     2.7
6.7

b:i     -
Chile  ...................  3          1          2
Greece  .................  2        --         2
Honduras  ................  1        -- 1          2

Philippines  ..............  -- 1        -- 2          1
Costa Rica  ..............  -3        --3          1

0.8        0.5        0.3
--1.0        0.8      --1.8
--2.3      --3.8        1.6
--1.1      --0.1      --1.0

2.2        0.1        2.2

Morocco  ................  --11

Spain  ...................  1        - 1          1
Argentina  ...............  --
China (Taiwan)  ..........  " '4     " "4      --

Brazil  ..................  -- 3        -- 3        -- 1

Turkey  .......................  - 1

Colombia  ...............  4          5        - 1
Indonesia  ...............  -- 7        -- 6        -- 1
Union of South Africa  ....  --2          1        --3

--2       --9

0.1      --0.1        0.1
--0.1        0.1      --0.2

--      --0.1        0.1
1.4        1.1        0.3

--0.5        --      -0.5

0.2         --        0.2
0.2        --        0.2

--2.8      --2.3      --0.5
--3.6      --2.3      --1.3

Source: See table 2-4.
" For certain differences in time period and con-

cepts, see footnotes to tables 2-1 and 2-4.
b Countries are arranged in descending order of

the increase in the levdof foreign saving.

¢ A positive change in foreign saving denotes a
greater-increase, or a smaller decline, in imports of
goods and services relative to exports. A positive
change in long-term funds denotes an increase in
the net inflow_

ample, there was a large inflow of short-term private
capital in 1957-1959, as against an ou:flow during the
earlier period. On the other hand, in Burma, Ceylon,
the Congo, Honduras and the Philippines, substantial
additions were made to official reserves in the earlier
years of the decade, but these were drawn down during
1957-1959 when large-scale deficits in the balance of
payments were encountered.

In several countries, however, the increased inflow
of foreign funds has not come about in passive response
to changes in trade but has taken the form of long-term
!oans and grants for specified investment programmes.
These long-term loans and grants, as can be seen from
table 2-14, have made possible increases in the import
surplus of Puerto Rico, Venezuela, Panama and the
Republic of Korea, for example. Developments in both
the recipient and the contributing countries have been
a significant influence in bringing about a larger flow
of long-term capital in 1957-1959. In order to achieve
a higher rate of economic progress and higher consump-
tion standards, governments in the under-developed
countries have sought to define their developmental ob-
jectives more sharply and to strengthen administrative

machinery for their attainment.1ÿ This has affected the
outlook of both private investors and governments in
the capital exporting countries. Private investors in
North America, western Europe and Japan have begun
to show greater interest in the under-developed countries
as outlets for their funds. On their part, governments in
the capital exporting countries have formulated meas-
ures to facilitate the flow of such private capital as well
as to provide directly a larger supply of funds both
bilaterally and through the international organizations.
The Soviet Union and a number of other centrally
planned countries have also stepped up their aid to the
under-developed economies. As a result, the net annual

flow of recorded long-term private capital and public
funds to the twenty-four under-developed countries in-
cluded in table 2-14 rose by over three-fourths between
1950.1952 and 1957-1959.la

12 See United Nations, World Economic Survey, 1959, pages
80 to 83.

la Since this estimate is based on the balance of payments
accounts of a limited number of recipient countries, it provides
only a partial indication of the increase in the net flow of inter-
national private capital and public funds to the under-developed
countries.  More comprehensive data from the contributing
countries indicate that the increase has been substantially larger.
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However, despite the substantial increase in the net
flow of long-term private capital, there has been no de-
cline in the pronounced tendency for such funds to be
concentrated in relatively few countries. By and large,
countries receiving large flows of private capital have
continued to be those producing export commodities in
vigorous demand abroad, or those which have not only
reached a higher stage of development but have also
developed a large domestic market. Thus, as is "shown
in the accompanying table, while the small inflow of
earlier years into countries with per capita incomes of
less than 100 dollars has given way to an outflow, six
countries with per capita incomes of more than 300
dollars have received over three-fifths of the expansion
in the flow of long-term private capital.

Number
Income 9coupb               of                  Official

countries    Private      9ranls
long-term      and
capital    long-term

capital
Countries with per capita

national income of:
I.  Less than 100 dollars  .....  5       -6      29

II.  100 to 199 dollars  ........  9       36      40
IlI.  200 to 299 dollars  ........  4        9      10
IV.  300 dollars or more  ......  6        61       20

TOTALÿ UNDER-DEVELOPED
COUNTRIES  24      100     100

Source:'See table 2-4.
For certain differences in time period and concepts, see foot-

notes to tables 2-1 and 2-4.
b Group I: Burma, China (Taiwan), Congo, India and Indonesia;

Group H: Brazil, Ceylon, Colombia, Ecuador, Honduras, Morocco,
Philippines, Republic of Korea and Rhodesia and Nyasaland;
Group 1H: Costa Rica, Greece, Panama and Turkey; Group 1V:
Argentina, Chile, Puerto Rico, Spain, Union of South Africa
and Venezuela.                  "ÿ-

The generalization that extractive industries and the
size of the domestic market have continued to exert a
strong influence on the flow of international private
capital does not imply, of course, that other factors
have been of no consequence. In some cases it is not

unlikely that political factors have been a significant
influence. Political considerations have at times been of
some importance where changes in forms of government
have generated uncertainty in the minds of investors
with regard to official policies relating to foreign in-
vestment. The absence of favourable institutional ar-
rangements in some recipient countries has been another
deterrent.14

14 In recent years, however, a number of governments in
under-developed countries have sought to provide guarantees
against nationalization and to ensure remittance of profits and
the repatriation of capital. Many countries have offered such
incentives as accelerated depreciation and reductions in taxes
on profits. But the fact that in many countries the enactment of
these and other measures has not resulted in any significant
increase in the inflow of foreign private capital reinforces the
importance of the economic forces discussed above.

Increase belween
t950-t952 and t957-

1959 in the net annual
flow oy:

Percentage distribution of the increase in foreign funds
received by under.developed countries, 1950.1952
to 1957-1959°

Given the high degree of concentration of private
capital flows, it is particularly significant that the hulk
of the increase in official grants and long-term loans has
been received by the lower-income countries. It is evi-
dent from the preceding table that over two-thirds of
the increase in such public flows has gone to countries
with per capita incomes of less than 200 dollars. As a
result, the beneficial role of public funds in offsetting
the marked concentration of private capital flows, which
was already evident in the earlier years of the nineteen
fifties, has become even more pronounced in recent
years. Without this foreign aid, many development
projects in such countries as Burma, Ceylon and India,
which have received virtually no part of the increased
total flow of private capital, might have been slower in
reaching completion.

Impressive and encouraging as the increased avail-
ability of foreign saving is in many respects, it has also
served to emphasize that a majority of under-developed
countries have not been able to achieve appreciable
expansions in the level of domestic saving to match
the desired growth of investment.

While most governments have played an increasingly
active role in the nineteen fifties in accelerating the
pace of economic development, their own contribution
in the form of an augmented supply of government sav-
ing has generally been very limited. It will be seen from
table 2-15 that in only three out of twenty-two countries,
namely, Ecuador, Jamaica and Trinidad and Tobago,
did government saving increase by 2 per cent or more
of gross domestic product between I950-1952 and 1957-
1959;  and in another five countries the increase
amounted to only one per cent. In the remaining coun-

tries, the level of government saving either remained
roughly stable or even declined. The declines were sub-
stantial in Ceylon, Burma and the Congo.

A major influence in shaping the changes in the level
of government saving has been government consump-

tion. Among the countries where government saving

has risen significantly, government consumption has
either fallen or has not increased in relation to gross
domestic product. In contrast, among the countries
where government saving has fallen, the level of govern-
ment consumption has generally increased sizably. In
Burma, Ceylon and the Congo, for example, the increase
in government consumption has ranged from 5 to 7 per
cent of gross product. Since the levels of government
disposable income have risen in both groups of countries
in broadly similar proportions, it follows that the in-
creases in consumption have been the principal deterrent
to increases in government saving.

In general, the rising tempo of government consump-
tion has been inherent in the process of economic and
social change. Rapid increases in population in the
under-developed countries during the nineteen fifties
have been a major contributing factor. The expanding
populations have demanded a larger volume and range
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Table 2.15.  Changes in Levels of General Government Saving, Consumption and
Disposable Income, 1950-1952 to 1957d959ÿ

(Percentage of gross domestic product)

Counlry
Nel     Consump- Disposable

saving      lion      income
Total

Indirect
Direcl lazes                  lazes

minus
Household  G'orporale      subsidies

Ecuadorb  .................  4      -2        2

Jamaica  ..................  2       --        2
Trinidad and Tobago  .......  2      --2       --

Venezuela  ................  1        1       4

Philippinesb  ..............  1        1        2

Portugal  .................  1        1       2
Chileb  ...................  1       --        1

Colombia  .................  1       --        1
Panama  ..................  --       --        1

Korea (Republic of)  ........  --       4       4

Rhodesia and Nyasaland  ....  --        2        2
India  ....................  --       2        1

Spain  ....................  --       1        1
Brazil•                                    1       --

Union of South Africa  ......  --       --       --

2     1     1       2
2      --       2         --

3     1     2      --2
1       1      --         --

1
2
1
1
1

1
1
1
1
1

1
2

m     1

1     i
1     l

-i     -I

1     1
-I     -i

1       . . .

3
3     "2

m
1

1

-1

m

-1
• 'i

Greece  ...................  --       1        1

China (Taiwan)  ...........  --        4        3
Costa Rica  ................  --2        4        2

Honduras  ................  --2        3        1

Ceylon  ...................  -3        5        2

Burma  ...................  -3        6        3

Congo  ...................  --5        7        2

m
3
2
2
1
2
1

m
2
2
1
2

Source: See table 2-1.
For certain differences in time period and con-

cepts, see footnotes to table 2-1. Components of
government disposable income other than taxes

are omitted as the changes in the ratio of these
items to gross domestic product were generally not
significant.

b Including public corporate saving.

of services from governments; this has been further
accentuated by the growth in urbanization, since public
services generally tend to be greater in the cities than
in the rural areas. Particularly prominent in the wider
range of social services has been the provision of facili-
ties for education. Increases in expenditure3 have come
about not only to improve literacy but also to enlarge
the supply of trained personnel required for achieving
investment goals.

Furthermore, with the wide-spread adoption of plans
or programmes of economic development, governments

have undertaken greater responsibilities in providing
essential economic and other services; as a result of
these enlarged functions, government administrative
activities have also expanded rapidly in most under-
developed countries. The rise in investment outlays of
the public sector has itself required corresponding in-
creases in government consumption expenditure.

In addition to the rise in government spending on
general administration, which has been common during
this period, defence requirements also have made neces-
sary significant expansions in government current ex-

penditure in many under-developed countries. This
tendency has been particularly strong in the newly
independent Asian and African countries, following the

transfer of responsibility for national security to na-
tional governments. In addition, increased concern

about national security has prompted higher defence
spending in a number of cases.

Of course, government disposable income has also
generally increased between 1950-1952 and I957-1959.
This has partly reflected the efforts of governments to

-raise the levels of income to finance their expanded pro-
grammes of investment. But in many countries such
increases have been barely sufficient to meet the in-
creased consumption. In some cases, they have failed
even to match the rising levels of consumption, with
the result that the level of government saving has fallen.
Among these countries are Burma and Ceylon, where
the decline in government saving has in fact compelled
the governments to curtail their investment programmes.

But the magnitude of the increase in government dis-
posable income has not been markedly different among
countries. This has largely been attributable to the
broad similarities in the economic structure and the
tax systems in the under-developed countries. It is strik-
ing that, in spite of the rapid expansion of income in
most countries, revenue from direct taxes on households
has tended to rise only slightly in relation to total out-
put. This may have partly reflected the fact that, in



CHAPTER 2.   SAVING FOR ECONOMIC DEVELOPMENT IN THE UNDER-DEVELOPED COUNTRIES                         79

general, tax systems in the under-developed countries
have not been sufficiently progressive and, further, that
comprehensive upward revisions in tax structures have
not been made during the period under review. In fact,
it appears that increases in revenue have often been
largely the result of an improvement in tax eo!lection
and of the rapid expansion of the monetized sector.

Furthermore, the trends in government revenue from

corporate taxes and customs duties have been greatly
affected by divergent changes in foreign trade among
countries. The influence of export trends on revenue
from corporate taxes has been evident in many cases
where export corporations are predominant in the cor-
porate sector. Such revenue has increased substantially
in Jamaica and Venezuela, for whose exports world de-
mand has been buoyant. In the majority of countries,
however, the increases in revenue from corporate taxes

have been no more than proportionate to the increases
in total output. Often sluggish trends in exports have
been a significant contributing factor. In Rhodesia and
Nyasaland, a sharp decline in corporate net income has
reduced revenue in the absence of a general increase in
the tax rate.

have also been cases where increases in domestic saving
have been entirely due to rising trends in private sav-
ing. Within the private sector, however, there has been
no consistent pattern of change in corporate and house-
hold saving among countries. For example, as is shown
in table 2-13, while the decline in the level of private
saving has been substantia! in both Rhodesia and Nyasa-
land and Venezuela, it has reflected a decline in cor-
porate saving in the former but in household saving in
the latter. The importance of the export experience of
individual countries in accounting for their differing
trends in corporate saving is again clearly revealed in
chart 2-5. In Ceylon, the Congo, and Rhodesia and
Nyasaland, for example, large declines in the level of
exports have been mainly responsible for the unfavour-
able trends in corporate saving.15 In contrast, increases

in corporate saving in Jamaica, Puerto Rico and Vene-
zuela have been related to the buoyant world demand
for their exports,as

Household saving in relation both to gross domestic
product and to disposable income has fallen signifi-

Although in some countries the levels of government
revenue from customs duties have increased signifi-
cantly, in many others there has been no significant
upward trend. In the early nineteen fifties, when there
were wide-spread increases in prices of primary com-
modities entering international trade, many govern-
ments successfully siphoned off the expanded purchas-
ing power in the hands of the public through export
duties or multiple exchange rates. But in the latter part
of the decade when commodity markets generally weak-
ened, revenue from these sources often tapered off.
Revenue from import duties, too, has fallen in a num-
ber of countries, partly because governments have often
sought to reorient their import structure in favour of
capital goods and other essential articles on which duties
are usually small.

Chart 2-5.  Relationship between Changes in Levels
of Corporate Saving and Exports, 1950-1952 to
1957-1959ÿ

(Percentage of gross domestic product)
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To an even greater degree than in the case of gov-
ernment saving, the level of private saving has declined
in most countries. In many instances changes in private
saving have played an important role in shaping the
trends in total domestic saving. Among the countries
which have experienced considerable declines in domes-
tie saving, the trends in private saving have generally
been a major causal factor. Correspondingly, there
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toms duties, governments have sought to raise the level
and range of indirect taxes on products sold in the
domestic market. In numerous instances, excise and

sales taxes have been levied on an expanded range of
consumption goods. In many countries, rising levels of
private consumption have also contributed to taxes. And,
in some countries, such as Ceylon and India, the search
for additional revenue has taken the form of new taxes,
such as those imposed on expenditure, gifts and wealth.
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Source: See table 2-1.

For certain differences in time period and concepts, see
footnotes to table 2-1. For abbreviations, see chart 2-1.

Ec
o

15 The exceptionally large decline in the level of corporate
saving of the Congo, shown in chart 2-5, resulted in part from
a substantial increase in corporate earnings remitted abroad.

1ÿ The differing trends in corporate saving among countries
have also been affected by changes in government tax measures
and in corporate policies relating to distribution of dividends,
including earnings remitted abroad. However, owing to the lack
of data in most countries, no generalization can be made con-
cerning the experience of the entire group of countries under
review.
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Table 2-16.  Changes in Levels of Household Savingÿ Household Disposable Income
and Compensation of Employees, 1950-1952 to 1957-1959°

Goun!ry

Household saving

As percentaoe
of gross
domestic
prodv.ct

Bate of growth
m per capita     Compensation of

As percentage             disposable        employees as
of household             incomeb        percentage of
disposable             (percentage     household irwomeÿ

income             per annum)

Jamaica  ..........................  4
Costa Rica  ........................  2
Rhodesia and Nyasaland  ............  1

Brazil  ............................  --

Congo  ...........................  --

Union of South Africa  ..............  - 1

Philippines  .......................  - 1
Ecuador  ..........................  - 1

Panama  ..........................  - 1

Spain  ............................  - 1

Honduras  ........................  - 2
Colombia  .........................  - 2

Morocco  .........................  -2

Ceylon  .........................  ÿ.   --2
Trinidad and Tobago  ...............  -5
Venezuela  ........................  -- 7

5          7        3
2               2          -I
1          2        5--                          --                      5

-i               3            8

--1               2          ...
--1               3           --
--2               2            3
--2               1            4
--2               4          --1

--2          1        2
--2               2            3
--2                    1
--3              --          ' '2-
--7               5          --4

--13               5            1

Source: See table 2-1.

For certain differences in time period and con-
cepts, see footnotes to table 2-1.

b Compound rate, based on data in constant
prices.

° Household income refers to personal income
before taxes; it includes government transfers.

cantly in most countries during this period ; in Trinidad
and Tobago and Venezuela, the decline has been espe-
cially large.17 Of the countries shown in table 2-16,
increases in the level of household saving have taken
place only in Jamaica, Costa Rica and Rhodesia and
Nyasaland. While it seems clear that in these cases in-
creases in real income have been an important contrib-
uting factor, the differences in the growth of ineomes
cannot account for the changes in household sav!ng. Al-
though incomes have shown similar increases in other
countries, their levels of saving have actually fallen.

to that of incomes from entrepreneurship and property
in household income?s This has been partly the result
of increases in the number of wage earners, accom-

panied often by increases in wage rates. In many in-
stances, this change has to some extent reflected reduc-
tions in the share of unincorporated enterprise income
caused by an unfavourable export experience. Since
wage earners generally tend to consume a larger propor-
tion of income than recipients of entrepreneurial and
property incomes, it is not surprising that declines in
levels of saving have taken place.

Many factors have contributed to this experience.
Shifts in the distribution of income have been a domi-
nant factor in accounting for the changes in levels of
saving during the period. As is shown in table 2-16,
there has been in most countries a tendency for the
share of compensation of employees to rise relatively

17 The proportion of disposable income to gross domestic
product has generally fallen moderately, although in a few in-
stances, such as in Jamaica and Colombia, the decline has been
large. Sharp increases in the proportion have occurred in a few
cases, such as in the Congo and Rhodesia and Nyasaland. In
these countries, changes in corporate saving have been the main
factor contributing to the changes in the ratio of income to
product.

The declining trend in household saving has also
been influenced by the continued rapid urbanization in
most-countries. In fact, the enlargement of the wage-

earner sector has been associated with a substantial
movement of rural population to urban areas in search
of employment and higher incomes. Growing urbaniza-
tion has required additional expenditure in order to
establish homes in the cities; also, material standards
of living tend to be imitated and it is not unlikely that
such imitation has induced higher levels of consumption.

xs The changes in transfers from the government to the house-
hold sector during the period do not affect these conclusions
since they have generally been very small,

The supply of finance

Saving derives its importance from the fact that its
level at prevailing prices determines the volume of re-
sources available to realize investment. It is always

possible, however, that though the community may be
willing to release resources from consumption for in-
vestment, the particular entities which may wish to un-
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Table 2-17.  Level of Investment and Excess of Saving over Iuvestmentÿ by Sectorÿ 1950-1952 and 1957-1959°

(Percentage of gross domestic product)

Countryb

Net investment

Government              Private

!950-1952  1957-!959 1950-t952  1957-1959

Excess of saving over investment

Government              Private                Foreign

t950-1952  1957-!959 !950-1952  t957-1959 t950-1952  2957-1959

Jamaica  ..................  2       3       6      15

Burma  ...................  2       3       6      12
India  ....................  2       5       4       5

Panama  ..................  2       1       2       8

Greece  ...................  2       4       8      10

--      --      -7    -10      7       9
2   -2     3   -3   --5    5

--     -4       --      --      1       4
-1     1    -5   -9    6    8
--   --2    -6   -6    7    9

Ecuador  ...................  3       5       3       5
Rhodesia and Nyasaland  ....  7       7      14      15
Philippines  ................  1       1       2       3
Korea (Republic of)  ........  1       2       8       7
China (Taiwan)  ............  2       3      10       9

Costa Rica  ................  2       2      12      12

Brazil  ....................  3       4      11       6

Portugal  ..................  2       2      11       9
Venezuela  ................  7       9      13       9

Ceylon  ...................  5       4       5       4

Honduras  .................  2       2       9       7
Union of South Africa  ......  2       3      15      11
Congo  ....................  5       7      17       5
Morocco  ..................  5       5      13     -- 1

--1       1        3     --1    --1       1
--2     --2      --3     --9      5      12
--       1      --1     --3      1       2
--5     --5      --2     --3      7       9
--1     --3      --6     --5      8       8

3     1    --5   --5    3    4
--   --1    --5    2    2    1
1       1      --6     --8      5       7
2       1      --4     --6      2       5

--2   --4     3    1   --1    4

1     --2      --2     --i      1       3
1       1      --5     --1      4      --
1     --7        4       2    --4       5

--   --2    --5    5    5   --4

Source: See table 2-1.
For certain differences in time period and concepts, see

footnotes to table 2-1.

b Countries are arranged in descending order of the increase
in total net investment as apercentage of gross domestic product
from 1950-1952 to 1957-1959.

dertake investment may lack the financial funds to
purchase the necessary resources. In most under-devel-

oped countries, there are vast differences in the ease
with which investors can secure financial funds. An
often-quoted example is the financial weakness of the
peasant and his lack of access to lending institutions;
this contrasts sharply with the strength of a large in-
dustrial organization or of government. Such differ-
ences, even when they do not limit the level of total
investment, may well depress investment unduly in
some fields of production.

mate balance, by the end of the decade it was generally
faced with a deficiency of saving.

The problem of securing the financial resources to
undertake investment activity has not been confined in
the under-developed countries to the private sectors of
the economy. As noted earlier, a striking characteristic
of the post-war growth of investment in the under-
developed countries has been the rapid increase in in-
vestment by governments. Since, however, the level of
government saving in relation to gross domestic product
has generally been falling, the financing of government
investment has increasingly required the transfer of
resources from other sectors of the economy. While in
the early nineteen fifties the government sector in the
majority of countries listed in table 2-17 experienced
either an excess of saving over investment or an approxi-

The importance of the declining trend of govern-
ment saving in contributing to the increasing gap be-
tween saving and investment can be seen in table 2-18.
The countries in the table are listed in descending order
of the increase in government net investment from
1950-1952 to 1957-1959; and it can be seen that the
magnitude of the increase in the gap between saving
and investment was, on the whole, not related to dif-
ferent rates of change in investment. In fact, among
the countries in the lower half of the table, government
investment generally remained stable or fell, but the
gap between saving and investment generally increased.
Only in a few countries have increases in government
investment been more than offset by the greater in-
crease in government saving. This was the case in
Ecuador, Panama and the Philippines, where an ex-
cess of saving over investment was experienced in
1957-1959.

Part of the widening gap between government saving
and investment has been financed by a larger inflow
of foreign official loans and grants. The importance of
these flows in many countries is also shown in table
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Table 2-18.  Change in Excess of Saving over Invest-
ment in Government Sector and in Net Inflow of
Foreign Official Grants and Long-term Loansÿ
1950-1952 to 1957o1959ÿ

(Percentage of gross domestic product)

Net inflow of foreign
Coanlryb          Excess of saving      oJficial grants and

over investment          long-term loanse

India  ....................  - 4
Venezuela  ................  -- 1

Congo  ...................  - 7
Ecuador  .................  2

Greece  ..................  -2

Korea (Republic of)  .......  -2
China (Taiwan)  ...........  -2

Burma  ..................  - 4

Jamaica  ..................  1

Brazil  ...................  - 1

m
h
1.4

--1.8

6.7
0.1
3.8
"0'.3

capital markets in most under-developed countries have
militated against other types of domestic borrowing. In
India, in particular, direct borrowing from the private
sector has played a significant role. According to the
estimates for the second five-year plan, the contribution
of government saving to the finance of government
investment, excluding government enterprises, was ex-

pected to fall from the 38 per cent level achieved under
the first five-year plan to 13 per cent. While borrow-
ing from the banking system was expected to increase
from 23 to 33 per cent, drafts on private saving were
to increase from 26 to 29 per cent and the use of foreign
funds from 13 to 25 per cent. It is interesting that the
third five-year plan appears to rely less on credit creation
as a source of finance since it is proposed to cut borrow-
ing from the banking system to about l0 per cent of
government investment.

Portugal  .................  --

Honduras  ................  - 3
Rhodesia and Nyasaland  ....  --
Union of South Africa  .....  - 1

Philippines  ...............  1

Costa Riea  ...............  -2
Morocco  .................  - 1

Ceylon  ..................  --2

Panama  ..................  2

-0.i

-0.5
-1.0

2.2
-1.3

1.4
2.7

Source: See table 2-4.
For certain differences in time period and concepts, see

footnotes to tables 2-1 and 2-4.
b Countries are arranged in descending order of the increase

in government net investment as a percentage of gross domestic
product.

A positive change denotes an increase in inflow.

2-18, although the comparison provides only a rough
indication of orders of magnitude.19

19 This is because the net inflow of foreign official funds as
finance for the government sector involves two important errors.
First, some part of the funds, generally a relatively small pro-
portion, has been used for financing investment in public cor-
porations rather than in the general government sector proper;
and in the present chapter investment by public corporations
has been combined with investment of private corporations
because of the lack of separate data. Secondly, foreign official
funds may have been used for meeting government current con-
sumption expenditure, as in the case of the Republic of Korea.

But, as implied in table 2-18, domestic borrowing has
also been an important source of governr.=ent finance in

most countries. The available data do not permit com-
prehensive statistical analysis of the sources of domestic
funds, but the most important appears to have been
credit expansion. However, in a few countries where

governments have borrowed significant amounts of
domestic funds other than from the banking system, the
loans have been made principally by insurance com-
panies, pension funds and various savings institutions.
In Ceylon, Colombia, Ecuador and India, for example,
these institutions are required by government regula-
tion to maintain a certain portion of their portfolio in
government securities. Generally, the scarcity of non-

bflsiness private saving and the rudimentary nature of

In most under-developed countries, however, saving

in the private sector as a whole has fallen short of private
investment. Rather than having an excess of saving
over investment which could be utilized to finance part
of government investment, the private sector has gen-

erally recorded a deficiency in saving. Moreover, in
contrast to the government sector, the deficiency in pri-
vate saving was generally no less evident at the begin-
ning of the decade than at the end; in fact, in a number
of countries, the deficiency was as large as 5 per cent of
gross domestic product in 1950-1952.

The wide-spread tendency for the deficiency in pri-
vate saving to increase can be seen from table 2-19. And
it is notable that the tendency has by no means been con-
fined to countries in which the level of private invest-
ment has increased. In some countries, such as Ceylon,

Portugal, Venezuela and the Congo, a decline in the
level of investment has been associated with an even
larger decline in the level of saving.

Only in a few countries has the increased deficiency
of saving been appreciably offset by an inflow of private
foreign long-term capital. Although they can give only
an' impression of orders of magnitude, the data shown
in table 2-19 reveal this clearly enough. As has been
noted earlier, there has been a marked concentration of
private capital flows in favour of countries with buoyant
exports and countries with relatively high levels of per
capita income.

Among the various branches of production within the
private sector, there has been great diversity of exper-
ience with regard to the ease with which finance for
investment could be secured. This has been true both
among industries and as between the two broad sectors
of industry and agriculture.

So far as industrial finance is concerned, there is little
doubt that those branches of production which have been
especially attractive to private foreign investors have
encountered the least diflqculty in obtaining resources.
But the finance of investment in other new and growing
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Table 2-19.  Change in Excess of Saving over Invest-
merit in Private Sector and in Net Inflow of For-
eign Private Capital, 1950-1952 to 1957-1959°

(Percentage of gross domestic product)

into investment in branches of production that have
been accorded priority.

Excess of saving     Net inflow of private
Countryb             over investment        long-lerm capital€

Jamaica  ..................  -- 3

Burma  ...................  - 6
Panama  ..................  -- 4

Greece  ..................  --
Rhodesia and Nyasaland  ....  -6

Ecuador  .................  - 4

Philippines  ...............  - 2

India  ....................  1
Costa Riea  ...............  1

Korea (Republic of)  .......  -1

China (Taiwan)  ...........  1

Ceylon  ..................  - 3
Portugal  .................  - 2

Honduras  ................  1

Venezuela  ................  - 2

0'.6

1.0
0.8
1.0

0.4
--0.1

0.1

-0.1

0.3

4.1

Union of South Africa  .....  4

Brazil  ...................  5

Congo  ...................  - 2

Morocco  .................  l0

-2.3

1.1
-3.8
--2.3

The growth of organized securities markets has so far
been limited, however, and in most under-developed
countries they are non-existent. Commercial banks have

thus remained the most important institutional lenders
to industry. Although their loans have tended to be
restricted mainly to short-term credit, their lending
policies have necessarily influenced private investment
in industry. In many countries bank credit to the private
sector as a percentage of gross domestic product in-

creased from 1950 to 1958. Nevertheless, at the end of
the decade the volume of such credit was still low in
comparison with that of the industrial countries.2°
Though it is not possible to assess accurately the extent
to which the increases in bank credit have been chan-
nelled into activities of special importance to economic
development, it does seem that in countries such as
Greece, India and Mexico, where industrial investment
has grown at relatively high rate, the share of industry
in the growth of bank credit has been rather high.

domestic industries has posed special problems. The
rapid growth of old firms and the establishment of new
ones have placed an increasing burden on traditional
arrangements for providing outside finance and these
have proven increasingly inadequate. Traditionally, the
main component of external finance has been provided
by the unorganized, rather than the organized, parts of
the capital market. Apart from the high interest rates
that prevail in most unorganized capital markets, the
practice of lending and borrowing through personal
acquaintances greatly restricts flexibility in the supply
of investment finance. Recognizing this, practically all
under-developed countries have been making serious
efforts to enlarge and improve organized capital markets,
both by broadening the market for securities and by
establishing new lending institutions to encourage pri-
vate investment in industry. For example, in the early
post-war period, Mexico established a national securi-
ties commission for the purpose of facilitating the
growth of the securities market. Another development,
which has been intended to foster the growth of securi-
ties markets and has become increasingly important in
a number of under-developed countries, has been the
formation of investment trusts, as in Brazil, Colombia,
Mexico and the Philippines. In a few countries, notably
in India, governments have exercised control over new

capital issues to ensure the channelling of private funds

Source: See table 2-4.
For certain differeiÿces in time period and concepts, see

footnotes to tables 2-1 and 2-4.
b Countries are arranged in descending order of the increase

in the ratio of private net investment as a percentage of gross
domestic product.

c A positive change denotes an increase in inflow of private
capital.

In many countries, government policy in the post-
war period has encouraged or required commercial
banks to devote a larger proportion of their resources
to the financing of investment in productive industrial
activities. Commercial banks in a number of countries,
as for example, Colombia, Costa Riea and Mexico, have
been permitted or required to allocate a larger propor-
tion of their resources to the purchase of industrial
securities.

Another channel through which governments have
influenced investment finance has been monetary policy.
Measures to implement monetary policy in the under-
developed countries have mainly taken the form of
selective credit controls rather than more comprehen-
sive instruments, such as open market operations and

changes in reserve requirements. Among the principal
selective credit controls have been incremental reserve
requirements against loans for purposes with low social
priority, the permissive inclusion in reserves of invest-
ments of a type deserving encouragement, as well as
credit ceilings and regulations concerning the composi-
tion of bank portfolios.

In addition to such measures, almost all countries have
strengthened the means of providing special credit to the
private industrial sectors, either through direct govern-
ment lending by official credit institutions, or through
lending by special private institutions. Direct govern-
ment lending to privately-owned enterprises has been
employed by a number of countries, particularly in the
earlier years of the post-war period. Examples are pro-

vided by China (Taiwan), India, the Philippines and
the Republic of Korea. In Burma, there have been a
number of joint-venture corporations, in which the

20 See U Tun Wai, "Interest Rates in the Organized Money
Markets of Under-developed Countries", International Monetary
Fund, Staff Papers, August 1958 (Washington, D.C.).
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equity capital is divided between public and private
ownership. There has been an increasing tendency, how-
ever, for government funds to be channelled through
specialized official lending institutions, such as develop-
ment banks. During the post-war period both the num-
ber of these institutions and the volume of credit granted
have increased markedly. At the same time, development
banks under private ownership have increased in import-
ance. The most common service offered by these institu-
tions has been the provision of medium-term and long-
term finance, but some of them have also undertaken to
seek out and promote new investment opportunities, to
underwrite new issues of securities by private enterprises
and to provide technical assistance. In certain eases, they
have even operated enterprises, Their sources of funds
have included central banks, other financial institutions
and the private sector. They have sometimes also dis-
tributed to private firms loans obtained from foreign
sources, such as the International Bank for Reconstruc-

tion and Development. In a number of countries they
have received regular allocations of funds from gov-
ernments. For example, in Brazil, the National Bank for
Economic Development has financed the development
of infrastructure from a percentage charge on revenue
from personal income tax; and in Honduras, the Na-
tional Development Bank has received allocations of
government savingÿ

not, of course, always been confined to the supply of
finance for industry but has also embraced loans to the
agricultural sector. The problems posed in the chan-
nelling of sufficient finance into investment in agricul-
ture, however, are generally of a distinctly different
nature to those encountered in industry. Special meas-
ures have, in fact, been taken by governments in
numerous countries to facilitate the flow of finance into
agricultural investment.

The distribution of investment between agriculture
and the rest of the economy has recently become a matter
to which particular attention is being paid. While data
on the pattern of private investment are available only
for a few countries, it is commonly recognized that the
growth of private investment in agriculture has gener-
ally tended to lag behind that in other sectors during the
last decade.21 One rough indication has been the fact that
the growth of agricultural output has generally been at a
slower rate than that of gross domestic product. How-
ever, governments have become increasingly aware of

the need for expansion of agricultural output, particu-
larly of food production, if internal balance is to be
maintained during the process of rapid industrialization.

In Latin America, two notable special institutions for
financing investment have been the Development Corp-
oration in Chile and the Naeional Finaneiera in Mexico.
Both have provided finance for a broad range of projects
and have served as prototypes for similar institutions
elsewhere. In Peru, resource limitations restricted the
effectiveness of the official institutions during the nine-
teen fifties, although with the establishment of the pri-
vate development banks in 1953, the scope for inttuene-
ing development has been broadened. In Colombia, the
first private development banks were founded in 1959.
In Brazil and Costa Biea, the central banks have, in
addition to their banking functions, also acted as de-
velopment banks. During the nineteen fifties private in-
vestment banks expanded their activities in Brazil, and
by 1959 the volume of their industrial lending had far
outstripped the corresponding activity of the central
bank. The National Bank for Economic Development,
with funds derived from a portion of the personal in-
come tax, had been organized a few years earlier to
assist long-term financing of infrastructure investments.

The problems encountered in accelerating agricul-
tural investment and output, however,, have been as much

non-financial as financial. In order to promote invest-
ment and output and to improve the emeieney with which
the available resources for investment are used, govern-

ments have increasingly sought to deal with the problem
of land ownership and tenure and to extend provision
of basic services, such as irrigation works and educa-
tional services. At the financial level, attempts have been
made to stimulate additional investment through the
encouragement of lending by established financial insti-
tutions, such as those mentioned above, and through the
establishment of special lending institutions for agri-
culture.

The activity of these development banks, as well as
of commercial banks and other lending institutions, has

Similar special institutions have also been established
in other under:developed areas. The Industrial Finance
Corporation of India, for example, was established in
1948 to furnish long-term finance to industry, and since
that time a number of other specialized financial institu-
tions have been created to provide long-term and me-
dium-term finance to the private sector.

That an overwhelming share of agricultural invest-
ment in under-developed countries has been self-finan-
ced does not imply that the capacity for self-financing
has been large in absolute terms. It is more correctly
viewed as a reflection of a low level of investment as well
as a still lower level of available external finance. The
most common type of external finance has been credit
from such non-institutional or unorganized sources as
the landlord, money-lender or merchant, but this form
of credit has generally been not only insufficient but also
expensive.

While in most under-developed countries the com-
mercial banks have contributed to the financing of agri-
cultural investment, their loans have generally been of

21 Among the countries under discussion, data on total gross
capital formation by industrial use are available for five countries.
Between the earlier and the later period, the relative share of
agricultural investment in total investment declined in all these
countries. In relation to total output, the decline amounted to
one per cent in Portugal, 2 per cent in Greece, 4 per cent in
Honduras and 8 per cent in Ecuador and India.
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limited significance, whether considered in terms of vol-
ume, type or number. For those countries where data on

the distribution of bank credit are available, the propor-
tion of agricultural loans to total bank credit has gen-
erally been not only low--less than 10 per cent--but has
hardly improved during the last decade. The propor-
tion has been somewhat higher in those Latin American
countries, such as Colombia, Costa Rica, Mexico and
Peru, which have introduced policies of selective credit
controls intended to improve the flow of credit to agri-
culture.

countries  multi-purpose  deve]opmental  institutions
covering  agricultural  as  well  as  non-agricultural
financing have been established.

The inadequacy and unsuitability of normal commer-
cial bank channels for agricultural financing has empha-
sized the need for direct and indirect governmental as-
sistance. For example, in a majority of Asian countries
direct government assistance has become the largest
source of institutional credit to agriculture.

The most important link in the chain of institutional
credit to the small farmer lies in the effective functioning
of the local or village financing institution through
which a large part of agricultural credit can be chan-
nelled. A favoured approach has been the co-operative
method of rural financing. While the co-operative credit
movement has been in existence in several countries of

Africa and Asia for a number of decades, it is of more
recent origin in Latin America and the Middle East.
The degree of success achieved has been highly uneven,
but in most countries the share of co-operative credit in
agricultural finance has remained at less than 10 per
cent of the total.

While specialized agricultural banks have mostly con-
centrated on the provision of short-term credit, rural
mortgage banks and other institutions have been esta-
blished especially to provide long-term finance. The
main limitation of conventional land-mortgage banks
from the viewpoint of productive investment has been
their preoccupation with mortgages arising out of land
purchases rather than land development. Accordifigly,
separate corporations for agricultural development have
been set up in several countries of Africa and Asia,
including Burma, the Philippines and the United Arab
Republic (Egypt), while in a number of Latin American

Thus, although the scope of institutional finance has
expanded in many countries, its progress has not been
sufficient to result in an effective displacement of the
traditional sources of finance. However, although its
quantitative impact still remains limited, its contribu-
tion in qualitative terms has been far from insignificant.
Investment funds have been more efficiently channelled
to the extent that the various credit institutions have
adapted their credit supply to the investment needs of
the farmer. On the whole, it may be said that many gov-
ernments in recent years have made an important contri-

bution through their efforts to expand the supply of
institutional finance for agriculture.

Conclusion

The decade of the nineteen fifties witnessed an un-
precedented intensification of the efforts of under-
developed countries to eliminate mass poverty. That
most of the countries reviewed in this chapter have
registered annual rates of growth amounting to 4 per
cent or more is indeed an impressive achievement. But
high rates of growth have in general been attained only
where a significantly larger proportion of resources has
been devoted to capital formation. It is this common
experience that impels under-developed countries to
seek higher levels of investment.

Increases in total investment, however, must be accom-

panied by equal increases in the aggregate of domestic
and foreign saving. A rather paradoxical development
in the nineteen fifties has been that, while ever-increas-
ing importance has been attached to the aim of accelera-
ting economic growth, domestic saving in relation to
gross domestic product has risen in no more than one-
third of the under-developed countries. And even among
these countries, the increase has usually been modest. In
about half the countries, in fact, levels of domestic sav-
ing have declined.

influence on the several streams of domestic saving,
certain changes have inevitably followed from forces
beyond the control of individual countries. But domestic
saving has also been affected by a number of other fac-
tors. Governments, for example, have everywhere been

under pressure to step up their current expenditures to
meet the needs of growing populations. Even though
government income has risen in most countries, the

advance has often been more than offset by the higher
level of consumption expenditure. Further, government
policies have not generally succeeded in preventing pri-
vate consumption from absorbing a larger share of
current output.

In so far as export trends have exercised a profound

In the absence of an appreciable increase in the levels
of domestic saving, the upward trend in the flow of
foreign saving has been of crucial importance to the
under-developed countries. It is indeed striking that in
a number of countries this flow has increased by 5 per
cent or more of gross domestic product. While in a few
instances larger surpluses of imports over exports of
goods and services have been made possible through the
utilization of foreign currency reserves, the more com-
mon pattern has been that of increases in the flow of
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long-term private capital and public funds from other
parts of the world.

Although the flow of foreign private capital to the
under-developed countries has increased substantially
during the nineteen fifties, the distribution of these
funds has continued to be heavily concentrated in a
rather small number of countries. Governed as it is by
the profit motive, the increased flow of private capital
has in the main gone into countries favoured with nat-
ural resources in strong world demand, as wel! as into
the countries with relatively large and buoyant domestic
markets. These economic forces have been so strong

that even though many countries have sought to attract
foreign private capital through a wide range of incen-
tives and guarantees, foreign investors have continued
to confine their activities to a relatively small number of
under-developed countries.

In countries where incomes and standards of living
are low, it may not be easy to save a large proportion
of a constant income. But clearly, when income is grow-

ing, it should be possible to save a larger part of the
increment to income. The evidence in the nineteen fifties
shows that, despite wide-spread increases in real incomes,
marginal rates of domestic saving have continued to be
low in most under-developed countries. Governments,

therefore, have an important task to perform in stimu-
lating higher levels of domestic saving.

The concentration in the flow of foreign private cap-
ital has to some extent been offset by official loans and
grants. Since such foreign assistance is inevitably linked
with political and other non-economic factors, both
higher-income and lower-income countries have partici-

pated in the flow of international public funds. There
has nevertheless been a perceptible tendency for the
increased flow of these funds to be diverted towards the
lower-income under-developed countries.

The needs of the under-developed countciÿs are un-
doubtedly so great that governments have had to under-
take large outlays on education, health and numerous
other services. Some of these services are vital to pro-

grammes of economic development. But, since one way

for governments to increase their saving lies in limiting
current expenditure, careful scrutiny of current ex-

penditure might reveal a number of activities which
could yield precedence to more urgent tasks.

While foreign funds have brought benefits to the
under-developed countries, they have also added to their
present and future costs. In the nineteen fifties, public
assistance has been increasingly provided in the form
of loans rather than grants. The expanding volume of
foreign official loans and private investments has en-
tailed a larger outflow of interest and dividend pay-
ments. Since the exports of under-developed countries as

a group have not risen as rapidly, this has meant that a
higher proportion of current exports has been required
to service foreign debt. It appears, moreover, that
foreign exchange requirements for the servicing of
international obligations will increase in the near future.
In many countries, foreign investment and investment
service requirements will continue to increase even
without a fresh stream of capital from abroad. This is
likely to happen through the ploughing back of profits,
since the bulk of foreign private capital in the nineteen
fifties has gone into direct investment. Further, many
of the medium-term loans obtained by governments or
public agencies in the under-developed countries are
scheduled for repayment in the next few years. Thus,
unless there is a marked and sustained improvement in
their export earnings, under-developed countries are
likely to find the burden of international indebtedness ac-
centuated rather than diminished in the nineteen sixties.
These considerations do not, of course, imply that under-
developed countries should not assume more foreign
liabilities, but they do emphasize the need for acceler-
ated national efforts to meet the requirements of eco-
nomic development.

Governments also need to increase their revenue so as

to aim at a closer balance between their investment and
saving. While it is not possible to indicate a fixed target
for government revenue in relation to national product,
there can be little doubt that in many under-developed
countries the level could be increased significantly. It is
especially important for governments to secure substan-
tial increases in revenue out of increments to national
income. A number of governments have, of course,

sought to finance their spending programmes through
borrowing from central banks, but such experiments,
when carried out on an extensive scale, have often had
adverse repercussions. Where the result has been pres-

sure on prices, the temporary advantages gained in the
form of increased government absorption of resources,

or increased private saving through a redistribution of
incomes in favour of profits, have often been outweighed
by a number of adverse effects. These effects have taken
such forms as the creation of a speculative economic
climate, a decrease in the tendency of households to
save and pressure on the balance of payments.

An important deterrent to adequate growth in govern-
ment revenue in many countries is the marked depend-
ence of tax systems on foreign trade. In numerous

instances revenue from indirect taxes, especially duties
on exports, which often bulk large iri government re-
ceipts, has been adversely affected by declines or slug-
gish growth in foreign trade. Revenue from corporate
and other direct taxes has, for the same reason, fre-

quently not expanded in line with increased government
expenditure. Business taxes have, in fact, been decreased

in some instances in line with government efforts to
stimulate private investment.

Another serious shortcoming of fiscal systems that
rely heavily on foreign trade has stemmed from the in-
stability of the external sector. The consequent fluctua-
tions in revenue have often led to pronounced year-to-
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year fluctuations in government saving. Inevitably,
government investment plans havesuffered; in some
instances the construction of much needed facilities has
had to be postponed. There is a need, therefore, not
only to raise the level of total government revenue, but
also to place greater reliance on taxes not directly
dependent on foreign trade. Taxes within the domestic
market offer a promising area for the enlargement of
government revenues. With the growth of domestic eco-
nomic activity it should be possible to increase revenue
through appropriate taxes on the production and sale
of goods and services, particularly those which do not
impose an undue burden on lower-income groups. Such

indirect taxes are also comparatively easy to administer.

While indirect taxes have many advantages for under-
developed countries, the importance of enlarging rev-
enue from direct taxes must be emphasized. The taxation
of income in particular has been inadequately utilized
in many countries. Apart from the serious problems
entailed in the effective administration of income taxes,
a significant shortcoming has been that tax systems have
often failed to capture a sufficient portion of incomes.
Frequently, exemptions have been set at too high a level ;
as a result, though incomes have generally increased,
the growth in revenue has been small. Another common
deficiency has been the failure to tax large incomes
sufficiently owing to low tax rates and excessively liberal
deductions.

Policies to increase government revenue should not,
however, lose sight of the fact that in some instances
taxes may fail to raise aggregate domestic saving. This
may occur where taxes act to reduce private saving and

investment rather than consumption. While, therefore,
tax measures have to be devised with care, the wide-
spread existence of luxury consumption and the exten-
sive non-productive use of private saving and wealth in
the under-developed countries suggest that revenue could
be increased without retarding private investment.

Governments in the under-developed countries can
also promote enterprise saving through a climate of
economic expansion and through the establishment of
basic public facilities. Accelerated depreciation allow-
ances and tax exemptions for re-invested profits, for
example, can act as valuable inducements to the business
sector. Difficult problems of choice may no doubt arise
once again, but it may be necessary to strike a balance
between higher government revenue and the incentives
required to stimulate business saving.

Agriculture has generally been the least taxed sector
in the under-developed countries. Often land assessments
have not been revised for many years ; in many instances,
they do not even reflect the increases in land values
resulting from improvements made by governments
themselves through the provision of irrigation, transport
and other facilities. Appropriately devised agricultural
taxes, therefore, represent an important potential source
of increased revenue in many countries.

Revenue can also be increased through modification
of price structures of public enterprises which have fre-
quently remained immune from the trends in prices
elsewhere in the economy. Of course, charges for certain
essential services, such as power and transportation of
capital goods, may have to be kept relatively low in
order to provide incentives to private investment. But in
general, pricing in public enterprises may more appro-
priately be geared to the goal of higher domestic saving.

While the expansion of household saving is related to
increases in per capita income levels, governments can

facilitate an increase in such saving. Monetary stability
is clearly one contribution which governments can make
to prevent a decline in the tendency to save. At the in-
stitutional level, the creation of savings banks and
co-operative societies, the growth of securities markets,
and the introduction of life insurance and provident
funds are means by which household saving may be
encouraged. !These institutions, moreover, perform a

vital role in channelling private saving into various
types of investment.

Governments, then, have many means at their disposa!
to increase the flow of domestic saving and to insulate
it partially from the uncertainties of foreign trade.
Although the world climate has become more favourable
to an expanded flow of international private and public
funds to the under-developed countries--indeed there is
great need for such funds to pay for a larger volume of
imported machinery and other essential goods-in the
final analysis economic development must rest on the
cornerstone of domestic saving. Vigorous efforts to pro-
mote domestic saving are necessary if the under-
developed countries are to secure higher and self-
sustaining rates of economic progress.



Chapter 3

SAVING FOR ECONOMIC DEVELOPMENT IN THE CENTRALLY
PLANNED ECONOMIES

Policies and problems in financing investment

The role of investment finance in the centrally
planned economies differs from that in the private en-
terprise economies as analysed in the preceding chap-
ters. In the latter economies the conditions governing
the provision of investment finance have an important
bearing on the volume and pattern of investment. In the
centrally planned economies, on the other hand, the
volume and pattern of investment are determined
mainly on the basis of physical targets set by national
economic plans. Financial plans, although indispen-
sable, are wholly subordinated to the physical plans.
Even foreign capital flows between the centrally planned
economies are generally formulated first in physical
terms and only subsequently in value terms. State own-
ership of most of the productive capacity and state
control over the allocation of the output of state enter-
prises enable governments to establish investment
projects largely on the basis of the availability of physi-
cal resources without concern for prior mobilization of
financial means.

Thus, labour is not directly allocated to various occupa-
tions, but is hired on a voluntary basis, and consumer
goods may be freely purchased by the recipients of
money income. A large part of the agricultural sector
is not state-owned and is therefore much less subject to
direct controls than are state enterprises. Collective
farms and individual peasants are, in general, bound
to deliver fixed amounts of goods to the state at fixed
prices, but their production and investment programmes
are not directly imposed upon them by state authorities.
Even in the state sector, not all resources are directly
allocated by supply agencies, and a substantial volume
of transactions is concluded directly between enterprises.

Financial planning is nevertheless important. The
need for financial policies closely related to the general
economic plans results from the fact that the planned
economies are monetary economies in which the flow of
goods is associated with corresponding money flows. It
might be asked why money flows are not entirely dis-
pensed with in centrally planned economies in view of
the governments' ability to maintain direct control
over the flow of goods. The retention of money flows is
obviously not due to the need for a common measuring
unit for the calculation of aggregate output and income
data. This need could be served by an accounting unit
expressed in terms of labour or money without resort to
actual money transactions. The principal reason for the
existence of money relationships is the belief that an
economic system depending entirely upon the direct
allocation of resources would, at least in the present
stage of historical development, suffer from impairment
of incentives to work. It is generally considered that
direct allocation, involving a rationing of supplies for
enterprises and consumers, would stifle their initiative
and hamper the use of rewards and penalties for con-
trolling and influencing their activities.

.j  The use of money rewards, however, is not considered
to be a permanent feature of the centrally planned
economies. According to the views prevailing in these
countries, it would be desirable to abolish the system of
money rewards for work. It is believed that this could
be done, however, only if and when the abundance of
goods and services would eliminate the need for a limit
on demand by regulation of income payments and when
a complete change in the psychology of individuals
would make it unnecessary to retain income as an in-

centive to work. Although such changes are relegated
to an undefined future, it is generally considered that
the gradual extension of free services and free supplies
of goods represents a trend in this direction.

It is this same view that is largely responsible for the
existence in these countries of important economic
ectors not subject to direct administrative controls.

It has sometimes been asserted that the retention of
money relationships in centrally planned economies
results only from the existence of two forms of owner-
ship, state ownership on the one hand and collective
farm ownership on the other. This is because the system
of dual ownership prevents the application to the whole
economy of direct controls over the allocation of re-
sources, and therefore requires tlÿ retention of financial
flows both between and within the two sectors. As indi-
cated above, however, it is now more commonly felt
that if the state sector were expanded and all other forms
of ownership abolished, the retention of money flows
would still be necessary, except perhaps at some future
time. It is interesting to note that expansion of the state
sector has not, in fact, reduced the role of finance ÿn
the centrally planned economies. On the contrary, it has
been associated with a much greater emphasis, both in
theoretical writings and in policy measures, on the
increasingly important part played by finance in the

88



CHAPTER   3.      SAVING  FOR   ECONOMIC   DEVELOPMENT  IN   THE   CENTRALLY  PLANNED  ECONOMIES                                        89

development of these economies. Discussion of the laws
of value and rejection of the idea that these laws do not
apply to the relations within the state sector has had
the practical implication that more reliance should be
placed on the initiative of managers of state enterprises
and on financial, rather than purely administrative,
direction of the economy.

To facilitate the use of financial controls in conjunc-
tion with the more direct, purely administrative, meth-
ods of directing the economy, most state enterprises
conduct their work on the basis of so-called "economic
accounting", which means that they are set up as in-
dividual economic units that are assumed, in principle,
to cover their current expenditure out of their current
revenue and to earn profits2 Fixed and working capital
are provided by budgetary grants at the time an enter-
prise is set up, and are subsequently augmented from a
portion of the profit earned by the enterprises as well as
by further budgetary grants and credits. The price
received by an enterprise for its output consists of two
components, the turnover tax (applicable mostly to
consumer goods) and the enterprise price. The proceeds
of the turnover tax, which is set by the central authori-
ties largely on the basis of supply and demand, are
transferred in their entirety to the government. The
remaining current revenues of the enterprise depend
on the enterprise price, which is also set by the central
authorities. The excess of these revenues over the current
expenses of the enterprise constitutes the enterprise's
profit. The enterprise price is fixed on the basis of the
average cost prevailing in or planned for the industry as
a whole in the period used as a base for price-fixing,
augmented by a percentage markup. As the prices re-
ceived as well as paid by the enterprises are fixed by the
government, any increase in profits or reduction in
losses over and above the planned rates will generally
indicate an improvement in the internal efficiency of the
enterprise.2 Of course, not all enterprises make profits.
The fixing of prices on the basis of average cost may
result in wide-spread differences in the profitability of
enterprises, necessitating subsidies to cover whatever
losses may exist. In some cases priceshave been fixed
below average cost, and in consequence, not only
individual enterprises but entire industries have suffered
losses.

Part of an enterprise's profit is transferred to the
budget in the same manner as the turnover tax, while
the remainder is left at the disposal of the enterprise
and of higher industrial or regional bodies for invest-
ment in fixed and working capital and for other autho-
rized purposes. The enterprises' requirements that are
not covered by their retained profits and amortization
allowances are covered by budgetary grants and credits.

Thus the system of "economic accounting" in state
enterprises erÿables the central authorities to supplement
direct administrative controls with a much more flexible
system of financial incentives and controls. Surveillance
of an enterprise's financial flows facilitates supervision
by higher authorities, while the retention of some
profits for disposal by the enterprise, as well as the flexi-
bility afforded by the system of financial flows, provides
an incentive for efficient management.

The use of these financial methods has increased in
recent years in keeping with the trend towards partial
decentralization of administration, although even dur-
ing the period of strict centralization an important role
was played by financial planning. The tendency to make
greater use of more aggregative methods of planning
and to reduce the number of detailed production targets
set for enterprises by the central authorities has en-
larged the scope for decision-making within state
enterprises, and thereby increased the importance of
financial policies. But achieving the most appropriate
blend of the detailed administrative method and the
more general financial method of directing the activity
of the enterprises has raised several problems, the final
solution of which is still a subject of public debate.

While an increase in the role of financial methods
has generally been considered desirable, it has been
doubted whether excessive reliance on these methods
alone could be successful in bringing about a desirable
pattern of production in conditions of rapid economic
growth and full utilization of resources. Secondly, and
quite apart from this, the management of the economy
by predominantly financial and fiscal methods could
not be successful if prices and profits failed to reflect
closely the relationship between supply and demand.
Both these conditions have prevailed in the centrally
planned economies, the latter condition particularly in
the case of producer goods. Furthermore, it has been
pointed out that the potential advantages to be derived
from the substitution of financial controls for adminis-
trative controls may be offset by inadequacy of the
response of enterprises to the authorities' financial
policies. Thus, while the need to increase the role of
financial planning has generally been recognized, the
extent to which these methods should replace administra-
tive controls has been subject to wide differences of opin-
ion, and the changes in this direction have not been
uniform and are still far from complete.

METHODS AND SCOPE OF FINANCIAL PLANNING

1 Not included in this group are enterprises which transfer
all their proceeds to the budget and finance their current ex-
penses by budgetary means, as well as those service enterprises
the efficiency of which is not judged by their profitability and
which therefore are not assumed to earn profits.

The financing of investment, like most other money
flows in the centrally planned economies, is almost

2 A change in the prices fixed by the government would, as a
rule, change both an enterprise's actual profits and its planned
profits, since the latter are usually adjusted to the new price-
cost ratios. As profit rates are not identical for all commodities,
enterprises may be able to raise their profits above the planned
level by altering their product mix without improving their
actual efficiency. The controlling authorities discourage such
practices.
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entirely regulated by a number of co-ordinated plans.
These take the form of revenue and expenditure ac-
counts, and consist of the state budget, the aggregate
financial plan of state enterprises, the credit plan and the
cash plan. They are formulated by the government, are
considered as state directives and are the principal means
of bringing about a pattern of output and income in
conformity with the goals set by the general plan of
economic development. As a group, they reflect the
financial relations between the budget, the state enter-
prises, the collective farms and the private sector, and
are integrated into a single aggregate financial plan.
This plan helps to ensure mutual consistency among the
various plans both in their formulation and in their
implementation.

The state budget

The state budgets in the planned economies differ
considerably from those in the private enterprise econo-
mies, not only because they comprise a far greater share
of the national income, but also because they have a
much more important function in the process of econo-
mic development. State expenditure covers not only most
national expenditure for health, education, insurance
and other services, which in private enterprise econo-
mies may be largely financed out of private disposable
income, but also most national investment expenditure,
which is derived mainly from the turnover tax and the
profits of state enterprises. Personal income taxes and
taxes on agricultural producers make only a small con-
tribution to state revenue. Budgetary revenue also in-
dudes receipts from foreign credits, payments by enter-
prises to the social security funds, receipts from the sale
of government bonds, and current deposits of the savings
banks, which are treated as temporary loans to the
government.

which, therefore, plays a decisive role in mobilizing
saving and in allocating it to various economic sectors
in accordance with the state economic plan. In this
respect the budgets of the centrally planned economies
fulfil a function similar to that of financial institutions
in private enterprise economies. There is a difference,
however, since the funds mobilized by the budget cease
to belong to the enterprises which accumulatedÿthem,
and their transfer to other producing units is made not
in the form of credits but as budgetary grants. Another
characteristic of budgetary methods in the centrally
planned economies is the c!ose link between the budget
and the financial plans of state enterprises. This link
consists of two parts: the flow of turnover taxes and
part of the profits from the enterprises to the budget,
and the reverse flow from the budget to the enterprises
of funds for investment in fixed and working capital.
Accordingly, the state budget and the financial plans of
enterprises are directly related and must be prepared in
conjunction with one another.

The aggregate financial plan of state enterprises

The aggregate financial plan of state enterprises is
based on individual plans prepared by each enterprise
as well as by associations of enterprises or regional ec-
onomic councils. These plans, based on production and
turnover programmes, are submitted to higher authori-
ties and, after readjustment and co-ordination with the
plans of other enterprises or sectors and their final co-
ordination with the budget and credit plans, are ap-
proved by the higher authorities and become operational
directives.

In consequence, the major part of the economy's
saving and investment is channelled through the budget,

The financial plans of the enterprises exclude opera-
tional transactions and limit themselves to items which
represent a kind of combined appropriation and capital
account. These plans vary from country to country; a
rough approximation to their general form can be
illustrated as follows:

Sources of fina,ÿee
1. Net revenue

(a) turnover tax
(b) profits

2. Amortization earmarked for:
(a) investment
(b) capital repair

3. Mobilization of internal resourcesh
4. Other°

Uses oi !Tnance
1. Investment in fixed capital

2. Change in "normative" working capitalÿ

3. Capital repairs
4. Repayment of credits for introduction of

new techniques
5. Expenses for research and development,

training and other outlays for education
6. Payments into special enterprise funds
7. Other°

Grants from the budget for:
(a) Fixed investment
(b) Change in "normative" working capital"
(c) Social and cultural measures

Payments to the budget from:
(a) Turnover tax
(b) Allocations from profits

"Normative" working capital represents the estimated minimum operational requirements of the enter-
prises for working capital. Seasonal or other requirements in excess of this minimum are usually financed
by short-term credits; in many cases even part of the minimum requirements are financed by credits.

(Footnote continued on page 91)
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In addition to the items listed above, the financial
plans of enterprises also contain items covering financial
transactions with supervisory bodies such as industrial
boards and regional economic councils, which redis-
tribute funds between the enterprises under their juris-
diction and in turn prepare their own plans based on the
financial plan of these enterprises.

present, since, in the earlier period of planning, almost
all profits were transferred to the budget and almost
all expenditures were financed by budgetary grants. This
was largely because of a Shortage of qualified personnel
at the enterprise level and a lack of efficient means of
control over the financial policy of the enterprises.

Investment outlays, the main item of expenditure in
the financial plan of the enterprises, are not directly
influenced by their revenues. They are formulated ac-
cording to the tasks assigned to the enterprises; there-
fore, they affect both the amount of retained profits and
amortization funds and the volume of budgetary grants
necessary to finance these expenditures. The transfers
of funds from and to the budget are not, however, de-
termined merely by the relationship between the revenue
and the planned expenditure of the enterprises. One
could, of course, conceive of a system providing for the
transfer to the budget of all the means of the enterprises
in excess of its planned expenditure and providing for
budgetary grants only in cases in which such means are
insufficient to cover the expenditures. But in practice, the
financial flows between the enterprises and the budget
are much more intricate. The enterprises are compelled
to transfer to the budget on a pay-as-you-go basis all the
turnover tax and, in most countries, a statutory per-

centage of their profits, even if the plan provides for
budgetary grants to finance part or all of their planned
investment. This procedure has been adopted largely
because the pay-as-you-go payments provide the super-
visory authorities with convenient current indicators
showing the degree to which output, sales, cost reduction
and other plans are being fulfilled.

The credit plan

In the centrally planned economies.all money flows
among enterprises, the state, and its various institutions
are transacted through the state banks which form a
single integrated system entirely subordinate to the
central authorities. All taxes, allocations of profits and
other payments to the state are paid into the state budget
accounts in the central bank. Similarly, all budgetary
grants to enterprises are transferred from the state ac-

counts to the accounts of the individual enterprises. The
enterprises are required to keep all their funds in their
bank deposits, with the exception of small amounts of
cash for current expenditure.

In the short run flows and counterflows also arise
because the timing of an enterprlse's investment pro-
gramme may not coincide with the timing of the accumu-
lation of financial means. In most of the centrally
planned economies such short-term finance is usually
provided in the form of budgetary grants rather than of
short-term credits. Thus, if the investment outlays are
concentrated in the early months of the year, before
the enterprise has been able to accumulate sufficient
depreciation and profits, the revenue side of its financial
plan will include any necessary budgetary grants even
if its transfers to the budget for the year as a whole are
considerably greater than the grants.

In some countries, the volume of these flows and
counterflows was formerly much greater than it is at

The use of these deposits is controlled by the central
bank in order to prevent the enterprises from using them
in ways not corresponding to the provisions of their
economic and financial plans. Since direct financial
transactions between the enterprises are not permitted,
the analysis of their bank accounts enables the banking
authorities to estimate the degree of fulfilment of the
plans before the final production data are available. As
prices, the rate of planned profits and the allocations of
profits to the budget are predetermined and transferred
on a pay-as-you-go basis, the inflows of funds from in-
dividual enterprises into the banking system indicate
changes in their output, cost of materials and wage bill.
Moreover, the analysis of the enterprises accounts, espe-

cially the granting and repayment of short-term credits,
signals changes in inventories on the one hand and
the accumulation of idle financial resources on the other.
Over the co-operative and private sectors, the control of
the central bank is necessarily much more limited. Since
neither the saving nor the investment outlay of these
sectors depends directly on government decisions, the
control of their activity by the central bank can be
effective only through credit policy. Current informa-
tion concerning their activity is available, however,
since collective farms are compelled to transfer a pro-
portion of their income to their "indivisible funds".
These funds essentially represent the capital of the col-
lective farms and may not be reduced by payments to

(Footnote continued from page 90)

This item represents the amount of planned reduction in construction cost. In the financial plan,
investment outlays are expressed in fixed prices, and  any planned reductions of cost owing to internal
economies are reflected only on the revenue side of the account. Together with the economiÿs achieved by
reducing requirements for equipment and construction materials, they indicate by how much the revenues
derived from other sources can be reduced without upsetting the over-all balance of revenue and expendi-
ture.

c This item includes on the revenue side: proceeds front the sale of discarded equipment, and payments
not related to the current activity of the enterprise, such as parents' contributions for the maintenance of
kindergartens. On the expenditure side, it includes losses on account of housing and other facilities provided
by the enterprises.
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the members. Moneys paid into the indivisible funds
are earmarked for investment and deposited in the
banks. Changes in these funds are therefore registered
in the accounts of the banking system.

Almost complete control over financial transactions
of the economy, complete integration of the banking
system and its full subordination to the central authori-
ties form the basis of credit planning in the planned
economies. The principal instrument in this planning is
the credit plan. This plan deals mainly with short-term
credits extended by the central bank for the financing
of investment in working capital. Long-term credits for
fixed investment are usually extended by specialized
banks which receive budgetary grants for this purpose.

In its most general form the credit plan is presented
as an account showing the resources and allocations of
funds of the central bank at the beginning and end of a
given planning period. The allocations side of the ac-
count consists of the outstanding credits granted by the
central bank to various borrowers. The so-called re-
sources side includes the net balances of the deposit
accounts of the budget, the state enterprises and credit
institutions, collective farms, the social insurance fund,
trade unions and other institutions and organizations, as
well as the volume of currency in circulation. Taken
together, these items constitute the total amount of
money in circulation.

These principles of credit policy apply only to the
determination of the total amount of credit to be ex-
tended during a given period. In dealing with individual
enterprises the central bank is not concerned with the
supplies of goods required by any one of them. At this
level its main concern is to speed up the turnover of
goods, prevent the unwarranted growth of inventories,
and restrict the accumulation of funds by the enterprises
to the level justified by their actual needs as determined
by the plans. The interest charged for credit is intended
to facilitate this purpose by discouraging the enterprises
from increasing their demand for funds unnecessarily,
but this method of control is not considered to be suffi-
cient and credits are granted to enterprises only for
purposes in conformity with their planned requirements.
The planned credits earmarked for financing stocks of
finished goods, goods in process or in transit, and of
stocks of raw materials are, as a rule, made available
only if the bank ascertains that these changes in inven-
tories have actually taken place in conformity with the
plan. If enterprises request additional credits for pur-
chases to increase their output above the planned quotas,
credit is granted only if the bank finds that the proposed
increases are desirable and that there is a sufficient
supply of the required materials and labour.

The cash plan

At any point in time the central bank's resources,
which comprise the economy's money supply, necessar-
ily equal the total of credit outstanding. Needless to say,
any increase in the "resources" of the central bank is
entirely dependent on a rise in credits and, therefore,
the "resources" side of the account does not provide by
itself any basis for credit policy designed to avoid
imbalances between the supply of and demand for
consumer goods. In fact, in the initial stage of planning,
the resources and the credits are planned separately.
Since both the credit requirements of the enterprises and
the increases in all the component items of the resources
side of the account are estimated on the basis of the
economic plans, they should obviously balance, if
properly calculated; any difference between the two
sides of the credit plan would indicate the existence of
discrepancies in the economic or other plans and call for
correction. In planning credit policy in the centrally
planned economies, the basic principle is that the
amount of credit granted during a given period should
be determined by the availability of goods, the acquisi-
tion of which is to be financed by these loans. Since the
supply of goods and services purchased by the indivi-
dual enterprises is planned and the credits extended to
them by the central bank are limited by the amount of
finance needed for these purchases, it is clear that as
long as the plans are being fulfilled, the total of planned
credits cannot exceed the supply of goods and services
for the purchase of which they were granted.

The achievement of balance in the credit plan does
not imply that extension of the planned credits would
not result in inflationary pressure. In fact, one of the
items on the resources side, the increase in currency in
circulation, may not correspond to the actual need for
cash and may reflect an excess demand for consumer
goods. Since transactions between enterprises are almost
exclusively achieved through bookkeeping entries in the
banking system, any difference between changes in the
central bank's resources and changes in credits granted
could be due only to the withdrawal of cash (that is,
currency) from the financial system into the hands of
the population. This could happen only if the money
income paid to the population is not entirely returned
to the state sector through purchases of goods, taxes
and other payments or through deposits in savings
banks. As all of these payments give rise to bank
deposits, the difference between the credits granted and
the increase in deposits represents an increase in cash
circulation. In the preliminary draft of the credit plan,
this item may be obtained as a residual and treated as a
balancing item. To check whether this residual is con-
sistent with the projected flows of money income and
expenditure and whether it would generate inflationary
or deflationary tendencies, this component of the credit
plan has to be checked by means of an account called
the "cash plan". The cash plan, which in its preliminary
form is established independently of the credit plan, is
essentially an account of cash revenue and expenditure
of the consolidated state sector, including enterprises,
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government and financial institutions. It depicts the
money flows between this sector on the one hand and the
households and collective farms on the other.3

The following table illustrates in general terms the
form taken by the cash plan of the consolidated state
sector :

Sources o] firÿance
Receipts from the sale of goods and services
Taxes, fees and the like

Other
Payments into the bank accounts of collective

farms
Payments into savings bank accounts
Changes in cash balances of state banks

Uses oi fÿnce
Wages
Expenditures on purchases of agrieukural

products
Pensions, aid and the like
Loans for private housing construction

Issue of currency

Other
Withdrawals from the bank accounts of collec-

tive farms
Withdrawals from savings bank accounts

Since the changes in cash circulation derived from the
cash plan are based on estimates, on the one hand, of
consumer purchases and of savings deposited in banks,
and, on the other, of the disposable income of house-
holds, a comparison of this estimate of changes in cur-
rency in circulation with that appearing in the credit
plan provides a test for consistency between the credit
plan and the income and saving position of the collective
farms and personal sector. In planning the net increase
in cash circulation, the banking authorities take into
account, apart from the variations in total income pay-
ments, the changes in the distribution of income between
various groups with different velocities of circulation
depending on the periodicity of wage payments in
different trades and the timing of government purchases
of agricultural goods.

Since consumer prices in state and co-operative trade
are fixed by the government and, therefore, are un-
responsive in the short run to changes in demand and
supply, an accumulation of liquid savings by the pop-
ulation may indicate an inability to spend rather than a
wish to save. Such an imbalance can be avoided by an
increase in the supply of consumer goods or by modifica-
tion of the credit plan. The required increase in the
supply of consumer goods might be achieved by an
upward revision of production plans, by increased
imports, and by drawing on stocks of consumer goods.
Modifications of the credit plan to restrict effective
demand might be achieved through a cut in the credit
granted to the enterprises so that their anticipated
deposits and the currency issue would be reduced. But
the same effect would obtain if, instead of reducing
credits granted to the enterprises and, therefore, their
deposits, the budget surplus were increased sufficiently
to reduce the anticipated rise in the currency issue. This
would be reflected in the accounts of the financial plan

3 This account is to some extent the counterpart of the account
of money income and outlay of the population; the main differ-
ence is that the latter excludes money flows between the collec-
tive farm sector and the state.

In addition, and this is one of the principal functions
of the cash plan, the estimate of changes in currency in
circulation enables the authorities to avoid generating
inflationary pressures.

only in a rise in state deposits and in a decline in the
anticipated currency issue, without affecting the credits
received or the deposits of the enterprises. Needless to
say, all of these changes are interrelated; revision of
the planned supply of consumer goods would also be
reflected in the various components of the credit plan,
and changes in the credit and cash plans would affect the
budget and the financial plan of the state enterprises, as
well as the general plan of economic development.

It is interesting to note that both the cash plan and the
credit plan treat the deposits of the population in the
savings banks somewhat differently from increases in
cash circulation. In both plans, changes in cash circu-
lation are balancing items, whereas savings deposits are
treated in the same way as deposits of enterprises.
Similarly, policy pronouncements have repeatedly indi-
cated the desirability of increasing savings deposits, tt
is not entirely clear why currency and savings deposits
are treated in different ways. The distinction may rest
on the assumption that the holding of savings deposits
is motivated by the wish to accumulate funds for emer-
gencies, for old age, or for purchases of durables or
semi-durables at a later date, while cash is kept for more
immediate needs. But there is no doubt that in view of
the ingrained habit of keeping savings in cash, the cash
holdings are, apart from current transactional require-
ments, also determined by the same motives as the
savingsdeposits. The difference in the treatment ac-
corded to savings deposits and cash holdings is partly
due to the conviction, perhaps based on experience, that
depositors aremore reluctant to withdraw their savings
from bank accounts than to reduce their cash holdings.

The aggregate financial plan

The four basic instruments of financial planning, the
budget, the financial plan of the enterprises, and the
credit and cash plans, become state law after approval
by the central authorities. To harmonize these plans,
both during formulation and implementation, an inte-
grated financial plan is prepared covering all aspects of
financial planning. This plan is prepared simultaneously
with the other plans and is used at each stage of their
preparation to test their mutual consistency. This
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enables the planning authorities to detect any imbalan-
ces which were not apparent in the early stages of
preparation of the individual plans. After a series of
adjustments to all the financial and economic plans the
aggregate financial plan takes its final form and serves
as a guide-post for financial policy during the imple-
mentation of the set of plans. Since some departures
from the original plans are inevitable in practice,
financial planning continues during the implementation

stage. The readjustments continually taking place in
the various plans are incorporated into periodic reports
on the implementation of the aggregate financial plan.
These reports are prepared quarterly and, along with
the over-all economic targets, serve as a basis for the

financial plans of the following period.

The aggregate financial plan is usually presented in
the following form:

Sources ot finance

Turnover tax

Profits

Depreciation

Revenue from abroad

Taxes on agricultural producers and
co-operatives

Revenue from insurance operations

Personal taxes

Net increase in savings bank deposits

Other revenue of the budget and of enterprises

Net issue of currency

Uses o] finance
I. Productive sector

Fixed investment, change in inventories,
and capital repairs of state enterprises

Subsidies  for  starting new productive
processes

Operational expenses of enterprises and
organizations wholly financed by the
budget

Mineralogical prospecting
Expenditures abroad
Grants to finance credit for fixed invest-

ment in the collective farm and personal
sector

Bonuses paid from profits of state enter-
prises

H. Non.productive sector

Social and cultural expenditure of the
budget and state enterprises

This account, together with its appendices containing
data broken down by industries, sectors, economic
regions and various institutions, provides detailed in-
formation on the allocation of the profits and deprecia-
tion funds of the enterprises, of budget revenues from
taxes and of private saving.

by drastic alterations to the planned inventory change
or by an unplanned increase in borrowing from abroad.
In other instances, the inflationary pressure could not
be curbed and was reflected either in an excessive ac-
cumulation of cash or in price increases.

Since the aggregate financial plan deals essentially
with the state sector, it does not include the retained
profits of collective farms or investment finance from
these sources. However, estimates of these items are

included in the credit plan and its subsidiary documents
because the retained profits of the collective farms are
deposited in the banks and are included in the resources
side of the credit plan. As these deposits are used ex-
clusively for investment, an analysis of their fluctuations
provides information on the self-financing of investment
by the collective farms. While not included in the aggre-
gate financial plan, this expenditure influences the plan
indirectly through its effect on the profits of stilte
enterprises.

The methods of financial planning described above
have not been uniformly applied in all of the centrally
planned economies. The efficiency of planning .has
varied from country to country and from period to
period. The information needed for formulating the
plans has frequently been inadequate. Accordingly,
imbalances have sometimes arisen and have required
drastic revisions to the plans in the course of their ful-
filment. In some eases the inflationary pressure gener-
ated by these maladjustments could be relieved only

Frequently the reason for such maladjustments was
not faulty financial planning but an; under-fulfilment or
over-fulfilment of the physical plans in various sectors
which upset the financial plans established on the basis
of the original production targets. In many instances,
carefully prepared financial plans were thrown out of
balance when the enterprises were able to accumulate
excess funds and raise their expenditure above the
planned quotas or divert the funds at their disposal for
purposes other than those planned. In the past such prac-
tices could not always be avoided because of insutl%ient
control by the banks over the finances of enterprises. Fre-
quently, departures from the financial plans have been
tolorated when the supervisory authorities felt that the
fulfilment of production targets took priority over
financial stability.

In the early years of central planning, financial plan-
ning was generally limited to the preparation of the
budget, which during this period was not always bal-
anced. More elaborate and more comprehensive finan- '

eial plans were introduced only at a much later period.
Despite their shortcomings, financial plans and policies
have generally proven useful in preventing the develop-
ment of inflationary pressures despite conditions of
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rapid economic growth. Needless to say, the avoidance
of inflation cannot be attributed to financial policies
aloae. In fact, the retention of direct administrative
controls alongside financial controls has been motivated
largely by the view that, within the existing institutional
framework, the balanced growth of the economy re-
quires measures of both types. The part played by direct
state controls over wages, income payments to the
peasants, and prices has been a no less important stabi-
lizing factor than financial planning itself. In most of
the centrally planned economies the general tendency
has been to reduce the importance of administrative
methods and to rely more extensively on the more flex-
ible method of influencing the activity of the enterprises
by fiscal and financial policies.

to improve efficiency and increase profits.4 Enterprises
incurring losses were also permitted to make payments
into their director's funds, the payments being larger if
the losses were smaller than planned. While the benefits
derived from the existence of the director's fund had a
certain incentive effect, they did not provide much scope
for the initiative of management as long as the amount
of funds left at the disposal of the enterprise for further
expansion was decided by higher authorities with little
regard to the claims of the management of the enterprises
and their profits. The lack of initiative of the manage-
ment of individual enterprises, caused by over-centrali-
zation, resulted in deterioration of productive facilities
in certain sectors and in lost opportunities to increase
output with relatively small additional investment.

CHANGES   IN  FINANCIAL  POLICY

The finance o] state enterprises

In the preceding discussion of financial planning it
was explained that the investment expenditure of the
state enterprises is determined not by their income or
saving but by the investment plan prepared under the
supervision of higher authorities on the basis of national
needs. In spite of this, it has long been recognized that in
order to stimulate management incentive a link should
be provided between the profits earned by the enter-
prises and the funds left at their disposal.

In the period when the main objective of government
policy was the rapid expansion of basic industries, a
process which in most countries necessitated entirely
new lines of production and new plants, governments
tended to mobilize the financial means of existing enter-
prises as fully as possible in order to finance the expan-
sion. The emerging neeed for extensive control of the
finances of existing enterprises, coupled with the lack
of qualified and reliable personnel at the enterprise
level, made it expedient to transfer to the budget even
that part of their profits which subsequently was to be
returned to them in the form of budgetary grants. The
scarcity of investment goods needed for expansion of
heavy industry pibmpted governments to restrict se-
yerely the SUlÿply of materia[resources made available
to the less essential sectors for technical improvements,
modernization and even capital repairs. In such circum-
stances it was hardly expedient to relate the amount
of finance left at the disposal of the enterprises to their
profits.

In recent years, in harmony with changes in the eco-
nomic and political environment, reappraisal of older
policies has been undertaken in all centrally planned
economies. It is now generally believed that if the old
system could in the past have been justified by the cir-
cumstances, it has lost its validity in the present stage
of economic development and become an obstacle to
further rapid growth. Apart from improvement in
methods of control through the banking system and in
the quality of administrative personnel, the decisive
factor influencing the change in financial policies was
the fact that, at the present level of economic develop-
ment, the need for an almost exclusive concentration on

the growth of certain basic industries, often at the cost
of neglecting other sectors, gave Way to the possibility
of a more integrated growth of all sectors of the econ-.
omy..After several years of extremely high rates of
growth in industries producing investment goods and a
considerable increase in their share of total output,
production of investment goods has reached a level
sufficiently high to support not only further expansion
in that industry but also high rates of growth in other
sectors. Moreover, during recent years greater emphasis

has been placed on increasing the capacity of existing
plants through modernization, replacement and capital
repair, than on creation of new enterprises. This shift
in policy has made it appropriate to reduce the propor-
tion of the financial means which previously had to be
transferred throtÿgh the budget from some enterprises to
others. Accordingly, it has becom  . 'ossible, not only to
increase the share of these means left at the disposal
of individual enterprises, but even to guarantee to
enterprises the retention of a certain proportion of funds
which they cannot normally be deprived of by the higher
authorities.

But even during that period the enterprises had a
statutory right to retain a certain proportion of profits
for the "director's fund", which would be used for
bonuses, improvement of housing, health and cultural
services for the staff and, in most countries, for improve-
ment of production techniques. Payfiaents into the di-
rector's fund consisted of a certain percentage of the
enterprise's profits, and therefore provided an incentive

The importance attached to methods of allocating
funds for investment is partly based on the conviction
that it is not a matter of indifference whether the enter-
prises do or do not retain certain rights to the disposal
of their profits. Although investment targets may be

4 The percentage deduction from profits in excess of the
planned quotas was considerably higher than the percentage
applied to plaaned profits.
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achieved by either method, the efficiency o.f individual
enterprises--and therefore the aggregate cost of output
and investment--may he considerably influenced by the
methods applied; a link between its profits and the
volume of funds left at the disposal of an enterprise
creates an incentive for greater efficiency of manage-
ment.

Financial policies have been modified in accordance
with these views. In some countries the new policies
have been reflected only in a different attitude towards
the role played by enterprise management in the formu-
lation of the financial plan, but in others they have,
in addition, been formalized in new regulations granting
additional rights to the enterprises.

retained profits and the depreciation fund, calculated
on the basis of existing regulations, exceed the financial
requirements of the investment plan approved by the
higher authorities, then the enterprise associations may
temporarily freeze these sums. On the other hand, if
retained profits and depreciation fall short of the au-
thorized expenditure, the difference may be financed by
short-term credit, or in some cases by budgetary grants.

In the Union of Soviet Socialist Republics and most
of the other countries, statutory changes have increased
the number of enterprises entitled to director's funds
('now re-named "enterprise funds") ÿ and have also in-

creased the percentage of profits to he retained. In
addition, however, there have been important adminis-
trative changes. In practice, the supervisory organs now

pay greater attention to the requirements of indivMual
enterprises and tend to leave at their disposal, for in-
vestment purposes, a greater proportion of their profits
than formerly. This "decentralization" has taken the
form of considerable increases in the influence of the
management of individual enterprises in the preparation
of investment and financial plans rather than the form
of greater autonomy in making independent investment
decisions.                               ÿ

Poland and Czechoslovakia have move dÿ:further' in
the modification of financial policies than have the other
countries of the group. In both these countries lÿhe tend-
ency towards greater autonomy of the entdrwises has
taken the form of statutory provisions that normally
assure the enterprises of the retention of a certain part
of their profits, which cannot be reduced by ad hoc
decisions of the higher authorities. In Poland, state
enterprises were given the right to create development
funds (apart from their enterprise funds) financed from
their profits, the percentage being determirÿed by their
supervisory authorities. In addition, part of the profits
is paid to the association's reserve fund for redistribu-
tion among the enterprises under its supervision. Profits
in excess of these payments are transferred to the budget.
A part of the development fund is used for financing
increases in normative working capital and the re-
mainder, together with the part of the deprdÿeiati0n
fund left at the disposal of the enterprise, is"uÿed to
finance capital repairs and new fixed investmefit:"ÿew
investment financed out of this fund is, as i'n other
countries, confined to technical improvements, rat{onal-
ization, replacement and limited expansion; iF'does not
include, as a rule, construction of new plants, which
is financed from budgetary grants. Moreover,. if the

It should be noted that the statutory right in Poland
to retain a certain proportion of profits for expenditure
of the enterprises is not absolute. It may be restrained
by the higher authorities if it is found that such ex-
penditure would compete with claims of other sectors
of the economy. It has been stated, however, that while
some restrictions may occasionally be imposed on ac-
count of the current situation, they should generally be
avoided and gradually eliminated.ÿ It should also be
noted that payments to the development fund from
profits exceeding the planned quotas are made accord-
ing to a diminishing scale. This was done in order to
avoid an excessive rise in the expenditure of enterprises
over and above the planned quotas in case the rise in
profits should exceed planned levels.

In Czechoslovakia, the change in the policies concern-
ing the retention of profits was even greater than in
Poland. Before 1959 enterprises were allowed to retain
a certain share of planned profits and a larger share of
any additional profits. The use of funds retained from
planned profits was restricted to the financial plans of
the .enterprises, but the use of the additional funds was
relatively free. One effect of this system was a tendency
of the enterprises to understate their planned profits
so as to derive greater benefit from any over-fulfilment
of the plan. Under the new system, the amount of
retained profits is related to the increase in total profits
over the preceding year and is determined by the super-
visory agency on the basis of the performance of the
enterprise and its need for technical improvement. The
most significant innovation is the fact that the percent-
age of retained profits is fixed for a long period--not
less than five years--and that the retained profits and
amortization funds, if not used during a given year,
may be spent during the following years of the five-year
plan. This enables the enterprises to plan their outlays
in the most efficient way without fear that postponement
of expenditure will result in larger transfers of profits
to the budget.

s In most countries, the enterprise funds do not differ essen-
tially from the former director's funds.               ÿ

The establishment of closer links between the profits
earned by the enterprises and their expenditure on in-
vestment need not result in a disruption of the general
financial plan. It means only that a larger proportion of
the enterprises' financial requirements is taken as a
datum by the higher authorities and cannot be deliber-

6 In the'past, the practice of freezing or confiscating the funds
not spent during a given year induced management to spend the
sums on capital repairs or investment before the end of the year,
even when it might otherwise have been more profitable to post-
pone the expenditure.
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ately changed in the course of preparing the plan. Since
these resources can generally be used only for technical
improvement, rationalization, replacement and rela-

tively limited enlargement of the enterprises, and since
building of new plants is in any case financed by the
budget, the planning authorities can, if need arises, keep
the enterprises' total outlays under control by increasing
or reducing the budgetary grants. Thus, as long as the
accumulated profits and depreciation funds are used in
accordance with the annual financial plans, no problem
of imbalance need result from the increased autonomy
of the enterprises. Revenues in excess of those planned
for will not result in excess demand even if the enter-
prises are free to use them without prior approval of
the higher authorities, provided that there are sufficient
stocks of the required goods. In most cases, however, any
upward revision of planned expenditure by the enter-
prises has to be approved by the higher authorities,
which normally give their approval only if supplies are
sufficient to meet the additional demand. Although, in
general, over-plan demand has been rather limited, the
relaxation of controls over the finances of the enterprises
in Czechoslovakia and Poland resulted in a considerable
increase in unplanned revenues and investment outlays
in 1959. This imposed significant strains on the econo-
mies of these countries. In Czechoslovakia, the rising
demand was met by an increase in supply, but in Poland
the pressure resulted in a substantial increase in the cost
of construction and prompted the imposition of restric-
tive measures on further investment expenditure.

Credit policy

At the inception of central planning, the financing of
fixed investment by bank credit played a significant role
in most of the centrally planned economies. In the Soviet
Union in the early nineteen thirties, and in several other
countries between 1945 and 1950, relatively substantial
parts of fixed investment were financed by credit. In the
Soviet Union, credit financing of state fixed investment
was temporarily reintroduced during the Second World
War and again abandoned at its end. In Eastern Ger-
many, Hungary and Romania in 1948, in Bulgaria in
1951 and in Czechoslovakia in 1952, the financing of
fixed investment by credit was eliminated and replaced
by budgetary grants. In mainland China, however, the
role of credit in the financing of fixed investment in the
state sector was, and has remained, insignificant. The
elimination of credit financing for fixed investment was
then largely influenced by a trend towards centraliza-
tion, restriction of the rights of individual enterprises
and the reduction of funds left at their disposal.

to repay the credits and to pay interest on invested funds
would induce the management of enterprises to econo-

mize on capital outlays, avoid the accumulation of idle
equipment, and base their investment proposals on a
more careful calculation of the relative costs of various
combinations of capital and labour.7

These suggestions did not imply, in most cases, any
replacement of present methods of managing individual
enterprises by a system in which the activity of the enter-
prises would be influenced solely by the credit and fiscal
policy of the government. But even so they were not
generally accepted, the prevailing opinion being that as
long as centralized control over the plans of individual
enterprises and centralized allocation of finance are re-
quired, budgetary financing is more effective than bank
financing provided that certain defects in the present
system are eliminated. Enterprises could be induced to
economize investment by various means, including', if

necessary, charges on capital which could be imposed
by the state without resorting to bank credit,s It is, how-
ever, generally believed that while budgetary grants
should continue to play the major role in external fi-
nancing, they should be complemented by an enlarge-
ment of the scope of credit financing in order to make
the system of investment finance more flexible.

Additional flexibility is desired largely in order to
provide the enterprises with funds for financing invest-
ment expenditures not foreseen in the original plan.
Credit requirements for these unforeseen expenditures
are in most countries estimated only in the broadest
terms, by the planning authorities, and the quantity of
finance actually required for this purpose may exceed the
originally estimated quotas, provided, however, that the
financial means at the disposal of the banks are increased
correspondingly, It has been argued that since the ex-
pansion of credits for fixed investment will result in an
increase in demand for investment goods, the credits
should not simply be estimated but should be carefully
planned in conjunction with the planning of additional
supplies of investment goods, in accordance with the
general principles of the planning of fixed investment.
In practice, however, such a method of planning could
not be applied because the extension of credits is usually
determined by the mobilization of additional materials
resources, the amount of which is not known to the
relevant authorities at the time of the preparation of
the plan.

Although credit financing of fixed investment has
been more extensively used in recent years, its scope has
remained relatively limited in most of the centrally

More recently, the reversal of this trend has resulted
in a reappraisal of the role of crhdit in the planned
economies. Various proposals have been advanced,
among which the most far-reaching would have replaced
the budgetary grants for fixed investment with interest-
bearing credits. According to these views, the obligation

7 The problem of the determination of the interest rate or of
differential interest rates was to be solved in a way similar to
that used in the calculation of the coethcients of efficiency
applied by the planning authorities to the choice between various
investment projects. For more details, see United Nations, World
Economic Survey, 1959 (Sales No.: 60.II.C.1).

s It was also suggested that the planning and project boards
which select projects for investment are able to estimate the
relative efficiency of alternative projects more effectively than
the managers of individual enterprises.
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planned economies. In the Soviet Union, no credits are
granted for the construction of new enterprises or for
their equipment; state enterprises can receive credits
only for investment to introduce new techniques, small-
scale mechanization and rationalization. The granting
of these credits is dependent upon the ability of the
enterprise to repay them within three years or less9 out
of the additional revenue resulting from the improve-
ments, provided that the improvements were not origin-
ally included in the plan.1° In addition, in order to
stimulate the output of consumer goods the enterprises
may receive credits for expanding their production as
well as for improving its quality. Credits may also be
granted for improving such services to the workers as
housing. The two latter types of credit are repayable
within one year.

In each case the credits are granted for a fixed period
and for strictly specified purposes and their utilization
is controlled by the bank. They are interest-bearing and
the rate of interest is sharply increased if they are not
repaid on time. During 1957 and 1958 the total of
credits granted for the introduction of technical im-
provements amounted to approximately 7.5 billion
roubles, or about 2 per cent of total fixed investment.

ization in all branches of industry. In consequence, be-
tween 1956 and 1958, the volume of investment credit
outstanding rose considerably. The reform of the man-
agement of state industry introduced in 1953 resulted in
a further extension of the role of credit financing. The
new system provided for long-term investment credit to
accelerate the expansion of state enterprises during the
current five-year plan of economic development. Credits
are granted for a period of from two to six years and
are repaid from the additional profits resulting from
the expansion which the credits make possiMe.

In Poland, investment for technical improvement and
modernization of existing enterprises as well as for
capital repair may, according to the new regulations, be
financed in part by bank credits. The credits are granted
for investment not included in the annual plan and may
be used for purchases of machinery and equipment.
They are repayable within three years of the termination
of the projects financed by these credits.

Irfmost of the other countries, where credit financing
had been almost entirely eliminated by 1954, this type
of financing was revived during that year, mainly in
order to increase the production of consumer goods
beyond the levels originally planned. During the subse-
quent period, credit financing was further extended for
purposes similar to those in the Soviet Union, that is for
technical improvements, rationalization and small-scale
mechanization. In Eastern Germany and Hungary, credit
was also used to finance investment tending to reduce
import requirements or expand exports. The principles
applied to the granting of credit in these two countries
were similar to those in the Soviet Union, while the share
of credits in total financing was somewhat greater than
in that country. Only in Poland and Czechoslovakia has
the role of credit in financing fixed investment increased
more significantly.

In Czechoslovakia where, until 1952, credit financing
played a much greater part than in the other centrally
planned economies, this form of financing was almost
completely eliminated during the following period. In
1955, as in the other countries, bank credits were ex-
tended to light industry and to the food industry to
finance fixed investment designed to raise output above
the planned quotas. During the following years, credit
was also made available for mechanization and rational-

9 For most industries the credits are granted for a period not
exceeding two years. The three-year limit is applied to the
foilowing industries: coal, metallurgy, chemical, petroleum and
engineering.

10 Enterprises under local supervision may receive credits for
the construction of new plants producing consumer goods. Where
investment work is !oerformed by the employees o:[ a given
enterprise, the expenÿtiture on wages financed by credit cannot
exceed 40 per cent of the credit granted.

Although the role played by credit financing has been
greater in Poland and Czechoslovakia than in the other
centrally planned economies, its share in the total fixed
investment of the state sector has remained very small.
On the other hand, the fixed investment of private and
collective farms, and private housing in urban areas, is
financed to a much greater extent by credits. These
credits are extended by specialized banks which receive
budgetary grants for this purpose.

Unlike its part in financing fixed investment, the role
of credit in financing working capital is of considerable
importance in all of the centrally planned economies.11
Such credits are extended periodically to state enter-
prises for short periods of time and for definite purposes.
Each enterprise is endowed by the state with normative
working capital to cover its minimum operating require-
ments. Increases in normative working capital are gen-

erally achieved through deductions from retained profits
of the enterprise and, if necessary, by budgetary grants.
In some cases, however, a smaller or greater part of

normative working capital is financed by credit. The
need for additional funds arising from seasonal fluctua-
tions in inventories and from changes in inventories
caused by uneven distribution over time of purchases of
raw materials or of shipments of goods produced by the
enterprises, is covered by bank credit. Similarly, bank
credit is available for financing goods in transit. Since
in all planned economies commercial credit is forbidden
in relations between enterprises, the value of goods
shipped but not yet paid for also gives rise to credit
financing.

The policy of keeping the working capital of enter-
prises at a minimum level and making extensive use of
credits is largely based on the view that this method
provides additional means of control over enterprises'

1ÿ In the Soviet Union, for example, about half the working
capital of the state sector is financed by bank credits; this
includes the working capital of purchasing agencies and trade
organizations, most of which is financed by credit.
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use of their funds and is an inducement to greater effi-
ciency. Since the enterprises pay interest on the loans
and since the rate of interest increases if their repay-
ment is overdue, credit financing of working capital
should create an inducement to maintain stocks at a
minimum level. In addition, the banking system has the
right to refuse credits when stocks are considered exees-
slve, provided that their accumulation has not been due
to external circumstances. While most such credits are

planned, the banks also finance the increased demand
for working capita! necessary for any over-fulfilment
of the plans. In recent times such credits have been re-
fused in several countries in order to prevent the over-

fulfilment of production plans in cases when such
increases were not called for by the demand for specific
goods or when they would have created the risk of
raising the wage bill above the level corresponding to
the available supply of consumer goods°

Changes in saving and financing, 1950 to 1959

In analysing the pattern of saving and investment
during the period 1950-1959, a number of conceptual
and statistical problems have to be faced. The conceptual
problems arise from the fact that the dezqnitions of var-
ious sectors of the economy that are used in other coun-

tries are unsuitable in the centrally planned economies.
The essential differences between state enterprises, col-
lective farms and private producers make it inappro-
priate to combine these into a single enterprise sector.
State enterprises differ from the others in that they
transfer a considerable proportion of their revenue to
the state budget and receive budgetary grants; their
profits, saving and investment are planned and subject
to direct eontroI by the state. Collective farms differ
from private producers in that they are compelled by
statute to allocate a certain proportion of their income
to an "indivisible fund" which is somewhat analogous
to the familiar concept of undistributed profits. There-
fore, state enterprises, collective farms and private pro-

dueers are treated separately in this chapter. The latter
are included in the private sector along with households,
mainly for statistical reasons.12 The state enterprise
sector is defined to comprise all state and industrial co-
operative enterprises established on the basis of "eco-
nomic  accounting",  whether  producing  goods  or
services,la

with respect to re,ÿenue and saving. The lack of data
does not allow separation of investment in the state
enterprise sector from general government investment,

inclusive of reserve funds and stockpiling. Saving of
these two sectors is not compared, therefore, with their
respective investment.

Budgetary saving is defined as expenditure on fixed
investment plus budgetary surpluses. Lack of informa-
tion prevents the inclusion of budgetary grants for ex-
penditure on working capital and other types of saving.
Similarly, it has not been possible to take into account
the influence on budgetary saving of subsidies paid to
industries producing investment goods. The inclusion of
these subsidies would probably result in a significantly
greater value of investment and saving as defined in
this chapter.

Separate treatment of the state budget and the state
enterprise sector may be questioned as being purely
formal, since the decisions about saving and investment
in these sectors are not only closely interrelated but are
subject to a single plan. While this is true from the point
of view of the economy as a whole, the differentiation
between these sectors is important from the point of
view of investment finance and therefore is maintained
in this chapter. This distinction, however, is made only

12 In many instances it was not possible to separate the saving
and investment of households from those of private producers.
Conceptually, the income of private producers, as distinct from
that of state enterprises or collective farms, can be assimilated
to the irmome of households.

la However, while data on gross income and saving cover all
the enterprises mentioned above, those on value added exclude
enterprises providing services to consumers which, according
to the definition prevailing in the centrally planned economies,
do not ÿroduee income. This difference in coverage is not very
significant because only a relatively small proportion of such
enterprises is established on the basis of "economic accounting".

Saving of the state enterprise sector is defined as
resources retained by the enterprises operating on "eco-

nomic accounting" after deducting from. their gross in-
come all payments to the budget54 Gross income of the
sector is defined as including the following items orig-
inating in this sector: total profits, the turnover tax,
and the part of the amortization allowances not ear-
marked for capital repairs.15

The saving of collective farms is composed of money
payments into their "indivisible funds" and of con-
tributions to these funds in the form of labour of col-
lective farmers spent on capital construction. The
definition of private sector saving follows general usage.
Lack of other information makes it necessary, however,
to estimate private saving from data on investment from
own resources, increases in savings bank deposits and

cash holdings. Private equity saving includes the value
of own labour contributed by the urban population (to
the construction of their own homes, for example) but

'14In the case of enterprises running a deficit, this includes
also some budgetary grants for various funds of the enterprises.
Such contributions to the "saving" of the enterprises were signi-
ficant only in Poland.

15 In the centrally planned economies amortization is divided
into two parts, one earmarked for capital repairs and the other
for investment. Since data on fixed investment do not include
the stuns spent on capital repairs, this item was also excluded
from the gross income of the enterprise sector as defined in this
chapter.
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does not include the value of own labour in the con-
struction of dwellings in rural areas because the latter
data are unavailable.

The paucity of data and a lack of comparability
between different series prevent presentation of the
information in an integrated form. The relative im-
portance of the saving of each sector could not be
measured in relation to total saving but had to be ascer-
tained by its ratio to total fixed investment. Moreover,
data on the state enterprise sector are not sumeient for
an analysis of changes over time. Thus, the discussion
of this sector, which plays a predominant role in the
national product of the centrally planned economies,
had to be confined to a single year--1958-the only one
for which a relatively consistent set of data could be
derived.

cent consisting of investment in working capital, govern-
ment reserves, stockpiling, and the like. In terms of
these restricted definitions the ratio of budgetary saving
to total saving varied from 67 to 74 per cent during
the nineteen fifties as a whole, as is shown in table 3-1.1ÿ

Differences between countries in the ratio of budg-
etary saving to total saving thus seem to have been
relatively small over the period as a whole. They were
larger within the various sub-periods, partly reflecting
different timing in the adoption of new practices in
financing investment.

The lack of adequate data on international capital
flows makes it impossible to ascertain the part played
by external financing in budgetary expenditure on in-
vestment. Long-term credits granted or received are as

a rule included in the budgetary accounts, but in most
cases they cannot be separated for lack of information.
An attempt has been made, however, to assess the mag-

nitude of foreign loans by relating them to total fixed
investment.

In consequence, the statistical information presented
below and derived from fragmentary and not always
precisely defined data should be viewed with caution. It
is believed, however, that notwithstanding these quali-
fications the following review approximates reasonably
well the actual relationships between income, saving and
investment in the centrally planned economies during
the nineteen fifties.

For similar reasons it is necessary to restrict the con-

cept of total national saving to national expenditure on
fixed investment, which accounts, on the average, for
about 80 per cent of total saving, the remaining 20 per

16 Data on budgetary surplus were used as reported in official
statistics, including foreign borrowing and subscription loans to
the state by the population. Whenever possible, however, an
adjustment was made to exclude state borrowing from savings
banks.

Among the types of saving defined above, by far the
most important in all of the centrally planned economies
is budgetary saving. Strictly defined, budgetary saving
should include grants to enterprises for financing fixed
investment and increases in working capital, grants to
the banking system, financing of state reserves and stock-
piles, foreign loans and aid and budgetary surpluses.
The paucity of data, however, makes it necessary to
restrict the concept of budgetary saving used in the
following discussion to its two main components : grants
for financing fixed investment and budgetary surplus.
These two items have probably accounted for over 80
per cent of total budgetary saving in most cases?s

BUDGETARY  SAVING

In most countries there was a downward trend in the
ratio of budgetary to total saving. In mainland China,
however, the ratio rose from about 64 per cent in 1950-
1953 to 75 per cent in 1954-1957, and while it declined
somewhat during the subsequent period, it has never-
theless remained considerably higher than in 1950-1953.

In most centrally planned economies the period be-
tween 1950 and 1953, when the share of budgetary
saving was highest, was characterized by a considerable
increase in the rate of investment, and an upward move-

ment in the prices of consumer goods and the rate of
turnover taxation,is These developments were obviously

interrelated. The increase in the rate of investment
partly conditioned the rise in prices, while the latter,
in turn, tended to expand the role of the government

L
budget in transferring profits19 away from industries
producing consumer goods in order to finance invest-
ment in the less profitable producer goods .sector. Per-
haps even more important at this time was the prevailing
tendency towards overcentralization of eon'trol, imply-

ing great rehanee on the controlling function of the state
budget. It should be noted, however, that in most coun-
tries during that period, the bulk of investment con-
sisted of new construction, the extension of existing
facilities  being  relatively  unimportant.  Budgetary
financing was particularly suited to investment of the
former type.

After 1953 many of the factors which had enhanced
the role of the budget in the financing of investment
ceased to operate. The most important development
tending to reduce this role occurred, however, only in
the most recent.period, with the introduction of measures
tending to increase the quantity of funds left at the dis-
posal of enterprises for financing their needs. The some-
what different trend in mainland China was attributable
to the fact that the share of the state sector in the
national economy continued to increase during most of
the period, and the intense investment drive associated

17 The true proportion was probably not very different from
that indicated in the text, since both the numerator and the
denominator of the ratio were probably underestimated in the
same order of magnitude,

is Except in the Soviet Union. See United Nations, World
Economic Survey, 1957 (Sales No,: 58.II.C.1), pages 112 ff., and
United Nations, Wÿrld Economic Survey, 1959.

1:ÿ Including turnover taxes. For a discussion of the distinction
between r)rofits and turnover taxes on consumer goods, see
World Economic Survey, 1957, page 113.
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Table 3-1.  Budgetary Saving in Relation to Total Fixed Investment, 1950-1959ÿ
(Percentage)

Goartgry and ilem                       1950-1959       1950-1953       ÿ95ÿ-1957       ÿ958-ÿ959

Bulgaria
Grants for fixed investment, and surplus  .......  66.6         98.0         57.9         46.7

Grants for fixed investment  ................  52.0        54.9        51.5        40.3

China (mainland)
Grants for fixed investment, and surplus  .......  72.5         63.5        75.3        73.1

Grants for fixed investment  ................  68.3         55.8        71.9        69.6

Czechoslovakia
Grants for fixed investment, and surplus  .......  67.8b        87.4ÿ        75.4d        50.3e

Grants for fixed investment  ................  65.0b        83.6c        70.9d        49.5°

Eastern Germany
Grants for fixed investment, and surplus  .......  70.0         98.5         60.0         64.7

Grants for fixed investment  ................  60.4        77.1        56.0        55.6

Hungary
Grants for fixed investment, and surplus  .......  74.4b        77.9f        77.9g        58.8h

Grants for fixed investment  ................  66.1b        74.2f        66.5ÿ        52.4h

Poland
Grants for fixed investment, and surplus.  ......  74.2        114.5         72.6         55.5

Grants for fixed investment  ................  65.1         81.5        68.9        52.1

Romania
Grants for fixed investment, and surplus  ..........

Grants for fixed investment  ...................

75.7i        71.6o
64.5i        56.8ÿ

USSR
Grants for fixed investment, and surplus  .......  68.8         77.9         66.3         63.4

Grants for fixed investment  ................  61.6        65.4        63.0        56.1

Source: Division of General Economic Research
and Pohcies of the United Nations Secretariat,
based on data published in official sources.

The data presented in this table and the follow-
ing tables in this chapter are estimates derived in
many cases from fragmentary or inadequately de-
fined statistical series. They should, therefore, be
considered only as broad approximations indicating
the general order of magnitude and direction of
change. "Total fixed investment" in this table and
the following tables in this chapter designates the

total national expenditure on fixed investment.

b Average of data covering the years indicated in
the footnotes to other columns.

1953.
d1956.
°1959.
f1950, 1953.
g1954-1956.
h1958.
i1955.

with the construction of new enterprises and the setting
up of new industrial centres continued well into the
late nineteen fifties.

During the nineteen fifties, budgetary saving in most
countries averaged between 22 and 27 per cent of bud-
getary revenue, as can be inferred from table 3-2. The
proportion was considerably higher in mainland China
-about 40 per cent--and lower in Eastern Germany--

about 14 per cent. In interpreting these variations ac-
count needs to be taken of the fact that the ratio of
budgetary revenue to national income, shown in table
3-2, also varied from country to country. For the period
as a whole this ratio averaged 66 per cent in Eastern
Germany, around 60 per cent in Bulgaria, Czecho-
slovakia and the Soviet Union, between 52 and 55 per
cent in Hungary and Poland and 32 per cent in main-
land China.

the predominantly agrarian character of the country,
which affected both the revenue and the expenditure
sides of the budget. The expenditure side was influenced
by the fact that national expenditure on services and its
share of budget expenditure was much smaller in main-
land China than in more urbanized countries, whereas
budgetary receipts were relatively lower than in other
countries because of the largely non-monetary character
of agricultural income and the fact that agricultural
taxes were mostly paid in kind.2° But while budgetary
appropriations of mainland China accounted for a
smaller proportion of national income than in other
countries, the proportion saved was higher, and in con-

The relatively low ratio of budgetary receipts to
national income in mainland China was largely due to

20 In addition, in mainland China, the budget both on the
receipts and expenditure sides operated on a more "net" basis
than in the other countries. Thus, differential payments (see
footnote 24), representing the difference between domestic and
foreign prices, were much smaller in mainland China than in
other countries. The same was true of subsidies paid to domestic
producers, which were relatively insignificant in mainland China
during most of the period although they have become more
important in recent years.
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Table 3-2.  Budgetary Revenue and Budgetary Saving in Relation to National Income,
1950-1959
(Percentage)

Country and item                       1950-ÿ959       1950-1953       t95ÿ-t957       ÿ958-t959

Bulgaria
Budgetary receipts  ..........................  62.2        63.2        61.9        61.9
Grants for fixed investment, and surplus  .......  13.6         20.0         12.4         10.9

China (mainland)
Budgetary receipts  ..........................  31.6        27.1         32.6        33.8
Grants for fixed investment, and surplus  .......  12.8          6.9         12.9         17.1

Czechoslovakia
Budgetary receipts  ..........................  61.6ÿ        64.8b        64.4°        56.4d
Grants for fixed investment, and surplus  .......  13.4ÿ        14.7b        14.5°        11.3d

Eastern Germany
Budgetary receipts  ..........................  65.7        69.8        65.3        62.5
Grants for fixed investment, and surplus  .......  9.0         10.5          7.4         10.0

Hungary
Budgetary receipts  ................................  52.7°        42.1
Grants for fixed investment, and surplus  .............  11.6ÿ         8.8

Poland
Budgetary receipts  ..........................  53.3ÿ        50.5b       53.3        53.0
Grants for fixed investment, and surplus  .......  14.3a        17.0b        14.1         13.7

USSR
Budgetary receipts  ..........................  58.2        62.9        57.5        54.0

Grants for fixed investment, and surplus  .....  14.8         15.5         14.0         15.4

Source: See table 3-1.
Average of data covering the years indicated in

the footnotes to other columns.
b 1953.

° 1956.

a 1959.

° 1954-1956.

sequence budgetary saving averaged about 13 per cent
of national income, or only a little less than in most
of the other countries.

In Eastern Germany, the proportion of national in-
come appropriated by the budget was higher than in
other countries, but this difference was not sufficient to
offset the effect of lower ratios of budgetary saving to
budgetary receipts. In consequence, budgetary saving
amounted on the average to 9 per cent of national in-
come, that is, to less than that in any other centrally
planned economy.

In most of the centrally planned economies the pro-
portion of budgetary revenue saved during more recent
years was considerably lower than in 1950-1953, the
opposite being true only for mainland China and the
Soviet Union. On the other hand, the proportion of the
national income appropriated by the budget declined
between these two periods in several countries, although
it rose in mainland China and Poland. The final result
of these changes, varying in direction and intensity° was
that budgetary saving in relation to national income
declined during recent years in all countries except
mainland ChinaY

econo.my.22 Since in most cases the available statistics
do not show current expenditure separately, it had to
be estimated for table 3-3 and the following discussion,
as the difference between total expenditure on the na-
tional economy and budgetary grants for fixed invest-
ment. It therefore includes, apart from current outlays,
expenditure on working capital, government reserves
and stockpiling. In spite of this, table 3-3 satisfactorily
indicates the relative importance of current expenditure
on the national economy because it is doubtful whether
the included capital items exceeded, on the averageÿ
5 per cent of total budgetary revenue.

In most countries current budgetary expenditure2s on
the national economy amounted on the average to be-

One of the most important competing uses of bud-
getary revenue was current expenditure on the national

21 In the Soviet Union, this ratio in 1958-1959 was at the same
level as in 1950-1953, but higher than in 1954-1957.

22 The budgetary statistics of the centrally planned economies
are not classified into separate current and capital accounts.
Total expenditure on the national economy, comprising both
current and capital outlays, was the largest item in all countries,
and in most of them accounted for more than one-half of total
expenditure. Current expenditure on the national economy in-
cludes subsidies, expenditures on geological prospecting, research
and development, training of manpower, adoption of new tech-
nology, outlays of enterprises whose current expenditure is
financed by the budget, and the like. To the extent that some
of these expenditures tend to lower the price of investment
goods, the problem arises whether they should not be considered
as saving. In this study, however, investment is valued at market
prices rather than at actual cost and no attempt is made to
evaluate the latter.

z8 Including investment expenditures other than for fixed
capital.
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Table 3-3.  Distribution of Budgetary Expenditures, 1950-1959
(Percentage of total)

Country and item                       !950-t859       1950-1953       195/t-f957       t958-f959
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Bulgaria
National economy  ..........................  51.6

Fixed investment  .........................  18.1

Other  ..................................  33.5
Health, education and welfare  ................  21.2

Defence  ..................................  8.9
Administration  .............................  3.9

Other, including budgetary surplus  ............  14.4
China (mainland)

National economy  ..........................  51.1

Fixed investment  .........................  38.5
Other  ..................................  12.6

Health, education and welfare  ................  12.6

Defence  ..................................  19.7

Administration  .............................  8.0
Other, including budgetary surplus  ............  8.7

Czechoslovakia
National economy  ..........................  53.0ÿ

Fixed investment  ............................

Other  .....................................
Health, education and welfare  ................  32.9a

Defence  ..................................  9.4a

Administration  .............................  4.0ÿ
Other, including budgetary surplus  ............  0.7ÿ

Eastern Germany
National economy  .........................  39.4

Fixed investment  ..........................  11.6

Other  ..................................  27.8
Health, education and welfare  ................  35.2

Defenceo.  .................................  7.8
Administration  .............................  7.9

Other, including budgetary surplus  ............  9.7

Hungary
National economy  ..........................  54.2

Fixed investment  .........................  22.0

Other  ..................................  32.2
Health, education and welfare  ................  23.9

Defence  ...................................  10.3
Administration  .............................  9.2

Other, including budgetary surplus  ............  2.4
Poland

National economy  ..........................  53.8
Fixed investment  .........  :  ...............  25.6

Other  ..................................  28.2
Health, education and welfare  ................  25.6

Defence  ...................................  8.2
Administration  .............................  7.9

Other, including budgetary surplus  ............  4.5
Romania

National economy  ..........................  56.2
Fixed investment  ............................

Other  .....................................
Health, education and welfare  ................  18.4

De fence  ...................................  10.5

Administration  .............................  3.6
Other, including budgetary surplus  ............  11.3

USSR
National economy  ..........................  40.6

Fixed investment  .........................  22.8

Other  ..................................  17.8
Health, education and welfare  ................  28.4

Defence  ..................................  17.5
Administration  .............................  2.3

Other, including budgetary surplus  ............  11.2

46.9     52.4     55.9
21.0        17.9        15.1
25.9                34.5                40.8
18.6        23.0        21.7
10.2      9.5      7.0
4.5         3.9         3.0

19.8                 11.2                 12.3

36.6        50.3        60.9
22.3                 37.8                48.2
14.3                 12.5                 12.7
13.2        14.0        10.6
30.5        21.2         11.2
11.7         8.2         5.4
8.0         6.3        11.9

58.4b        53.4         47.7
•..     22.8     19.6

3O.6     28.1
2'7.1b     32.1     39.4
8.0b         10.2           9.3
4.8b         3.9          3.3
1.7b         0.3          0.3

37.3     41.0
11.0     10.7
26.3        30.3
31.6     35.7     39.i
10.8         4.6         2.1
9.7         7.6         6.1
10.4        11.1         ...

53.0        54.7        54.6
28.6        18.4        18.9
24.4        36.3        35.7
19.0        22.9        30.8
13.6        11.4         4.5
10.0         .9.0         8.6
4.4         2.0          1.4

44.6        57.0        55.1
29.0        25.2        24.0
15.6        31.8        31.1
23.1        24.6        28.7
8.7         8.7         7.2
9.9         7.9         6.5

13.7         1.8         2.5

36.5     41.8     44.1
20.7        23.0        25.2
15.8        18.8        18.9
25.6        28.5        32.0
20.6                 17.4                 13.4
3.0         2.2         1.7

14.3        10.0         8.8

Source: See table 3-1.
1952-1959.

u 1952-1953.

c Including the cost of maintenance of occupa-
tion forces.

52.1        58.4        57.2
...      20.5     21.2

37.9        36.0
14ÿ4     18.1     23.8
15.3         9.1         7.2
4.6         3.3         3.1

13.5        11.1         8.8
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tween 28 and 35 per cent of budgetary revenue. The
percentage was lower only in two countries--13 per

cent in mainland China and 18 per cent in the Soviet
Union. It is notable that, unlike grants for fixed invest-
ment, these expenditures tended to account for an in-

creasing share of budgetary expenditure over time. Only
in very recent years and in a few countries had this
ratio levelled off.

Expenditures on health, education and welfare were
also important. They tended to be relatively higher in

countries with a higher level of industrial development
or urbanization. Their ratio to budgetary revenue in
1950-1959 ranged from 35 to 13 per cent, with [he high-
est share in Eastern Germany, followed in descending
order by Czechoslovakia, the Soviet Union, Poland,
Hungary, Bulgaria, Romania and mainland China. In
all these countries, except mainland China, the ratio
tended to increase. Expenditure for defence, as reflected
in budgetary statistics, absorbed between 8 and 10 per
cent of budgetary revenue in most countries during the

Table 3-4.  Distribution of Budgetary Revenue," 1950-1959

(Percentage of total)

Country and item                       f950-1959       1950-t953       195ÿ-1957       1958-t959

Bulgaria
Turnover taxes  .............................  30.3         25.0         33.4

Appropriations from profits  ..................  13.6         15.7         11.0
Contributions to social security  ...............  6.1          5.7          6.0

Personal income taxes  .......................  9.5         10.7          9.8

Other revenue  ...........  ..................  40.5         43.0         39.8

Czechoslovakia
Turnover taxes  .............................  49.5         48.2         50.1

Appropriations from profits  ..................  19.2         25.6         17.1
Contributions to social security  ..............  15.1         16.2         14.4

Personal income taxes  .......................  11.3          9.9         11.5

Other revenue  ..........  .  ...................  4.9          0.1          6.9

Eastern Germany
Turnover taxes  .............................  1
Appropriations from profits  ..................  ) 57.2         53.5          ...

Contributions to social security  ...............  16.3         16.9         16.3
Personal income taxes  .......................  6.6          7.8          6.3

Other revenue  .............................  19.9        21.8         18.2

Hungary
Turnover taxes  .............................  52.6         52.8         59.7
Appropriations from profits  ..................  19.2         28.1o         8.6

Contributions to social security  ..................  7.2
Personal income taxes  ......................  10.5      1412      8.9

Other revenue  ...................................  15.6

Poland
Turnover taxes  ...................................  39.8

Appropriations from profits  .....................  9.0
Contributions to social security  ...............  11.2         10'.8         11.3

Personal income taxes  .......................  6.4          5.6          6.0

Other revenue  ...................................  33.9

Romania
Turnover taxes  .............................  37.4         41.3         37.8

Appropriations from profits  ..................  15.8         15.7         14.0
Contributions to social security  ...............  4.8          3.7          4.9

Personal income taxes  .......................  8.3          7.6          8.5

Other revenue  .............................  33.7         31.7         34.7

USSR
Turnover taxes  .............................  46.7         51.1         44.5

Appropriations from profits  ..................  16.4         11.4        17.8
Contributions to social security  ...............  4.8          4.5          4.9
Personal income taxes  ......................  8.5          9.0          8.6

Other revenue  .............................  23.5         23.9         24.2

(

31.1
14.9
6.6
7.5

39.9

48.9
15.7

11'.8

44.4
15.4
15.3
5.8

19.1

34.8b
31.3b
6.9b
8.1b

18.9b

33.6
8.4

11.5
7.6

38.8

32.0
19.2
5.9
8.6

34.3

44.2
21.2
5.0
7.7

22.0

Source: See table 3-1.
"Personal income taxes"  include fees  and

miscellaneous taxes paid by the population. In
Bulgaria and Poland "other revenue" includes
"price differential" payments to the budget; in
Romania and the Soviet Union equivalent pay-

ments are probably included in the same item; in
Czechoslovakia and Hungary such payments are
ineluded in the turnover tax.

b 1959.

Including depreciation allowances.
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nineteen fifties, except in the Soviet Union and main-
land China, where the percentages were !8 and 20,
respectively, In all countries, the ratio tended to decline
in the more recent years,

Czechoslovakia, Romania and Poland, but to decline
in Bulgaria, Eastern Germany, Hungary and the Soviet
Union.

As budgetary receipts are generally not earmarked
for specific uses, the sources of budgetary saving can
be discussed only in terms of the financing of the whole
of budgetary expenditure. The major sources of budg-
etary revenue are shown in table 3-4. The outstanding
feature of these data is the greater inter-country varia-

tion in the pattern of budgetary revenue than in that
of budgetary expenditure. Although the share of turn-
over taxes in total receipts was high in all countries, its
average during the decade varied from 30 per cent in
Bulgaria to 53 per cent in Hungary. Similarly, appro-
priations from profits contributed as much as 19 per
cent of budgetary revenue in Czechoslovakia, but per-
haps no more than half of this percentage in Poland.
Revenue from personal taxes ranged from about 6 per
cent of budgetary revenue in Poland to !1 per cent in
Czechoslovakia.

The variation in the relative shares of the turnover
tax and appropriations from profits largely resulted
from variations in inter-seetoral pricing policy. For
example, a rise in the price of producer goods relative
to consumer goods would increase the cost of materials
used by consumer goods industries. Assuming that
prices to consumers would remain unchanged, revenue

from the turnover tax on consumer goods would fall
while profits in producer goods industries would rise.
Another reason for variation in the relative shares of
the turnover tax and appropriations from profits, as
shown in table 3-4, lies in the fact that differential pay-
ments are combined with the turnover tax in Czecho-
slovakia and Hungary, while in the other countries they
are included in the item "other".24

Changes in revenue patterns also displayed dissimi-
larities from country to country. The share of budgetary
revenue from turnover taxes tended to decline through-

out the period in the Soviet Union and Romania, but
to rise, at least up to around 1956, in Bulgaria and
Hungary. In Czechoslovakia and Poland, the increase
lasted up to 1954. In three of the last-mentioned coun-
tries the decline in the most recent years was modest;
in Hungary, however, it was very considerable in 1959.
The changes in the shares of other major components
of budgetary revenue were no less diversified. Whereas
in the Soviet Union the share of appropriations from
profits has steadily been rising, the reverse has occurred
in Czechoslovakia and Poland. In Bulgaria, Hungary
and Romania, the share of appropriation from profits
was lower in 1954-1957 than in 1950-1953 but it rose
appreciably more recently. Contributions to the social
security system grew more important in the Soviet
Union, Romania, Poland and Hungary, but less im-
portant  in  Czechoslovakia  and  Eastern  Germany.
Finally, the share of personal taxes tended to rise in

In mainland China, the pattern of budgetary income
was quite different from that in other centrally planned
economies (see table 3-5). Whereas in the latter 75 to
85 per cent of budgetary income was derived from state
enterprises in the form of turnover taxes, appropriations
from profits and contributions to the social insurance
system, in mainland China state enterprises were much
less important during the early, part of the period. An-
other difference was that in mainland China most of
the revenue from state enterprises consisted of such
payments hs appropriations from profits, transfer of
allowances for amortization and reduction in working
capital, rather than of commodity taxes. The relative
importance of the latter tended to decline after 1953.
In contrast, the share of appropriations from profits
and similar payments increased continuously. The latter

24 Differential payments arise from the difference between a
basic price fixed by the state and the actual price, which in cer-
tain authorized transactions, particularly in foreign trade, may
differ from the basic price. The difference is covered by transfers
to or from the budget. In Poland and Bulgaria, the only countries
for which information is -available, differential payments to the
budget accounted for nearly one-quarter of budgetary revenue.
Combining these payments with the turnover tax in these two
countries would raise its share of budgetary revenue to about
55 per cent--a ratio rather similar to that prevailing in Czecho-
slovakia and Hungary.

Table 3-5.  Mainland China: Distribution of Budgetary Revenue

(Percentage of total revenue)

Item                             t950         t953         1956         t958        1959ÿ

State enterprises  ...........................  34.1      62.9      74.5
Taxes  ..................................  22.4       33.9       27.9

Appropriations from profits and other  .......  11.7       29.0       46.7
Agricuhureu  ...............................  29.6      13.4      10.4
Private industry and trade  ...................  32.9       16.9        2.7

Mixed share enterprises  .....................  --        1.2        5.6
Industrial and trade co-operatives  .............  --        2.5        5.5

All other  .................................  3.4       3.1        1.3

83.9    87.9
31.3      26.3
52.6      61.6
13.7      11.3

2.4       0.8

Source: See table 3-1.                                   b Including taxes on individual farmers, eollec-
a Planned figures,                                       tire farms and people's communes.
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accounted for 62 per cent of all budgetary revenue in
1959.

SAVING   OF   THE   STATE   ENTERPRISE   SECTOR

differences in the relative profitability of different in-
dustries and in the relationship between profits and
the turnover tax as well as in the ratios of gross income
to domestic product.

As indicated in the preceding section, the funds ap-
propriated by the state budget for financing investment
and social consumption were mostly derived from turn-
over taxes and appropriations from profits of the sector
comprising state enterprises and industrial co-opera-
tives. These appropriations, together with the retained
profits and amortization funds of the enterprises, repre-
sented the gross income of the enterprise sector, which
in the five countries for which data could be estimated
amounted to between 31 and 43 per cent of total do-
mestic product (see table 3-6).

Needless to say, these inter-country variations were

influenced both by variations in the share of gross
income in value added in the state enterprise sector,
and in the share of this sector in domestic product. The
latter factor was more important, as is indicated by the
fact that the participation of this sector in domestic
product ranged from 62 to 89 per cent while the ratio
of gross income to value added in the sector varied
from 44 to 51 per cent.

The  validity  of  such  inter-country  comparisons
should be qualified because of differences in price
structure. This qualification is especially pertinent with
respect to the centrally planned economies, in which
the relationships among prices, wages, profits, taxes
and subsidies are largely determined by governments
and vary from country to country and from period to
period. State ownership of the predominant sector of
the economy makes it possible to avoid any direct re-
lationship between producer and consumer prices and
to change price ratios without altering a given relation-
ship between real consumption and investment. Dis-
similarities in the price structures will be reflected in

The impact of government policy on these relation-
ships can be demonstrated by the recent example of
Hungary, where the 80 per cent rise in the prices of
producer goods in 1959 resulted in considerable alter-
ation of the price structure, and significant changes in
the composition of value added in the state enterprise
sector, in relation to domestic product, as shown by the
percentages indicated below:          ,_=

1958         t959
Value added  ........................  67.3      73.5

Labour compensation  ..............  31.8       28.7

Social security contributions  ........  2.8        6.1
Amortization allowances earmarked

for:
Ca ital re airs                        3.4        5.1P  P  ..................
Investment  ....................  1.8        4.3

Profits  ..........................  2.7      15.0

Turnover tax  .....................  24.9      14.2
Gross income  ......................  29,4       33.5
Ratio of gross income to value added..  43.7       45.6

The importance of the state enterprise sector in ac-
cumulating financial means in the centrally planned
economies is shown by the fact that in 1958 gross in-
come of this sector exceeded total national expenditure
on fixed investment by 53 to 118 per cent.2ÿ

Since a substantial proportion of gross income of the
enterprises is transferred to the budget, and in turn a
large part of investment in the state sector is financed
by budgetary grants,26 the saving ratios of the state

25 The ratio of gross income of the state enterprise sector to
total national expenditure on fixed investment in 1958 was:
Bulgaria, 153; Eastern Germany, 218; Hungary, 199; Poland,
161; Soviet Union, 192.

2ÿ Only part of budgetary saving is returned to this sector for
investment purposes. Another part is used for investment in
general government services, for increases in government reserves
and for stockpiling.

Table 3-6.  Value Added by State Enterprises and Industrial Co-operatives in Relation
to Domestic Product in 1958=

(Percentage)

Easÿrn
Ilem                           Baÿarla     Germany     Hungary      PoUnd       USSR

Value added  ...............................  62.2
Labour compensation  .....................  24.9

Social security contributions  ...............  3.5
Amortization allowances earmarked for:

Capital repairs  .........................  2.2
Investment  ...........................  3.2

Profits  .................................  8.1

Turnover tax  ............................  20.3
Gross income  .............................  31.6
Ratio of gross income to value added  ..........  50.8

69.6      67.3      71.8      88.7
28.6            31.8            28.6            39.9

6.1              2.8              4.5              2.5

3.7       3.4       3.8       3.5
--     1.8     3.4     2.0

5.9       2.7       5.4      15.2
25.3      24.9      26.0      25.5
31.2            29°4            34.8            42.7
44.8      43.7      48.4      48.1

Source: See table 3-1.
a Value added is defined here as income origi-

nating in material production plus allowances for
amortization. Domestic product is the sum of value

added in all sectors and is equal to national income
plus allowances for amortization. Gross income
comprises profits, taxes and the part of the amorti-
zation allowances earmarked for investment.
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enterprise sector, as de'fined in this chapter, represented
only a small fraction of this gross income. In the coun-
tries listed in table 3-7 the ratio of saving to gross
income ranged from 7 to 19 per cent and the relative
importance of seetora] saving in total saving, as mea-
sured by the ratio to total fixed investment, varied from
15 to 31 per cent in 1958.

Table 3-7.  Saving of State Enterprises and Indus-
trial Co-operatives in Relation to their Value
Added, Gross Income, Profits and Total Fÿxed
Investment in 1958

(Percentage)

Coantry

Saving of slate enterprises and industrial
co-operatives in relation to:

Sectoral
Total

Value    Gross     Gross     fixed
added    income    profitsÿ   investment

of which can be analysed in this chapter. One of these
may be the fact that the turnover tax is entirely trans-
ferred to the budget regardless of enterprises' financial
requirements for investment. In fact, the magnitude of
the turnover tax is not related in any way to the enter-
prises' production costs; it has no influence whatever
on the amount of funds they retain or on their saving,
and inter-country variations in its relative importance
may be the effect of historical developments rather than
of any differences in present conditions. The deduction
of this tax from gross income may therefore eliminate
a purely incidental cause of inter-country variations in
saving ratios. As can be seen from the data in table 3-7,
these variations are in fact somewhat smaller when
saving is related to income net of turnover tax, that is,
to gross profits.

Bulgaria  ...............  9.6    18.9    53.0    29.0
Czechoslovakia  ............  40.4    26.4
Eastern Germany  .......  3.2     "?.1    37.5    15.4

Hungary  ..............  4.6    10.6    70.2    21.1
Poland  ................  7.8    16.1    63.4    25.8

USSR  .................  7.9    16.3    40.5    31.3

Source: See table 3-1.
a Gross income less turnover taxes.

The only country for which similar data can be
derived for other years is the Soviet Union. According
to these data the ratio of the saving of state enterprises
and industrial co-operatives to gross fixed investment
averaged 27.4 per cent in 1952-1954, 29.9 per cent in
1956-1957, and 3I per cent in 1958. Thus, the ratio
tended to rise somewhat throughout the period.

Although no precise data are available for the other
eastern European countries, there is little doubt that
the increase in the relative importance of the saving
of the state enterprise sector was much greater there
than in the Soviet Union. Until about 1955 in many
of these countries amortization allowances earmarked
for investment were transferred to the state budget;
similarly treated in some countries were all profits
except minor payments into the director's fund. It was
only in connexion with the general tendency towards
decentralization in the following years that entrepre-
neurial saving began to gain in importance. In Czecho-
slovakia, the changes introduced in I959 brought about
increases in the ratio of state enterprise saving to total
fixed investment of from 26 per cent in 1958 to 33 per
cent in 1959 and increases in that of net saving to fixed
investment of from 4 to 13 per cent; in Poland, a change
in policy had already occurred in 1958, raising these
ratios to 26 and 10 per cent respectively with only slight
further increases (to 28 and 13 per cent) in 1959.
Similar changes took place in Hungary in 1959.

The considerable differences from country to country
in the ratio of saving to gross income in the state enter-
prise sector may be due to several factors, only some

But even with allowance for the effect of the turnover
tax on the relationship between income and saving, the
inter-country variations in the rate of saving are signi-

ficant. They may, of course, reflect differences in gov-
ernment policy with respect to the proportion of profits
transferred to the budget. They may also reflect differ-
ences in the profitability of enterprises related to their
needs for investment funds. This is mainly because the
share of its income that an enterprise retains is partly
determined by its planned investment outlay. Conse-
quently, all other conditions being equal, the aggregate
saving ratio of the state enterprise sector at any given
time may be influenced by variations in enterprises'
profit-investment ratiosY7

The lack of adequate data makes it impossible to
analyse in detail the distribution of gross income,
profits, saving and investment by sector and industry

27 This effect may be explained by the following example.
Assume two enterprises, each showing a profit equal to 100
units of currency. If the planned investment of each enterprise
amounted to, say, 80 units, then it is likely that the amount
of funds left by the state at the enterprises' disposal for invest-
ment would amount to 160 units. If, however, the plan provides
30 currency units for investment in one enterprise and 130 units
in the other, the amount of funds left at the disposal of the first
enterprise would be reduced to 30 units and the funds left in
the other increased to 100 units, equal to its total profits, the
difference between profits and investment being covered by the
budget. In this ease, total saving of these two enterprises would
be equal to 130 currency units instead of 160 as in the first ease
and the aggregate saving ratio would fall from 80 per cent in
the first ease to 65 per cent in the second.

No change in aggregate saving ratio would occur, if, assum-
ing no alteration in income of each enterprise, the decline in
saving in one enterprise is entirely compensated by an increase
in saving in the other. It is obvious that if, instead of the abso-
lute figures used in this example, the analysis were conducted
in terms of percentage rates of saving in each sector, the effect
of these changes on the aggregate saving rate could be deter-
mined only by taking into account the relative share of each
enterprise in the total profit and total saving of the group.

In practice, of course, the funds left at the disposal of the
enterprises are not entirely determined by their investment re-
quirements; part of the profits is transferred to the budget irre-
spective of the planned requirements of the enterprises and
then returned to them in the form of budgetary grants. But
since this policy is applied to all enterprises it could not be
responsible for the differences in the saving ratios of individual
enterprises.
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and to ascertain their interrelationship. However, more
detailed information, relating to industry only, is availÿ
able for the Soviet Union. The data reproduced in table
3-8 show that in the Soviet Union, according to the plan
for 1953, gross profits2s were to be about equal to total
investment in industry as a whole. They exceeded fixed
investment by 31 per cent. But the distribution of profits
and investment by industry was extremely uneven, in-
dicating the extent to which investment in certain indus-
tries was financed by saving transferred from other
industries. It will be recalled that in the centrally
planned economies these transfers are not effected
through bank credits; part of the enterprises' income
is transferred to the budget and the portion used for
investment grants to enterprises is included in bud-
getary saving as defined in this chapter: Only in three
major branches--metal processing, light industry and
the food industry-did gross profits substantially exceed
investment requirements. The opposite was true in all
other branches, particularly in those producing basic
materials. In the coal industry, gross profits were
actually negative even though investment in this indus-
try constituted 13 per cent of total industrial investment.

As the rate of profit in Soviet industry was higher
than that in most other countries and its distribution
by industrial branch probably more equal, it is likely
that the gap between investment requirements and
profits in individual  industries in  other centrally
planned economies is greater than in the Soviet Union.
While it is certain that inter-country variations in the
investment-profits ratios of the state enterprise sector
contributed to the disparity between the aggregate rates
of saving in different countries, the actual impact of
this factor cannot be ascertained.

sector was conducted in terms of gross profits, saving
being defined in this chapter as inclusive of amortiza-
tion allowances earmarked for investment. However, it

is of interest to consider the part played by amortization
allowances in the formation of the gross profits and
saving of the state enterprise sector and to ascertain its
influence on the inter-country differences in saving
ratios. The distinction between gross and net profits is
particularly relevant in analysing these differences in
recent years because of the general tendency, apparent
in most centrally planned economies, to establish a
closer link between the volume of funds retained by the
enterprises and their profits.

As mentioned above, in 1958 amortization allowances
were generally left with the enterprises or their super-
visory administrative units ; that is, they remained with-
in the state enterprise sector.29 The bulk of net profits,
however, continued to be transferred to the budget. In
consequence, the rate of gross saving was considerably
influenced by the volume of the amortization allowances.
These allowances were only remotely related to rates of
net profit and the differences between countries in the
ratio of amortization allowances to profits were very
considerable.

The importance of this factor can be clearly seen
from the percentage ratios of amortization allowances
earmarked for investment to saving, gross profits, in-
vestment and value added indicated below:

Sectoral

The foregoing discussion of the factors accounting
for variations in the rate of saving of the state enterprise

Total
Gross      Value     fixed

Saving     profits     added    investment

Bulgaria  .............  54       29        5       16
Czechoslovakia  .......  86       35       ...      23
Eastern Germany  .....  --       --       --       --
Hungary  .............  58       40        3       12
Poland  ..............  61       39        5       16
USSR  ...............  29       12        2        9

2s Inclusive of amortization allowances earmarked for capital
repairs.

29 The only country where a sizable part of the amortization
allowances was redistributed through the budget seems to have
been Czechoslovakia.

Table 3-8.  Union of Soviet Socialist Republics: Comparison of Gross Profits with Investment in Industry,
by Branchÿ According to the 1958 Plan

(Billions of roubles)

Industrial branch

Gross profits                                Investment                       Ratio of
gross profits

Increase                 to fixed
Total        Net       Amorli-      Total       Fixed    in working   Capital    investmentÿ

profits       zalionÿ                investment    capital      repair     (pcrcenlage)

Total industry  .........................  140.1     98.0     42.1     142.5    107.2

Metallurgy  .........................  13.8      6.8      7.0      23.5     19.4
Coal  ...............................  --1.7     -5.6       3.9       18.5      15,8

Oil and gas  ..........................  8.0       3.3       4.7       15.9      14.0
Metal processingb  ....................  27.0     19.8      7.2      19.8     11.9

Lumber, paper and wood processing  ....  6.5       4.4       2.1       10.1       7.8
Construction materials  ...............  2.2       0.8       1.4        6.3       4.8

Light industry  ......................  18.5     16.2      2.3       5.5      3.1

Food processing  .....................  17.1      14.3       2.8        6.0       3.7
Fishing and fish processing  ............  2.5       1.2       1.3        3.9       2.7

12.9          22.4            130.7
0.8      3.3       71.1
0.2    2,5   -10.8
0.2      1.7       57.1
4.9      3.0      226.9
0.5      1.8       83.3
0.7      0.8       45.8
0.9            1.5            596.8'
0.7      1.6      462.2
0.1      1.1       92.6

Source: A. G. Zverev, Voprosy Natsionalnovo Dokhoda I Finansy SSSR (Moscow, 1958).
Including amortization allowances earmarked for capital repairs.

b Including unspecified producer goods.
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The lack of any recognizable pattern in the relations
between these ratios reflects to a large extent the some-
what accidental character of the book valuation of
assets, as well as inter-country differences in the account-

ing rates for amortization and in the share earmarked
for capital repairs, the latter not being included in these
data. This last factor explains the zero rate of amortiza-
tion in Eastern Germany where the entire amortization
fund was used for capital repairs?°

The exclusion of amortization from gross profits and
saving shows that the inter-country variations in net
saving were related to the differences in net profits. This
is demonstrated by the following figures on net profits
and saving in relation to value added in 1958:

Net profits      Net saving     Total saving

USSR  ...............  17.1        5.6        7.9

Bulgaria  .............  13.0        4.4        9.6
Eastern Germany  ......  8.4        3.2         3.2

Poland  ..............  7.6        3.0        7.8

Hungary  .............  4.0         1.9         4.6

are available for only three countries and only for state
enterprises. They indicate that in Czech0slovakia in
1959, 51 per cent of saving was used for financing fixed
investment; and in Poland and the Soviet Union in
1958, 57 and 46 per cent, respectively.

The inter-country variations in the share of the state
and co-operative enterprise sector in total fixed invest-
ment and the relative importance of various sources of
financing are shown in table 3-9. The data presented in
the table show that the share of this sector in recent
years varied from 70 to 80 per cent of total fixed invest-
ment. From 35 to 45 per cent of the fixed investment
of the sector was financed out of extra-budgetary funds.

Among non-budgetary sources, the largest was that
part of the amortization funds earmarked for financing

Table 3-9.  Sources of Finance of State Fixed In-
vestment,ÿ as Percentage of Total Fixed Invest-
ment

The link between net profits and saving is indicated
by the fact that the ranking of the countries is the same
whether based on net profits or on net saving, but differs
considerably if based on total saving. Although similar
data are not available for Czechoslovakia, indirect evi-
dence suggests that in this country the net saving of the
state enterprise sector in relation to its value added was
much smaller than might be expected on the basis of
experience in the other countries. The ratio of net profits
to value added in Czechoslovakia was among the highest,
whereas the net saving ratio seems to have been the
lowest,sl This seems to reflect significant differences
between Czechoslovakia and other countries with respect
to policies on self-financing. The change in policy in
Czechoslovakia in 1959, consisting of raising the share
of profits left at the disposal of the enterprises, seems
to have tripled the ratio of saving to value added and
brought the relation between saving and profits into
closer conformity with the pattern shown by the other
countries?2

Country and item             1957         t958         t959

3o The percentage share of the amortization fund used for
capital repairs in other countries in 1958 was: Bulgaria-40;
Czechoslovakia-54; Hungary-65; Poland-53; Soviet Union-
62. (See table 3-6.)

al This is partly indicated by the fact that, whereas the ratio
of net profits to total fixed investment ranked among the highest
(46 per cent), the saving-investment ratio was the lowest (4
per cent).

32 The increase in the degree of self-financing in Czecho-
slovakia did not require any increases in prices because of the
high rate of profit in this country before the 1959 reform. During
that year prices of producer goods were even reduced. In con-
trast, in Hungary the increase in self-financing most likely would
not have been possible without the increase in the prices of pro-
ducer goods which occurred in 1959.

In most countries saving was earmarked for financing
increases in working capital and fixed investment, the
only exception being Eastern Germany, where invest-
ment in working capital was entirely financed from
external sources: budgetary grants and bank credits.
Data on the allocation of saving among alternative uses

Bulgaria
Budgetary grants  ..........  33.9
Amortization allowancesb.     14.4
Net saving  ...............  8.2
Other  ...................  11.6

Total  ..................  68.1

Czechoslovakia
Budgetary grants  .............
Amortization allowancesb  ....

Net saving  ..................

Other  ......................
Total  ..................  80.9

Eastern Germany
Budgetary grants  ..........  53.9
Amortization allowaneesK
Net saving  ...............  }23.2{
Other  ...................

Total  ..................  77.1

Hungary
Budgetary grants  ...........
Amortization allowancesb.
Net saving  ................
Other  .....................

Total  ...................

Poland
Budgetary grants  ..........  60.0
Amortization allowancesb.     16.0
Net saving  ................  3.8
Other  ...................  --

Total  ..................  79.8

USSR
Budgetary grants  ..........  60.2
Amortization allowaneesb.     10.0
Net saving  .............  10.1
Other  ...................  3.6

Total  ..................  83.9

34.9      44.1
15.7      12.9
10.5     }9.1      I4.6
70.2      71.6

•..      49.4
•..       20.7

...       6.8
6.3

84".6      83.2

55.8      55.4

15.4     }
3.2    21.2

74.4      76.6

52.4
12.3

80.1

5O.8    53.3
15.7      14.8
7.6       9.0
3.4       0.7

77.5    77.8

55.6      56.4
9.4       9.8

12.2      12.5
2.7       2.4

79.9      81.1

Source: See table 3-1.
Comprising investment of the state enterprises and the

industrial co-operative sector and general government invest-
ment outlays.

b Excluding the share earmarked for capital repairs.
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fixed investment. Its share in the sector's total outlays
oil fixed investment ranged from 12 to 25 per cent. The
share of other saving varied between 8 and 20 per cent,
and that of miscellaneous resources between 3 and 13
per cent. The part played by amortization funds was
most important in Czechoslovakia and least significant
in the Soviet Union. The reverse was true of the part
played by net saving. These variations in the share of
amortization and net profits in the financing of fixed
investment are obviously not related to any essentia!
structural differences between various countries and are
of no consequences from the point of view of investment
finance in state and co-operative enterprises. Miscel-
laneous sources of finance, including bank credits, were
important only in Bulgaria and Czechoslovakia. The
exact composition of this item in these countries cannot,
however, be ascertained with any degree of accuracy.

The relationships between the various sources of
finance were quite different in the ease of working capi-
tal. Scattered information indicates that in ]958 between
50 and 60 per cent of additions to working capital were
financed by bank credits, about two-thirds of the re-
mainder being covered by resources of the enterprises
and one-third from budgetary grants. In Eastern Ger-
many, however, where the saving of enterprises consists
exclusively of expenditures on fixed investment, the
share of budgetary grants in the financing of working
capital was eonsiderably greater.

Strictly speaking, the saving of collective farms
should comprise the total addition to net worth gained
from current economic activity. This would include the
excess of current money income over current expendi-

ture, the value of the labour performed by members
of collective farms in constructing buildings and in-
stalling equipment, and the net increase in stocks of own
produce, inclusive of livestock. However, in the follow-
ing discussion it will be necessary, owing to lack of
data, to confine the statistical description of saving of
the collective farms to money payments"into indivisible
funds and to labour performed for investment, leaving
out saving in the form of changes in liquid assets and
the sums earmarked for repayment of long-term invest-
ment loans, as well as saving reflected in increases in
stocks of own produce,aa Saving out of money income

approximates money payments into the indivisible fund
in most countries, although in the Soviet Union the
difference between them was significant,aÿ

SAVING  OF  COLLECTIVE  FARMS

Data on the distribution of gross money income are
given in table 3-10 below. Despite their incompleteness
these statistics indicate a very considerable inter-country
variation in the ratio of saving to money income. While
no data are available for other countries, indirect evi-
dence suggests that their ratios would fall within the
range of 5 to 17 per cent, as indicated for Bulgaria and
the Soviet Union respectively. There was relatively little
variation over time except for a very sharp increase
in the Soviet Union, and probably in Bulgaria, in
1958-1959.

Unlike state enterprises, collective farms are usually
not provided with budgetary grants for investment
financing. Their only sources of finance are internal
saving and bank credits. The role of the latter in
financing fixed investment is much more important for
collective farms than for the state enterprise sector.
Moreover, the saving of collective farms is not directly
determined, as in the ease of state enterprises, by govern-
ment decisions. Since their saving depends entirely on
their income after taxes, in a sense it is analogous to
entrepreneurial saving in private enterprise economies.
However, the minimum proportion of the money income
of collective farms which is to be saved--and in the
Soviet Union the maximum proportion as well--is laid
down by statutory regulation. This saving is transferred
into "indivisible funds", which are earmarked for in-
vestment. Although the saving of collective farms is
thus related to income, it is only indirectly dependent
on cost and profitability. This is not only because statu-
tory saving is related exclusively to gross money pro-
ceeds but also because costs are difficult to determine
since labour compensation takes the form of income-
sharing rather than wages. In this respect there is a
similarity between the finances of collective farms and
that of individual farmers. In both cases the concept of
profit lacks precise meaning and saving therefore can-
not be related to profit, but only to the gross or net
proceeds of the farm.

The foregoing discussion, being confined to the dis-
tribution of money income, excludes the substantial vol-
ume of income in kind received by collective farmers,
as well as the value of their labour devoted to invest-
ment projects,as A question arises as to whether the data
shown for the distribution of the money income of
collective farms can be considered reasonably repre-
sentative of the distribution of total income. Unfor-
tunately, only a highly tentative answer to this question
is possible. Poland is the only country for which com-
plete data on income in kind are available, but these
statistics pertain only to 1957 and later years when
most of the collective farms were dissolved. For Bul-
garia and the Soviet Union, the only data are frag-

3ÿ The item is not unimportant. For instance, the increase in
working capital in the Soviet Union in 1958, mostly comprising
stocks, amounted to 11.1 billion roubles, or about 8.5 per cent
of the total earnings of collective farms, including income in
kind.

a4 For most countries the understatement is negligible. The
net increase in liquid assets (increase in cash and deposits less
increase in short-term debt)  and the repayment of long-term
loans were relatively important only in the Soviet Union, where
they absorbed somewhat over 3 per cent of the gross money pro-
ceeds of collective farms on the average during the decade.

35 The members of collective farms participating in construc-
tion work are generally paid in money and in kind according
to the rules applied to the other members engaged in agricul-
tural production. They are not paid out of the money resources
of the indivisible funds although the investment brought about
by their work, expressed in value terms, is added to the non-
monetary part of the indivisible funds.
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Table 3d0.  Distribution of Gross Money Receipts of Collective Farms, by Type of
Expenditure, 1950-1959

(Percentage)

Country and item                       t950-t959       1950-t953       t955-t957       i95&1959

Bulgaria
Operation expenditure  ......................  41.0ÿ        53.3s        38.4         ...

Labour remuneration  .......................  51.2ÿ        42Ab        55.2          ...

Social expenditure  ..........................  2.8ÿ         1.3b         3.4          ...
Payments into it/divisible funds  ...............  5.0ÿ         3.4b         3.3         ...

Czechoslovakia
Operation expenditure  ......................
Labour remuneration  .......................

Social expenditure  ..........................
Payments into indivisible funds  ...............

47.4c       48.2
42.0c       37.8
3.2°        4.3

7.6c        9.7

Polanda
Labour remuneration  .......................

Social expenditure  ..........................
Payments into indivisible funds  ...............

USSR
Operation expenditure  ......................  42.0f
Labour remuneration  .......................  38.9f

Social expenditure  ..........................  1.9f
Payments into indivisible funds  ...............  17.2f

46.9                41.5                37.5*
34.1        41.6        37.9*
2.1         1.9         1.5,

17.0        15.0        23.1,

75.5°     79.7
3.1o         2.2

19.6°       17.9

Source: See table 3-1.
Rough estimation; in 1958/59 there appears

to have been a steep increase in the proportion of
income paid into the indiv,isible funds and a cor-
responding decline in the other components of
expenditure.

b 1952-1953.

1957.
d In relation to the total of items listed below.

Data on operational expenditure are not available.

e 1955-1957.
f 1950-1958.

1ÿ958.

mentary and of Uncertain coverage. This information
could be used, however, to estimate the distribution of
total income net of operational expenses in these coun-

tries, as shown by the following percentage data:

Paymenls into
Labour         Social      the indivisible
pay        expenditure       fun&

Bulgaria
1952-1954  .........  90.1        1.0         8.9
1955-1957  .........  90.9                2.4                  6.6

Poland
1955-1957  .........  86.2         1.4,         12.4
1958-1959  .........  85.9        1.3        12.9

USSR
1952-1954  .........  76.8                 1.8                21.5

1957-1958  .........  75.5                 1.7                22.8

These estimates, in comparison with the corresponding
information on money income which can be derived from
table 3-10, indicate that in Bulgaria the proportion of
total net incomea6 allocated to the indivisible funds was
somewhat higher than the share of monetary allocation
in net money income, but that in Poland and the Soviet
Union the aggregate ratios were substantially lower
than those relating money allocations to money income•
These differences between the distribution of money
and total income indicate that data on money income
of other countries can be taken as representative of the

a6 Income in money and in kind, net of operational expenses.

distribution of total income only with considerable
caution.

The share of money income in total income of the
co!lective farms and the share of the monetary alloca-
tion in the total allocation to indivisible funds differed
substantially from country to country. This conclusion,
although based on a combination of fragmentary data
andindirect evidence, seems fairly certain. In all coun-
tries the share of money in total income was rising in
recent years. Among the countries listed in table 3-10,
the proportion of money income was largest in the
Soviet Union and smallest in Bulgaria. These differ-
ences may reflect variations in government policy not
necessarily dependent upon the stage of economic de-
velopment. Thus, the rise in the monetary share of the
contributions to the indivisible funds was influenced by
the recent dissolution of state-owned machine and
tractor stations, which had provided the farms with the
services of machinery in exchange for payments in
kind. Since, following the dissolution, the farms had
to purchase their own machines with money, it was
necessary to increase the money payments into their
indivisible funds and thereby raise, with respect to
these funds, the ratio of money payments to payments
in kind. Since the payments in kind to the machine and
tractor stations had been valued at very low prices, it
was found expedient to facilitate the shift to thÿnew
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system by raising the prices paid for collective farm
outputd7 But a more lasting factor raising the share
of the monetary' part of the income of collective farms
was the general tendency to substitute money payments
for payments in kind to members of collective farmsÿ
which could only be brought about by a considerable
increase in the sales of agricultural produce in relation
to output of collective farms.

This tendency is a direct outcome of general economic
changes which occurred in the process of economic
growth. The rise in the per capita income of the collec-
tive farm members and the ensuing diversification of
their needs increase the relative demand for goods pro-
duced in other sectors of the economy and therefore
make it imperative to expand the share of money pay-
ments in their income, provided the supply of consumer
goods produced in other sectors of the economy is suffi-
cient to meet this additional demand. The relative fall
in non-monetary additions to the indivisible funds of
collective farms generally reflects a decl!ÿae in the share
of contributions in the form of work ÿon investment
projects by the collective farm members. Since these
projects consist chiefly of construction works, the de-

clime may be the effect of mechanization of agriculture
raising the ratio of machinery and equipment to con-
struction in total investment of collective farms. The
tendency towards greater mechanization of farm pro-
duction has of course resulted in an increase in the
role of monetary savings in the collective farm sector.

sr A rise in prices paid for agricultural deliveries may affect
the share of monetary contributions to the indivisible [unds but
would not be reflected in any change in the ratio of the farms'
money income to total income. Such a shift would occur only
if the volume of sales increased in relation to output, since the
general practice in centrally planned economies is to value in-
come in kind at the average price received for marketed output.

The importance of the saving of collective farms can
be assessed in terms of its ratio to total fixed investment
--a ratio which depends partly, of course, on the relative
importance of collective farms in a nation's economic
activity,as As may be seen in table 3all, during 1950-
1959 this ratio amounted to about 8 per cent in Bulgaria,
7 per cent in the Soviet Union, slightly over one per
cent in Poland and probably the same in Hungary. The
difference between Bulgaria and the Soviet Union on
the one hand and Poland and Hungary on the other
was largely due to the fact that, while collective farm-
ing was predominant in the first two countries, it was
unimportant in the other two during most of the period.
In Poland, the role of collective farms was further
reduced in 1958 and 1959. In the Soviet Union and Bul-
garia, the rise in the ratio of saving of collective farms
to total investment was the result of the increases in
recent years of the money incomes of collective farms.

as In more precise terms, the variation in the ratio of collec-
tive farm saving to total fixed investment will be determined by
the ratio of saving to income in the collective farm sector, the
share of this sector in national income, and the share of total
fixed investment in national income.

Table 3-11.  Shares of Agricultural and Collective Farm Investment in Total Fixed
Investment, 1950-1959

(Percentage)

Country and item                       1950-1959       1950-1953       195ÿ-1957       1958-1959

Bulgaria
Total fixed investment in agriculture  ..........  21.7         14.0        21.5        29.6

Collective farm investment  ...................  12.3          6.9         9.9        20.8
From own resources  ......................  7.8          5.1          5.9         13.1

Czechoslovakia
Total fixed investment in agriculture  ..........  14.0         10.1         14.8         17.1

Collective farm investment  ...................  7.9          5.5          7.7         10.8

From own resources  ..................................

Hungary
Total fixed investment in agriculture  ..........  16.8ÿ        11.3         22.2         18.3°

Collective farm investment  ......................  2.0          3.0b         ...

From own resources  .........................  1.0          0.7         ...

Poland
Total fixed investment in agriculture  ...........  15.6         10.9         16.2         17.8

Collective farm investment  ...................  1.4          1.7          2.3          0.3

From own resources  ......................  1.0          1.1          1.8          0.1

USSR
Total fixed investment in agriculture  ..........  17.3         17.0d        18.7o        16.8

Collective farm investment  ...................  9.3          8.7d         9.4ÿ        10.0f

From own resources  ......................  6.5          5.4          6.4          7.7

Source: See table 3-1.
1950-1958.

b 1954-1956.
c 1958.

d 1951-1955.
e 1956-1957.
f Excluding the value of equipment purchased

from the forrhermachine tractor stations.
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The fixed investment of collective farms was in all
countries and throughout the period considerably higher
than their saving. The comparison of saving with in-
vestment in the collective farm sector may throw some
light on the part played by external sources in financing
their fixed investment. In Bulgaria and the Soviet Union,
throughout the period covered by the data, investment
out of the farms' own resources amounted, respectively,

to 65 and 70 per cent of their total fixed investment.
In Poland, the average ratios were similar but during
the last two years they fell drastically. In contrast, in
the Soviet Union, the role played by the farms' own
resources expanded significantly in 1958-1959. The re-
maining share of the fixed investment of collective
farms in these countries was largely financed by bank
credits. While this share did not amount to more than
30 to 35 per cent of their total fixed investment, it
formed a much larger proportion of their monetary
outlays on fixed investment. In Hungary and Poland,
credit financing seems to have considerably exceeded
the monetary expenditure'on investment financed by
collective farm saving. In Bulgaria and Czechos!ovakia,
the relative contribution of these two sources probably
did not differ very significantly. Only in the Soviet
Union did the saving of the farms play a much greater
role than bank credits. These differences appear clearly
in the ratios of long-term loans to investment financed
by the monetary savings of collective farms shown
below :

and increases in financial assets ; the former are defined
as gross fixed investment less net long-term borrowing
and the latter as net increases in savings bank deposits,
holdings of cash and freely cashable bonds?9

Data on private equity saving can be derived only
for the four countries included in table 3-!2: For an-
other country, Czechoslovakia, an approximate notion
of the relative importance of such saving is given by
the figures on private investment presented in table 3-13.
It would appear that in these countries during the nine-
teen fifties private equity saving absorbed on the aver-
age from 2 to 4 per cent of private money income.
Measured in relation to national expenditure on fixed
investment, the range was from 6 to about 1! per cent.
In all these countries private equity saving was more
important on the average in 1954-1957 than in 1950-
1953. This rising trend has continued in the Soviet
Union, Poland and Hungary, but has been reversed
in Bulgaria and Czechoslovakia in very recent years.

Ratio of long-term loans
Coanlry                    Period            to monetary saving

Bulgaria  ............  1950-1954           1.07
1955-1959           1.09

Czechoslovakia  ......  1953-1959           0.9
Hungary  ............  1950-1956            1.7
Poland  .............  1955-1959           3.6
USSR  ..............  1950-1953           0.42

1954-1957           0.33
1958-1959          0.15ÿ

a Excluding loans for the purchase of machinery from machine
tractor stations.

Private saving as defined in this chapter includes the
saving of households and individual producers. Follow-
ing common usage, it is divided into increases in equities

PRIVATE SAVING

As these data refer to gross rather than to net credits,
they tend to overstate the relative importance of ex-
ternal financing. In most countries, however, repayment

of credits was relatively insignificant during the period
under review, the only exception being the Soviet Union.
In that country the repayment of long-term credits
absorbed on the average during 1950-1956 nearly one-
half of the value of loans received. If account is also
taken of changes in bank deposits and in net short-term
borrowing, the ratio of net external financing to own
resources of collective farms seems to have amounted

to about 4 or 5 per cent in 1950-1956 and to have been
declining in the course of the period.

In the countries for which data are available, private
investment was mainly financed from private saviiag, the
dependence on credit financing being generally slight.
In the Soviet Union, the share of long-term loans in the
financing of private fixed investment was negligible.
In Bulgaria and Poland, the ratio of long-term borrow-
ing to fixed investment in the private sector averaged
around 15 per cent. But in these two countries the role
of external financing was growing rapidly, raising its
share of total private investment in Bulgaria from 3 per
cent in 1950-1953 to 26 per cent in 1958-1959, and in
Poland from 5 to 15 per cent. This expansion of the
role of credits in private investment finance was asso-

ciated with the increasing importance attached by the
central authorities to private investment in general, a
change in attitude that was expressed in more liberal
credit policies and in the allocation of a greater propor-
tion of investment goods to private use. This policy also
had a direct impact on the rise in equity saving and
was reflected in an increase in total private investment
both absolutely and, what is more significant, in rela-
tion to total fixed investment.4° The simultaneous rise
in equity saving and credit financing can be clearly
seen from the data on long-term borrowing, equity sav-

ing and private fixed investment shown in tables 3-12
and 3-13.

In the countries listed in these tables, private invest-
ment represented a relatively small share of total fixed
investment. In Bulgaria, Czechoslovakia and the Soviet
Union it was less than 10 per cent of the total in 1950-
1959.

as Since current bank deposits held by individuals are either
non-existent or negligible, they are omitted from the following
discussion. Also omitted are the still negligible amounts of life
insurance and similar types of saving.

40 The rise in the supply of investment goods made available
to the private sector would stimulate not only money saving for
purchasing investment goods, but also the volume of "direct"
investment in the form of work on construction, thereby increas-
ing the volume of equity saving.
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Table 3-12.  Private Equity Saving and Increases in Saving Deposits in Relation to
Money Income of the Population and to Total Fixed Investment, 1950-1959

(Percentage)
A. In relation to money income
B. In relation to total fixed investment

t950-1959
Country and item

A     B

Bulgaria
Equity saving  ................  2.4a     7.7    1.7b
Increase in savings deposits  ....  2.8a     8.4ÿ   0.5b

China (mainland)
Increase in savings deposits  ....  0.8ÿ     3.3a   0.9

Czechoslovakia
Increase in savings deposits  .............

Eastern Germany
Increase in savings deposits  ....  3.8ÿ   16.5ÿ   1.5°

Hungary
Equity saving  ...................

Poland
Equity saving  ................  3.5a   ll.la
Increase in savings deposits  ....  0.9ÿ     2.9

USSR
Equity saving  ................  2.0 ÿ    518
Increase in savings deposits  ....  1.4     4.1

1.1o
0.26

1.6f
1.2

t950-1953          1955-1957          t958-t959

A        B        A        B        A        B

6.8    2.8     8.7    2.2      7.0
1.4b   2.2     6.8    4.4    12.7

5.1    0.7     2.7  ......

...    2.2     7.8    2.6     8.0

7.9ÿ   4.2    18.5    5.4    19.2

...     2.6    12.3    4.4d   19.9d

5.9    3.3    11.1    5.8d   17.9d
0.5    0.8     2.8    ].3     4.0

5.0f    1.7.     5.1.    3.1      7.8
3.8    1.6     5.0    1.3     3.2

Source: See table 3-1.
Average of data covering the years indicated in

the other columns.
b 1953.
¢ 1951-1953.

a 1958.
° 1952-1953.

f 1951-1955.

1956-1957.

In Bulgaria, Poland and the Soviet Union this share
was higher at the end than in the beginning of the
period, while in Czechoslovakia it was smaller. In that
country, as well as in Bulgaria, the share of private
investment fell in I958-1959 as compared to the years
1954-1957, but in the Soviet Union and especially in
Poland it increased substantially. A similar change
seems to have occurred in Hungary. In each of the last
two countries private investment exceeded at the end
of the period 20 per cent of total national expenditure
on fixed investment.4ÿ These variations were largely in-
fluenced by two factors-the degree of collectivization
in agriculture and government housing policy.42 An
enlargement of the collective farm sector by the absorp-
tion of private farms obviously reduces the scope for
private investment in agriculture. On the other hand,
a rise in the resources allocated to housing in general
was as a rule accompanied by encouragement to private
housing construction in the form of an extension of
credits and of an expansion in the supply of construc-
tion materials allocated to the private sector.

Private investment in agriculture played a consider-
able role in Poland, Hungary  and probably  also

41 In Hungary, for which no data on total private investment
are available, equity saving alone was equal to about 20 per
cent of total fixed investment in 1958.

42 As defined here, housing excludes rural housing construc-
tion.

Romania, although no precise data are available for
that country. The percentage ratios of total and private
fixed investment in agriculture to total national ex-
penditure on fixed investment are shown below:

Fixed investment in          1950-     t950-     1955-
agriculture               t958      1952      t957      t958

Hungary
Total  .................  16.8    11.3    22.2    18.3

Private  ......................  6.0     8.2
Share of private in total  ......  27.3    44.8

Poland
Total  .................  15.2ÿ   10.9    16.2    18.6

Private  ................  8.9     4.6     9.2    14.1
Share of private in total  58.6    42.2    56.8    75.8

Figure differs from that published in World Economic Survey,
1959, table 3-6, in that it is based on data in eurrent prices.

It appears from these data that private fixed invest-
ment in agriculture accounted on the average for as
much as 60 per cent of agricultural investment in
Poland during 1950-1958, or for about 9 per cent of
total national expenditure on fixed investment. In
Hungary, the comparable figures, although substantial,
were lower, perhaps by about one-half. In both coun-
tries the private share of total agricultural investment
increased substantially in the course of the period.4a

43 Beginning in 1959, the collectivization of agriculture in
Hungary was accelerated, thereby reversing the trend towards
an increasing importance of private investment.



CHAPTEn 3.  SAVING FOR ECONOMIC DEVELOPMENT IN THE CENTRALLX PLANNED ECONOMIES              1X5

Table 3-13.  Private Investment in Relation to Tota! Fixed Investment and Net Private
Long-term Borrowing in Relation to Private Fixed Investment, t950-1959

(percentage)

Country and item                       t950-1959       t950-t953       t955-t957       ÿ958-1959

Bulgaria
Private investment in relation to total fixed in-

vestment  ................................  9.1          7.1         10.3          9.4
Private housing construction  ...............  7.3          7.0          7.7          7.0

Net private borrowing in relation to private fixed
investment  ..............................  15.8          3.0         15.2        26.3

Czechoslovakia
Private investment in relation to total fixed in-

vestment  ................................  7.0         5.7         9.0         5.3
Private housing constructiona.  .............  6.2          4.1          9.0          5.3

Eastern Germanyb
Private housing constructions.  .....................  3.3          5.2

Hungaryb
Private housing construction  .................  5.5          2.4          6.2         11.7

Poland
Private investment in relation to total fixed in-

vestment  ................................  12.8          6.2         12.9        21.1o
Private housing construction  ...............  3.7          1.6          3.6          6.0

Net private borrowing in relation to private fixed
investment  ..............................  13.4          4.5         14.4         15.10

USSR
Private investment in relation to total fixed in-

vestment  .....  •  ..........................  6.0

Private housing eonstruetionÿ.  .............  6.0
Net private borrowing in relation to private fixed

investment  ..............................  2.9

5.1a         5.4e         8.1
5.1a          5.4°          8.1

5.1         4.1

Source: See table 3-1.
The share of private housing construction was

derived on the basis of the proportion of private
construction expressed in square metres of living
space. Thus, the value per square metre was as-
sumed to be the same in public as in private

construction.

b Housing construction ÿomprivate sources.

° 1958.
a 1951-1955.
e 1956-i957.

In the remaining three countries the major component
influencing the relative importance of private invest-
ment was private housing construction. As shown in
table 3-13, private housing construction accounted for
between 3.7 and 7.3 per cent of total fixed investment
in all the listed countries.44 It was most important in
Bulgaria, followed in order by Czechoslovakia, the
Soviet Union, Hungary and Poland. In all of these
countries, the share of private housing in total fixed
investment tended to increase during the decade. But in
Bulgaria and Czechoslovakia, this trend seems to have
been arrested in 1958-1959, in line with the changes in
total private equity saving in the countries noted above.

The preceding discussion did not include Eastern
Germany or mainland China. While no precise data are
available for these two countries, it appears certain that
their experience differed considerably from that of the
other countries. In the latter, the nationalization of in-
dustry was nearly or wholly completed by 1950 and in

most of them agriculture was highly collectivized by
1953. On the other hand, in Eastern Germany and main-
land China these developments occurred mainly at a
later date, especially so in the ease of mainland China.
Although in these countries private equity saving seems
to have been'relatively more important on the average
during the decade than in the other countries, it tended
to decline over time. This fall was less drastic in Eastern
Germany, where private equity saving had already de-
clined by the beginning of the period and where its
effect was partly offset by the increasing importance of
private housing construction in recent years (see table
3-13). Rough estimates for mainland China indicate
that private equity saving accounted for about 30 per
cent of fixed investment on the average in 1950-1953,
but was insignificant in 1958-1959.

44 It should be noted that in certain countries the available
data on private construction exehde co-operative housing. To
that extent, the figures appearing in the table understate the
value of private construction.

In addition to equity saving, private saving as defined
in this study includes changes in private financial assets,
which comprise increases in savings bank deposits, cash
holdings and holdings of freely cashable bonds. The
available data on savings deposits in relation to the
money income of the population and to total fixed in-
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"vestment presented in table 3-12, show that savings bank
deposits have been relatively small in most of the cen-
trally planned economies. In fact, only in Eastern
Germany did the ratio of savings deposits to fixed in-
vestment attain on the average a level as high as 17
per cent. In Bulgaria and Czechoslovakia, the level was
about 8 per cent and in the other countries not more
than 4 per cent. In relation to the money income of the
population, savings bank deposits in mainland China,
Hungary, Poland and the Soviet Union were in the
neighbourhood of one per cent. In Bulgaria and Czecho-
slovakia, however, they accounted for around 3 per cent,

and in Eastern Germany for about 4 per cent of money
income.

peasants or by urban speculators was not deposited in
the savings banks but was preferably held in the more
anonymous form of cash.

The ratios shown in table 3-12 cannot be interpreted
as indicating patterns of financial saving for non-trans-
action purposes. This is because the desire to accumulate
funds for future purchases, emergencies or old age in
the centrally planned economies is frequently satisfied
by increases in private holdings of cash. The relative
desire to hold savings deposits as compared with cash
for these purposes may vary considerably from country
to country and from period to period. In consequence,
the volume of private saving for non-transaction pur-

poses may have been greater in relation to the income
of the population than that indicated in table 3-12. But
even if this factor is taken into account, the total saving
ratio still remains very shaall.

Before turning to the changes in cash saving during
the nineteen fifties it is worth noting that in the cen-
trally planned economies the proportion of cash held
by the population may be influenced by certain factors
which in private enterprise economies operate only in
periods of rationing or price fixing. Since in the cen-
trally planned economies prices of consumer goods are
fixed by the state and are changed only occasionally,
they may sometimes fail to reflect the actual relation-
ships between supply and demand both in the aggregate
and for specific goods. In consequence, a situation may
arise in which the population retains a proportion of its
money income not because of a wish to save but because
of an inability to spend. It is true that in such a situa-
tion the prices of goods sold on free or illegal markets
would rise, but this would result only in transfers of
money from some individuals to others without affecting
the volume of currency in circulation.4ÿ

The small proportion of saving in relation to the in-
come of the population may reflect both the relatively
low per capita incomes as well as the fact that this in-
come consists almost exclusively of wages, salaries and
the remuneration of members of collective farms and
does not include profits. In addition, the propensity to
save of the population of the centrally planned econ-
omies is considerably reduced by the relatively limited
need to save for future exigencies because of the absence
of fear of unemployment, and the existence of compre-
hensive social security systems providing for health,
disability and old age. At the beginning of the period,
increases in the prices of consumer goods and fear of
monetary reforms may also have tended to reduce the
propensity to accumulate private saving.

In all countries, with the sole exception of mainland
China, the proportion of money income saved in the
form of bank deposits tended to increase over time.
This rise can be mainly attributed to an increase in real
income. But it is probable that a factor acting in the
same direction was a rise in the supply of durable goods,
a fall in their prices and the expectation of further price
reductions. The rise in the ratio of savings deposits to
money income does not necessarily indicate a corre-

sponding increase in total saving of the population since
it may be at least partly due to the shift from cash
holdings to savings deposits. During the beginning of
the decade which was characterized by inflationary pres-
sures, a large proportion of savings accumulated by

Statistics on changes in cash holdings in relation to
private saving during the nineteen fifties are available
only for Poland and Eastern Germany, and are pre-
sented in table 3-14. Additions to cash holdings in both
countries were small in relation to the money income
of the population, amounting to about 1.3 per cent in
Poland and to two-tenths of one per cent in Eastern
Germany in 1951-1959. Throughout the period these
ratios fluctuated considerably in both countries under
the influence of such factors as the amount of cash held
by the population at the beginning of the period,
monetary reforms tending to reduce the amount of cash
in the hands of the population, changes in the velocity
of circulation associated with 'redistribution of income
between groups with different velocities, and others
which cannot be analysed within the scope of this report.

The part played by cash saving in total financial
saving was much more important in Poland than in
Eastern Germany. In fact, in 1951-1959 cash saving
amounted to 60 per cent of total financial saving in
Poland and to only 6 per cent in Eastern Germany.
This difference has tended to decrease during recent
years but none the less remained substantial in 1958-
1959. The persistent difference between the ratios in
these two countries probably results from differences in
the habits of the Eastern German and Polish popula-
tions rather than from any differences in transaction
requirements. Both the cash holdings and the savings
deposits were much smaller in relation to total fixed
investment in Poland than in Eastern Germany, amount-
ing to about 7 per cent in the former and about 17 per
cent in the latter.

4s To tlÿe extent that such transfers result in a redistribution
of income in favour of groups with higher propensities to save,
the increase in cash could correspond to an actual wish to raise
saving in relation to income. In the past, the influence of-this
factor has been insignificant.
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Table 3-14.  Total Financial Saving in Relation to Money Income of the Population
and Fixed Investment, 1951.1959

(Percentage)

Country and ilem                       t95t-!959       195!-t953       !95ÿ-t957       1958-I959

Eastern Germany
Total financial saving in relation to:

Money income of the population  ............  4.1          1.7          4.2          6.!

Fixed investment..  .......................  17.5          9.2         18.2        21.8
Ratio of increase in cash holding to total financial

saving  ..................................  5.9         13.7          1.3         11.9

Poland
Total financial saving in relation to:

Money income of the population  ............  2.2ÿ         1.6b         2.5          2.0
Fixed investment  .......  .  .................  7.3ÿ         5.3b         8.8         6.2

Ratio of increase in cash holding to total financial
saving  ..................................  60.0        90.6        68.3         35.4

Source: See table 3-1.
1952-1959.

b 1952-1953.

For other countries the available data are frag-
mentary. In Hungary, cash circulation in 1953 was at
about the same level as in 1950, which means that no
saving took the form of cash accumulation during that
period. In 1954, cash in circulation rose by 25 per cent
and continued to increase in subsequent years, but at a
slower rate. The average proportion of cash saving to
money income probably amounted to 1.5 per cent.

For Bulgaria and the Soviet Union an indication of
the cash saving of the population can be derived from
data relating to money flows to and from the banking
system. These flows may indicate changes in the cur-
rency holdings of the population because the latter
roughly approximate the difference between the increase
in credits extended by the banks and the increase in
deposits held by the Government, enterprises and other
agencies. The banking statistics appear to imply that
cash saving in relation to the money income of the popu-
lation was negligible in both countries. It might even
have been negative until around 1957 and have become
significant only in 1958 and 1959.4ÿ

These findings, if correct, cannot easily be explained
on the basis of other information. There are several
factors that might account for the absence of any sig-
nificant rise in the cash circulation during a period of
rising money income and retail sales. A shift in the
form of saving from cash to bank deposits, which may
have taken place during that period, would tend to raise
the velocity of circulation of cash and hence reduce the
need for issues of currency for transaction purposes.
Less likely possibilities would be a change in the desire
to save and a reduction in the time intervals between

successive payments of wages and other incomes. An-

other possible explanation would be the failure of con-
sumer incomes to increase as rapidly as sales of
consumer goods. This would have resulted in reductions
of the cash holdings accumulated during the preceding
period because of inadequate supplies of goods. The
existence of such a money overhang in the Soviet Union
would imply that the monetary reform of 1947 may not
have entirely absorbed excess liquid assets. It is possible
that the elimination of this overhang during subsequent
years was slowed down by considerable price reductions,
especially in the early years of the period. Despite a
considerable increase in the volume of retail sales, their
value may have failed to rise sufficiently to reduce the
overhang. After 1954 the downward movement of prices
came to an end, but it was not until 1958 and 1959 that
money circulation seems to have expanded. While the
nature of this expansion is difficult to assess, it seems
that at least to a degree it was the counterpart of un-
planned accumulation of inventories owing to the poor
adaptation of supply to the structure of demand.47 To
the extent that this was the case, the rise in circulation
may be considered as involuntary saving of the popula-
tion. The situation in Bulgaria was in many ways similar
to that in the Soviet Union. The limited information
available for this country seems to indicate that, after
the monetary reform of 1952, the amount of money in
circulation did not increase and perhaps even con-
tracted until 1957 when it began to expand and con-
tinued to grow in subsequent years.4s

46 For the Soviet Union, the estimate was based on data re-
lating to changes in credit outstanding, budgetary surpluses and
bank deposits of the enterprises and organizations. For Bul-
garia, only information on changes in credits outstanding and
budget surpluses was available. The resulting data, especially
those for Bulgaria, should be treated only as tentative approxi-
mations.

Despite the lack of precise information on cash saving
in most countries, it seems possible to make some gen-
eralizations concerning private saving and its com-

47 Trade inventories rose by 51 billion roubles in the two
years 1958 and 1959, or by 41 per cent above the level of 1957.
The increases in credits extended to trade organizations in 1958
alone amounted to 20 billion roubles.

4s It is notable that in 1959 credits increased by nearly 4 billion
leva, that is by 28 per cent.
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portents. The value of private saving appears to have
ranged from about 4 to 7 per cent of the money income
of the population. The inter-country variations in the
rate of saving were probably smaller than the variations
in their components, because these tended to be mutually
offsetting. In the course of the period, however, all com-
ponents of private saving tended to increase in relation
to private income.

7 per cent of fixed investment expenditure and 2.5 per
cent of budgetary income for these years. In Poland,
the only mass subscription loan of 1951 amounted to
7.6 per cent of fixed investment and 2.7 per cent of
budgetary income for that year. In Czechoslovakia, East-
ern Germany and Romania, no bond sales of this type
were made during the period under consideration.

FOREIGN  SAVING AND  INVESTMENT
The relative importance of private saving in the cen-

trally planned economies is indicated by the fact that
its ratio to total fixed investment probably ranged from
some 12 to 25 per cent. These percentages would be
somewhat lower if private saving were compared with
total saving rather than with fixed investment.49

Apart from equity saving, cash saving and deposits
in savings banks, a part of the money income of the
population was absorbed in some countries by purchases
of government bonds. However, holdings of these bonds
differed in character from other forms of saving since
they were not negotiable and were usually purchased
under social pressure,s° Because of these characteristics,

the purchase of bonds resembled, in some respects, tax-

ation rather than saving. On the other hand, since such
purchases did not reduce the net assets of the popu-
lation, so that their disincentive effect was smaller than
that of taxation, the governments preferred to use this
form of additional mobilization of resources rather
than to increase taxes. In these circumstances, classifica-

tion of these bonds as saving or taxes is necessarily
somewhat arbitrary.

Sales of government bonds to the population were
relatively most important in the Soviet Union, where
bonds were offered for sale each year from 1950 through
i958. They averaged in these years about 4 per cent
of the annual money income of the population, 12 per
cent of fixed investment expenditure, and 4.4 per cent
of budgetary income. In Hungary, bonds were issued
each year during the period i950-1955, representing
about 3 per cent of the money income of the population,
10 per cent of fixed investment expenditure, and 3.6
per cent of budgetary receipts. In Bulgaria, subscrip-
tions in 1951, 1952, 1954 and I955, represented some

49 The ratios of private saving to fixed investment would be
much smaller if, instead of gross saving, net saving were used.
The percentages indicated in the text do not take into considera-
tion depreciation of private housing, or, in the ease of Hungary
and Poland, depreciation of private fixed assets in agriculture.
As the proportion of depreciation in these sectors to total de-
preciation was certainly significantly higher than their share in
total saving, the importance of net saving by the private sector
in total net saving was considerably lower.

5o This refers to the so-called "mass subscription" loans, which
were usually sold on an instalment basis and paid for by pay-
roll deductions. These bonds were usually not cashable before
maturity. In some instances, the maturity dates were extended
far beyond the original dates and the interest rates were lowered
by governments. In addition to these loans, which constituted
the bulk of'bond sales to the population, there were, in some
countries, bonds offered for cash at the savings banks. These
did not have to be held to maturity but could be cashed at any
time_These, of course, may properly be classified with savings
bank deposits.

The role of foreign saving was not analysed in the
foregoing discussion because the available data are frag-
mentary and do not permit direct comparisons between
domestic and foreign flows.51 The following analysis
is based mostly on two kinds of indirect evidence: bal-
ances of trade, and long-term credits extended but not
necessarily utilized. Although both types of data suffer
from important deficiencies as measures of capital
flows, they nevertheless throw some light on the broader
aspects of the subject.

Statistics concerning the trade balances of eight cen-
trally planned economies are presented in table 3-15.
In interpreting these statistics it should be remembered
that trade balances may differ significantly from bal-
ances of payments on current account even though the

share of invisibles seems to be smaller in most centrally
planned economies than in the private enterprise econo-
mies.52 Whether a centrally planned economy has been
a net exporter or a net importer appears to have de-

pended, on its level of industrial development. The
principal net exporters were the Soviet Union, Czecho-
slovakia and Eastern Germany, while the net importing
countries were Bulgaria, Poland, Hungary, Romania
and, for part of the period, nÿainland China. For the
decad9 as a whole the Soviet Union's export surplus
accounted for more than half of the total export sur-
pluses, although its share in the total tended to decline
during these years, failing io probably less than a third
in 1958-1959. The counterpart of this shift was the
rise in the export surpluses of Czechoslovakia and East-
ern Germany, the former falling somewhat short of and
the latter exceeding the Soviet Union's export surplus
by the end of the nineteen fifties.

Among the net importing countries, mainland China
appears to have had the largest cumulative deficit, one
which, however, tended to decline over time. The trade
deficit of Poland, second in order of magnitude, tended
to rise throughout the period. The remaining countries,

51 Foreign loans received and granted are included in budget-
ary revenue and expenditure but, exceDt in mainland China, are
not shown separately and thus cannot l;e derived from budgetary
statistics.

52 The share of invisibles may in some cases be quite signifi-
cant. For instance, non-commodity transactions reduced the
deficit of the Polish trade balance from 670 million zlotys to
372 million in 1958 and from 1,098 million zlotys to 744 million
in 1959. The main item in the balance of invisibles was trans-
port, communications and insurance. Its importance in the Polish
balance of payments was the effect of geograghical position and
the role assumed by Poland in maritime freight transport, and
cannot be considered as typical of most of the centrally planned
economies.
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Table 3-15.  Trade Balances of the Centrally Planned Eeonomiesÿ 1950-1959ÿ
(Millions of roubles)

Annual average
Country                                                                                        Total

t950-t953            195ÿ-1957           t958-t959           1950-ÿ959

Bulgariab  ......................  - 8.5         -4-101.8         - 212.0           - 51
China (mainland)  ...............  -814.0         -208.0               °           --4,088d

Czechoslovakia  .................  -4-4-200.8      -4-4-368.2      .+56i.5     -4-3,399
Eastern Germany  ...............  -7.5         -4-4-558.2         -4-4-678.0         +3ÿ559
Hungary  .......................  -4-4.2         - 154.5          -4-58.5          -484
Poland  ........................  -227.2        -360.5        -883.0        -2,112
Romania°.  .....................  - 152.0           - 76.0          -4-14.0           - 808

USSR  .........................  +L051.2         -4-846.8         -4-630.5         -4-8,853

Source: See table 3-1.
A plus sign denotes net exports and a minus

sign net imports.
b Bulgaria's definition of imports and exÿports

was changed in 1956 presumably in order to bring
it closer to the concepts used in the other centrally
planned economies. The data for the period prior
to 1956 were not revised except for the year 1955
for which both series are available. The comparison
of these data seems to indicate that if the new

definition had been applied during the period of
1950-1954 the net imports would have been much
greater than those shown above.

¢ Only partial data are available for 1958-1959.
Estimates for these two years indicate an average
annual net export of 258 million roubles.

d Total for 1950-1957. Estimated net imports
during 1950-1959 amounted to 3,572 million roubles.

e All data estimated except for 1958-1959.

Romania, Hungary and Bulgaria, had substantial net
imports during the period as a whole. Trends in the
balance of trade varied from country to country. Al-
though the trade balance of Bulgaria was negative most
of the time, it was probably positive on the average
between 1954 and 1957.52 Hungary experienced a slight
export surplus during most of the decade although a
large deficit was incurred in 1957, with the result that
the decade as a whole showed an import surplus. In
Romania, the import surplus declined and in 1958-1959
there was a small export surplus.

tion, generally represent only the amount of credit
accounted for by specific information rather than the
actual totals, which would be higher. In the following
discussionÿ the data in the table will be supplemented
whenever possible by additional information having
broader coverage,ss

According to official pronouncements the total of
credits extended by the Soviet Union from the end of
the Second World War until 1960 amounted to some
46 billion roubles out of which about 32 billion went
to the csntrally planned economies.5s During 1950-1959

The pattern of capital flows suggested by the preced-
ing discussion of trade balances differs in many respects
from the pattern implied by the available data on credits
extended but not necessarily utilized. The data available
on credits extended suffer from deficiencies as a measure
of capital flows. These credits may differ considerably
in any given period from credits utilized since long-
term credit agreements generally stipulate only the
value of goods to be delivered, the rate of utilization
of the credits being subject to annual treaties which
specify the deliveries scheduled for a given year. In
addition, data on credits extended exclude repayments
received by the lending countries24 Furthermore, esti-
mates of credits extended have to be largely based on
official pronouncements indicating the global figures
presumably covering all loans extended during a given
period. But the amount of loans which can be accounted
for on the basis of information relating to individual
countries and years is considerably smaller than the
indicated totals, and the proportion of loans covered
by these data seems to vary substantially for different
countries and periods. This deficiency reduces the value
of data on loans granted and received such as shown in
table 3-16 which, being based on incomplete informa-

53 See footnote b to table 3-15.

54 They also include grants and military aid that may be ex-
cluded from data on trade balances.

55 This applies mostly to the Soviet Union and to mainland
China. Estimates of credits granted and received by this latter
country that are shown in the table are largely derived from
announcements of the Soviet Union which do not always agree
with the information derived from Chinese sources. The data
based on Chinese sources were not included in the table but are
shown separately becafise, unlike those for other countries, they
were derived from budgetary statistics, expressed in domestic
prices and related to actual flows of capital. Moreover, because
they cover credits granted and received as well as repayment
of loans, they provide information necessary to assess the net
flows of capital of mainland China. In consequence, it is more
convenient to discuss the capital flows of this country separately.

56 The total of loans granted from 1945 to 1960 was derived
from the following information: According to S. D. Sergeev,
Ekonomicheskoe Sotrudnichestvo I Vzaimopomoshch Stran Sot-
sialisticheskovo Lagerya, page 110, the credits granted by the
Soviet Union to the centrally planned economies since the war
until the beginning of 1958 amounted to 28.7 billion roubles.
This, together with the 3 billion roubles granted to centrally
planned economies in 1958-1960, brings the total to about 32
billion roubles for the period 1945-1960. Credits granted during
the same period to countries outside the centrally planned group
amounted to about 14 billion roubles thus raising the total
credits granted to all countries by the Soviet Union to about
46 billion roubles.

It is not known whether these figures include the value of the
Soviet share of the joint companies in former enemy territories.
According to A. M. Smirnov, Mezhdunarodnye Valyatnye I
Kreditnye Otnoshenia SSSR, page 272, "In 1954 the Government
of the Soviet Union ceded to the respective socialist countries,
the Soviet share of these companies on advantageous conditions,
providing for repayments over a period of several years." Such
joint companies were established in Romania, Hungary, Bul-
garia and mainland China. At the end of 1956 debts arising from
the liquidation of joint companies were cancelled by the Soviet
Union, at least in some of the countries.



120                                    PART I.  SAVING FOR ECONOMIC GROWTH: ITS SOURCES AND TRENDS

Table 3-16.  Credits Granted and Received by Centrally Planned Countries, 1947o1960"
(Millions of roubles)

Receiving countries

Granting country and period      Total                                                                                                            Mongolia,
Albania   Bulgaria  Czecho-    Eastern    Hungary    Poland   Romania    China    North VieI-Nam,

stovakia   Germany                                  (mainland)b  North Koreab

USSR
1947-1949  ............  2,636      49    423

1950-1953  ............  4,616     373    120
1954-1957  ............  6,264      191    610

1958-1959  ............  1,696     526    250

1950-1959  ............  12,576    1,090    980
1960  ................  1,215             650°

Czechoslovakia
1950-1953  ............  320      ...    320

1954-1957  ............  684  ......
1958-1959  ............  361      ...

3950-1959  ............  1,365    ...   320

1960  ................  495  ......

Eastern Germany
1954-1957  ............  1,143d      38     73

1950-1959  ............  1,143       38      73

1960  ................  254  ......

China (mainland)b
1950-1953  ............  50       50     ...
1954-1957  ............  2,951       55     ...

1950-1959  ............  3,001      105    ...

Other
1947-1949  ............  29            . . .           29
1950-1953  ............  145      ...     60°

1954-1957  ............  77  ......

1958-1959  ..............
1950-1959  ............  222    i..   "60

1960  .........................

Total, all countries
1947-1949  ............  2,665       49    452

1950-1953  .............  5,131      423    500
1954-1957  ............  .! 1,119      284    683

1958-1959  ............  2,057     526    250

1950-1959  ............  18,307    1,233  1,433

1960  ................  1,964      ...    650

132
1,206'54                          520

132

54

54

1,120
110

1,715

lit
111

48s
1,120

221
1,826

1,912    120
io3    400
975  1,624  546
710

1,788  2,d2%  546

60
60

230
230

add
250
710
495

400
400
254

110
11o

3o

1,912    120
io3    400

1,414  2,484  did
710     250

2,227  3,134f  d86
...      749    ...

1,200
52O

1,+i6

1,93 
630
100

2,665
565

iii
iAi

462
462

2,026
3,880

100
6,000

565

Source: United Nations, Economic Survey of Europe in 1957
(Sales No•: 58.II.E.1), chapter VI; A. M. Smirnov, Mezhduna-
rodnye Valutnye I Kreditnye Otnoshenia SSSR (Moscow, 1960);
S. D. Sergeev, Ekonomicheskoe Sotrudnichestvo I Vzaimopomoshch
Stran Sotslalisticheskovo Lagerya (Moscow, 1959) ; I. A. Lysenko,
Ekonomicheskoe Sotrudnichestvo KNR So Stranami Sotsialisti.
cheskovo Lagerya  (Moscow, 1960); A. K. Kakharov,  G. M.
Prokhorov, Druzheskaia Pomoshch I Vzaimovygodnoe Sotrudni.
chestvo (Moscow, 1959); national periodical publications•

Credits granted to and received from countries other than
centrally planned economies are not included• Based only on
information on credits announced for individual countries and
periods• The aggregate data announced by some countries are
considerably larger than the total obtained by adding the credits
accounted for in the table•

b  aD ta on credits received and granted by mainland China
and on loans received by other Asian centrally planned ecouo-

mies are considerably lower than the figures derived from the
budgetary data of mainland China• For reasons stated elsewhere
in this chapter, this information could not be integrated into
the other available statistics.

This loan was agreed upon at the end of 1960 and announced
on 1 January 1961. In addition, the Soviet Union agreed to
postpone the repayment of 160 million roubles due in 1961-1963.
See Ekonomicheskaya Gazeta, 20 January 1961 (Moscow).

a Including 1.5 million roubles granted by Eastern Germany
to Albania ha 1951.

e Out of which 28.5 million roubles extended jointly by sev-
eral eastern European countries for the construction of a bridge
across the Danube•

f In addition, Poland had received from the United States
loans amounting to 255 million dollars (1,020 million roubles)
in 1957-1959 and 171 million dollars (684 million roubles)'
in 1960.

the total amount of credits extended by the Soviet Union
to all countries equalled about 33 billion roubles,sr

s7 The credits accounted for by data relating to individual
countries for 1950-1959 amounted to 22 billion roubles, of which,
as shown in table 3-16, 12.6 billion roubles were extended to
the centrally planned economies. The additional 11 billion
roubles unaccounted for by data for individual countries were
estimated as follows: Out of the 46 billion roubles total credits
for 1945-1960, mentioned in the text, the credits accounted for
by data for individual countries for the period 1947-1960
amounted to about 28 billion roubles, leaving an unaccounted

A tentative estimate of total loans granted during
this period by all centrally planned economies to each

for difference of about 18 billion roubles• Since loans in 1945
and 1946 were not very significant, there does not seem to be
too great an error in assuming that these 18 billion roubles
were distributed uniformly over the period 1945-1960• This
would add about 11 billion roubles for 1950-1959.

Out of the 33 billion roubles calculated in this manner, nearly
10 billion roubles were extended to countries other than cen-
trally planned economies.
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other and to under-developed and other countries located
outside that area would be over 40 billion rQubles out
of which about 13 billion were granted to the latter
countries.

The available information on loans received by the
centrally planned economies (see table 3-16) shows
that in eastern Europe the leading recipient country was
Poland which between 1950 and 1959 received more
than 4 billion roubles and between 1947 and 1960 some
7.5 billion,as The recorded loans received during 1950-
1959 by other eastern European countries were con-
siderably smaller, amounting to 2.2 billion roubles in
Hungary, 1.8 billion in Eastern Germany, 1.4 billion
in Bulgaria,59 1.2 billion in Albania and about 100
million and 700 million in Czechoslovakia and Romania,
respectively. The loans received by mainland China
from the Soviet Union, as reported in Soviet sources,
amounted to about 1.7 billion roubles. The total re-
corded credits extended to Mongolia, North Korea and
North Viet-Nam by all countries equalled 5 billion
roubles. However, these statistics, which total about
19 billion roubles, are incomplete; the total of loans
received during 1950-1959 by the centrally planned
economies probably amounted to about 30 billion
roubles,s°

which, except for a 103 million roubles loan from the
Soviet Union in 1954, did not receive any credits until
ihe end of 1956. The inflow of foreign loans beginning
in November of that year, largely to deal with the dilS-
culties created by the uprising, slowed down during
1957 and was brought to a complete standstill by the
end of 1958. Bulgaria obtained considerable credits in
195]-1953. Further capita! inflows began in 1955 and
have continued since then. Eastern Germany received
significant loans irÿ 1953, 1954 and 1957. Mainland
China obtained the bulk of its credits between 1951
and 1955.

The following description of trends in the granting
of credits is based mostly on data included in table 3-16,
since the amounts indicated in the text but omitted from
the table are not available on an annual basis. Credits
granted by the Soviet Union appear to have increased
until 1957 and to have levelled off and declined since
then. Czechoslovakia and Eastern Germany seem to have
become important lending countries only around 1955.
Their foreign lending apparently increased in subse-
quent years. Mainland China extended loans to other
countries as early as 1951. The principal credits ex-
tended to Poland by the other centrally planned econo-
mies during 1950-1959, amounting to 2.9 billion roubles,
were made available in 1956 and 1958, much smaller
credits being received in the following years. Since
Poland also received long-term credits from the United
States beginning in 1956 the situation in the last half
of the decade differed considerably from that in the first
half when foreign loans were only occasionally avail-
able. Somewhat similar were the changes in Hungary,

As the Soviet Union was usually the major supplier
of capital to the other centrally planned economies,
the trends described above largely reflect the changes
in the distribution of credits granted by this country.
Between 1950 and 1955 the outflow of Soviet capital
was mainly directed to the Asian centrally planned
economies, especially mainland China. In 1956 and
1957 the major receivers of credits were the European
centrally planned economies. Beginn!ng in 1955, how-
ever, the flow of funds to less developed countries located
outside of the area of the centrally planned economies
began to increase and it has continued since then. In
1958 and I959 these countries were by far the most
important receivers of Soviet credits.

The slowing down of the flow of Soviet capital to
other centrally planned economies in more recent years
was partly offset by an increase in outflows from main-
land China, Czechoslovakia and Eastern Germany. A
significant portion of the Chinese capital outflow took
the form of grants rather than credits; the major re-
ceivers were North Korea, Mongolia and North Viet-
Nam. Besides credits and grants to the above Asian
countries, mainland China granted loans to Albania and
to Hungary. Less substantial grants and credits were
also reported to have been extended by this country to
Burma, Cambodia, Ceylon, Cuba and Nepal.

Czechoslovakia and Eastern Germany, in addition
to supplying credits to the other, mostly European,
centrally planned economies, have also stepped up their
credit programmes for the less developed countries.
While the share of less developed areas in total credits
granted by these two countries rose very steeply in per-
centage terms, it has remained quite modest in absolute
terms.

5s Apart from loans granted by the Soviet Union, Czecho-
slovakia and Eastern Germany, these totals also include the
loans granted to Poland by the United States amounting to over
one billion roubles ($255 million) in 1957-1959 and about 684
million roubles ($171 million) in 1960. The effect of Soviet
loans was partially offset by deliveries of Polish coal to the
Soviet Union at reduced prices. In November 1956 the Soviet
Union decided that Poland should be compensated for the re-
sulting losses  and  cancelled  the  outstanding  debt,  which
amounted at the time to 2.1 billion roubles.

59 Credits received by Bulgaria from the Soviet Union be-
tween 1945 and 1960 amounted to over 2 billion roubles accord-
ing to Ekonomicheskaya Gazeta, 20 January 1961.

so These totals contain a substantial amount of duplication
since the credit-receiving countries, especially mainland China
and Eastern Germany, also granted credits to other countries.

The periods during which these grants were at their
highest were not necessarily those when the investment
drive was most intense. Hungary received all and Poland
most of its loans in periods marked by the pressure
of consumer demand and wide-spread discontent. East-

ern Germany received foreign credits in 1954 and 1957,
when the investment drive was slowing down. In main-
land China and in Bulgaria the inflow of capital was
synchronized more closely with the acceleration of in-
vestment, although in the former country this was true
only in the initial years of post-war development.
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The forms in which credits were granted varied from
time to time. In the reconstruction period immediately
following Second World War, when the ability of the
Soviet Union to supply goods was severely limited by
the consequences of war devastation, credits granted to
eastern Europe seem to have consisted largely of gold
and hard currency loans. Beginning around 1950,
credits were extended largely in the form of capital
goods, and these played a very important role in the
industrial development of the recipient countries. In
1956 and 1957, however, the credits extended to eastern
European countries were mainly for the purpose of
covering the trade deficits caused by an expansion in
consumption. The character of foreign capital flows
underwent another change in 1958 in connexion with
the greater co-ordination of long-term planning achieved
through the Council for Mutual Economic Assistance.
This co-ordination took the form of agreements provid-
ing for inter-country specialization in various fields of
economic activity and thereby affected the composition
of foreign loans.

The preceding discussion on foreign loans and trade
balances was based on statistics expressed in foreign
trade prices of the centrally planned economies. These
prices are entirely unrelated to domestic prices.6? In
consequence, to analyse capital flows in conjunction
with domestic investment it is necessary to revalue the
former in domestic prices.

This revaluation raises a number of conceptual and
statistical problems, which for lack of adequate infor-
mation cannot be entirely solved. Among the limited
possibilities, the most appropriate would seem to be
to convert net imports and credits received by the ratios
of domestic to import prices, and net exports and credit
granted abroad by the use of the ratios of domestic to
export prices. Data on net trade revalued in domestic
prices are related to fixed investment in table 3-17.
Although these ratios can be considered only as broad
approximations subject to error, they seem to indicate
that from a purely quantitative point of view the foreign
flows were not very important in relation to domestic
fixed investment. Among net importing countries the
ratio of net imports to fixed investment varied from
7 per cent in Poland to a negligible value in Hungary.
Among net exporters, the Soviet Union, which was by
far the most important capital exporting country, ex-
perienced an average ratio of only one per cent. In

Eastern Germany, and probably also in Czechoslovakia
(although price eo-eMcients are not available for this
country) the ratio was about 5 per cent. In these two
countries the ratio rose in the course of the decade,
while in the Soviet Union it fell.

Table 3-17.  Foreign Trade Balances as Percentage
of Fixed Investment, 1950-1959ÿ b

Country           1950-1953  1956-t957  1958-t959  1950-1959

Bulgaria  ..........  -1.0    +5.9     --9.3     -0.7
China (mainland).. - 13.2     - 1.4         °     -4.7a
Eastern Germany.. +1.9   +9.6   @612   +5.0
Hungary  ......  :..   +1.0     --3.8     +2.7      --
Poland  ...........  -3.8     -5.6     --9.3     -6.8

USSR  ............  +2.0     +0.9     +0.5     +1.1

Source: See table 3-1.
a In order to calculate these ratios it was necessary to have

foreign balances expressed in domestic prices (for reasons, see
footnote 61 to the present chapter). Data on this basis, however,
were not available for the Soviet Union and for other countries
could be derived only for a single year. For the Soviet Union,
therefore, the foreign balances had to be revalued by a conver-
sion coefficient calculated on the basis of official statements
indicating that after the 1961 price and exchange rate reform,
the new domestic prices, equal to one-tenth of the former prices,
corresponded to world prices converted into national currency
at the new exchange rate which raised the ratio of the rouble
to foreign currencies 4.4 times. The coefficient obtained on this
basis corresponds in general to information derived from a
comparison of foreign and domestic prices of a number of com-
modities. For other countries separate conversion coefficients
for imports and exports could be obtained for a single year by
dividing trade data expressed in foreign prices by corresponding
data expressed in domestic prices.

In order to obtain coefficients for other years the available
ratios had to be extrapolated by means of indices of the ratio of
domestic to foreign prices. The indices were obtained separately
for imports and exports. For any country, the index for exports
(imports) is a weighted index of the domestic prices of consumer
and producer goods divided by the world index of export (import)
prices. The domestic price index was weighted by the composi-
tion of exports (imports) in 1953. The estimated conversion
coefficients for net imports and net exports, respectively, for
the average of 1950-1959 are as follows: Bulgaria, 2.38 and 2.23;
Eastern Germany, 1.27 and 1.95; Hungary, 1.84 and 3.59;
Poland, 6.70 and 6.41; Soviet Union, 2.43 and 2.43. The same
coefficients were used for converting data on the foreign lending
and borrowing of the centrally planned ecoriomies.

b A plus sign denotes net exports and a minus sign net imports.
Estimated ratio for 1958-1959 was equal to +0.7.

d Total for 1950-1957. Estimated ratio for 1950-1959 amounted
to --2.3.

61 Data on foreign trade and on foreign loans are as a rule
based on world prices and converted into roubles or into na-
tional currencies of individual countries at the orificial exchange
rates. World prices are meant to be those prevailing in the
private enterprise economies. As the official exchange rates are
in most cases entirely unrelated to the ratios between domestic
and world prices, the data on foreign transactions even if ex-
pressed in national currency cannot be compared with those
relating to the domestic flows without appropriate adjustment.
The problem of adjustment is complicated by the fact that in
the centrally planned economies prices of producer goods are
determined on an entirely different basis from those of con-
sumer goods. In consequence, the domestic price ratios of con-
sumer and producer goods are entirely different from those
prevailing on the world market.

An evaluation of the relative importance of foreign
loans as estimated from credits extended or received
differs considerably from the evaluation based on for-
eign trade statistics. The value of credits granted by
the Soviet Union in 1950-1959 expressed in domestic
prices amounted to about 2.6 per cent of its fixed
investment,ÿ2 that of Eastern Germany to 3.3 per cent.

The latter country received credits amounting to some
3.1 per cent of its fixed investment, so that its net for-
eign lending was insignificant. In Bulgaria the ratio

62 Unless otherwise stated, the ratios Used in the following
discussion are based on the incomplete data on foreign lending
and borrowing recorded in table 3-16, supplemented by the in-
formation on loans granted to under-developed areas. If, instead
of the data included in the table, information on the total
credits granted by the Soviet Union is used, the ratio of total
credits granted abroad to fixed investment seems to have
amounted to 3.5 per cent during the decade.
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of credits received to fixed investment was about 9.5
per cent, and in Hungary about 7.4 per cent. A com-

parison of these ratios with those based on foreign trade
balances shows, as one would expect, very great differ-
ences in magnitude.G3 Poland was the only country for
which the ratios to fixed investment of credit granted
and of net imports were similar, about 6.3 per cent.

The available data for mainland China are more com-
plete than for any other centrally planned economy,
since they permit the measurement of net capital flows
on the basis of loans actually utilized or disbursed, and
of repayments. It is therefore possible to supplement
the cursory references to this country in the preceding
discussion with further analysis. Between 1950 and 1957
the Soviet Union was the only country extending credits
to mainland China. According to Soviet sources, the
credits extended totalled 1,720 million roubles, although
there exists an estimate of credits received by mainland
China amounting to some 5.5 billion roubles.64 This
discrepancy is so large that it can hardly be attributed
to any possible errors in the estimated conversion eo-
ettlcients, and suggests, rather, that the Soviet data have
more limited coverage, and may exclude, for instance,
loans for nomeconomie purposes and short-term com-

mercial loans.ÿ5

Chinese data expressed in domestic prices are not
subject to uncertainty arising from the conversion rates.
These indicate that between 1950 and 1957 the loans
received by mainland China amounted to 5.3 billion

yuans while the loans extended by mainland China to
other,  mostly  Asian,  centrally  planned  economies
equalled 3.9 billion yuans, net borrowing thus amount-
ing to only 1.4 billion yuans. As the budgetary statistics
of mainland China make it possible to estimate repay-
ments of foreign loans, the net flows can be derivedl
After allowing for repayments there was a net outflow
of some 200 million yuans in 1950-1957 but this became
more pronounced in !958-1959. Taking into account
recorded loans in 1959, it appears that during the
decade as a whole there was a net outflow of capita!
amounting to at least some 1.6 billion yuans, but, if
allowance is made for the estimated loans extended in
1958, the net outflow might have been as much as 2.8
billion,ss

During the first three years of the decade, in 1950-
1952, the excess of credits received over credits granted
was very substantial, amounting to 1.9 billion yuans,
but the loans of about 1.6 billion yuans extended in
1953, mostly to North Korea, only partly offset by
further loans from the Soviet Union, reduced the cumu-
lative net inflow of capital to only 700 million yuans
for the period 1950-1953. During the two following
years mainland China continued to receive a net import
of capital but the repayment of loans beginning in 1954,
together with the decline in foreign borrowing and the
continuation of foreign lending, resulted in a continuous
net outflow of capital beginning in 1956. The importance
of these flows measured in relation to total fixed invest-
ment is indicated in the following data on capital flows

6s This difference may be due to several factors. Apart from
the difference between loans extended and loans utilized, the
data on credits granted or received arc gross in two other re-
spects: they represent totals granted during a given period
without any allowance for the value of loans repaid and for
loans granted to other countries. They may also include grants
and in some cases military aid, which seems to be excluded
from trade balances. On the other hand, the data on trade bal-
ance do not include invisibles, which in some countries and
during some periods could have been significant.

64 A recent publication of the Institute of Sinology of the
Soviet Academy of Sciences quoted the sum of 1,720 million
roubles alongside that of 5,294 million yuans as granted to
mainland China (see Ekonomicheskoe Sotrudnichestvo KNR So
Stranami Sotsiallsticheskovo Lagerya (Moscow, 1960)). Unlike
the information published by other centrally planned economies
concerning loans granted but not necessarily utilized, the data
on mainland China refer to actual disbursements or receipts
as recorded in the state budgets of that country. These data
are presumably expressed in domestic prices, and therefore can
be compared directly with domestic investment expenditure
expressed in the same prices. But little is known about the re-
lation between domestic and foreign prices expressed in yuans
although it is generally assumed that these differences are not
very large and in any event much smaller than in other centrally
planned economies. Moreover, the actual yuan-rouble exchange
rate applied during 1950-1959 is not known although there are
reasons to believe that that rate fluctuated. The Soviet bulletins
on exchange rates cover the other centrally planned economies
and most other countries, but do not contain any data on yuans.
The official rate of exchange announced several years ago was
two roubles to the yuan. The cross rate obtained by relating
the yuan to the rouble and to the pound sterling indicates a
ratio of 1.7 roubles to the yuan. But the rate derived from the
comparison of the value of Soviet-Chinese trade expressed in
roubles and in yuans, during recent years indicates a ratio of
1.04 roubles to the yuan. This rate was used to convert into
roubles the loans received by and extended to mainland China
during the period under review.

as a percentage of fixed investment:
Loans received

Loans        Net
Gross  Net of repaymenl  ÿranied      flowsÿ

1950-1952  ......  16.6      16.6      2.I      14.5
1950-1953  ......  11.1      11.1      8.0       3.1
1954-1957  ......  4.5       1.9      3.4     - 1.5

1950-1957  ......  6.4        4.5       4.7      -0.2
1958-1959  ......  --       -1.5       0.5b     -2.0b

1950-1959  ......  3.5        1.8       2.8b     -- 1.0b

Net flows are equal to loans received from abroad, net o f
repayments, less loans extended abroad. Minus sign indicates a
net outflow of capital.

b These data on loans extended and on net flows are under-
stated because they do not include the loans extended in 1958,
for which no data are available. The inclusion of the estimated
value of these credits would raise the ratio of net outflows for
1953-1959 to between 3 and 4 per cent of fixed investment and
for the decade of 1950-1959 to between 1.4 and 1.9 per cent.

65 It is possible that the totals announced by mainland China
include part of the value of the Soviet shares in the joint
Soviet-Chinese companies which, after their dissolution, were
to be reimbursed over a period of several years. (See the joint
Soviet-Chinese communiquÿ published by Izvestia (Moscow),
12 October 1954.)

6s During 1958-1959 mainland China did not receive any addi-
tional credits from abroad. The repayment of foreign loans
amounted to about one billion yuans during these two years.
The data on credit granted were available only for the year
1959 and amounted to 350 million yuans. The net outflow ac-
counted for so far was equal to 1,350 million yuans, which,
together with the 200 million yuans indicated in the text for
1950-1957, brings the total net outflow during the decade to
1,550 million yuans, exclusive of credits extended by mainland
China in 1958. A tentative estimate of these credits yielded a
figure of 1,280 million for 1958. Adding this amount to the sum
indicated above, one arrives at a total of 2.8 billion yuans.
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It appears from these data that net foreign borrowing
in relation to domestic investment was very important
only in 1950-1952 when it amounted to more than 14
per cent. In the course of the following years this ratio
fell considerably and, after 1956, became negative. Dur-
ing the decade as a whole the net outflow of capital
amounted to between one and 2 per cent of domestic
fixed investment. Despite the deficiencies of and differ-
ences between measures of capital flows based on statis-
tics of credits and grants extended, on the one hand, and
trade balances, on the other, the foreign trade data indi-
cate a roughly similar trend to that just mentioned: a
considerable net import during the early years of the
decade followed by a steep decline in the surplus in
subsequent years, and a net export in 1958-1959.

The increasing importance of loans extended by the
centrally planned economies to under-developed coun-
tries makes it pertinent to present some additional infor-
mation on these capital flows, which began around
1954.6ÿ Very modest at that time, the extended loans
rose almost continually from year to year reaching an
amount of 3.4 billion roubles in 1959. The total amount
of credits granted from 1954 to the latter part of 1960
was equal to about 18.4 billion roubles. The distribution
of these !oans over time is shown below (in billions of
roubles):

1954-1955  ............................  1.4

1956-1957  ............................  4.0

1958-1959  ............................  7.4

1960  ......................................  5.6

The Soviet Union was by far the most important lend-
ing country in the group. It provided over 75 per
cent of the total credits extended. Mainland China par-
tieipated in the aid to under-developed countries in the
amount of 720 million roubles, a large proportion of
which consisted of grants.6s Eastern European centrally

planned economies granted some 3 billion roubles to
under-developed areas, Czechoslovakia and Eastern Ger-
many being the most important lenders.

The expansion of lending was accompanied by a sub-
stantial increase in the number of countries receiving
financial aid from the centrally planned economies. Up
to 1957 almost all the credits were granted to five coun-
tries: Afghanistan, Egypt, India, Indonesia and Yugo-
slavia ; by the middle of 1960 this number had increased
to twenty. The percentage distribution of credits and aid
extended by the centrally planned economies to less
developed countries is shown below by area :69

Asia  ............................................................  39.6

India  ......................................................  20.2

Middle East  ..............................................  23.2

United Arab Republic  ........................  17.0

Africa  ........................................................  6.1

Latin America  ..........................................  7.0

Europe  ......................................................  24.1

These loans were usually granted at low interest rates
of 2 or 2.5 per cent and were repayable in from ten to
thirty years, depending on the purpose and size of the
loan. In cases where the loans were extended for the
construction of a specific project, the repayment was
to begin only after its completion. As a rule the debtor
country was entitled to repay the loans in domestic cur-
reney or by export of domestic products to the creditor
country. Credits were only exceptionally granted in hard
currency. In most eases credits consisted of goods neces-

sary for specific projects, and frequently of assistance
in preliminary programming and surveying. As these
preliminary stages are time consuming, perhaps no more
than 25 per cent of the total credits extended to under-
developed countries between 1954 and 1960 had been
actually utilized by the end of the decade.

a7 The data on these flows could not be presented in table 3-16
because of lack of adequate information on their distribution
by lending countries.

6s In contrast to the Soviet Union, the aid of which consisted
almost exelusively of credits.

69 Based on information from the receiving countries. Most
of the credits originally offered to Yugoslavia were indefinitely
postponed by the Soviet Union and other eastern European
countries.

Conclusion

Although an insufi3ciency of data has precluded an
integrated analysis of changes in seetoral saving and
investment, the foregoing discussion affords a basis for
a few general conclusions about the seetoral pattern of
investment finance in the centrally planned economies
in the nineteen fifties.

The most evident conclusion is that ]ÿudgetary saving,
which on the average was the largest source of funds for
financing investment, accounted for a declining share of
saving during the course of the decade. This shift, as well
as inter-country variations in the share of budgetary
saving in total saving, was largely influenced by varia-
tion in government policies with respect to state enter-
prises, collective farms and the private sectors.

The decline in the share of budgetary saving in the
total was associated with a rise in the saving and in the
degree of self-financing of the state enterprise sector,
reflecting important alterations in government policy.
At the beginning of the decade, most of the profits were
transferred to the budget regardless of the financial
needs of the enterprises, which were served instead by
budgetary grants. This policy, tending to maintain strict,
centralized control over the finances of the enterprises,
was subsequently altered so as to leave a much greater:
portion of the profits at the disposal of the enterprises.
An important factor influencing this change was the in-
creased emphasis placed on expansion of output through
technical improvements in the existing enterprises rather
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than through new construction. This policy reduced the
need to transfer funds from old to new enterprises
through the state budget. The increase in the share of the
saving of the state enterprise sector in total saving was
also influenced by price reforms which, by eliminating
deficits or increasing the profits of enterprises, reduced
their reliance on budgetary grants.

The state enterprise sector was not the only benefi-
ciary of shifts in the sectoral distribution of saving ; the
collective farms and the private sector also substantially
increased their share of total saving. In the collective
farm sector, this change came about largely through a
rise in money earnings and in the undistributed revenue
of the collective farms resulting from increases in the
prices paid by the state purchasing agencies. The rise in
private saving was influenced by several factors: a sub-
stantial improvement in real personal income, an in-
crease in the availability of durable consumer goods
and--probably most important--an increase in the sup-

ply of investment goods allocated by the state authorities
to private housing construction. As a result of all these
changes, the sectoral distribution of saving was quite
different at the end of the period from that at the begin-
ning. While data limitations prevent a statistical de-
scription of these changes in some of the centrally
planned economies, sutficient information is available
to indicate that in five countries in 1958-1959 budgetary
saving amounted to only about a half or less of total
saving. In some countries private saving, and in others
the saving of the state enterprise sector, ranked second
in importance. The saving of collective farms was
generally less significant, ranging from a negligible
proportion in Poland to about 11 per cent of the total
in Bulgaria.

the supply of physical resources allocated to their invest-
ment. Subsequently, when the investment drive slack-
ened, a change in this policy had the direct effect of
increasing private and collective farm saving. Similarly,
the rate of saving in state enterprises increased as a
result of modifications to methods of their financing
which were associated with a deceleration in the growth
of investment.

The directions taken by international capital flows
were largely but not entirely influenced by the differ-
ences in the level of industrial development among the
various centrally planned economies. The bulk of the
foreign loans was received by the less industrialized
European and Asian countries. Among the lending coun-
tries, by far the most important was the Soviet Union,
but substantial loans were also granted by Czechoslo-
vakia and Eastern Germany and, rather surprisingly, by
mainland China. Although the credits received by the
latter country from the Soviet Union were very con-
siderable, the loans granted by mainland China to other
countries were not much smaller, and if account is taken
of the repayment of loans, mainland China, the least
developed country of the group, appears as a net ex-
porter of capital.

Although variations in the sectoral distribution of
saving were due in large part to variations in govern-
ment policies, they also reflected changes in the share of
national income devoted to investment. During the
earlier period of development, the mobilization of an
increasing share of the national income for productive
investment in the state enterprise sector had as its
counterpart a considerable restriction on the growth of
the income of collective farms and households and on

The flow of credits was not always synchronized with
the intensity of the investment drive in the receiving
countries. In some cases most of the credits were received

during periods characterized not by an expansion of
investment but by rising claims for consumer goods.

The share of foreign loans in total saving both in
lending and in borrowing countries was relatively small
throughout the period, especially if calculated on a net
basis. But the actual impact of the inflow of foreign
capital on the development of the receiving countries
was at times considerably greater than would appear
from the quantitative ratios relating to the whole decade.
The loans received in the form of machinery and equip-
ment for strategically essential industries played a con-
siderable role in the post-war recovery of several coun-

tries, and in the initiation of their industrialization. In
the subsequent period, the loans were largely used by
receiving countries to overcome specific shortages that
impeded their further economic growth or stability.
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Chapter 4

RECENT  TRENDS  IN  INDUSTRIAL  COUNTRIES

The year 1960 was characterized by diverging trends
in demand and output in North America on the one
hand, and in western Europe and Japan on the other.
At the beginning of the year demand was buoyant
throughout the industrial countries. In the United
States the rapid recovery from the impact of the steel
strike led to expectations that 1960 would be another
boom year. In several western European countries, in

contrast, there was a likelihood that expansion might
be slowed down by the growing pressure on productive
capacity and by the increasing tightness of labour sup-
ply. In fact, demand in the United States faltered in
the second quarter of 1960 and a mild recession devel-
oped during the second half of the year. The level of
output for the year as a whole nevertheless surpassed
that for 1959, though the rate of increase was, of course,
substantially lower than in the preceding year. In most
western European countries and Japan, supply proved
to be more elastic than had been anticipated; and as
total demand continued to rise in 1960, output generally
expanded at a higher rate than in !959. However, be-
cause of the setback in North America, the over-all rate
of growth for industrial countries declined from 6 per
cent in 1959 to 4 per cent in 1960 (see table 4-1).

when inventory accumulation, fixed investment and ex-
ports declined simultaneously. But domestic expansion
soon resumed its strength and consequently output in
the fourth quarter of 1960 recovered to a level above
that of the first quarter. Unemployment, which had
failed to decline in line with the recovery of output after
the 1957-1958 recession, rose substantially both in
Canada and in the United States.

Industrial Countries: Gross NationalTable 4-1.
Product, 1958-1960a

(Indices at constant prices; 1957 = 100)

Industrial        North         Weslern
Year               countries        America         Europe

1958  ..............  100         99        102

1959  ..............  106        105        106
1960  ..............  110        108        113

Source: Division of General Economic Research and Policies of
the United Nations Secretariat, based on data from replies of
Governments to the United Nations questionnaire of November
1960 on economic trends, problems and policies; Organisation for
European Economic Co-operation,  General Statistical Bulletin
(Paris), and official national sources.

a Regional totals are derived from country data at prices and
exchange rates of 1954. Total for industrial countries includes
Japan, for which data refer to fiscal years beginning in April.

The 1960f61 recession in the United States was
initiated by a sharp fall in the rate of inventory accu-
mulation, which more than offset the expansionary effect
of advances in other demand components, notably in
exports and public consumption. In the first quarter of
1961, however, there was also a small decline in the
volume of final purchases of goods. In Canada, the
upswing was brought to an end at about the same time,

In most western European countries the rise in total
output attained peak rates in the early part of 1960.
During the rest of 1960 output continued to advance
but, generally, more slowly; in a number of countries,
however, rates of expansion tended to stabilize towards
the end of the year. The principal factors in the ex-
pansion of 1960 were an upsurge of industrial in-
vestment in plant and equipment and the continuing
buoyancy of consumer demarid for durables and other
manufactures. Early in the year the expansion was also
enhanced to some extent by stoekbuilding, although in
view of their high import content, changes in inven-
tories tended to have a more limited effect on domestic
output in the western European countries than in the
United States. The decline in the rates of growth in the
course of 1960 resulted partly from a weakening of
demand for exports, particularly to the United States,
and to some extent also from measures of restraint

which several countries had introduced at the height
of the upswing early in the year. The impact of these
measures was especially evident in the slackening of
the pace of residential construction, which had contrib-
uted largely to the upswing of activity in 1959. In addi-
tion, government consumption and public construction
were held down in several countries for the purpose of
reducing pressure on resources. The main features of

the 1958-1960 upswing are shown in table 4-2.

The expansion in western Europe in 1960 was accom-
panied by rising demand for labour and further reduc-
tions in the level of unemployment. Many countries
experienced a growing shortage of skilled labour, espe-
cially in the construction and engineering industries,
but there was generally no over-all labour shortage.
Tightening labour markets in western Europe brought
about some acceleration of wage increases, which began
to exert pressure on prices in the latter part of the year
when the rise in output slowed down. Price increases,
however, remained moderate. The relative stability of
prices in 1960 reflected in part a decline in import
prices for industrial materials and foodstuffs, as well
as satisfactory crops in the majority of countries, which
helped to keep domestic food prices stable.

129
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Table 4-2.  Gross :National Product and its Major Components, 1957-1960a

(At constant prices; as percentages of 1957 gross national product; for 1958-1960, increments from preceding year)

Exports and imports of
Gross        Personal    Government      Fixed     Change in             goods and services

Country and year                      national       consump-     consnmp-       invest-        inven-
product          lion           lion          ment         tortes      Balance      Eÿports       Imports

Westernÿrÿeb
1957  ..........................  100.0      64.8      13.7      19.4      1.7      0.3      23.5      23.1
1958  .........................  2.1       1.5       0.2       0.5    --0.5      0.5       0.7       0.3

1959  .........................  4.4       2.4       0.6       1.3    -0.1      0.1       2.2       2.1
1960  .........................  6.4       3.6       0.7       2.0      1.4    -1.2       2.6       3.7

Austria
1957  .......................  100.0       65.4       12.0       22.1       1.5     -1.0       28.4       29.4

1958  .......................  3,3       2.7       0.5       0.7      --    -0.6       0.2       0.8

1959  .......................  3.9       3.4       0.4       1.1      0.5    -1,5       2.6       4.0
1960  .......................  9.0       4.9       0.2       3.0      ...    -3.4       3.6       7.1

Belgium
]957  .......................  100.0      71.4       9.8      15.4      1.4    --2,0      35,6      33.7
1958  .......................  -1.8           -1.8              0.2           -0.8         -1.4            1.9              1.2           -0.8

1959  .......................  2.5              3.6              0.3              0.6            0.3         --2.3               1.7              4.0

1960  .......................  4.8  .....................

Denmark
1957  .......................  100.0            68.1             12.5             16.3            2.1            0.9            35.3            34.4
1958  .......................  2.8              3.1              0.2               1.1         -2.6            1.0              3.2              2.2

1959  .......................  5.5       4.0       0.6       3.0      3.3    -5.3       2.0       7,2
1960  .......................  5.8       4.5       0.5       2.2    -0.3    -1.1       3.2       4.4

nlandÿ
1957  .......................  100.0      63.2      11.7      25.5      ...    -0.4      22.6      23.0
1958  .......................  0.2     -2.2       0.3       0.2      ...      1.9     -0.4     --2.3

1959  .......................  6.5       4.2       1.0       1.9      ...    -0.6       3.5       4.1
1960  .......................  8.2       5.2       0.6       4.7      ...    --2.3       4.2       6.5

France
1957  .......................  100.0      67.3      14.2      18.7      1.9    -2.1      13.9      16,0
1958  .......................  1.3       0.1     -0.5       0.3      0.3      1.1       0.5     -0.6

1959  .......................  2.1       0.6       0.5       0.1    -1.1      2.0       1.5     -0.5

1960  .......................  5.2       2.9       0.7       1.0      0.7    -0.1       2.3       2.3

Germany(ÿderalRÿublic)
1957  .......................  100.0       59.6       12.3       21.5       2.6       4.1       25.5       21.4

1958  .......................  3.3       2.8       1.0       1.3    -0.8    -1.1       1.1       2.2
1959  .......................  6.9       3.5       1.2       2.5      0.4    -0.8       3.7       4.5

1960  .......................  8.8       5.1       1.0       2.9      0.5    -0.8       3.9       4.7

aÿ
1957  .......................  100.0            66.6            11.1            21.7            0.5             --             15.3            15.3

1958  .......................  4.4       2.0       1.1       0.3      0.1      1.0       0,7     -0.2
1959  .......................  6.9       3.4       0.2       1.8      0.1      1.3       2.7       1.3

1960  .......................  7.4       4.6       0.7       3.4      1.1    -2.3       3.7       6.0

erlan&
1957  .......................  100.0      61.3      13.0      25.0      2.8    -2.1      53.3      55.4
1958  .......................  1.7       0.4     -0.6     -2.8    --2.5      7.2       4.4     -2.8

1959  .......................  5.7       2.0     -0.3       2.8      1.6    -0.5       6.5       6.9
1960  .......................  9.9       3.8       0.4       2.7      3.3    --0.2       6.8       7.2

rwÿ
1957  .......................  100.0      59.7      12.0      28.7      0.9    --1.2
1958  .......................  --0.2       0.1       0.4       1.4    --1.8    -0.4

1959  .......................  4.3       3.0       0.6     -1.2    -0,3      2.2
1960  .......................  7.0       3.7       0.3       0.8      3.0    -0.8

44.0      45.3
1.2       1.5
3.9       1.7
4.4       5.2

e&ÿ
1957  .......................  100.0      61.4      16.6      20.0      2.2    -0.2

1958  .......................  0.9       1.6       0.6       1.8    -2.4    -0.8
1959  .......................  5.6              2.4              1.0              2.5         -0.5            0.3
1960  .......................  2.7       1.3       0.6       0.7      1.5    --1.4

24.8      25.1
--0.2       0.4

1.5     1.3
3.2       4.7
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Table 4-2.  Gross National Product and its Major Components, 1957-1960a
(continued)

(At constant prices; as percentages of 1957 gross national product; for 1958-1960, increments from preceding year)

Exporls and imports of
Gross       Personal    Government     Fixed     Cÿ. nge in            goods and services

Country and year                         national       consamp-     consump-       invest-        znven-
product          lion           lion          merit         tortes      Balance      Exports       Imports

United Kingdom
1957  ........................  100,0      67.6      15.4      15.4      1.3      0.3
1958  .......................  1.3       1.7     -0.1       0.2    -0.7      0.2

1959  .......................  2.8       2.8       0.3       0.9      0.2    -1.3
1960  .......................  4.8       2.5       0.5       1.6      2.2    -2.0

27.1    26.7

0.7       2.0
1.2       3.1

North America
1957  .........................  100.0      65.3      16.5      17.1      0.4      0.7
1958  .........................  -1.0       0.7       0.7     -1.2    -0.5    -0.8

1959  .........................  6.2       3.7       0.4       1.3      1.4    -0.6

1960  .........................  2.7       1.7       0.i       0.3    --0.7      i.I

6.9    6.2
-0.7       0.1

0.2       0.8
0.8     -0.2

Canada
1957  .......................  100.0      67.4.      12.3      25.0      0.6    --5.3      22.5      27.7
1958  .......................  I.I       2.1       0.6     --1.3    --1.9      1.9       0.4     --,1.5
1959  .......................  3.2              3.0           --0.3           --0.3            2.1         --2.1              0.4              2.7

1960  .......................  2.2              2.1              0.i           --i.i            0.4            0.9              0.7           --0.4

iadStates
1957  .......................  100.0      65.3      16.8      16.5      0.3      1.1       6.0       4.8
1958  .......................  -1.2     -0.6       0.7     -1.2    -0.3    -1.0     -0.8       0.2

1959  .......................  6.5       3.8       0.4       1.3      1.5    -0.5       0.1       0.7
1960  .......................  2.7       1.7       0.1       0.5    --0.7      1.1       0.9     --0.2

Japane
1957  .........................  100.0      59.9       9.9      25.8      4.6    --0.1      13.7      13.8

1958  .........................  3.6              3.4              1.0              2.7         --4.3            0.7              0.I           --0.6

1959  .........................  18.3              4.4              0.8              6.7            8.6         -2.2              2.1              4.3
1960  .........................  13.3       5.0       1.6       9.4    -1.1    -2.4       1.5       3.9

Source: See table 4-1.
" Data conform as far as possible to the OEEC system of

national accounts. Regional totals are deft'ted from country data
at prices and exchange rates of 1954.

b Excluding Austria and Belgium.

Despite the downturn of demand in North America,
the trade of industrial countries rose to a peak level in
1960. As import demand declined in North America
an import boom of unprecedented magnitude developed
in western European countries, which gave fresh im-
petus to the expansion of world trade. This upsurge of
demand supplied the main stimulus to a recovery of
exports from the United States and to a further expan-
sion in the exports of primary producing countries. It
also led to a considerable acceleration of trade within
western Europe, especially among the members of the
European Economic Community.

The expansion of exports from western Europe was
arrested after the first quarter of 1960 when United
States imports began to decline, and trade balances
deteriorated progressively during the rest of the year.
The deterioration occurred principally in trade with
the United States, where the trade balance recorded a
corresponding improvement. But despite this shift in
external balances, the rate of reserve accumulation ac-

celerated in western Europe, while the United States
reserve position deteriorated no less than in 1959. This
development resulted primarily from a large outflow

Personal consumption includes changes in inventories.

a Exports include net services; imports refer to merchan-
dise only.

e Fiscal year beginning 1 April of year stated.

of short-term funds from the United States during the
latter part of the year, chiefly to western European
financial centres.

Relying primarily on credit policy to restrain the
upsurge of demand, several western European countries,

notably the Federal Republic of Germany and the
United Kingdom, raised discount rates early in 1960.
As the pace of activity slackened in the United States
and credit was eased, interest rate differentials widened
and United States funds were attracted to western
Europe. The re-emergence of large-scale movements of

"hot money" as a major source of payments disequi-
librimn was facilitated by the elimination of payments
restrictions in the major European financial centres. The
outflow of United States funds was also enhaiÿced by
speculation on a possible realignment of exchange rates,
and it occasioned a substantial drain of the United
States gold reserve. To stem the inflow of United States
funds, and in an effort to co-operate in preventing a
further deterioration of the United States balance of
payments, discount rates were lowered in the Federal
Republic of Germany and the United Kingdom late in
1960 despite continuing domestic demand pressure.
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The experience of 1960 has focused attention on the
limitations of credit policy, as a regulator of domestic
economic activity. In view of inevitable differences in
the timing of cyclical changes in the major industrial
countries, reliance on the interest rate as the principal
instrument of anti-cyclical policy is liable to give rise
to interest rate differentials, which may set in motion
international flows of short-term funds. So long as basic

balance of payments disequilibria persist in some of
the major industrial countries, "hot money" movem@ts
can be expected to produce recurrent payments crises.

While the elimination of structural imbalance remains
the chief goal of government policy in the field of in-
ternational payments, increasing consideration is also
being given to the question of appropriate domestic
anti-cyclical policies.

Domestic developments

THE  DOWNTURN  IN  NORTH  AMERICA

The decline of output in the United States which began
in the second quarter of 1960 brought to an end the
shortest of the post-war upswings. The rise in industrial
production had lasted only twenty-five months when the
downturn began, compared to thirty-five months of
expansion during the years 1954-1957, and forty-five
months in 1949-1953. A comparison of the cycle of

1957-1960 with the preceding one sheds some light on
the factors that have accounted for the brevity and lack

of vigour of the recent upswing. As table 44 shows, the

average annual rate of growth in gross national product
was higher during the period 1957-1960 than in 1953-
] 957, but the expansion of final demand in the private
sector slackened considerably between the two cycles.
The factors which accounted for the more rapid growth
in 1957-1960 were to some extent accidental: an ab-
normally high rate of inventory accumulation in the
first quarter of 1960 after the termination of the steel
strike, which raised the 1957-1960 growth rate; and
cutbacks in defence expenditure during the period 1953-
1957, which depressed the over-all growth rate of that
period. But the more important fact is that the growth

?able 4-3.  United States: Average Quarterly Changes in Selected
Economic Indicators During Recent Business Cyclesÿ

(Percentage)

Item

During entire
During expansion            During conlraclion              business cycÿ

195&1957  1958-t960 t953-t95ÿ t957-1958 1960-196t 1953-1957 1957-1960

Gross national product  ...........  1.0      1.4    -0.9    -2.4    -0.7    ; 0.6     0.7

Final purchasesb  ...............  1.0      1.1    -0.5  . -1.4    -0.1      0.6      0.6
Private purchasesc.  ..........  1.3      1.2    -0.2    -2.0    --0.4     0.9     0.6

Personal consumption  ......  1.1      1.2      --    --0.8    -0.4      0.9      0.8

Durables  ...............  1.5      2.1    -1.0    -5.4    -3.6      0.9      0.7
Gross private fixedinvestment..   0.8      1.4      0.1    -4.8    -2.2      0.8      0.2

Producer durables  .........  1.4      1.9    -1.5    --9.5    -3.3      0.7    -0.3

Government purchases  .......  -0.1      0.4    -3.0      1.6      1.2    -0.8     0.7

Manufacturing production  ........  1.6      2.8    -2.3    -5.1    -2.8      0.5      0.7

Durables  .....................  1.7      3.2    - 3.7    - 7.4    - 3.6      0.2      0.3
Non-agricultural employment  ......  0.7      0.7    -0.8    -1.5    -0.7     0.3      0.1

Manufacturinga  ...............  0.4      1.0    -2.9    -4.0    -2.7    --0.5    -0.4

Durable goods industries  .....  .   0.7      1.3    --3.9    --5.6    -3.6    -0.6    -0.6

Unemployment°.  ................  -- 1.7    -- 1.9     3.3      3.6      1.6      1.0      0.8
Total personal income  ............  1.7      1.6      "ÿ    --0.1      0.1      1.2      1.2

Wage and salary disbursements
in manufacturing  ............  2.0     2.1    -2.1    -2.8    -2.0     0.9     0.8

TOTAL TRANSFER PAYMENTS  ......  2.4     1.0     3.4     6.1     3.1     2.7     2.4

Source: Division of General Economic Research
and Policies of the United Nations Secretariat,
based on data from United States Department of
Commerce, Survey of Current Business, Business
Statistics and U.S. Income and Output (Washington,
D.C.).

Changes computed from seasonally adjusted
monthly or quarterly data. For the monthly data,
three-month averages centred on the month of
business cycle turning point have been used. The
turning point months (July 1953, August 1954,
July 1957, April 1958 and May 1960) and quarters
(second quarter 1953, second quarter 1954, third
quarter 1957, first quarter 1958 and second quarter

1960) up to May (second quarter) 1960 are accord"
ing to the National Bureau of Economic Research.
February (first quarter) 1961 is the latest period
for which data are included in the table.

b Gross national product less change in inven-
tories.

Final purchases less government purchases of
goods and services.

d Production workers only.
e Absolute change in unemployment as a per-

centage of civilian labour force. For example, the
averages for August 1954 and July 1957 were 6.0
and 4.3 per cent, respectively, and the change
shown in the table for 1954-1957 is --1.7.
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of final demand has become less vigorous during the
recent cycle, measured from peak to peak, than during
the previous one. In particular, private fixed invest-
ment, and especially investment in machinery and equip-
ment, has expanded less rapidly, owing in part at least
to the existence of considerable excess capacity.

The setback in 1960 was nevertheless relatively mild.
Gross national product in real terms declined less dur-
ing the first two quarters of recession than in the cor-
responding period  of earlier  recessions,  and  final
demand even recorded a moderate advance. Unemploy-

ment, none the less, rose sharply. The decline of total
output during the second quarter of 1960 was preceded
by a period of stagnation in total manufacturing produc-
tion and of rapidly declining output in the primary
metals sector.

Although a number of factors combined to bring the
upswing to an end and to reverse the trend of produc-
tion, its immediate cause was, as noted earlier, a sharp
decline in the rate of inventory accumulation after the
first quarter of 1960 (see table 4-4). Throughout the
upswing of 1958-1960 inventory movements had strongly
influenced its course. Stockbuilding, for its part, was
affected by the strike in the steel industry in 1959. In
the first half of 1959 intensive stoekbuilding in antici-
pation of the strike contributed to an acceleration of the
pace of expansion. The strike, which extended over most
of the second half of the year, was accompanied by
inventory liquidation in the durable goods sector. The
settlement of the strike in November 1959 was followed
by an upsurge of inventory investment as steel using
industries rebuilt their depleted stocks of materlals, and
restocking also took place throughout the channels of

Table 4-4.  North America: Gross National Product and its Major Components, by Quarter, 1958.1960

(Change from preceding quarter; seasonally adjusted annual rates)

Personal                Gross fixed
Change                 consumption                investmenta                       Balance

Gross       m                                                                       Govern-      of
Country, unit and period                 national   business    Final                                         Resi-   Machinery   ment      goods

product    inveu-    demand                                    denlial     and     expendi-    and
tortes                 Tolal    Durables    Total    construc-   equip-     lurea    services

lionb      ment

United States
(billions of 1954 dollars)
1958

Third quarter  ................  8.5     2.8    5.7

Fourth quarter  ...............  11.2     4.2    7.0

1959
First quarter  .................  8.6      3.9    4.7

Second quarter  ...............  11.3      3.3    8.0
Third quarter  ................  -7.9  -10.1    2.2

Fourth quarter  ...............  2.8     3.8  -1.0

1960
First quarter  .................  11.4     6.0    5.4

Second quarter  ...............  1.7    -5.0    6.7
Third quarter  ................  -4.2   -4.2     --

Fourth quarter  ................  -1.0   -3.0    2.0

3.6     0.3     0.2     0.9   --0.4     1.4     0.4
4.6          2.6          2.3          1.6          0.9          1.5       --1.3

4.5     1.7     2.1     1.5     0.2   -0.4   --1.6

6.1     2.3     2.8     1.2     1.7     0.I   --1.1
0.8   --0.4     0.1   --0.8     0.2   --0.7     2.l
2.0   --0.1   --1.1   --1.3     0.5   --2.0     0.2

2.0     0.7     0.8      --    0.2     1.1     1.4

3.5     0.1     1.6   --0.1     1.8     0.7     0.8
--i.4   --1.7     --  --0.2    0.2     m    1.5

0.7     1.0   -0.7   -0.4   --0.6     0.8     1.2

0.57 --0.06  --0.02     --   -0.08    0.08    0.05    0.09    0.12
--0.33 --0.12    0.48  --0.01  --0.53  --0.24  --0.16    0.13  --0.30

--0.56   0.84    0.04  --0.09    0.12    0.05  --0.04    0.21    0.54
0.35   0.24    0.52    0.30    0.15  --0.02    0.15    0.09  --0.45

0.55      0.01        0.32        0.06     --0.37     --0.07    --0.08        0.09    --0.22

--0.24   0.85    0.16    0.04    0.30  --0.08    0.26    0.17    0.17
0.31    --     0.30  --0.04    0.13  --0.03    0.15  --0.21  --0.27

--0.28   0.72    0.33     --   --0.06    0.04  --0.12    0.06    0.38

0.21  0.09
--0.07   0.56

Canadac
(billions of Canadian dollars at
current prices)
1958

Third quarter  ................  0.30

Fourth quarter  ...............  0.48

1959
First quarter  .................  0.56
Second quarter  ...............  0.61

Third quarter  ................  0.31

Fourth quarter  ...............  0.44

1960
First quarter  .................  0.51

Second quarter  ...............  -0.45

Third quarter  ................  0.28
Fourth quarter  ...............  0.60

0.28    0.08  --0.08    0.04  --0.04    0.10  -0.29
0.48    0.10    0.07    0.08    0.09     --   -0.15

Source:  Canada, Dominion Bureau of Statistics, National
Accounts Income and Expenditure, fourth quarter and preliminary
annual, 1960 (Ottawa) ; United States Department of Commerce,
Survey of Current Business, and Economic Report of the President,
January 1961 (Washington, D.C.).

Public investment included in government expenditure.
b Residential non-farm construction for the United States;

new residential construction for Canada.
Changes in gross national product include "'residual error",

which is not shown separately in the table.
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distribution for durable goods in anticipation of a
strong advance in final demand. When this process came
to an end in the second quarter of 1960, the rate of
accumulation was sharply reduced. Business policies
regarding inventories became more cautious as the year
progressed and the growth of final demand failed to
come up to expectation. By the last quarter of the year
inventory liquidation was wide-spread.

Final demand, which had slackened during the strike,
made a good recovery in the first half of 1960. After the
middle of the year, however, domestic demand in the
private sector  declined,  further advances in  final
demand being confined to the public and external sec-
tors. The contraction of final demand began with a sharp
decline in consumer expenditure on durables during the
third quarter of the year, and subsequently spread to
business fixed investment.

starts fell by 17 per cent. Tight credit conditions that
prevailed in the latter part of 1959 and during a good
part of 1960 were the main contributing factor. In
the second half of 1960, the situation in the mortgage
market was eased and borrowing costs were lowered as
a result of government anti-cyclical measures. The

response to these stimuli was, however, not immediate.

But in the fourth quarter of the year there was a sign of
some recovery, as reflected, for example, in the increase

of the number of applications for mortgage backing by
the Federal Housing Administration and the Veterans
Administration.

Personal consumption played an important part
throughout the cycle of 1958-1960. During the 1957-
1958 recession, personal income had declined little, and
when it began to advance in the second quarter of 1958,
consumer spending, especially on durables, was stepped
up, partly as a result of the early recovery of residential
construction. The rise in personal consumption was

slowed down considerably after mid-1959 with the lev-
elling off of consumer income during the steel strike.
Modest increases in consumer spending during the
second half of 1959 occurred at the expense of personal
saving. The subsequent recovery of income in 1960 was
accompanied by a rise in the rate of personal saving, as
consumption expanded less rapidly than income.

During  1959,  government  expenditure  declined,
partly in accordance with the federal programme for
a balanced budget and partly as a result of a retarda-
tion of construction by local and federal authorities
during the steel strike. Public construction recovered
early in 1960 and the decline in federal expenditure was
reversed late in the year. Government expenditure there-

fore was a mildly expansionary force in 1960. The part
played by the public sector in bolstering demand was
not confined to its own outlays on goods and services.
As noted earlier, transfer payments also advanced rap-
idly, and, in addition, disbursements by the Commodity
Credit Corporation to farmers increased in the second
half of 1960.

Export demand began to recover in the latter part of
1959, and its vigorous expansion during the first nine
months of 1960 acted as a brake on the decline of final
demand. The factors responsible for the recovery are
analysed in a later section.

During the second half of 1960 income from employ-
ment in the private sector declined steadily in conse-
quence of rising unemployment and a shortening of the
work week. Other income components, including labour
income in the public sector and personal interest income,
continued to advance, and transfer payments played
their stabilizing role. The level of total consumer income
was therefore not affected by the contraction of the pri-
vate wage and salary bill, but as the buildup of savings
continued in the third quarter of the year personal con-
sumption declined. The relative sluggishness of con-
sumption during the first half of 1960 was a develop-
ment that had not been foreseen. It led in the first
instance to over-stocking and subsequently contributed
to the sharp decline in the rate of inventory accumula-
tion. Business outlays for plant and equipment, which
had started to recover later than other demand com-
ponents in 1958, continued to rise vigorously in the first
half of 1960. But as the inventory cycle began to turn
downwards and consumer demand slackened, the exist-
ing productive capacity proved more than adequate and
investment programmes were curtailed.

Housing construction in the United States, which had
reached a peak early in 1959, declined continuously
until the second half of 1960. Its level in 1960 was 7 per
cent below that in 1959 and the number of new housing

Variations in demand affected chiefly industrial pro-
duetion in the United States. Total manufacturing pro-
duetion rose by 20 per cent from the first quarter of
1958 to the second quarter of 1959. Following the
setback during the steel strike it recovered by the first
quarter of 1960 to a level slightly above the pre-strike
peak. This level was maintained up to the middle of
the year. The decline of demand during the second half
of 1960 was reflected in a 7 per cent reduction in indus-
trial output between June and December. Output of
durable goods contracted more sharply than the pro-
duction of non-durables, the latter being less affected by
the reduction in inventory accumulation.

The decline 'of demand in the United States had seri-
ous repercussions on the steel industry. After the restock-
ing was completed, orders and output declined rapidly.
The seasonally adjusted production index for the iron
and steel industry declined from 114 (1957= 100) in
the first quarter of 1960, to 92 in the second quarter,
76 in the third quarter and 68 in the last quarter of the
year. During most of the second half of 1960 capacity
utilization did not exceed 50 per cent.

However, despite the general slackening of demand,
1960 was a relatively good year for the motor-ear in-
dustry. Production exceeded the previous year's level
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by 1.1 million units, but about two-fifths of the rise in
output went into inventories which were rebuilt early
in 1960 and remained high throughout the year. Part
of the rise in sales represented a displacement of foreign
ears, imports of which declined by about !75,000 units
from their 1959 level.

In Canada signs of recession began to appear in the
first quarter of 1960, when final demand declined as
the result of a reduction in consumer spending and of
a further drop in residential construction which had
been falling since the beginning of 1959. In the second
quarter reeessionary tendencies became more wide-

spread, extending to industrial fixed investment and
inventory accumulation. In addition, contractive forces
which began to gain ground in the United States spread
to Canada through the decline in United States import
demand, which was reflected in a sharp drop in Cana-
dian exports in the second quarter of the year. The
rising trend of demand in Canada was sharply reversed
in that quarter and gross national product fell by 1.5
per cent. However, personal consumption showed con-

siderable strength during the downturn in the second
quarter, and it continued to rise during the rest of the
year. Although inventory liquidation continued, fixed
investment recovered in the second half of 1960. Total
demand consequently began to recover in the third
quarter and continued to advance more rapidly in the
last quarter of the year when the inventory movement
was reversed.

technological development including the spread of auto-
mation and changes in population growth also con-
tributed to the rising rate of unemployment in the
United States. The general decline in coal mining,
sectors of the metal manufacturing industry and the
textile industry has made for much higher than average
unemployment in areas that are heavily dependent on
these industries. Furthermore, the rising trend of the
average age of the labour force which prevailed during
most of the nineteen fifties is in the process of being
reversed, as a result of the high post-war birth-rate. The
number of annual entrants into the labour market has
already begun to increaseÿ but the steepest rise is yet
ahead.

Wage increases were moderate both in Canada and
the United States, but their impact on costs became more
marked as activity declined and idle capacity increased
(see table 4o-5). Prices in 1960 were relatively stable,
reflecting a decline in the prices of durables offset by
moderate advances in those of non-durable manufac-

tured goods and foodstuffs.

In Canada unemployment increased as entrants into
the labour force exceeded the growth of employment
opportunities. Total civilian employment recorded only
a brief setback early in 1960, and subsequently resumed
its slow advance. In the United States the decline of
activity reduced civilian employment by around one
million or 1.5 per cent between June and December
1960, and unemployment rose from 5.5 per cent to 6.8
per cent of the civilian labour force. The unemploy-
ment rate in this country and the average duration of
unemployment have been higher, at each successive
cyclical peak since 1953, as shown in the following
table :

Unemployment and duration of unemployment in the
United States

Apart from the lower rate of growth in total output,
factors such as shifts in demand and industry location,

Source: United States Department of Labor, Monthly Labor
Review (Washington, D.C.).

Unemployment as
percentage of        Average duration

Peak quarter              civilian labour      of unemployment
force              (weeks)

1953 :
Second quarter  ...........  2.3              8.3

1957:
Third quarter  ............  3.9             9.8

1960:
Second quarter  ...........  5.4             12.5

In the United States monetary and credit measures
which had been introduced as early as August 1958 to
check a possible over-expansion, and which had been
tightened in 1959, were reversed after the first quarter
of 1960. Interest rates fell throughout 1960, partly as
a result of two reductions in discount rates from 4o to
3 per cent, undertaken in the summer of 1960. Reserve
requirements of banks were eased in September and
December, and the margin requirements for purchases
of stocks were reduced from 90 to 70 per cent.

During the fiscal year 1959/60 the federal budget
attained a surplus of $1.2 billion after a deficit of $12.4
billion in the preceding fiscal year. The improvement
in the budgetary outcome resulted from rising revenues
during the upswing of activity and from some reduc-
tions in expenditures. The progressivity of the income
tax and lower unemployment compensation disburse-
ments strengthened the cash position automatically.
After the first quarter of 1960 these "built-in stabilizers"
slowly began to reverse their course. In the first quarter
of 1961 a number of steps were taken to accelerate the
transfer of purchasing power from the Federal Govern-
ment to consumers.

Residential construction, which had tapered off after
the middle of 1959, was stimulated in 1960 by measures
leading to a considerable easing of the federally con-
trolled mortgage market. At the beginning of 1961 the
maximum rate on mortgages issued by the Federal
Housing Administration was reduced by one-quarter of
one per cent. The Federal National Mortgage Associa-
tion increased its sale prices on mortgages more than
its purchase prices in order to attract funds to the
mortgage market. In May 1961, the maximum rate on
federally issued mortgages was again lowered by one-
quarter of one per cent. Highway construction was
stepped up in the second half of 1960, and other federal
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Table 4-5.  North America: Employment, Production, Wages and Prices, 1958-1960

Canada

1958      1959            1960              1958
Item

First     Second
half      half

United Slates

1959            1960

First     Second
half      half

Unemployment as percentage
of civilian labour forceÿ.,. 7.1     6;0     6.6     7.5       6.8

(Percentage change from preceding period)

5.5     5.2     6.0

Totalcivilian employments..  -0.5     2.8     0.7     0.6
Manufacturing productionS.   -2.7      7.0     0.9   --2.7

Output  per  man.hour  in
manufacturingÿ.  ........  1.8     4.8     2.5   -0.9

Hourly earnings in manufac-
turing  ..................  3.1     3.6     1.6     1.4

Consumer prices:
All items  ...............  ÿ 2.6     1.1     0.1     1.1
Food  ..................  3.0   -0.8   --1.2     2.5

-1.6     2.5     1.0     0.1

-7.3    13.7     4.9   -3.5

4.2          5.5          5.5       --0.5

2.9     4.2     2.8     0.4

2.7     0.9     0.6     0.9
4.2   -1.7     0.2     1.7

Source: Division of General Economic Research
and Policies of the United Nations Secretariat,
based on data from Canada, Dominion Bureau of
Statistics, Canadian Statistical Review (Ottawa);

United States Department of Commerce, Survey of
Current Business and United States Department of
Labor, Monthly Labor Review (Washington, D.C.).

Half-yearly data are seasonally adjusted.

building projects were started earlier than usual, as
funds became available.

In Canada, government transfer payments in 1960
advanced more sharply than in 1959 as a result of in-
creased disbursements on account of unemployment
insurance benefits, old-age pensions and family allow-
anees. The Government also took measures to reduce

seasonal unemployment during the winter of 1960/61
by advancing the starting date of the Municipal Winter
Works programme and by extending its coverage to
include additional types of projects. An easing of credit
was reflected in a decline of interest rates on short-term
securities from a post-war peak late in 1959 to a low
point in September 1960 which equalled that reached
during the recession of 1957-1958.

THE  COURSE  OF  THE  EXPANSION  IN  WESTERN  EUROPE
AND JAPAN

particularly marked in 1960. An indication of these
inter-country differences is provided by t.he movements
of the index of industrial production which are shown
in table 4-6. In the Federal Republic of Germany, Italy
and the Netherlands, where activity had slackened only
briefly in 1958 and where expansion in 1959 had been
rapid, growth rates in 1960 were once again above the
"average for the area. Of the two other countries where

there was also a boom in 1959, Denmark did not achieve
any further advance in the rate of expansion in 1960,
and the upswing in Sweden slowed down appreciably,
partly as a result of vigorous government measures to
restrain demand. In the remaining countries, where the
upswing had got under way somewhat later, trends in
total output in 1960 varied. Austria and Norway re-
corded high rates of growth throughout 1960, but the
expansion in Belgium, France and the United Kingdom,
though appreciable for the year as a whole, was some-
what irregular.

In western Europe the main factors sustaining the
expansion in 1960 were business fixed investment, espe-
cially in machinery and equipment, and private con-
sumption. The rise in exports, which had contributed
to the expansion in the course of 1959, levelled off after
the first quarter of 1960. Inventory accumulation ac-
celerated from mid-1959 to mid-1960, but subsequently
slackened, except in countries such as the United King-
dom where an involuntary accumulation of stocks of
finished products occurred. The building up of stocks
of intermediate products and finished goods, which had
enhanced the rise in output in 1959, probably became
less important as an expansionary factor in 1960.

Despite a general similarity in the pattern of changes
in demand and supply in the various western European
countries during the upswing of 1958-1960, differences
in timing and in rates of growth in total output became

In the Federal Republic of Germany, the current ex-
pansion had started as an investment boom and had
spread in the course of 1959 to all sectors of the econ-
omy. Towards the end of that year, investment in
machinery and equipment and export demand rose
particularly rapidly. Since the country had experienced
no significant recession in 1958, the continuous expan-
sion in demand led to a shortage of labour and the full
utilization of productive capacity in many industries
earlier than in other industrial countries. In 1960 the
investment boom continued under the influence of opti-
mistic expectations in the business sector and the stimu-
lus provided by shortages of labour. At the same time,
private consumption rose more rapidly than in the two
preceding years, reflecting mainly increases in wages.
Gross national product rose by 8.8 per cent in 1960, as
compared with 6.9 per cent in 1959. By the end of 1960,
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Table 4-6.  Quarterly Changes in Industrial Production, 1959 and 1960

(Percentage change from preceding quarter; seasonally adjusted)

1959                                         1960

Country               Firsl      Second     Third     Fourth      First      Second     Third     Fourth
quarter     quarter     quarter     quarter     quarter     quarter     quarter     quarler

Austria  .................  1       --        2        3        3        ]        2        4
Belgium  .................  --        4        2        5      - 1        2       --
Denmark  ................  -- i        5        4        3       --      -- I        i      ' "i

France  ..................  --        4        2        5      -- 1        2        4        1

Germany (Federal Republic)     1        2        3        5        3        2       --        3
Italy  ....................  3     - 1       3       8       4      2       2       2

Japan  ...................  6        8        7        6        9        2        6        4
Netherlands  .............  3       3        1       3       6       5     - 3       3
Norway  .................  -- I        4        1        i        2        4       --        1

Sweden  .................  2      - 1        2        5        1       --        3        1

United Kingdom  ..........  2       3       3       4       2       1        1     - 1

Source: Division of Genera! Economic Research
and Policies of the United Nations Secretariat,
based on data from Organisation for European

Economic Co-operation, General Statistical Bulletin
and from Ministry of International Trade and
Industry, Japan.

the pressure on capacity appeared to have somewhat
eased as a result of additions to plant and equipment
in the course of the year.

Expansion in the Netherlands had many features in
common with that in the Federal Republic of Germany.
Capacity became rather fully employed before the sum-
mer of 1960 and labour shortages were felt in most
sectors. The very strong expansion of 1959 none the less
continued in 1960 with undiminished vigour. Substan-
tial wage increases produced an upsurge of consumer
demand, especially for durables, and the industrial in-
vestment boom which had been in progress since mid-
]959 continued for a second year. These factors more
than offset the slackening of export demand, which had
been an important expansive factor in 1959 and early
in 1960.

control in 1960 by a tightening of building restrictions,
and the rise in fixed investment was consequently slowed
down in spite of an acceleration of investment in the
manufacturing sector. The expansion of demand for
consumer durables was also slackening. In Sweden de-
mand pressures had become intense in the closing
months of 1959 and the Government applied a wide
range of restraining measures. Consumption was held
back by the introduction early in 1960 of a 4 per cent
sales tax, and fixed investment was affected by a post-
ponement of public construction programmes and by
eredit restraints.

In Italy, as in the Federal Republic of Germany and
the Netherlands, the major factor in the expansion was
industrial investment and consumer expenditure on
durables. Since the level of consumption of durables in
Italy is low by European standards, the country's cur-
rent prosperity has produced an Upsurge of demand for
durables that has become an increasingly important
expansionary factor. Export demand, which had en-
hanced the upswing in 1959 and early in 1960, levelled
off in the later part of the year. In contrast to the ex-
perience of the other countries in this group, Italy's
labour supply remained ample, but the scarcity of
skilled labour in the industrial regions of the North
became more acute in the course of 1960. Its large man-
power resources enabled Italy to achieve the highest
rate of expansion of industria! output in western Europe.
The Italian Government maintained a somewhat ex-
pansionary policy throughout 1960, giving free reign
to imports to ease any strain that developed.

In Denmark and Sweden the expansion was affected
in varying degree by anti-cyclical policies. In Denmark
the previous year's housing boom was brought under

In Austria, Finland and Norway the expansion in
1960 folltowed more or less the same pattern as that in
most western European countries. There was an up-

surge of fixed investment in the manufacturing sector
accompanied by rapid increases in consumption, par-
ticularly of durables. Total fixed investment in Norway,
however, rose less thafi in the other two countries, owing
to reductions in investment in the shipping sector. All
three countries benefited from good or excellent har-
vests which contributed to the growth of total output.

In France the stabilization programme adopted in
December 1958 did not produce an immediate stimu-
lating effect upon the economy, but the upsurge of ex-
ports-led to a vigorous expansion of industrial produc-
tion after the first quarter of 1959. In 1960, while
exports began to level off in the spring of the year,
fixed investment and private consumption expanded to
provide the main stimulus to the economy. For the year
as a whole the gross national product rose substantially
faster than in 1959, but the increase was significantly
lower than that of the majority of western European
countries. A relatively low rate of growth was also re-
corded in Belgium. The slackening of export demand,
combined with the effect of restrictive measures intro-
duced for balance of payments reasons, curtailed sharply
the expansion of total demand in the latter part of 1960.
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In the United Kingdom, the growth of output in 1960
was the highest in a decade. The upswing, which had
started at the end of 1958, attained peak rates in the
winter of 1959/60. The growing labour shortage and
pressure on capacity in some key sectors of industry
led the Government to introduce various measures of
restraint, including a tightening of hire-purchase con-
ditions and of bank credit. Total output levelled off
after the second quarter of 1960, and declined slightly
in the last quarter. The decline in United States import
demand and the deterioration of export earnings in the
overseas sterling area brought the expansion of United
Kingdom exports to an early end, and resulted in a
significant setback to production in export-oriented in-
dustries, such as the motor-car industry. Import demand

was buoyant throughout 1960 and the United Kingdom
experienced a very substantial deterioration in its cur-
rent account balance in the second half of the year.

Table 4-7.  Gross Domestic Fixed Investment and
its Major Components, 1958-1960a

(At constant prices; percentage change from preceding year)

Country and item               t958    1959    1960

In Japan vigorous expansion continued in 1960; its
rate of growth was again the highest among the indus-
trial countries. In the second half of 1958 and in 1959
inventory accumulation played the dominant role in
stimulating expansion in total output. In 1960, a very
substantial increase in investment in machinery and
equipment, reflecting largely the accelerated effort of
the Japanese industries to absorb technological innova-
tions, became the main force in sustaining the continued
expansion. This was reinforced by steady increases in
private consumption and exports. Gross national product
rose by 11 per cent in 1960. The average rate of capacity
utilization in manufacturing rose continuously from the
middle of 1958 until the early part of 1960 and sta-
bilized at a level of about 85 per cent during the rest
of the year.

The total volume of fixed investment increased from
1959 to 1960 in all the western European industrial
countries, as well as in Japan. While fixed investment
continued to be the main expansionary force in most
countries, there were significant shifts in the role played
by its various components.

During the 1957-1958 recession and the early phase
of recovery, public investment had been stepped up to
offset declines in fixed investment in the business sector.
Residential construction has been increasingly used in
the post-war years by governments as a target for
counter-cyclical measures; thus its cyclical pattern has
tended to be the reverse of that of the general business
cycle. The volume of residential construction, which
had been slowed down considerably in 1958 by restric-
tive policies introduced in the later stages of the previous
upswing, was subsequently stimulated by anti-cyclical
measures, and it became the most buoyant component
of fixed investment in 1959 (see table 4-7). The boom
in residential construction again slowed down in 1960
in most western European countries. In Denmark, for

example, housing completions levelled off in 1960, re-
fleeting chiefly the impact of restrictive measures taken

Western Europe
Gross domestic fixed investment...     3

Machinery and equipment  ......  2

Housing  .....................  1

Austria
Gross domestic fixed investment    3

Machinery and equipment  ....  3
Housing  ...................  2

Belgium
Gross domestic fixed in,ÿestment  -5

Machinery and equipment  ....  7
Housing  ...................  - 23

Denmark
Gross domestic fixed investment    7

Machinery and equipment  ....  7
Housing  ...................  -6

Finland
Gross domestic fixed investment    1

Machinery and equipment  ....  4
Housing  ...................  - 12

France
Oross domestic fixed investment    2

Machinery and equipment...      4
Housing  ...................  1

Germany (Federal Republic)
Gross domestic fixed investment    6

Machinery and equipment...      7
Housing  ...................  8

Italy
Gross domestic fixed investment    1

Machinery and equipment...    -6
Housing  ...................  2

Netherlands
Gross domestic fixed investment -11

Machinery and equipment...   -16
Housing  ...................  - 5

Gross domestic fixed investment    5
Machinery and equipment...      8
Housing  ...................  - 7

Sweden
Gross domestic fixed investment    9

Machinery and equipment...      8
Housing  ...................  8

United Kingdom
Gross domestic fixed investment    1

Machinery and equipment...      2
Housing  ...................  -6

4
3
7

JaPGan b
ross domestic fixed investment...    10    24    27
Machinery and equipment°.  .......  48    21

Housing  .....................  9    23      8

4   6
-2    12
17   6

17   11
11    13
28   3

8
13
5

-1
2

11   12
10    18
10

8
8
7

13   Ii
14    15
6    --2

-4
--2
--I

11   3
8   6
5    -i

6   9
3   6

14    13

7
5
7

io
13
3

13
18

17

6
"3"

14
29
--i

3
2
3

Source: See table 4-1.
The difference between changes in gross domestic fixed

investment and those in the sum of the two components indi-
cated reflects offsetting changes in components not shown.
See also footnote a to table 4-2.

b Fiscal year beginning 1 April of year stated•
c Fixed investment in manufacturing industry.
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by the Government in February ; in Italy house-building
declined partly as a result of reduced outlays on public
housing. In Austria, the Federal Republic of Germany
and the Netherlands, however, the housing boom was
adversely affected by labour shortage and consequently
there was little or no increase in investment in housing
in 1960.

The United Kingdom was the only country where
residential construction continued to advance rapidly in
1960, in spite of credit restriction and a scaling down
of public housing programmes. In France and Norway,
where housing construction had stagnated in 1959, it
began to advance in 1960, as a result of an easing of
credit in the case of France, and of the abolition of
licensing requirements for housing construction in
Norway.

than offset the previous yearÿs decline. Rates of accumu-
lation also advanced significantly in Italy, the Nether-
lands and the United Kingdom. In the United Kingdomÿ
stockbuilding early in 1960 affected chiefly raw mate-
rials and works in progress, but later in the year there
was some involuntary accumulation of finished products,
notably of passenger cars and other durablesÿ resulting
from falling exports and from declining domestic de-
mand owing to hire-purchase restrictions. In the Federal
Republic of Germany, however, stockbuilding, which
had been an expansionary factor of some significance
in 1959, slowed down in the course of 1960.

During the early phase of the upturn, business fixed
investment had played only a minor part in stimulating
demand. The increase in investment in machinery and
equipment generally lagged behind that of total invest-
ment in 1959, except in the Federal Republic of Ger-
many, Finland, Italy, the Netherlands and Japan, where
the upturn had begun relatively early. In 1960, how-
ever, business fixed investment, particularly in ma-
chinery and equipmenL accelerated throughout western
Europe and Japan, partly in response to the upswing of
final demand and the consequent need for increased
productive capacity. An additional, and perhaps even
more important, contributing factor was the growing
labour shortage which made increased productivity a
prerequisite for further expansion.

Although personal consumption in the western Euro-
pean countries expanded somewhat less rapidly than
national product in 1960, its accelerated rise in the
latter part of the year gave impetus to the expansion
when the rate of increase of some of the other demand
components began to slacken.

The vigorous advance of consumption in 1960 re-
flected a rapid rise in real personal disposable income
which was associated with rising employment and with
wage increases; in a few countries increased transfer
payments also contributed to the rise in consumer in-
comes (see table 4-8). While increases in consumption
in most countries were in line with those of disposable
income, in Sweden and the United Kingdom consump-
tion rose more slowly than income. In both countries,
as noted earlier, consumption was held back by govern-
ment measures designed to restrain the growth of
demand.

In western Europe inventory accumulation was sub-
stantial, but rates differed from country to country. In
Norway and Sweden additions to stocks in 1960 more

In the majority of western European countries the
growth of consumption reflected a rapid advance of
expenditure on consumer durables, especially on pas-
senger cars, for which there was still some backlog of

Table 4-8.  Personal Disposable Income and Personal Consumption, 1958-1960a

(At constant prices; percentage change from preceding year)

County

Personal consumption
Personal disposable

income                       Tolal                      Clothing                    Durablesb

1958    1959    1960       1958    1959    1960       1958    1959    1960       1958    1959    1960

Western Europe  ...................
Austria  ....................  4    "5

Belgium  ....................  1      3
Denmark  ...................  4     7
Finland  .....................  -- 1     6

France  ......................  --     1

Germany (Federal Republic)...   5     6
Italy  ..........................
Netherlands  ..................  2   " "

Norway  .....................  -- 7     6

Sweden  .....................  1     3
United Kingdom  ..............  2     5

Japanÿ.  .......................  6    12

2   4   5                  6  10   7"6     4   5   7   "'3  "'5  "5     9   7  ...

..   --3   5  ...   --16   8  ...   --4   7
5   6   6    1   6   8    5  20  "i0"8   -4   7   8   -19  14  15   -4  16   9

4      ÿ-     1     4     -5    --     3     -3     1     7
7    5   6   8   -2   4   8    7   8   9

3     5     6       1     4   6      13    10    21"8             1         3         6          -2         4       10           --         9       14

9      --     5     6     -- 1    10     7     --,4     2    10
6       3     4     2       2     3     1       5    13   --1
6       3     4     3      --     4     7      16    20     2
10       6     7     7       2     9     9  .........

Source: See table 4-1.

See footnote a to table 4-2.

b For Belgium, Finland, the Netherlands and Norway, house-
hold durable goods only.

Fiscal year beginning 1 April of year stated.



demand (see table 4-9). The rise in domestic purchases
of passenger cars was facilitated by easier supply con-
ditions in the major producing 'countries which resulted
from the decline in exports to the United States and by
the import liberalizationmeasures adopted in the two
preceding years.

and frequently at rates exceeding those for the national
product. The increase in domestic consumption in 1960
gave support to the recovery of the texlÿile industries as
exports to North America and other overseas markets
levelled off. The buoyancy of consumer demand also
stimulated intra-European trade in textiles which ex-
panded by over 30 per cent.

Table 4-9.  Consumer Expenditure on ÿ/[otor-cars,
1958-1960ÿ

(Percentage change from preceding year)

Country                          1958    1959    1960

Austria  ..........................  14    l0    18

Denmark  ........................  7    49    22
Finland  ..........................  - 20    47    11
France  ..........................  11   --4    13

Germany (Federal Republic)  ........  31     16    21
Italy  ............................  7    21    51

Japan  ...........................  8    59    75
Netherlands  ......................  - 13    41    29

Norway  .........................  10      4    54
Sweden  .........................  8    15      3
United Kingdom  ..................  30    16    25

Taken as a whole, total supply and total demand in
the industrial countries have been remarkably well
balanced since 1958. The rise in domestic output and
imports has in general been sufficient to meet the in-
creased demand without significant advances in the price
level. Most sectors of the economy benefited from the
rising trend of demand but the bulk of the increase in
output was accounted for by manufacturing production.
In most countries manufacturing contributed between
50 and 70 per cent of the increase of gross national
product from 1958 to 1960. Agricultural production
generally rose relatively little during the upswing,
while most service industries continued their steady,
though rather slow, expansion.

The rates of expansion in consumption on durables
dropped considerably in Denmark, Finland and the
United Kingdom; in Sweden consumption of durables
for 1960 as a whole actually declined a little. It should
be noted, however, that the rise in expenditure on
durables in Sweden as well as in Denmark had been
accelerated in 1959 by several non-recurrent factors. In
Sweden the announcement of the imposition of a sales
tax as of 1 January 1960 resulted in an upsurge of
purchases in the closing months of 1959, which de-
pressed sales in 1960. Moreover, both Denmark and
Sweden started television broadcasts in 1959, and in
both countries import liberalization also had its greatest
impact in that year.

The acceleration of consumption was not confined to
durables. In most countries consumer expenditure on

textiles and clothing rose more rapidly than in 1959,

The rates of increase in expenditure on durables in
1960 varied among countries. In many western Euro-
pean countries it rose more rapidly than in 1959. The
accelerated rise in France was to some extent the result
of an easing of hire-purchase restrictions, which was
put into effect chiefly for the purpose of stimulating
domestic sales of passenger ears to compensate for fail-
ing exports to the United States. The sharp upturn in
this component of demand in Norway was associated
with the elimination of import restrictions on passenger
cars, as well as with the inception of a regular television
service. The upsurge of consumption of durables in
Italy and the Netherlands reflected boom conditions in
both countries; in the Netherlands it was reinforced by
very large increases in wages.

Source: See table 4-1.
" Data are generally based on sales or registration of new

passenger ears.

Recovery in manufacturing after the 1958 recession
generally started in consumer goods and spread grad-
ually to other sectors. In the course of 1959 the main
emphasis shifted to capital goods industries. In 1960
production in consumer goods industries increased
further in western Europe but at a reduced rate. In most
western European countries output of metals and metal
products rose at peak rates during the second half of
1959 and the first half of 1960 (table 4-10). The sub-
sequent slackening of the expansion was partly at-
tributable to capacity limitations.

The steel industry had a boom year in 1960 with a
13 per cent rise in output. Strong home demand and
rising exports resulted in virtually full utilization of
capacity. Demand for heavier grades used in construc-
tion and heavy engineering remained strong throughout
] 960, while demand for steel sheet and other products
required in the manufacture of consumer durables eased
off in the latter part of the year.

Output in metal products industries continued to
expand rapidly, reflecting the high level of fixed in-
vestment and particularly the shift in 1960 towards
machinery and equipment investment. In engineering,
the picture was somewhat mixed. Output of machine
tools and electrical equipment rose rapidly, while pro-
duction of consumer durables eased off towards the end
of 1960 in many countries. The pace of motor-ear pro-
duction was slowed down in France and the United
Kingdom by the decline in automobile exports to the
United States. In the United Kingdom, domestic sales
were also adversely affected by a tightening of hire-
purchase restrictions in April 1960.

Shipbuilding has continued to be weak in 1960. The
total launehings in 1960 were only some 5 per cent less
than in 1959, but the world total (the centrally planned
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Table 4-10.  OEEC Member Countries: Manufacturing Production, 1958-1960a

(Percentage change from preceding period)

1959                      t960
Item                              1958             Firsl     Second          First      Second

half     half         half      half

Total manufacturing production  ...........  2.3          3.0
Food, beverages and tobacco  ............  2.5          0.8

Textiles  .............................  -7.0         0.5

Chemicals  ............................  6.2          7.7
Base metals  ..........................  -4.1          2.9

Metal products  .......................  2.1         3.8

5.7         5.4      2.9
1.6      1.9    1.9
5.6      4.0   -0.9
8.0         8.0      6.1b

11.4         8.0      1.8
6.7          5.0      1.8ÿ

Source:  Organisation for European Economic
Co-operation, General Statistical Bulletin, No. 2
(Paris, 1961).

Data are seasonally adjusted.

b July-November.

economies excluded) for gross tonnage under construc-
tion or on order declined about 20 per cent during 1960.
The average capacity utilization probably did not ex-
ceed 70 per cent in 1960, as against some 80 per cent
in 1958.

upswing began later, the supply of labour was adequate
even in 1960. The total supply of labour remained
ample in Italy and Japan, enabling both countries to
achieve exceptionally rapid increases in industrial
production.

Depression continues also in coal mining, but the
situation did not deteriorate further during 1960. The
sharp decline in consumption of solid fuels in western
Europe in 1958-1959 was halted in 1960 and turned to
a slight increase as a result of the growth of steel pro-
duction and of the fncreased needs of power stations.
Output of coal declined somewhat from 1959 to 1960,
but the large pithead stocks were considerably reduced.

For the textile industries, the period from 1959 to
mid-1960 was one of strong recovery, but thereafter the
rate of growth slowed down. The rise was largely ac-
counted for by man-made fibres, which have become
increasingly popular in various uses. The chemical in-
dustry has been the most buoyant of the major sectors
of manufacturing throughout the 1958-]960 business
cycle; its production has risen more than twice as fast
as total industrial production in the last four years. The
greatest increases have been recorded for plastic and
other synthetic materials.

The distribution of changes in employment among
industries has in the last three years shown both secular
and cyclical traits. Commercial and service trades have
usually increased their employment at least partly at
the expense of agriculture, coal mining and, in the
highly industrialized countries, manufacturing. Within
manufacturing, there has been a shift in employment
towards rapidly growing branches like chemicals, while
the relative decline in textiles has continued. The higher
demand for investment goods and consumer durables
has made it possible for the metal manufacturing,
mechanical engineering and allied industries to acquire
an increasing share of the available workers. In these
branches the employment increases were generally sub.
stantially greater in 1960 than in 1959 in spite of the
growing shortage of labour.

The development in labour markets varied consider-
ably in 1959 according to the timing and yigour of the
upturn of activity in the individual western European
countries. In several countries the decline of employ-
ment had continued in the first half of the year, and it
was not arrested until late in 1959 or the early months
of 1960. In 1960, however, employment was generally
rising (table 4-11), and in some cases unemployment
was reduced to the point where a shortage of labour
began to slow down the expansion in some sectors.

During the present cycle as in earlier ones, employ-
ment changed less than production. To some extent this
can be explained by variations in the average work week.
In Denmark, Norway and Sweden the standard working
time Was reduced at the beginning of !959, and in most
countries the number of hours was limited by collective
contracts to a greater extent in the boom years 1959 and
1960 than during the recession.

Labour markets gradually became tight in Austria,
Denmark, the Federal Republic of Germany and the
Netherlands, while Finlan& Norway, Sweden and the
United Kingdom experienced specific shortages of
skilled workers in most industries. At times the number
of unfilled vacancies approached or exceeded the hum-
ber of unemployed. In France and Belgium, where the

In a few western European countries a lower net
emigration in 1959 and 1960 helped to increase the
supply of labour. The increased use of workers from
southern Europe has alleviated manpower shortages in
France and the Federal Republic of Germany. In
Sweden, about one-fourth of the one per cent increase
in the labour force in 1960 was also accounted for by
net immigration.

Wages in manufacturing had risen at a declining rate
in 1958 in almost all industrial countries. Because of
the inherent inertia in wage structures, the rate of in-
crease in most countries in 1959 was similar to that of
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Table 4-11.  Employment and Unernployrnent, 1958-1960

Country and period

Total civilian employment
(percentage change from

corresponding period of preceding year)
Unemploymenta

(percenlage)

1958          1959          1960              t958          1959          t960

Austria
January-June  ..........  0.8         1.2

July-December  .........  0.1         1.5
2.2       6.6     6.2     4.8
1.9          4.1        3.4        2.6

Belgium
Januar -June             }Y  ..........  -1.1       -2.2
July-December  .........

Denmark
January-June  ..........

].1 5.2
July-December  .........  f

f8.7       11.4        8.8
8.3     7.6     6.2

f11.8     7.2     5.0
4.0     [7.4     5.0     3.6

France
January-June  ..........  2.2       - 1.7

July-December  .........  0.3       -- 1.3

!taÿ
January-June  ..........
July-December  .........  2:3

Japan
January-June  ..........  1.2

July-December  .........  0.1

Netherlands
January-June  ..........  }--0.4
July-December  .........

Norway
January-June  ..........  0.1         0.2
July-December  .........  -- 1.1         0.8

Sweden
January-June  ..........
July-December  .........

United Kingdom
January-June  ..........  - 0.4       - 0.1

July-December  .........  -0.7         1.1

0.3
0.8

2.0

3.2        2.6        1.8
0.5        2.0          1.8        1.4        0.9

Germany (Federal Republic)
January-June  ..........  0.4         3.1

July-December  .........  2.6         3.1

0.2          1.0        1.6        1.6
0.8          0.8        1.2        1.0

2.4           3.8        2.2         1.0
1.4                     3.2                 1.6                0.9

1.7          9.4        9.2        8.4
2.4                     8.7                8.2                7.5

1.9          4.5        4.3        3.4
2.7                    4.1                 2.9                2.4

2.6     2.2     1.4
2.0           2.2         1.6         1.0

1.4       2.6     2.6     2.O
1.6                     2.0                 1.8                 1.3

1.7       2.1     2.6     1.9
1.8          2.4        2.0        1.6

3.1          3.2        2.6        2.0
5.0          3.0        1.8        1.1

Finland
January-June  ..........  }-1.0   {-0.6
July-December  .........  - 0.2

Source: Division of General Economic Research
and Policies of the United Nations Secretariat,
based on data from Statistical Office of the United
Nations, Monthly Bulletin of Statistics, and from
national sources.

Data generally refer to the ratio of registered

aÿpplicants for work or of surveyed unemployed to
the total civilian labour force or to the civilian
labour force available for hire. They are not, how-
ever, comparable among countries owing to differ-
ences in definition.

1958, and lower than the rate of increase in output per
man-hour (see table 4-12 and chart 4-1). The tighten-
ing of labour markets in western European countries
speeded up wage increases in 1960, In 1958 and 1959
wage cost per unit of output developed favourably in
almost all countries as a result of higher capacity utiliza-
tion and the comparatively slow increase in wages. In
I960 it declined more slowly or increased as capacity
became more fully utilized.

A distinguishing feature of the recent upswing and
boom was the relative Stability of prices (see table

4-]3). Prices generally increased only moderately in
each of the years 1958 to 1960 and less than during the
corresponding phases of the preceding cycle. In several
instances the increases were due to fortuitous factors
such as poor harvests in 1959 or policy measures aimed
at easing direct economic controls. The recent trend
towards greater price stability reflects an improving
balance between supply and demand in the industrial
countries. The gradual disappearance of shortages and
iiSflationary expectations has made precautionary stock-
piling of raw materials less necessary and, at falling
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Table 4-12.  Cost Components and Wholesale Prices
of Manufactured Goodsÿ 1958-1960

(Percentage change from preceding year)

143

prices, even undesirable. In western Europe, the liberal-
ization of trade may also have restrained producers and
employees from increasing prices and wages to an extent
that might impair the competitive position of their
industries.

Imporl      Wholesale
Hourly     prwes of     prices of

Coanlry and year            earnings        raw       manafaefnred
malerialsÿ       goods

Austÿa
1958  .................  6           --11                ...
1959  .................  8      --3        ...

1960  .................  10       13        ...

Belgium
1958  .................  5     -ii       -4

1959  .................  2      -1       -1

1960  .................  4        4         3

Denmark
1958  .................  4     -12       --1

1959  .................  8      -6       -2

1960  .................  7        6          2

Finland
1958  .................  5       14         ]0
1959  .................  6      -6        --

1960  .................  6        2         2

France
1958  .................  12b      --4          7

1959  .................  6b        2          7

1960  .................  7b        6          4

Germany(Federal Repubÿ
1958  .................  7     -11          ]
1959  .................  6       -3        -1

1960  .................  9        4          1

Italy
1958  .................  4     -19        -3

1959  .................  2       -6        -2

1960  .................  5        6          1

Japan
1958  .................  --     -13        -7

1959  .................  7      --7          1

1960  .................  8        5         4

Netherlands
'1958  .................  5      -7       --2

1959  .................  2      -3        --

1.960  .................  8        2        --

Norway
1958  .................  4       .,.        --3
1959  .................  9       --        --

1960  .................  4       -1          2

Sweden
1958  .................  6       -7        --
1959  .................  4      --6        --

1960  .................  6        6         2

United Kingdom
1958  .................  4     -13         1
1959  .................  4      -3        --

1960  .................  8        3         1

As the expansion gathered momentum in 1959 and
1960, policies of varying, but generally increasing, re-
straint were applied in the majority qf,western European
countries and in Japan. As in the preceding upswing,
the main emphasis in 1959 and 1950 was on monetary
and credit measures. The discount rate, which had been
widely and effectively used before 1958 as a regulator
of domestic activity and which was so used again in
1959-1960, proved a rather inflexible policy instrument
in the recent upswing in view of its undesirable impact
on the international flow of funds? New methods of
credit control have therefore been applied in some coun-
tries in the recent past. Fiscal and budgetary policies
have also been increasingly used in conjunction with
monetary measures to regulate the pace of economic
activity.

Source: Division of General Economic Research and Policies
of the United Nations Secretariat, based on data from Statistical
Office of the United Nations, Monthly Bulletin of Statistics, from
Organisation for European Economic Co-operation,  General
Statistical Bulletin, and from national sources.

Unit values. The  commodity  coverage  of national data
varies; fuels and lubricants are generally excluded.

b Hourly wage rates.

In the United Kingdom, money markets were easy
during 1959, but in the first half of 1960 credit policy
was tightened. Not only was the discount rate raised in
two instalments but the liquidity of the banks dimin-
ished by a new system of special deposits, and hire-
purchase restrictions which had been discontinued in
October 1958 were reimposed. Budget policy aimed at
neutrality from a cyclical point of view. Some taxes
were reduced, however, as a means of moderating wage

claims. Partly as a result of the tightening of credit, the
index of industrial production levelled off after April,
having risen by about ]0 per cent in the preceding
twelve months. In spite of continuing pressure in various
sectors of the economy and a deterioration in the cur-
rent account balance, the discount rate was reduced late
in 1960. The purpose of this step was to narrow the
differential between United States and British rates, but
the stimulating effect on output was a favourable by-
product. Falling exports of automobiles induced the
authorities to ease hire-purchase restrictions at the
beginning of 1961.

In the Federal Republic of Germany, almost exclusive
reliance on monetary measures did not succeed in check-
ing the very strong expansion of credit in 1960 because
of the inflow of short-term funds. To stem this inflow
the central bank followed the United Kingdom in re-
ducing the discount rate in November 1960 and January
1961. The revaluation of the Deutsche mark by 4.75
per cent in March 1961 was expected to reduce domestic
demand pressure and simultaneously reverse the inflow
of funds. Budgetary developments had no noticeable
effect on domestic demand. To reduce pressure in the
construction sector, restrictions were placed on public
building in the second quarter of 1960.

a For a discussion of the impact of monetary policy on external
balances, see page 157 below.
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Chart 4-1.  Employrnent, Output and Wage Cost. 1958-1960

(Percentage change from corresponding quarter of preceding year; three-quarter moving averages)
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Table 4-13.  Consumer Price Indices, 1958-1960

(Percentage change from preceding year)

All items                                      Food
Country

1958                   1959                   1960                              ÿ958                   1959                   1960

Austria  ........................  2         1         2             1       --        2

Belgium  ........................  1         2        --              1         1         1
Denmark  .......................  1         2         1              2         5         1

Finland  ........................  7         2         3              5         2         4

France  .........................  14         7         4             19         3         4
Germany (Federal Republic)  .......  4         2         2              3         2         2
Italy  ...........................  3       --       3           4      -- 3        1

Japan  ..........................  - 1         2         4            - 2         1         4
Netherlands  ....................  2        2        3            --        2        3
Norway  ........................  5         2        --              8         2       -- 1

Sweden  ........................  5         1         3              3         2         7

United Kingdom  .................  3         1         1             2         1       - 1

Source: Division of General Economic Research and Policies of the United Nations Secretariat, based
on data from Statistical Office of the United Nations, Monthly Bulletin of Statistics.

The timing of the French cycle, which differed from
that of other European countries, also affected the
timing of economic policy measures. The rate of dis-
count was lowered both in 1959 and late in 1960. Pro-
duction was given a variety of credit stimuli in 1960.
Fiscal policy which had been rigorous in 1959 became
somewhat less restrictive in 1960. In response to a fall
in car exports, hire-purchase restrictions were eased in

October 1960. Reductions in public price control led to
increases in French housing costs and food prices both
in 1959 and 1960. In Italy, the emphasis was on ex-
pansion throughout 1959 and 1960; an uninterrupted
growth seemed feasible in view of large manpower
resources.

of 1960, mainly by raising the liquidity requirements
of monetary institutions. The Norwegian authorities
tried to modify wage demands by higher food subsidies
at the beginning of 1960. In Sweden, a general turnover
tax of 4 per cent, which became effective on 1 January
1960, absorbed some purchasing power from {he con-
sumer. At the end of the year considerable tax reduc-
tions were offered to firms for funds temporarily
sterilized with the central bank. Public construction was
curtailed in favour of industrial investments.

Among the smaller western European countries,
Austria, Belgium and Finland relied mainly on central
bank policy in controlling expansion. In Denmark,
monetary measures were supplemented by tax reduc-

tions to forestall inflationary wage increases and by
extensive limitations of residential and road construc-
tion. In Norway and Sweden, the relatively easy credit
conditions during 1959 were tightened at the beginning

In the Netherlands the supply of productive resources
became so strained that tax concessions to investment
were reduced in May 1960. The Netherlands was also
the only country to tighten the hire-purchase market in
the autumn of 1960. In June 1959 the Government in-
troduced a more flexible system of controlling wages,
which took into account the productivity of individual
enterprises. It would seem to be less of an obstacle to
substantial increases in earnings than the old scheme of
uniform wage revisions, judging by the experience of
it during 1960. Controlled rents and food prices were
also allowed to rise towards a free market level.

Developments in trade and payments

TRENDS IN TRADE

The outstanding feature of the trade of industrial
countries in 1960 was its resiliency in the face of the
contractive influences emanating from the United States.
In contrast to the situation in 1957-1958, when the
North American recession had its counterpart in a
marked slackening of the pace of expansion in western
European countries and Japan, the 1960 recession re-
mained confined to the United States and Canada. The
imports of other industrial countries, instead of de-
clining simultaneously with those of the United States
as they had clone during the previous recession, con-

tinued to advance at an increasing rate in 1960. Thus,
despite the decline in the imports of North America,
the combined imports of industrial countries rose by
some 12 per cent from 1959 to 1960, attaining a record
level of $82 billion (table 4-14).

Although the expansion of exports from western
Europe slackened considerably during the course of
1960, their level for the year as a whole was 14 per cent,
or some $6 billion above that of 1959. At the same time,
the accelerated rise of the import demand of western
Europe and Japan led to a vigorous recovery of exports
from North America, which increased by 15 per cent
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Table 4-14.  Value, Quantum and Unit Value of Trade and Change in Oflÿcla] Gold
and Foreign Exchange Reserves, 1957-1960, by Region

Value of lrade                               Quantum               Unil value
Change in

Region and year     Exporls       Imporls      Balance     reservesa     Exporls      [mporls      Exporls      Iraporls
(billions of dollars)                        (indices, t958=t00)

North Americab
1957  ........  24.6      20.6      4.0      0.8      114      100      101      104
1958  ........  21.4      19.8      1.6    -2.9      100      100      100      100
1959  ........  21.7      23.0    -1.3    -1.6      100      117      101       99
1960  ........  24.9      22.4      2.5    -3.0      114      113      101      100

WesÿrnEuropeÿ
1957  ........  40.6      47.3    -6.7      0.9       98       99      103      108
1958  ........  40.4      44.2    -3.8      3.6      100      100      100      100
1959  ........  43.7            46.7         -3.0            1.9            113             110              96              97
1960  ........  50.0      55.3    -5.3      4.4      127      130       98       97

Japan
1957  ........  2.8              4.3         -1.5         -0.4              96            122            107            115
1958  ........  2.9       3.0    --0.2      0.3      100      100      100      100
1959  ........  3.4              3.6         -0.1            0.5            119            126            100              95
1960  ........  4.1       4.5    -0.4      0.5      132      157      104       92

All industrial
countries
1957  ........  68.0      72.2    -4.2      1.3      103      100      102      106
1958  ........  64.7      67.0    -2.4      1.0      100      100      100      100
1959  ........  68.8            73.3         -4.5            0.8            109            112              98              96
1960  ........  79.0      82.2    - 3.2      1.9      124      126       99       96

Source: Division of General Economic Research
and Policies of the United Nations Secretariat,
based on data from Organisation for European
Economic Co-operation, General Statistical Bulletin,
and from official national sources.

Data for 1959 exclude transfers to the Inter-
national Monetary Fund in connexion with quota
increases. Totals for North America include short-

term liabilities of the United States to foreign
official institutions.

b Excluding ¢ÿspecial category" exports of the
United States.

In this table and in subsequent tables in this
chapter, the term western Europe refers to OEEC
countries.

or $3.2 billion. These advances, together with a sub-
stantial rise in the exports of Japan added up to an
increase of $10 billion for the combined exports of
industrial countries. The rate of increase of 15 per cent
was the highest for any single year since the beginning
of the nineteen fifties.

developments in the balance of payments are further
examined in a later section.

The trade balances of industrial countries reflected
the inter-country differences in the phasing of the cycle,
which were noted earlier. In western Europe, where
imports rose rapidly throughout the year, the trade
balance deteriorated progressively as the expansion of
exports slackened. In the full year 1960, the import
balance was $2.3 billion larger than in 1959. This de-
terioration had its counterpart in an improvement of
the balance of North America by $3.8 billion (on a
c.i.f, basis). Of this, $3.6 billion was accounted for by
the balance of the United States. While the trade balance
shifted in favour of North America and against western
Europe and Japan, its impact on reserves was offset by
a change in the opposite direction of the capital balance.
Thus, western Europe was able to accumulate reserves
in 1960 at a substantially higher rate than in the pre-
vious year. But in North America the outflow of both
long-term and short-term capital led to a net loss of
gold and dollars which exceeded that of 1959. These

The 1959-1960 upswing proceeded without any major
change in either export or import prices of industrial
countries (table 4-14). Despite the growing pressure on
capacity in western Europe and wage increases in all
the industrial countries, their export prices advanced
only fractionally in 1960. Import prices, after a limited
increase in the latter part of 1959 and the early months
of 1960, eased off in the course of the year. As their
average level in 1960 was the same as in 1959 there was
little change in the terms of trade, which had shifted
in favour of industrial countries both in 1958 and 1959.
The absence of any deterioration in the terms of trade
during a major boom reflected mainly developments in
world markets for primary products. The expansion of
capacity in the primary producing sector in response
to shortages and high prices during the early post-war
years had exceeded the long-term growth of demand
for primary products, especially after 1953, when the
growth in the United States slowed down appreciably.
The 1957-1958 recession had led to a considerable in-
crease in the accumulation of inventories in producing
countries and further weakened commodity prices in
the world markets. These trends were, however, not
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reversed by the upswing in industrial countries during
the period 1958 to 1960 partly because the recovery of
United States and western European import demand did
not coincide in time. The expansion of North American
imports from primary producing countries attained
peak rates around the middle of 1959, while western
European imports only advanced relatively slowly; and
when the imports of western Europe and Japan ac-
celerated in the last quarter of 1959 and the beginning
of 1960, United States imports began to fall off. Com-
modity prices recovered somewhat around the turn of
the year 1959, but even at that time only a few com-
modities, notably rubber, tin and jute, regained their
pre-recession levels. After the first quarter of 1960 com-
modity prices resumed their downward course, as the
following figures indicate:

the first place, the area's imports from North America,
which rose by nearly two-fifths, and, secondly, intra-
Europea13 trade, which advanced by 18 per cent. The
rise in the imports of western Europe from primary
producing countries, which averaged almost 13 per
cent, in terms of quantum was appreciable, but much
of it occurred in the first quarter of the year, when
manufacturers throughout Europe were rebuilding in-
ventories. Thereafter it slackened considerably.

Import prices o] OEEC countries

(1957= 100)
Baw materialsFoodstuffs

1959 :
First quarter  ................  92           96

Second quarter  ..............  92           98
Third quarter  .......  •  ........  93           98

Fourth quarter  ..............  92           99
1960 :

First quarter  ................  90          101

Second quarter  ..............  9]            99

Third quarter  ...............  91           96
Fourth quarter  ..............  88           93

Source: Organisation for European Economic Co-operation,
General Statistical Bulletin, March 1961.

The large advance of the level of trade of industrial
countries from 1959 to 1960 reflected primarily the
rapid expansion of trade, which began in the latter part
of 1959 and attained peak rates in the first quarter of
1960. The rate of expansion slackened considerably
thereafter, and in the second half of the year it was
less than half the rate for the first quarter for both
exports and imports (see table 4-15). While the growth
of all trade flows slackened, the decline of exports to
North America, which occurred after the first quarter
of the year, was the most important single factor ac-
counting for the retardation.

The decline in the import demand of North America
affected all its trading partners in some degree. Al-
though it was relatively slight--3.5 per cent on the
average for the year, imports fell from a peak in the
first quarter of 1960 to well below their previous year's
level in subsequent quarters. The year-to-year decline
averaged 5 per cent for imports from western Europe
and 3.5 per cent for the mutual trade of Canada and
the United States; but since imports from Japan con-
tinued to advance, the total decline of imports from
industrial countries was of the order of 3 per cent. The
decline in imports from primary producing countries,
which began as early as the first quarter of 1960, was
somewhat larger.

The imports of primary producing countries began
to recover in the latter part of 1959 and continued to
rise in 1960. The revival of import demand in primary
producing countries gave support to the expansion of
exports from western Europe and Japan, and it con-

tributed to some extent to the recovery of United States
exports. However, as the rise in the exports of primary
producing countries slowed down in the course of 1960,
their import demand slackened. The average rate of
increase of exports to them was 11 per cent, compared
to a 15 per cent rise in the mutual trade of industrial
countries. Over the entire upswing since 1958 the dis-
parity was even greater.

The rise in the imports of western European coun-
tries-by 18 per cent from 1959 to 1960--affeeted, in

The contribution of the various markets to changes
in the trade of industrial countries over the entire cycle
from 1957 to ]960 is shown in table 4-16. Three facts
are clearly indicated by these data: the steady growth
of demand in western Europe, both in 1959 and 1960,
in contrast to the relatively large variations in the North
American market; the high elasticity of import demand
in industrial countries, notably of their demand for
products entering their mutual trade, and the lagging
growth over the entire cycle of the imports of primary
producing countries compared with those of industrial
countries.

THE  EXPANSION  OF  TRADE  IN  WESTERN  EUROPE
AND JAPAN

It was noted earlier that the upswing of 1958-1960,
in contrast to that of 1953-1957, proceeded without sig-
nificant price increases and that supply proved adequate
to meet the rising demand. The absence of inflationary
price developments reflected a combination of factors,
including the relative stability of raw material prices
since 1958. A factor of varying but generally very con-
siderable importance, which contributed to the main-
tcnanee of domestic balance, was the very rapid advance
in the quantum of imports. During the cyclical upswing
of 1953-1957, balance of payments considerations had,
in most countries, placed a limit on the extent to which
imports could be permitted to expand in response to the
rise in domestic demand; the growing pressure on
domestic resources was consequently reflected in rising
prices.

By the end of 1958, the external balance and foreign
exchange reserves of most western European countries
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Table 4-15.  Quantum of Trade by Areas of Destination and Origin, 1958-1960

(Percentage change from corresponding period of preceding year)

Exports to Imporls from

Area and period                                                               All        Primary                                   Primary
World        Norlh        Western      industrial     producing      Eastern        World      producing

America       Europe       counlries•      counlries       Europeb                      countries

North Americaÿ
1959  ........................  9        - 1          5

1959:
Third quarter  ..............  4         8          7          8
Fourth quarter  ............  4          8          9         10

1960:
First quarter  ..............  20         11         43        27
Second quarter  ............  13        - 7        46         16

Third quarter  ...............  13       - 10        36         15
Fourth quarter  ............  14        -8        31         12

-7

-3
--6

6
8

10
15

All industrial countriesÿ o
1959  .......................  9        22        13        16

1959:
Third quarter  .............  10        23         14        17

Fourth quarter  ............  13         16         19         19

1960:
First quarter  ..............  23         16        30        26

Second quarter  ............  12        -7         22         13
Third quarter  .............  11       - 11        20         11

Fourth quarter  ..........  9        --9         16          9

Western Europe
1959  .......................  13         37         16        20

1959:
Third quarter  ..............  12        40         16        20
Fourth quarter  ............  16        23        23        23

1960:
First quarter  ..............  25        22        27        26
Second quarter  ............  11       - 11         17         11

Third quarter  .............  10       - 17         17         10

Fourth quarter  ............  6       - 14         12          7

--2     15     10      5
3        26        15        10

21        40        25        24
10        34        17        11
8        23        17        14
4        12         12          4

-- 1        10        12

--1        16        14        !0
2     27     15     10

15        46        22        16
10        37        11         8
10        25        11         9
8        20         6         2

12     10

22     17
10      2

7       -6
-3       -1
-7       --5

-11       -4

16

Source: See table 4-14.
Including Japan.

b Exports from North America to eastern Europe are included

in the total but are not shown separately because of extreme
variations in the small amounts of this trade.

c Excluding 'ÿspecial category" exports of the United States

Table 4-16.  Demand for Exports in Major Areas of Destination, 1958-1960

(Percentage change from preceding year)

Item                     Norlh America

t958    t959    t960          1958    t959    1960

Change in demands.  ......  -1.0  6.2    2.5

Quantum of exports
Area of brigin:

Industrial countries...  --    22    --3

Western Europe  ....  11    37    -5
North America  .....  -7     9   -4

Japan  .............  18    49     6

1.8   4.1   6.0      -2.4   7.8   3.7

--4    13    22       --2   --1    11
--1    15    18         4     1    11

--17   --1    39      --10   --7     7
6    10    42       --3     6    11

Source: See table 4-14.
For North America and western Europe, change

in gross national product; for primary producing
countries,  change in import capacity--that is,
value of merchandise exports from primary pro-

Area of destination

Western Europe
Primary

producing counlries

1958    1959    1960

ducing countries plus inflow of foreign capital and
grants minus net payments for services, the total
being divided by unit value of imports of primary
producing countries.
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had been sumciently strengthened to allow imports to
rise to the extent required for the maintenance of do-
mestic balance. Import demand did in fact rise sub-
stantially faster during the two years of expansion
following the setback of 1958 than in the corresponding
period of the preceding upswing (table 4-17). The con-
tribution of imports towards meÿting the rise in domestic
demand in 1959 and 1960 exceeded substantially that
of the previous cyclical peak of 1956 or 1957 as the
following ratios of increments in imports to those in
total domestic demand2 indicate:

1955 to 1956  ....................................................  0.29
I956 to 1957  ....................................................  0.28

1957 to 1958  ....................................................  0.09

1958 to 1959  ....................................................  0.45

1959 to 1960  ....................................................  0.48

The greater buoyancy of total import demand in 1959
and 1960 than in the previous upswing was primarily
accounted for by demand for manufactures. As table
4-17 shows, apart from some differences in the timing
of its advance, import demand for industrial materials
followed a similar course in both cycles, but the import
coefficient for manufactures rose substantially faster
both in 1959 and 1960 than in the corresponding stages
of the previous cycle. In 1959 manufactures accounted
['or the major part of the increase in non-food imports;
and their accelerated rise in 1960, together with the
cyclical upswing of raw material imports, resulted in
an unprecedented advance in imports.

liberalization of imports of industrial products from
other European countries and the United States. Con-

sequently rising domestic demand was allowed for the
first time in post-war years to exert more fully its im-

pact on the external sector. Moreover, the transition to

relatively unrestricted trade and payments itself tended

to enhance imports especially in 1959, through the effects
of some backlog of demand for previously restricted
items, inventory purchases by distributors of newly
available products anct similar temporary factors. Fur-
thermore, deliveries of long-lead items, for which orders
had been placed in consequence of import liberaliza-
tion, became more substantial in the latter part of 1959
and especially in 1960. This was notably true of imports
of United States capital equipment. The expansion of
trade within Europe, which consists primarily of manu-
factures, was also enhanced by the establishment of the
European Economic Community at the beginning of
1959 and by the acceleration of its integration time-
table in 1960.

The unusual vigour of the rise in western Europe's
imports of manufactures both in 1959 and 1960 was
partly attributable to the fact that the 1959-1960 up-
swing was preceded and accompanied by the dis-
mantling of payments restrictions and a substantial

2 This is equal to the sum of personal consumption, public
consumption and gross domestic capital formation, in constant
prices.

The timing of the recovery of raw materials imports
varied to some extent with the upturn of production in
individual countries. For western Europe as a whole,
imports rose slowly up to the middle of 1959. The ex-
pansion accelerated in the last quarter of 1959 and
attained peak rates during the first half of 1960. The
rapid rise of raw materials imports in 1960 reflected

not only the growing consumption of manufacturing
industry, but also the rebuilding by manufacturers of
their raw material stocks. Variations in rates of inven-

tory accumulation generally account in large part for
the cyclical instability of the raw materials imports of
western European countries. In periods of slackening
demand for their products, manufacturers tend to let
their inventories run down, replenishing them as activity

Table 4-17.  Western Europe: Indicators of Import Demand, 1953-1960

Imports as percentage of
gross national prodaclÿ

Imports as percentage of components
of total domestic expenditareb

Year
Total        Food

Capital      Other           Machinery                Textiles
Industrial    equip-      manu-             and      Consumer     and
materialse     ment     faeturesd         equipment    durablese    clothing

1953  ........  15.5      4.3      7.1

1954  ........  16.0      4.0      7.5

1955  ........  17.6      4.4      8.3
1956  ........  17.5      4.6      7.9

1957  ........  17.8      4.3      8.3
1958  ........  17.5      4.5      7.7

1959  ........  18.6      4.5      8.0
1960  ........  20.6f      4.4       8.9

1.7            2.4                    20.4            4.6            6.2
1.6      2.9          19.2      5.4      6.7
1.8      3.1          18.9      5.6      6.8
1.9      3.1          20.2      5.7      6.9
1.9      3.2          21.0      5.8      7.4
1.9      3.4          20.6    6.1      7.0
2.0      4.0          21.5      6.9      8.0
2.4            4.3                     24.0             ...            9.1

Source: See table 4-I4.
At 1954 prices.

b At current prices.
Crude materials, fuels and base metals.

a Excluding base metals.

e Based on data for countries and commodities
listed in table 4-19.

f Imports for full year 1960. Components are
based on annual rate for January-September and
do not add up to total.
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picks up) This was the case in 1958 when raw materials
imports fell sharply although manufacturing activity
was maintained. The decline in imports was enhanced
by the fact that recession had set in at a time when stocks
of raw materials, built up after the Suez crisis, were
eÿceptionally high in many of the European countries.
For this reason severalcountries did not begin to rebu.iÿd
inventories until the latter part of 1959, when the up-
swing of activity was already well under way. After the
middle of 1959, inventory purchases combined with the
rising current requirements of manufacturing industry
to produce correspondingly high rates of increase in
imports, which were maintained up to the middle of
1960. Thus, as chart 4-2 indicates, the fluctuations of
raw materials imports considerably exceeded those of
total manufacturing production.

Chart 4-2.  Changes in Manufacturing Production
and Imports of Raw Materials, 1954-1960

(Percentage change from corresponding quarter of preceding
year; three-quarter moving averages)
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Source: National Institute of Economic and Social Research,
National Institute Economic Review (London, March 1961).

(Millions of pounds sterling, in 1954 prices, quarters or quarterly
rates; seasonally adjusted)

1959                  1960
1957     1958

First      Second     First     Second
half       half      half      half

12      --21      --2      19      38      56

3 The following data illustrate the development of manufac-
turers accumulation of inventories of raw materials over the
1957-1960 cycle in the United Kingdom:

Both the decline and subsequent recovery of raw
materials imports were enhanced during the 19'57-1960
cycle by conditions in the textile industry which is a
large consumer of imported materials. The recession of
1958 was more severe in the textile industry than in
other branches of manufacturing, and recovery did not
gather momentum until the latter part of 1959. Since
textile fibres account for between one-quarter and one-
third of the imports of raw materials other than fuels
of western European countries, the development of de-
mand for textiles has a considerable impact on total
imports of industrial materials.

During the two years following the recession of 1958,
imports of manufactures by western European countries
increased by over two-fifths in terms of quantum, nearly
three times as fast as manufacturing production in the
area. In 1959, the impetus to the expansion came pri-
marily from rising consumption expenditure, notably
on durables; and, as noted earlier, it was reinforced by
trade liberalization and the impact of European integra-
tion movements. In 1960 when an industrial investment
boom of major proportions developed throughout most
of western Europe, the emphasis in the further advance
of imports shifted towards capital equipment; at the
same time, imports of durables, notably of passenger
cars, increased at an accelerated pace. The rise in im-
ports of miseellaneous manufactures, on the other hand,
slackened in 1960 after the initial post-liberalization
spurt of import demand had spent itself (see table 4-18).

Throughout the post-war period, demand for durables
was extremely buoyant in western European countries,

50

40

30

20

10

Japan

1954       1955

.........  Manufacturing produc!!on

Source: See table 4-14.

Imports of raw materials

and it exerted considerable pressure on both domestic
resources  and external balances,  especially during
periods of rising activity. Restrictions on imports were
generally severe, and up to 1957 liberalization had made
relatively slow progress. Consequently, the shift in
policy towards freer trade, which occurred in 1958 and
1959, was bound to have a very considerable impact on
imports of commodities, such as passenger cars and
other major durables, which had remained subject to
stringent quotas in most of the European countries. As
early as 1958, when demand for durables was relatively
slack, imports .advanced rapidly in the wake of the first
liberalization measures and accounted in large part for
the modest rise in imports of manufactures in that year.
Imports accelerated in 1959 as liberalization progressed,
notably among the members of the European Economic
Community, and attained peak rates in 1960, when im-
ports of passenger cars rose by over one-quarter.

In the smaller European countries, where a high
proportion of the total supply of passenger cars and
other major items is imported, consumption was to an
important extent determined during the nineteen fifties
by the degree of restrictiveness of import controls (see
table 4-19). In these circumstances, the liberalization
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Table 4d8.  Western Europe: Imports of Manufactures, 1958-1960ÿ

From world                           From United Slates

Item
Percentage change                           Percentage change

1958                                      t958
(millions     !958 to    t959 to           (millions     t958 lo    1959 to
of dollars)     1959     t960ÿ          of dollars)     !959     t960ÿ

Total, excluding base metals  .......  14,189      9.4    21.4
Capital equipment  .............  5,409      9.8    25.7
Chemicals  ....................  2,164      16.0    22.3
Passenger cars  ................  614     22.0    25.9

Textiles and clothing  ...........  1,849     17.0    22.8

All other  .....................  4,153     17.0    14.3
Base metals  ....................  3,448      9.2    39.1

1,720     17.5    50.1
933b      1.1    80.6
414     12.1    33.4

320     70.6     9.2
296       -30.1      157.9

Source:  Organisation for European Economic
Co-operation, Foreign Trade Statistical Bulletin,
series B (Paris).

1960: January-September at annual rate.

b Including passenger cars.

measures of the past two years had a considerable im-
pact on both the volume and pattern of consumption:
it produced a shift towards imported commodities which
had previously been relatively scarce, and it contributed
to the upsurge of consumption in 1959. Well over half
of the total rise from 1957 to 1959 of consumption ex-
penditure on durables in this group of countries was in
imported supplies, and the commodities involved ac-
counted for more than one-third of the total increase of
imports of manufactures other than base metals. Avail-
able data indicate that the development of 1958-1959
continued in 1960: imports of passenger cars rose by
more than 30 per cent in 1960, and accounted by thqm-
selves for around one-fifth of the total increase of
imports of manufactures of the group since 1959.

In the larger countries, where imports are marginal
and quotas for major durables had previously been
small, liberalization or significant quota increases pro-
duced an upsurge of imports which raised their share in
total consumption from 1.8 per cent in 1957 to 2.7 per
cent in 1959. Product differentiation-especially im-
portant in the case of passenger cars--was the major

factor in the advance of import demand in 1958 and
1959, as there was no significant pressure on domestic
capacity in either year. Although the increase in imports
was relatively large, the amounts involved were a less
significant factor in the rise of the imports of this group
in 1959 and 1960. Moreover, there were considerable
variations in the extent to which individual countries
liberalized imports. The Federal Republic of Germany

Table 4-19.  Imports of Consumer Durables, by Group of Western
European Countries, 1953 and 1957-1960

(Millions of dollars)

Country group and item                               1953        1957        !958       t959       !960

Major importing countriesÿ
Passenger cars  .............................  " 179.8    323.7    346.4    379.4    499.5

Motor cycles and bicycles  ...................  26.4     37.5     27.0     31.1      ..
Sewing machines  ..................  "  .........  16.4     27.9     21.0     34.0     ...

Household appliances  .......................  25.3      56.8     56.2      64.6      ...
Radios, television sets and record players  ......  35.1    104.1    125.2    154.2
Furniture and fixtures  ......................  9.6     19.9     21.3     24.7     3315

TOTAL 292.6    569.9    597.1    688.0     ...
Ratio of imports to consumption of durables  .....  18.3      22.6      24.1      25.5      ...

Net exporting countriesb
Passenger cars  .............................  22.0     52.5      83.2    150.7    208.8

Motor cycles and bicycles  ...................  7.8     28.9     23.4     38.5     ...
Sewing machines  ...........................  11.2     16.2     15.1     17.6     ...

Household appliances  .......................  17.9     30.0     33.8     43.8      ...
Radios, television sets and record players  ......  11.3     42.4     61.1      71.2
Furniture and fixtures  ......................  4.8   17.0   21.4   30.3   3917

TOTAL   75.0    187.0    238.0    352.1     ...
Ratio of imports to consumption of durables  .....  1.1      1.8      2.2      2.7     ...

Source: See table 4-14.
Belgium-Luxembourg,  Netherlands,  Norway,

Sweden.

b Federal Republic of Germany, France, Italy
United Kingdom.
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was the first to admit a growing volume of durables of
foreign make and its imports advanced rapidly through-
out the nineteen fifties, so that by 1960 the demand for
imported durables had already begun to become less
buoyant. In France, Italy and the United Kingdom, on
the other hand, import liberalization was of more recent
date, and import demand advanced especially in 1959
and 1960.

Imports of capital equipment advanced relatively
slowly in 1959, when the recovery of investment was
primarily in residential and other construction. Demand
for imported equipment was none the less more buoyant
than total demand for equipment, and imports contrib-
uted more than a third to the advance of investment (see
table 4-20). Most of the supplies at that time were ob-
tained from within Europe where capacity was still
adequate to the demands made upon it. Late in 1959
and in 1960 the shift of emphasis in investment to indus-
trial re-equipment and expansion produced an upsurge
of demand for machinery which the major European
producers found increasingly difficult to meet. Thus, as
the contribution of imports to the rise in investment
increased further, in 1960 demand shifted to the United
States. As table 4-20 indicates, imports from the United
States accounted in 1960 for one-fifth of the estimated
total increase of investment in machinery and equip-
ment. However, it should be noted that imports from the
United States in 1960 were somewhat abnormal owing to
a concentration of shipments of United States jet air-
craft. But apart from these aircraft sales, the share of
United States machinery in the rise of industrial invest-
ment was considerably higher than it had been even at
the peak of the previous upswing in 1955 and 1956,
when pressure on industrial capacity in western Euro-
pean countries was no less severe than in 1960. The
elimination of restrictions on dollar imports has no
doubt been of major importance in this development,
but the character of the investment boom of 1960 is also
likely to have favoured United States products. Many of
the European economies had reached the point where

future growth of output depended to a greater extent
than in earlier years on advances in productivity, in
view of the growing scarcity of labour. The industrial
investment boom of 1960 was therefore to an important
extent motivated by the need for reducing labour re-
quirements in malÿufaeturing and services industries. In
these circumstances there was a strong demand for types
of equipment in which the United States had not only
a substantial lead in terms of design but also ample
capacity to fill orders promptly.

The expansion of Japanese imports differed from that
of western European countries. While in western Europe
imports rose at a higher rate than gross national product
in both 1959 and 1960, in Japan the increase in imports
was only roughly in proportion to the advance of gross
output in 1960. As shown in the accompanying table,
the import coefficient in 1960 was in fact considerably
below that reached during the preceding eyeliea! peak
in 1957.

Ratio ÿ imports
to gross nalional

product
(in constant prices)

1954  .............................  10.9
1955  .............................  11.3

1956  .............................  13.9
1957  .............................  14.3

1958  .............................  10.5
1959  .............................  11.3

1960  .............................  11.6

In Japan, apart from the influence of the more re-
strictive import policy, the explanation for the relatively
slow advance in imports lies in the fact that finished

manufactures, which contributed largely to the accelera-
tion of imports into western Europe, amount to less than
15 per cent of Japanese imports (see table 4-21). The
only class of finished manufactures that constitutes a
significant proportion of imports is machinery and
transport equipment. But despite the vigorous advance
of industrial investment both in 1959 and 1960, imports
of machinery barely rose in 1959 and they appear to

Table 4-20.  Western Europe: Indicators of Import Demand for Producer
Equipment, 1953-1960

Year

Investment
expenditure

on equipment
(annual

percentage
change)ÿ

Imports as a percentage             Change in imports as a
of domestic expenditure            percentage of change in

on equipmenl                expenditure on equipment

Imports from   Imports from      Imports from   Imports from
world       [lnited Stales         world       United Stales

1953  .........................  5.4
1954  ..........................  12.2

1955  .........................  13.7
1956  .........................  7.0

1957  .........................  5.2
1958  .........................  2.2

1959.  ........................  5.2

1960  .........................  (13)

2O.4     3.9       --      --
19.2        3.3           7.9       -2.1
18.9                3.6                     16.7                  4.9
20.2        3.7          32.1         5.5
21.0                3.9                    28.5                   5.6
20.6                3.4                     15.3               - 5.2
21.5        3.3          37.8         1.4
(24) b     (5) b      (43) b     (20) b

Source: See table 4-14. Figures within paren-
theses are preliminary estimates.

At constant prices.

b Based on import data for January.September
at annual rate.
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Table 4-21.  Japan: Composition of Imports, 1957-1960

Percentage distribation
t957                   Percentage change                     of tolal change

Item                   (billions
of dollars)       1957 to      1958 to       1959 go         1958 go      !959 to

t958         1959         t960            t959        1960

Total imports  .................  4.3      -29.2      18.7      24.0        100      100

Food  ........................  0ÿ6        -7.3      -9.4      12.9        -10        9
Crude materials and semi-manu-

factures  ....................  3.0       -37.1      31.0      27.5         104       84
Manufactures  .................  0.6       - 13.8       6.3      18.2           6        8

Capital equipment  ........... 0.3         18.4       3.2      14.2           2        4

Source: Japanese Government, Economic Planning Agency, "Japanese Economic Statistics (Tokyo),
January 1961.

have risen less rapidly than investment in 1960. Further-
more, imports of industrial materials rose considerably
faster than manufacturing production from 1958 to
1959 when inventories were being rebuilt and when the
country's textile industry was recovering from a major
recession. In 1960 they advanced only in line with manu-
facturing activity.

The outstanding feature of the development of exports
in 1960 was the relative ease with which the majority
of western European countries overcame the adverse

effect on their exports of the decline in the import de-
mand of the United States.

European trade compensated to an important extent for
losses in the North American market. But in this respect,
too, the United Kingdom was less favourably placed
than the other major exporters which belong to the
European Economic Community. The growing cohesive-
ness of the group and the high growth rate of most of its
members provided a better alternative outlet for exports
of the six EEC countries than was available to the
United Kingdom. The latter did not enjoy any preferen-
tial treatment in EEC markets, while its major export
markets in the Oversea Sterling Area were adversely
affected by the decline of commodity prices.

Although the reduction of exports to North America
was quite moderate for the year as a whole, it amounted
to as much as 15 per cent in the second half of 1960 as
compared with the corresponding period of 1959 (see
table 4-15). The decline was largely confined to the
commodities that had recorded the largest increases in
1959 ; passenger cars and steel accounted in fact for the
bulk of the total decline during the first nine months of
1960.

In spite of the reduction of exports to North America,
the total exports of western European countries in the
second half of 1960 exceeded the level of the correspond-
ing period of 1959 by 8 per cent. Intra-western Euro-
pean trade rose further, and substantial gains were made
in exports to eastern Europe. On the other hand, the
rate of expansion of exports to primary producting
countries fell from 15 per cent in the first half of 1960
to only 4 per cent in the last quarter of the year.

The impact of the decline in exports to North America
on individual countries in western Europe differed ac-
cording to the importance of passenger cars and steel in
their exports to the United States, and the extent to
which they were able to offset losses by increased sales
of other commodities. A few countries, notably the Fed-
eral Republic of Germany, Italy and Sweden, were even
able to increase total exports to the United States in
1960. The United Kingdom, on the other hand, experi-
enced a significant setback in the United States market,
not only with its exports of passenger cars, but also with
various other manufactures. The buoyancy of intra-

The expansion of intra-European trade began to re-
flect, at least in some degree, the effects of the formation
of two separate trading groups within Europe. As shown
in table 4-22, EEC intra-trade rose by 25 per cent in
1960, while total trade within Europe rose by only 19
per cent. This fact can be readily explained by above-
average growth rates in several of the EEC countries.
However, it appears that actual and prospective prefer-
ences have begun to affect trade within western Europe.
This is suggested by the fact that total imports, as well
as imports of individual classes of commodities by EEC
members from each other, increased more than their im-
ports from the United Kingdom and other non-members.
On the other hand, the establishment of the European
Free Trade Association is of too recent date to have
affected the group's trade to any significant extent in
1960. In fact, taking the year as a whole, members of
EFTA increased their imports from EEC countries faster
than their mutual trade. But in the third quarter of 1960,
when the first of the tariff reductions under the agree-
ment establishing EFTA went into effect, the growth of
trade among the members of EFTA accelerated, while
that of the group's imports from EEC member coun-
tries continued to slacken.

Thus far the booming demand throughout western
Europe has offset any losses to trade that might have
resulted from preferences already applied within the
two groups, and the net effect of the integration move-
ments has been to create trade rather than to divert it
from its normal channels. But after the second EEC
tariff cut of January 1961, which applies to intra-group
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Table 4-22.  Intra-European Trade, 1958-1960

(Percentage change in value from corresponding period of preceding year)

1960
Item                               1959

First       Second       Third       Fourth
quarter       quarter       quarter       quarter

Total trade among OEEC countries  ..............  11       29       20       18       13

Trade among EEC countries  ....................  19       40       28       21       16
Exports from EEC countries to EFTA countries...   10        29        21        20        12
Exports from EFTA countries to EEC countries...    8        18        12        11         9
Trade among EFTA countries  ...................  8        22        13        15        11

Source: Organisation for European Economic Co-operation, Foreign Trade Statistical Bulletin, series A
(Paris).

trade only, and which is to be followed in July by a
similar one in the EFTA countries, formal discrimina-
tion will be considerably increased. Changes in trade
patterns may thus become more significant in the future,
especially if, as seems likely, import demand in western
European countries becomes less buoyant.

THE  DEVELOPMENT  OF  TRADE  IN  NORTH  AMERICA

The decline of the imports of the United States ac-
celerated in the course of 1960 as the economy passed
from expansion in the first quarter to recession in the
rest of the year. Although the decline was small for the
year as a whole, it reflected a significant weakening in
the country's import demand. As table 4-23 indicates,
the import coefficient, which had advanced during the
1957-1958 recession, declined in 1960 almost as much
as in the more severe recession of 1953-1954.

purchases to domestic "compact" cars. The decline in
imports of industrial materials other than iron and steel
reflected the downturn of manufacturing production
after the first quarter of the year, and the sharp drop
in the rate of inventory accumulation which had initi-
ated the recession in the second quarter of 1960. How-
ever, as table 4-24 shows, decline of imports became
wide-spread in the second half of the year and affected
the bulk of imports of manufacturers as well as of
industrial materials.

The recovery of United States exports, after almost
eighteen months of stagnation at the level to which they
had fallen in 1958, began in the second half of 1959
and accelerated in 1960. For the full year 1960, total
non-military exports were 19 per cent above their pre-
vious year's level and somewhat higher in value though
not in quantum than in 1957.

In 1960 the decline in the demand for imports affected
chiefly industrial materials and passenger cars. The
normalization of steel imports after the settlement of
the steel strike accounted partly for the reduction of
demand for industrial materials, while the decline in
passenger car imports resulted from a shift in consumer

The recovery was closely linked to the boom condi-
tions which prevailed in western Europe and Japan.
These countries accounted for over two-thirds of the rise
in United States exports from 1959 to 1960, although
their share in the 1959 total was less than one-third.
United States exports are generally highly sensitive to

Table 4-23.  United States: Indicators of Import Demand

Imports as percentage of
gross national prodaetÿ

Imports as percentage of
components of total

domestic expenditureb

Industrial
Total       Food     materials

Consumer                Textiles
Mann-        mann-    Passenger     and
faetares      facturesc      cars      clothing

Year

1953  ......................  3.0            0.9            1.3
1954  ......................  2.8      0.8      1.2

1955  ......................  2.8      0.8      1.3
1956  ......................  3.0            0.8            1.3

1957  ......................  3.0      0.9      1.3
1958  ......................  3.2      1.0      1.2

1959  ......................  3.6            1.0            1.4

1960  ......................  3.4      1.0      1.2

0.7        1.8      0.3      2.1
0.7        1.9      0.3      2.0
0.8        2.1      0.4      2.5
0.9                2.6            0.8            2.6
0.9        2.8      1.8      2.5
1.0                3.3            3.5            2.5
1.2        4.0      4.1      3.1
1.2        4.0      2.9      3.3

Source: United States Department of Commerce,
Survey of Current Business and Total Export and
Iÿ..lÿO;t Trade of the United States (Washington,

a At 1954 prices.

b At current prices.
Ratio of imports of finished manufactures,

other than newsprint and passenger cars, to con-
sumption expenditure, other than expenditure on
food, passenger cars and gasoline.
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Table 4.24.  United States: Composition of Imports, 1959 and 1960

Item                           1959          t960
(billions of dollars)

Percentage change in t960ÿ

Year         First        Second
half        half

Total  ...............................  14.99
Food  ..............................  3.42

Coffee  .............  :  .............  1.10
Meat, ete  .........................  0.48

Industrial materials  ....................  6.40

Iron and steel  ......................  0.58
Non-ferrous metals  ..................  1.31

Petroleum  .........................  1.54

Finished manufactures  .................  5.17
Automobiles  .......................  0.84

Machinery  .........................  0.66
Textile manufacture  .................  0.84

All others  .........................  2.83

14.65         -2.3       4.3     --8.5
3.29                   --3.9           --3.6           -4.3

1.00         -8.5     -9.5     -7.4

0.38        -18.9    -23.3    -14.0
6.11         -4.6       1.9    --11.0

0.50        --12.6      45.4    -50.7
1.32           0.9      10.3     - 7.8
1.54           0.5     -6.2       8.7
5.26           1.7      13.2     -8.3
0.63        -25.6     -3.3    -48.3

0.71           8.4      I7.2       0.6
0.93          11.2      21.0       2.5
2.99                       5.5             15.3           -2.5

Source: United States Department of Commerce,
Foreign Commerce Weekly (Washington, D.C.),
6 March 1961.

a Change from corresponding period of pre"
ceding year.

cyclical changes of activity in the other major industrial
countries, which tend to draw heavily on United States
supplies of industrial materials and equipment during
periods of rapid expansion when their own productive
capacity proves inadequate to meet the rising demand.
The instability of this marginal demandÿ has contrib-
uted significantly to the wide fluctuations of United
States exports in recent years. Western Europe and Japan
accounted for over half of the decline of United States
exports in 1958, and for a similar proportion of the
preceding increase. Demand conditions in these coun-
tries have also tended to affect the exports of the United
States indirectly through their effect on the ability of
the countries concerned to supply third markets where
their products compete with United States exports.

bargo on exports to Cuba in mid-1960 involved a re-
duction of United States exports to Latin America of
over $200 million for the full year 1960.

Table 4-25.  United States: Exportsa by Area,
1955-1960

A rea

4 The following coefficients for the imports of western Euro-
pean (OEEC) countries from the United States indicate the
extent of cyclical swings in the area's demand for United States
products :

Imports from United States
Year                          (as a percentage of gross

national product)

1953  ............................  1.5

1954  ............................  1.6

1955  ............................  1.9
1956  ............................  2.1

1957  ............................  2.1
1958  ...................  •  .........  1.6

1959  ............................  1.5
1960  ............................  1.9

Source: Based on data from Organisation for European Eco-
nomic Co-operation, General Statistical Bulletin, January 1961.

The recovery of exports in 1960 was more narrowly
confined to western Europe and Japan than the previous
upswing (table 4-25) owing to the slackness of demand
in Canada and Latin America which account for nearly
half of total United States exports. In Canada, as in the
United States, growth was halted in 1960, while the
Latin American market was adversely affected by the
continuing decline of commodity prices since the 1957
recession, as well as by political factors. Thus, the em-

t955         Percentage change
(billions

of           1955to      t957  to      1959lo
. dollars)    1957     1958     1960

Total  14.2   36.1  -16.0  19.4
Western Europe and Japan..   4.8   32.2  -23.3  38.9
Canada  ...................  3.2   20.7  - 12.4   --
Latin America  .............  3.2   41.1  - 10.6 -1.1

Australia and Union of
South Africa  ............  0.5    4.6  -11.7  45.5

Other  ....................  2.5   41.9  -13.4  27.8

Source: United States Department of Commerce, Total Export
and Import Trade of the United States (various issues).

a Excluding "special category" exports.

United States exports made significant gains in the
developed countries of the Oversea Sterling Area, where
they benefited from the elimination of payments restric-
tions. In some countries in the Middle East, as well as
in India and other Asian countries, there were large
shipments of agricultural surpluses. But these markets
are as yet small in relation to total United States exports.

In view of the predominant role of industrially devel-
oped countries in the recovery and the nature of their
import demand, a relatively narrow range of commodi-
ties accounted for a large part of the export gains. Thus,
iron and steel, non-ferrous metals and cotton contrib-

uted two-fifths of the rise in export receipts. These com-
modities had also been prominent in the upswing of
exports in 1955-1957 as well as in their decline in 1958
(see table 4-26). The fact that their share was even
greater in the 1960 upswing than in the preceding one
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Table 4-26.  United States: Composition of Exports, 1955 to 1960

Ilem

Percenlage change           Percenlage dislribulion of change
t955

(millions     1955 to   1957 to   1959 to     1955 lo     1957 lo     t959 lo
of dollars)      1957     t958     196"0        1957        1958        1960

Total exports  .................  14,165      36   -16     19     100.0  -100.0    100.0

Food  ......................  1,942      29    -5      9      10.9    -3.8      7.3

Iron and steel  ..............  816      62   -50     58       9.8   -21.4     10.0
Non-ferrous metals  ..........  319      40   -23    144       2.5    -3.3     13.4

Cotton  .....................  469     123   -37    119      11.3   -12.7     17.l
Aircraft  ....................  140       91    -19    247        2.5     -1.6      12.5

SUB-TOTAL   1,744      77   --39    115      26.2   --39.0     52.9

Coal  ......................  495       71    --37     --4        6.8   --10.1     --0.5

Petroleum  ..................  527      65   --47      4       6.7   --13.2      0.5

Machinery  ..................  2,891      37    --7     10      21.1    -9.4     12.2
Automobiles and parts  ........  1,240       5   -17      6       1.3    -7.1      2.3

Chemicals  ..................  1,078      28    -2     12       5.8    -1.1      5.8
Pulp, paper and manufactures.     292       11     -6     24        0.6     -0.6       2.6
Rubber and manufactures  .....  62       98    126      14        1.2       5.0       1.4
Textile manufactures  .........  616       8   - 10      9       1.0    -2.2      1.9

SUB-TOTAL   6,179      26    --6     11      31.1   --15.4     26.2

All other  ...................  3,278      28   -14     11      18.3   --18.5     13.5

Source: United States Department of Commerce, Total Export and Import Trade of the United States
and Foreign Commerce Weekly, 6 March 1961.

was to some extent accidental : strikes in the United States
metal industries had reduced exports of iron and steel
and copper below normal levels in 1959 and the resump-
tion of production late in the year enhanced the rise of
exports in 1960. Cotton exports in 1959 were likewise
abnormally low owing to the fact that textile manufac-
turers abroad had postponed purchases in anticipation
of a reduction in the United States Government's export
price. After the announcement of the new price in Sep-
tember 1959 there was a rush of orders which affected
shipments in 1960. The rise in United States exports
was also enhanced by the bunching of deliveries of jet
aircraft which had been ordered by the major foreign
airlines several years earlier.

is further strengthened. It remains to be seen, however,

whether the rise in the exports of a number of other
industrial materials and semi-manufactures, which con-

tributed significantly to the upswing in 1960, can be
maintained in the future. It may well be that exports of
comm@ities, such as synthetic rubber and other syn-
thetic materials, pulp and paper products and various
chemical substances, did well in the European market
because productive capacity has thus far lagged behind
the rising demand for some of these relatively new prod-
ucts. If capacity is built up in western Europe to meet
normal requirements, the United States may ultimately
beeome a marginal supplier of some of these commodi-
ties as well.

Although the 1959-1960 recovery had some of the
marks of a cyclical spurt which might subside as demand
pressure eased in other industrial countries, it was in
fact more broadly based, as far as exports to the indus-
trial countries of western Europe are concerned, than

the upswing of 1955-1957. While the rise of exports to
western Europe from 1959 to 1960 was greater than that
of 1955-1956 or 1956-1957, the contribution of com-
modities for which demand has tended to be most un-
stable-notably of iron and steel, copper and coal--was
less significant. As a result of the changing pattern of
European fuel consumption, exports of coal did not rise
at all in 1960 and the combined share of the three other
commodities was not as large as it had been during the
1955-1957 upswing. If one also allows for the fact that
the level of exports of iron and steel, copper and cotton
was abnormally low in 1959 owing to the special factors
mentioned above, the evidence that the export recovery
in 1960 was more solidly based than the earlier upswing

Prospects in the European market for United States
exports of other manufactures, including machinery,
textiles and other consumer goods, which had previously
been limited by European import restrictions, may prove
to be more favourable in the long run. United States
textiles and mass-produced clothing, as well as a wide
range of miscellaneous manufactures, may benefit from
the same factors that have attracted a growing volume
of European consumer goods to the United States in
recent years. Moreover, the need for raising the produc-

tivity of European industry is unlikely to diminish, and
consequently demand for United States equipment can
be expected to continue growing.

In view of the small share of exports in total United
States output, the export boom did not contribute as
much to the maintenance of demand in the United States
as the previous year's upsurge of European exports had
done in that area. But it gave useful support to produc-
tion in a number of individual industries, notably in
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machine tools, where the rise in export shipments very
largely offset the decline in domestic demand in the
second half of 1960.

in 1960 was accompanied by an acceleration of reserve
accumulation.

BALANCE OF PAYMENTS DEVELOPMENTS

As indicated earlier, the continuing expansion in
western Europe and the moderate contraction in the
North American economies during 1960 resulted in a
deterioration of trade balances in western European
countries and an improvement of the trade balance of
the United States.

A tendency towards deterioration of trade balances
was present in most western European countries in 1960
(table 4-27), but it was particularly marked in Italy
and the United Kingdom, which together accounted for
two-thirds of the $2.3 billion rise in the import balance
of western Europe. The only countries which recorded
some improvement in balances were Belgium and
France, where expansion had been relatively slow in
1960. In the majority of countries the deterioration was
quite moderate and created no significant payments
diffieuhies; in fact, most countries were able to add to
their gold and foreign exchange reserves.

The disparity between short-term rates in western
European countries and the United States had resulted
from differences in the pace of economic activity and
from the use of credit policy as a regulator of activity
in these areas. Thus, as the expansion accelerated in
western Europe, a number of governments raised dis-

count rates early in 1960. In the United States the down-
turn in the second quarter of the year led to an easing
of credit and a reduction of short-term rates in July.
During the third quarter of the year the differential
between the United States and western European rates
amounted to 2 per cent in the case of the Federal Repub-
lic of Germany and Sweden, and to as much as 3 per
cent in the ease of the United Kingdom (table 4-28).

The improvement in the capital balance of western
Europe had a counterpart in a deterioration of that of
the United States. As table 4-29 below shows, the outflow
from the United States on capital account together with
the shift in the balance of unrecorded transactions in-
creased by $3.8 billion.

The actual improvement of western Europe's capital balance
is overstated by this figure, which does not allow for the rise in
United Kingdom sterling liabilities amounting to $0.6 billion,
and for a reduction in the foreign exchange assets of commercial
banks.

The bulk of the capital outflow from the United
States and of the capital inflow into western European
countries consisted of short-term funds which United
States banks and individuals had transferred to the main
financial centres of western Europe, where short-term
interest rates were higher than those in the United States.
The transfer of funds was to some extent also motivated
by speculation on a possible readjustment of exchange
rates. The principal European recipients of these funds
were the Federal Republic of Germany and the United
Kingdom, and, to a less extent, the Netherlands and
Switzerland. As table 4-27 indicates, it was chiefly in
these countries that a deterioration of trade balances

Changes in rates of reserve accumulation were less
uniform than changes in trade balances, and in several
eases they were largely unrelated to the development of
current transactions. For western Europe as a whole,

the rate of accumulation of official gold and foreign
exchange reserves in 1960 was $2.5 billion higher thart
in 1959, in spite of an increase in the area's merchandise
import balance of $2.3 billion. The shift in the capital
balance in favour of western Europe thus appears to
have been of the order of $4.8 billion.5

The restoration of currency convertibility has greatly
increased the international mobility of funds. In these
circumstances, interest rate differentials tend to give
rise to movements of short-term funds, which may defeat
the domestic purpose for which the monetary measures
had originally been introduced. Furthermore, in view
of the persistence of basic disequilibria in the current
and long-term capital transactions of some of the major
industrial countries, "hot money" movements may have

a seriously disruptive effect on the international pay-
ments system. In consequence of the experience of 1960 .
some governments have shifted the emphasis from mone-
tary to fiscal policies and to more selective and flexible
forms of credit control. Efforts have also been intensified
in 1960 to reduce basic disequilibria in the external
balances of the United Kingdom, the United States and
the Federal Republic of Germany.

The conflict between domestic and external policy ob-
.ieetives is particularly acute in the case of the United
Kingdom in view of the weakness of its external balance
and the need for more rapid growth that is felt in many
quarters.

Throughout most of the post-war years the external
balance of the United Kingdom has been under consid-
erable strain. This strain has resulted very largely from
the structure of its external transactions. The traditional
pattern of the United Kingdom's external transactions
was one where a surplus from service transactions served

to finance an import balance on merchandise account
and a substantial outflow of long-term capital as well as
various government expenditures abroad. After the war
the surplus on service transactions was considerably re-

duced in relation to payments for imports and the level
of capital transfers and other expenditures to be fi-
nanced. It therefore became the first aim of government
policy to reduce the structural imbalance of the country's
merchandise trade, by furthering the expansion of its
exports and by restraining the growth of its imports.

Throughout the nineteen fifties, the expansion of Brit-
ish exports lagged behind that of the other major west-
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Table 4-27.

PART   TI.      CURRENT   ECONOMIC   DEVELOPMENTS

Trade and Changes in Ofi%ial Gold and Foreign Exchange Reserves,ÿ

1959-1960

Coanlry and year

Tolal trade                              Changes in
official

Quantum                  Trade                  gold and
balancea                foreign

Exports        Imports         (millions of               exchange
(indices, 8t00) = t95            dollars)                reservesb

t958 = t00)

Austria
1959  ...............................  107
1960  ..............................  121

111          --181               21
134          --296               19

Belgium-Luxembourg
1959  ..............................  114

1960  ..............................  125

112          - 147            --118
124          -145              200

Denmark
1959  ..............................  108

1960  ..............................  113

a/y
1959  ...............................  123

1960  ..............................  150

Norway°
1959  ..............................  111
1960  ..............................  116

Sweden
1959  ..............................  108
1960  ..............................  124

Switzerland
1959  ..............................  108
1960  ..............................  122

United Kingdom
1959  ..............................  104

1960  ...............................  109

All OEEC countries
1959  ..............................  113

1960  ..............................  127

Canada
1959...:  ..........................  103

1960  ..............................  108

Uniÿd Staÿsd
1959  ..............................  99
1960  ..............................  118

Netherlands
1959  ..............................  114
1960  ...............................  131

France
1959  ..............................  119

1960  ..............................  139

Germany(Federal Republic)
1959  ..............................  113

1960  ..............................  131

120          --221               70
131          --331             --37

98            528            1,008
118            585              350

121          1,439            --211
143          1,257            2,184

111          --446              878
161        --1,054              126

113          --331             --34
131          --503              398

109          -506               13
128          -583               22

105      -200        -48
125          -309               48

111          --228                5
130          -348              262

107        --1,495            --333
120        --2,484              492

110        --3,000            1,900
130        --5,300--           4,400

111          --956             --72
108          --681             --40

119          --394          --1,562
114          3,228          --2,922

Source: Division of General Economic Reseaich
and Policies of the United Nations Secretariat,
based on data from International Monetary Fund,
InternationalFinancialStatistics (Washington, D.C.) ;
from Organisation for European Economic Co-

. operation, Foreign Trade Statistical Bulletin, series
A, and General Statistics, part 1 (Paris), January
1961,  and from United States  Department of
Commerce, Total Export and Import Trade of the
United States.

abased on exports f.o.b,  and imports  c.i.f.
Import data for Canada and the United Stdtes have
been adjusted to c.i.f, basis by adding 10 per cent
to f.o.b, values.

b Excluding transfers in 1959 to the International
Monetary Fund in connexion with quota increases.

c Imports of ships excluded from quantum in-
dices, but included in balance.

a Excluding shipments of military supplies.
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Table 4°28.  Rates of Discount of Central Banks, 1958-1961

(Percentage per annum)

Net change front

Country                  End of       July 1958    July 1959     July to       October        End of
June             to             to         September      t960 to          May
1958        June !959    June t960      t960      May 1961        t961

Western Europe
Austria  ....................  5.00       -0.50      0.50      --        --
Belgium  ...................  4.00       -0.75       0.75      --         1.00

Denmark  ..................  5.00       -0.50      1.00      --        1.00
Finland  ....................  7.25       -0.50      --        --        --

France  .....................  5.00       -1.00      --        --       -0.50
Germany (Federal Republic)..  3.00       --0.25       2.25      --       -2.00
Italy  ......................  3.50  ....
Netherlands  ................  3.50       -0.75      0.75      --        --

Norway  ....................  3.50  ....
Sweden  ....................  4.50        --        0.50      --        --

United Kingdom  ............  5.00       - 1.00      2.00      --      - 1.00

Japan  .......................  7.67       -0.73      0.37    -0.37    -0.37

North America
Canadaÿ.  ..................  1.97         3.39     - 2.04     - 1.37       1.69
United States (New York)  ....  1.75         1.75      --      -0.50      --

5.00
5.00
6.50
6.75
3.50
3.00
3.50
3.50
3.50
5.00
5.00

6.57

3.64,
3.00

Source: Statistical Office of the United Nations, Monthly Bulletitr of Statistics.
Based on the rate prevailing in the last week of the period stated.

ern European countries. This was partly the result of
their predominant orientation towards the more slowly
growing overseas markets in the primary producing
countries of the sterling area, while continental Euro-
pean countries benefited to a greater extent than the
United Kingdom from the rapid expansion of import
demand in western Europe itself. But, in addition,
United Kingdom exports also lost ground in their tradi-
tional markets,s In the earlier post-war years they had
benefited from discriminatory import restrictions in the
Oversea Sterling Area, as well as from tariff preferences.
The elimination of the restrictions and the gradual
erosion of tariff preferences opened up sterling area
markets to the products of other European countries as
well as to those of the United States and Japan, and
stiffened the competition which United Kingdom exports
had to meet. The growing difficulties in export markets
have repeatedly forced the Government to protect the
external balance by means of domestic policies of re-
straint. The consequent slow and intermittent .expansion
of the British economy inhibited the growth of its prod-
uctivity which, in turn, contributed significantly to the
greater cost increases in the United Kingdom than in
some of the other European countries with whose prod-
ucts British exports have to compete.

s The extent of the United Kingdom's loss in sterling area
markets is indicated by the following figures:

Percentage shares of exports of manufactures
to Oversea Sterling Area

195ÿ    1958     1959     1960
United Kingdom  .......  60.7    53.3    51.0    46.3
EEC countries  ........  18.1    23.6    23.3    23.5
United States  .........  12.9    13.2    14.5    17.0

Japan  ................  8.3      9.9    11.2    13.3

Source: "National Institute of Economic and Social Research,
National Institute Economic Review, March 1961.

In ]959 and 1960 the United Kingdomeconomy re-
sumed its expansion after more than three years of
virtual stagnation. During the period 1956-1958 the
trade gap had been virtually eliminated (table 4-29),
reserves had risen appreciably and the position of ster-
ling had strengthened sufficiently for the Government to
make sterling freely convertible into dollars for current
transactions. But the elimination of the trade gap had
been achieved primarily by means of restraining im-
ports. For although exports expanded, they failed to
keep pace with the growth ofÿ exports from the rest of
Europe. Moreover, there was no basic improvement in

the rest of the country's external transactions. Net earn-

ings from invisibles were no higher during the years
] 956-1958 than earlier in the nineteen fifties, while net
government expenditures and the long-term capital out-
flow had increased. In these circumstances, any signifi-
cant easing of restraints was soon bound to upset the
precarious external balance.

In 1959 the expansion of the United Kingdom econ-
omy was moderate and, moreover, the external balance

benefited from a combination of favourable circum-
stances: booming United States demand for British
manufactures and the existence within the country of
adequate stocks of raw materials which moderated im-
port demand until the latter part of the year. The accel-
eration of growth in the latter part of 1959 and early
in 1960 resulted in a sharp increase in import demand
for industrial materials, as well as for manufactures.: As
the boom of exports to the United States came to an end,
the trade balance of the United Kingdom deteriorated
sharply after the middle of 1960, and as net earnings
from invisibles also declined the commercial current
account went into deficit. This was further accentuated
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Table 4-29.  Federal Republic of Germany, United Kingdom and United States:
Summary of Balance of Payments, 1952-1953 to 1960

(Billions of dollars)

Coanlry and year

External reserves and
Government                    Balance of    Short-      short-term liabilities

Invisibles,                                                     current       term
net        Carrent                                Private       and       capital     Gold and     Short-

Trade     (excluding     corn-      Current                   long-     long-term      and       foreign       term
balance      govern-      mercial     expendi-     Capital       term       capital       errors      exchange   liabilitiesa

ment)      balance       lure        and      capital      lrans-       and       assets
(net)       grants                 actions    omissions   (increase   (decrease

(net)        --)        --)

Germany (Federal Republic)
1952.1953, average  ....  0.7     -0.1       0.6       0.2       --       --       0.8       --     -0.8

1956-1957, average...   0.8      0.1      0.9      0.6    --0.8      --       0.8      0.3    --1.1

1958  ...............  1.4    --0.2      1.2      0.9    --0.7    --0.1      1.1    --0.4    -0.8
1959  ...............  1.3     --0.6       0.7       1.0     --0.9b    -0.3       0.5     --0.3     --0.1

1960  ...............  1.2     --0.4       0.8       1.0     --0.8       0.1       1.1       1.0     --2.1

United Kingdom°
1952-1953, average...  -0.5       1.2       0.7     -0.4       0.2     -0.4       0.1       0.2     -0.1     -0.1
1954  ...............  -0.5      1.5      1.0    -0.4      --    -0.6      --      --    -0.2      0.3

1955  ...............  -1.0      1.2      0.2    -0.4    -0.1    -0.4    -0.7      0.5      0.6    -0.4
1956-1957, average...  -0.1       1.2       1.0     -0.4       --     -0.6       --       0.3     -0.1     -0.2

1958  ...............  0.2      1.3      1.5    -0.5    -0.3    -0.4      0.3      0.3    -0.7      0.1
1959  ...............  -0.2       1.0       0.8     -0.5     -0.5b    -0.4     -0.6       0.2       0.2b      0.2b
1960  ...............  -1.0      0.9    -0.1    -0.7    -0.4    -0.3    -1.5      1.4    -0.5      0.6

United Statesa
1952-1953, average...    1.9       1.4       3.3     - 2.2     - 2.4     - 0.6     - 1.9       0.4       0.4       1.2
1956-1957, average...    5.4       2.0       7.3     -3.1     -2.6     -2.3     -0.7       0.4     -0.6       0.8

1958  ...............  3.3       1.8       5.1     -3.4     -2.8     -2.5     -3.6       0.1       2.3       1.2
1959  ...............  0.9       1.5       2.4     -3.1     -2.2b    -1.7     -4.6       0.7       0.7b      3.1b

1960  ...............  4.7       1.5       6.2     -3.0     -2.9     -2.0     -1.7     -2.1       1.7       2.1

Source: Division of General Economic Research and Policies
of the United Nations Secretariat, based on data from Inter-
national  Monetary  Fund,  Balance  of  Payments  Yearbook
(Washington, D.C.); and from national sources.

a For United States, short-term liabilities and foreign pur-
chases of United States government securities; for United
Kingdom, sterling liabilities.

b Excluding transfers to International Monetary Fund in
connexion with quota increases.

o Owing to revisions of basic data, the distribution of private
capital flows as between long-term and short-term for the years
1958 to 1960 is not strictly comparable with that of earlier years.

a Excluding exports of military supplies and services under
grants.

by a considerable increase in 1960 of net government
expenditure abroad. As a result, the over-all balance of
current and long-term capital transactions deteriorated
by $1 billion. The impact of this deterioration on re-
serves was cushioned by the inflow of short-term fundsÿ
which was noted earlier. The rise from 1959 to 1960 in
the recorded inflow of short-term capital together with
that of unrecorded receipts totalled $1.2 billion. This
inflow enabled the United Kingdom not only to finance
the increased deficit of other transactions, but also to
add to its gold and dollar reserves. Some of these funds
appeared to have been invested in longer-term securi-
ties, but the bulk of them were highly volatile and apt
to be withdrawn, should interest rates cease to favour
the United Kingdom, or should a loss of confidence in
sterling occur.

ing in other financial centres. Since mid-1960, growth of
domestic economic activity has again been arrested as
a result of the decline in foreign demand for British
exports and the imposition of restraining measures.
Under such circumstances, to stimulate the economy by
means of monetary policy is rendered more difficult by
the need to avoid a large-scale withdrawal of short-term
furids.

In order to reduce the wide disparity between United
Kingdom rates and those prevailing in the United States
and in the continental financial centres, the Bank of
England reduced its discount rate from 6 per cent to 5.5
per cent in October 1960 and further to 5 per cent in
December of that year, but even at this level United
Kingdom interest rates have an edge over those prevail-

In some respects the basic problem of external bal-
ance in the United States is similar to that of the United
Kingdom. In both countries government expenditures
abroad are large in relation to their commercial surplus,
and both are major exporters of long-term capital. Ex-
ternal transactions in both cases were partly financed by
building up substantial short-term liabilities to the rest
of the world. In the case of the United States, however,
the persistent sizable over-all deficit throughout most
of the nineteen fifties related to government foreign aid
policies, which were designed to make available to the
rest of the world the physical and financial resources
necessary for the maintenance of growth and a high
level of trade. In addition, the maintenance of military
establishments on foreign soil also contributed to the
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growing strain on the United States external balance,
particularly since large cash disbursements abroad
were in no way tied to purchases of United States
products. Thus, any adverse shifts in the balance of
current commercial transactions, which may arise from
a decline of demand in export markets or from rising
import demand in periods of domestic boom, have to be
financed out of reserves or by further additions to short-
term liabilities. The drain on the external reserves of
the United States in 1959 had resulted from such a
development. With external commitments normally in
excess of the commercial surplus, impact of the shift
in the current account balance had to be borne by a
decline in reserves and an increase in short-term liabili.
ties (table 4-29).

In 1960, however, the trend in the United States cur-
rent account position was reversed. This was, as noted

in an earlier section, the result of the slackening of
United States demand for imports and of the rise of its
exports which was stimulated by the boom conditions in
western Europe and Japan. The merchandise trade sur-
plus on an f.o.b, basis rose from under $1 billion in
1959 to $4.7 billion in 1960. Since changes in invisibles
were relatively minor and mutually offsetting, the cur-
rent account surplus rose by a corresponding amount.

Other things being equal, this shift would have sufficed
to eliminate the need for any further drawings on the
United States gold stock or for further additions to its
short-term liabilities. However, much of the gain was
offset by the large outflow of short-term funds to which
reference was made above. But even apart from these
financial transactions, not all of the gain from the ira-

provement in the United States current account would
have benefited reserves. The slackness of the United
States economy discouraged foreign long-term invest-
ment in the United States, which dried up after mid-year,
involving for the year as a whole a decline in United
States receipts of over $200 million compared with
1959 (see table 4-30). At the-same time United States
private long-term capital moved in increasing amount
into investments in western Europe.7 Thus, despite a
reduced outflow to Canada and other areas, total United
States private direct investment advanced by some $200
million. There were also some other independent offsets,
notably reduced repayments on United States govern-
ment credits, which had been accelerated in 1959 to
ease the United States balance of payments position in
that year.

The recorded outflow of short-term capital rose by
$1.1 billion from 1959 to 1960, and the shift in unre-
corded transactions from net inflow in 1959 to net out-
flow in 1960 also reflected a change in the short-term
capital position of the United States of the order of $1.7
billion.

The outflow of short-term funds began in the second
quarter of 1960, and accelerated in the third and fourth
quarters after discount rates were raised in the Federal
Republic of Germany and the United Kingdom. The
outflow rose from a seasonally adjusted annual rate of
$1.2 billion in the first quarter to $2 billion in the
second, $3.6 billion in the third, and $4.7 billion in the

r This outflow was enhanced by the acquisition of the minority
shareholding of the British subsidiary of a United States motor-
car manufacturer in the last quarter of the year.

Table 4-30.  United States Balance of Payments, by Half-year, 1959 and 1960

(Billions of dollars; seasonally adjusted)

1959                                  1960
Item

First half       Second half          First half       Second half

Merchandise (f.o.b.)
Exports  .............................  7.8           8.5
Imports  .............................  -7.5         -7.8

Balance  ...........................  0.3           0.7

9.5          9.9
-7.6        -7.1

1.9          2.8

Private services and donations  .............  0.7
Current commercial balance  ............  1.0

0.6            0.6          0.8
1.3        2.5       3.6

Government
Military expenditures  .................  - 1.6         - 1.5
Grants and credits  ....................  - 1.5         - 1.5

Repayments on loans extended  .........  0.4           0.6

Private capital
Direct investment  ....................  --0.7         --0.6

Foreign long-term capital  ..............  0.2           0.3

Balance of above transactions  -- 2.2         -- 1.4

Other private capital  ..................  --0.4         --0.6

Unrecorded transactions  ...............  0.5           0.3

2.0          1.8            1.3          2.5
Change in gold reserve and dollar liabilities

(inflow -)  ...................  :  ......

--1.5        --1.5

- 1.6        -- 1.8

0.3          0.3

--0.5     --1.0

0.3

--0.5        --0.4
--0.6        --1.3
--0.2        --0.7

Source: United States Department of Commerce, Survey of Current Business, March 1961.
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last quarter of the year. The rise in the last quarter was
entirely in unrecorded transactions.

It should be noted, however, that the transfer of funds
was not solely motivated by interest rate differentials but
involved also speculation on a possible change of the
dollar's gold parity. For instance, Switzerland, whose
interest rates are among the lowest in Europe, received
a dollar inflow estimated at $400 million in the second
half of the year. Gold sales by the United States began
to rise significantly in the third quarter of the year,
when substantial foreign private dollar holdings were
sold to central banks, notably in the United Kingdom,
Switzerland and the Netherlands, which normally take
a large part of their reserve gains in gold. As such sales
increased in the last quarter of the year, the drain of
the United States gold stock accelerated. That period
was characterized by an upsurge of demand in the
London gold market, where the gold price rose to a peak
of $41 per fine ounce in October 1960. During the last
quarter of the year an estimated $500 million of gold
passed into private ownership. Some of this gold is
thought to have come from central bank reserves which
released gold in order to stabilize its open-market price.
The firm position taken by the new United States Ad-
ministration in the matter of the gold parity of the
dollar, helped to damp down the speculative flurry.
Although the United States continued to lose gold in
January and February 1951, the outflow of gold tapered
off, and was reversed in March.

On the external side, efforts to reduce the country's struc-
tural surplus on current account have been largely con-
fined to a rapid dismantling of import and payments
restrictions during the nineteen fifties and to tariff re.
ductions. More substantial progress was made in offset-
ting the surplus through increased capital transfers in
the form of indemnification paymeats, accelerated debt
repayment, advance payments for armaments ordered

abroad and a growing volume of credits to under-
developed countries.

After 1957 the Federal Republic of Germany's cur-
rent account surplus began to decline, and in both 1958
and 1959 reserve accumulation fell short of receipts
from United States military expenditures. Despite some
increase in the current surplus in 1960, reserve accumu-

lation would not have exceeded these receipts had it not
been for the inflow of short-term funds. The basic flows
have clearly come closer to over-all balance in the latter
part of the nineteen fifties. But the balance continues to
be primarily based on government capital transactions
and unilateral transfers, some of which are of limited
duration, while others are single transactions. The net
outflow of private capital has remained very small in
view of substantial foreign investments in the booming
economy of the country.

In the case of the Federal Republic of Germany, the
inflow of short-term funds considerably aggravated the
problems arising from the structural surplus of the ex-
ternal balance. For almost a decade the inflow of foreign
exchange which resulted from a persistent balance of
payments surplus has produced a tendency towards
excessive liquidity. The country's basic surplus, which
arises from merchandise trade, is enhanced by outlays
of the United States Government for its military estab-
lishment in the Federal Republic of Germany totalling
close to $1 billion.

The Government has dealt with the domestic problem
of excessive liquidity through the sterilization of funds.

The Government of the Federal Republic of Germany
proceeded to revalue the Deutsche mark by 4.75 per cent
in March 1961. The revaluation may be expected to
reduce the export surplus in some degree, and is likely
to lead to a withdrawal of short-term funds as well as
to some sale of longer-term securities, which had been
purchased by non-residents in anticipation of an ex-
change rate adjustment. Advance debt repayments, sug-
gested by the German authorities for 1961, will further
contribute to a reduction of the surplus, but measures
of this kind would have a once-for-all effect, leaving the
basic position unchanged. For the long run, the solution
of the German surplus remains with a high and rising
level of capital exports, so long as receipts from military
expenditures continue to flow into the country. Apart
from these receipts, the surplus would readily be ab-
sorbed even by the current level of capital transfers.

Outlookÿ

In the industrial countries of western Europe and in
Japan, a continuation of expansion with declining
growth rates is indicated. No substantial acceleration of
economic activity is foreseen in any of the countries,
nor is any serious recession envisaged. The upswing of
business investment, especially in machinery and equip-
ment, may be expected to continue in many countries,
at least until the second half of the year. Consumer

s Based'in part upon replies of Governments to the United
Nations questionnaire of November 1960 on economic trends,
problems and policies.

spending is likely to rise further in view of substantial
increases in disposable personal incomes. Growing pres-
sure on costs and profit margins and some price in-
creases are anticipated in several countries. Export
demand, which had weakened in the course of 1960, may
become more buoyant in the course of 1961.

In North America, indicators point to a moderate re-
covery from the mild recess'ion which had developed in
the,middle of 1960. The recession had obviously passed
its trough by the end of the first quarter of 1961. It is
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generally assumed that considerable under-utilization
of both labour force and productive capacity wflI persist
for some time to come.

expansion slackens, and demand pressure is cased. Ex-

ternal balanccs may record some further deterioration
in the early part of 1961, but for the year as a whole
they are expected to be similar to those of 1960.

SLOWER  GROWTH  IN  WESTERN  EUROPE  AND  JAPAN

On the supply side, no significant difficulties are an-
ticipated in 1961 in the industrial countries of western
Europe or in Japan. Output will probably become some-
what less flexible in 1961 as full employment levels are
reached or approached and capacity is fully utilized in
many countries. Considerablc inter-country differences
exist, however. In a few countries, supply limitations
are likely to contribute significantly to a retardation of
growth rates. This applies particularly to Austria, the
Federal Republic of Germany and the Netherlands,
where considerable labour shortages developed and an
exceptionally high degree of capacity utilization was
attained in 1960. Sectoral and regional labour shortages,
especially in construction, are also anticipated in Den-
mark, Norway, Sweden and the United Kingdom. In
other western European countries, as well as in Japan,
the supply position appears to be less strained. Although
the supply factors will reduce the growth rates in some
countries, a rise in total output of some 3 to 5 per cent
is considered possible in all western European industrial
countries.

While the expansion of economic activity will con-
tinue in western Europe in 1961, most countries antici-
pate that growth rates will be lower than in 1960. For
western Europe as a whole, the increase in total output
may fall from 6 per cent to 4.5 per cent and that of
industrial production from 9 to 6 per cent9 (see table
4-31). in the six countries which recorded increases in
total output of 7 per cent or more in 1960, the rates of
expansion are expectcd to decline to around 4 to 5 per
cent in 1961, In Austria, the Federal Republic of Ger-
many and the Netherlands, where labour markets be-
came tight in 1960, these lower rates may represent a
return to more normal full employment growth rates.
Growth rates of 5 per cent are anticipated in Finland
and Italy.

Demand in western European countries and Japan is
generally expected to rise more slowly in 1961. In view
of the relatively large wage and salary increases which
have already been negotiated or are expected in most
countries, consumption expenditure is likely to rise
significantly. The growth of personal consumption, to-
gether with industrial investment, will remain major
expansionary factors in a number of countries. A rela-
tively large share of the increase in consumption will
probably be devoted, as in 1960, to consumer durables,
particularly to automobiles. Public expenditure will be
increased in almost all countries and will give additional
support to demand.

In the foreign sector, export demaÿad is expected to
continue to rise in 1961 probably somewhat faster than
in the latter part of 1960. On the other hand, the rise
in imports is likely to slow down as the pace of the

Although no detailed information on inventory move-
ments is available, it seems likely that this component of
demand will play a relatively minor part in the expan-
sion in 1961. Changes in the volume of residential
construction will generally also be rather small. Most
countries, however, anticipate relatively large increases
in business investment, notably in plant and equip-
ment in manufacturing industry. In many western
European countries the continuation of the investment
boom will in part be related to the expansion of markets,
as the tariff levels are reduced within the European
Economic Community and the European Free Trade
Association.

Table 4-31.  Real Gross National Product and In-
dustrial Production, 1960 and Omcial Estimates
for 1961

(Percentage change from preceding year)

Cottrdry

Gross nalional producl  Induslrial produclion

J960       ÿ96ÿ       t960       ÿ96t
(actual)   (eslimaled)   (actual)   (eslimated)

Western Europe-.  ....  6      4.5        9      6

Netherlands  ........  9      4        13      6

Austria  ............  8      5         8      ... b
Finlhnd  ............  8      5        11     10

Germany (Federal
Republic)  ........  8      5.5      11      9

Italy  ..........  7      5        15     ... b

Norway  ............  7      4         7      ... b
Belgium  ...........  5      ... b       7      ...
Denmark  ..........  5      ... b       5      ... b
France     5      5        11      6
United Kingdom  ....  5      3        6      5
Sweden  ............  3      4         8      4.5

Japan  ...............  11o     9°       26     15

Source: Division of General Economic Research and Policies
of the United Nations Secretariat, based on data from replies of
Governments to the United Nations questionnaire of November
1960 on economic trends, problems and policies; from "La
Situation ÿconomique de la Communautÿ et les perspectives
our  1961",  Journal  oÿciel  des  Communautgs  europÿennes
Brussels), 22 April t961, and from national sources.

Countries in western Europe are arrant$ed in descending
order of the rate of increase in gross national product m 1960.

b Further increase, but at a lower rate than in 1960.
¢ Fiscal year beginning 1 April.

The prospects for the remaining western European
countries in 1961 are more varied. Growth of total out-
put in these countries in 1960 was below the average
for western Europe. In 1961 only Sweden anticipates a

0 The C°mmissi°n of the European Economic Community has
estimated the increase in the volume of gross national product
of that area in 1961 at 4.5 to 5 per cent as compared with the
increase of 7 per cent in 1960, and that of industrial production
at 6 to 7 per cent as compared with 12 per cent in 1960.
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significant acceleration in the expansion of output.
While the pace of expansion in France is expected to be
maintained, a slackening is likely to occur in Belgium,
Denmark and the United Kingdom. In the United King-
dom the slight decline in total output in the latter part
of 1960 appears to have been reversed recently after
the relaxation of hire-purchase restrictions in January
1961. However, restraints on the expansion of domestic
demand will remain necessary: in view of the substantial
deterioration of the external balance in 1960.

tional arrangements for reducing direct taxes by the
middle of the year. In Sweden, the Government has
already curtailed the public building programme and
the issuance of private building permits. At the same
time, the budget for 1961/62 aims at an over-all surplus
comparable to that of the current fiscal year.

The prospect for Japan in 1961 is similar to that for
most western European countries. The exeeptiona!ly
high rate of growth in total output in 1960 will not be
maintained in 1961, but the slackening will be only
moderate. A slower growth of exports is expected to be
the principal retarding factor.

The emphasis of government policy in the United
Kingdom will also remain restrictive in 1961, mainly
for balance of payments reasons. The relaxation of hire-
purchase restrictions in January 1961 was introduced
for the purpose of stimulating production in the con-
sumer durable goods industries which had suffered as
a result of a decline in exports. In countries with spare
capacity and adequate manpower, as in France and
Italy, policies are expected to remain or become more
expansionary in 1961.

While the rates of growth in western Europe and
Japan are likely to be lower in 1961, the pressure on
prices, which was evident in many countries during
1960, may become stronger. Wages are generally ex-
pected to rise at approximately the same rate as in 1960,
and in a few countries greater increases are considered
possible. The only country where wages are likely to
rise significantly less than in 1960 is the Netherlands,
which experienced an unusually large upward shift in
labour incomes after the relaxation of government con-
trol of wages and salaries in mid-1959. With the rapid
disappearance of unused productive capacity, the rate
of increase in output per man-hour, which started to
fall in most countries in the latter part of 1960, may
decline further, resulting in larger increases in unit
wage costs. The decline in the prices of imported raw
materials in the course of 1960, combined with a good
harvest, whietl had contributed in a number of countries
towards moderating increases in the general price level
in 1960, were fortuitous factors that cannot be counted
upon in 1961.

The gross national product of the United States, on
a seasonally adjusted basis, fell in real terms by about
1.5 per cent from the fourth quarter of 1960 to the first
quarter of 1961ÿ Most of the decline was due to the
continued cutback in inventories, although for the first
time during theI recession personal consumption also
slipped slightly. The total decline from the peak in the
second quarter of 1960 was thus about 2.5 per cent.

In most western European countries cautious restraint

will remain the keynote in government economic policy
for 1961. In countries such as the Federal Republic of
Germany, the Netherlands and Sweden, where supply
limitations have been increasingly felt, the Governments
have introduced in recent months additional measures
to moderate the growth of demand pressures. In the
Federal Republic of Germany, for instance, the Govern-
ment decided to postpone many public building projects.
The upward revaluation of the Deutsche mark in March
1961, which was undertaken mainly for the purpose of
checking inflows of short-term funds, should facilitate
the task of relieving the pressure of demand on resources
by discouraging exports and encouraging imports. In
the Netherlands, the guilder was also revalued at the
same time; monetary policy became more restrictive
after the beginning of the year. No relaxation of govern-
ment restraints is expected in 1961, in view of the fact
that new wage contracts will be negotiated later in the
gear and the current budget has already made condi-

However, in the second quarter of !961 there were
signs indicating that the worst of the current recession
might have been over. There was an upturn in inven-
tory movements in the durable goods sector. But more
important was the development in the field of industrial
production. After a fall of 7 per cent from May 1960
to February this year, the index of industrial produc-
tion rose by one-half of one per cent in March and by
another 2.5 per cent in April. In addition, there was
some evidence of even stronger improvement in May,

particularly in the steel and automobile industries,
which had accounted for most of the increase in April.
It seems possible that steel production, which was run-
ning at about half of capacity during the preceding win-
ter months, may increase to 75 per cent of capacity
before the middle of the year. As shown in table 4-32,
many other economic indicators also gained strength by
April.

Furthermore, according to the survey conducted
jointly by the United States Department of Commerce
and the Securities and Exchange Commission in late
January and February of 1961, a modest rise in busi-
ness outlays on plant and equipment is expected in the
second half of the year, although for the year as a whole
the level will be 3 per cent lower than in 1960. The
actual development may prove to be more favourable
than had been anticipated at the beginning of the year. -
According to the McGraw-Hill Survey of late March
and early April, businessmen had slightly increased
their investment plans since October I960, and in-
tended to reduce expenditure on plant and equipment
on the average by only one per cent in 1961 (see table
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Table 4-32.  United States: Recent Changes in Certain Economic Indicators

(Based on seasonally adjusted series)

Percentage       Percentage
Low month in         decline from    increase from

Item                                 1960-1961 recession       1960 peak         low to
to low        April 1961

Industrial production  ............................  February 1961         -7.3         2.9
Steel produced  ...............................  December 1960      -48.6       32.3
Cars assembled.                                     March 1961          -43.6        29.1

Non-agricultural employment  .....................  December 1960        -t.8         1.2

Average hours worked in manufacturing  ............  December 1960        =4.5         3.1
Total personal income  ...........................  February 1961         -0.9         1.0

Wage and salary disbursements in manufacturing..  June 1960             -1.9         2.0
Retail sales  ....................................  January 1961          -5.8        1.1
New orders for durable goods  .....................  January 1961         -12.8        12.4
Private housing starts  ...........................  December 1960       -28.0        25.9

Source: United States Department of Commerce, Survey of Current Business; Joint Economic Committee,
Economic Indicators (Washington, D.C.).

4-33). This would involve a considerable increase in
the second half of 1961.

In Canada, trends in production followed broadly
those in the United States. Fixed investment, accord-
ing to a survey conducted at the end of 1960, is expected
to rise by one to 2 per cent in 1961. But this will be
entirely due to increases in expenditure for housing and
institutional services, since business fixed investment
is expected to decline somewhat. Exports may show a
moderate increase in 1961.

Unemployment still remains high in both countries;
on a seasonally adjusted basis, it amounts to nearly 7
per cent of the labour force in the United States and to
8 per cent in Canada. The immediate outlook is that a
considerable degree of unemployment will persist dur-
ing 1961, but in the United States it is expected to fall
to about 6 per cent of the labour force by the end of
the year.

Table 4-33.  United States: Plans for Capital
Spending

(Billions of dollars)

Percentage
Item                   1960        t961       change,

(aclaal)    (planned)  1960 to 196t

Manufacturing  ............  14.48    14.09     -3

Mining  ...................  0.99     1.03       4
Railroads  .................  1.03     0.69    - 33

Other transport and
commumcatlons  .........  5.07      4.80      -- 5

Electric and gas utilities  ....  5.68     6.13       8
Commercial  ...............  8.44      8.61        2

TOTAL  35.69    35.35     -- 1

Source: "Business Plans for New Plant and Equipment, 1961,
1964", Fourteenth Annual McGraw.Hill Survey (New York)
28 April 1961.

Up to January 1961, the United States had relied
mainly  upon  expansionary  monetary  measures  to

achieve a recovery of economic activity. Subsequently,
steps were taken to speed up activity on federal projects,
to accelerate the return of funds to the private sector
and to lower interest rates on housing loans. Congress
passed legislation providing for a temporary extension
of unemployment compensation benefits, and for an in-
crease in the legal minimum wage. A number of long-
term measures which will have a stimulating effect on
the economy were also proposed. These include a tax
reform to stimulate plant investment, programmes for
aid to education, urban renewal and a liberalization of
social security benefits. Moreover, the problem of
structural unemployment is receiving increased atten-
tion. A federal loan-grant programme to help depressed
areas attract new industries has passed Congress, and
a programme for the retraining of manpower displaced
by automation has been introduced.



Chapter 5

RECENT TRENDS IN PRIMARY EXPORTING COUNTRIES

After two years in which external developments had
exercised a preponderant influence upon the course of
economic policy and events in the primary exporting
countries, 1960 opened with domestic decisions playing
the determining role in shaping the course of internal
economic developments. The change reflects the fact
that the cyclical upswing in the industrial countries
had brought with it an expansion in demand for raw
materials in consequence of which primary commodity
prices--and the average export unit values of the primary
exporting countries--had inched upwards throughout
1959. It also reflects the fact that by dint of severe
restraint on imports, the primary exporting countries
had restored their over-all deficit on the balance of
trade to manageable proportions, so that after two years
of sharp contraction foreign exchange reserves had been
augmented, at least slightly, in 1959.

With external pressures thus relaxed, most of the
primary exporting countries allowed domestic expendi-
ture to rise significantly in 1960. In most instances this
was achieved through an increase in investment, though
in some countries tax concessions or a loosening of

import control brought about a marked rise in con-
sumption. While domestic production rose appreciably
in most of the primary exporting countries, the growth
in agricultural output was generally less favourable
than in the previous year. The combined result of a
substantial rise in investment, a proportionately smaller
but wide-spread rise in consumption and a tendency
for domestic agricultural production to lag" was the
building up of an unprecedented demand for imports.

in economic activity in North America, the effect of the
boom in western Europe and Japan on markets for most
raw materials was not sufficient to sustain prices : after a
rise of about an eighth between the end of 1958 and
mid-1960, the price index of raw materials in interna-
tional trade began to recede again, without having re-
gained the pre-recession average of 1957. The rise in
raw material prices was not sustained long enough to
offset decisively the continuing downward drift of food
prices under the influence of large stocks and a further
accumulation of surpluses of several maj or commodities.
As a result, the price index of all primary commodities
moving in international trade had barely regained the
end of 1958 figure when, early in 1960, it started to slide
downwards again2

While internal circumstances were thus inducing a
major expansion in imports, world markets for most of
the saleable products of the primary exporting countries
had begun to weaken. With the failure of the upswing

The failure of the average commodity price index to
register any advance in 1960, compared with 1959, had
grave implications for most of the primary exporting
countries. Instead of being able to finance the upsurge
in imports by means of a parallel rise in export earnings,
most of these countries found their trade balances de-
teriorating rapidly. The result was a spate of overseas
borrowing, a considerable rise in foreign short-term
liabilities and a drawing down of the exchange reserves
that had been accumulated in the previous year. By the
end of 1960 the problem of financing the trade deficit
was again the principal determinant of internal policy
and many of the primary exporting countries were put-
ting into effect measures designed to reduce the demand
for imports. Where foreign credits were not available
this often involved a cut in the rate of growth in invest-
ment.

1 The world primary commodity situation in 1960 is discussed
in some detail in United Nations, Commodity Survey, 1960 (Sales
No.: 61.II.D.1).

The impact of external developments

THE  GROWTH  OF  EXPORT  EAR1NINGS

The expansion in world demand for the products of
the primary exporting countries, so marked in 1959,
began to slow down early in 1960. North American
imports from the primary exporting countries showed
little if any further growth; imports into western
Europe increased vigorously in the first half of the year
but then began to slacken. In very few cases was the
expansion in demand sufficient to put any strain on sup-
plies; for most of the export products of the primary

exporting countries, capacity remained in excess cÿf rates
of consumption. The increase in demand, therefore, was
achieved with relatively small changes in price: only
in the case of rubber and non-apparel fibres did supplies
lag to such a degree that prices registered a rapid up-
swing. The price index of all primary commodities
moving in international trade rose by about 3 per cent
between the beginning of 1959 and the middle of 1960 ;
and that gain was lost in the second half of 1960. The
unit value of exports from the primary exporting coun-

166
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tries recorded an even smaller rise and that too was
reversed in the second half of 1960 : by the third quarter
this index had dropped below the corresponding 1959
level, 9 per cent below the 1957 average.

below the corresponding figure in the preceding year
(see chart 5-2).

As a result of the slackening in the rate of expansion
in demand for the products of the primary exporting
countries, the aggregate volume of the latter's exports
increased by only half as much between !959 and 1960
as it had between 1958 and 1959 when a gain of almost
8 per cent was registered. The decline in the rate of
increase was sharpest in Latin America and Oceania : the
export quantum index rose only slightly in Latin Amer-
ica while in Oceania it was virtually the same in 1960 as
in 1959. In Africa and southern and south-eastern Asia
the quantum of exports registered a further substantial
rise between 1959 and 1960--almost 7 per cent--but in
both regions this was less than the rise recorded in the
previous interval. Only in the Middle East was there an
acceleration : at about one-eighth, the expansion between
1959 and 1960 was about half as much again as between
1958 and 1959. Compared with the pre-recession index
of 1957, the 1960 quantum of exports was about a third
greater in the Middle East, about a sixth greater in
Africa, an eighth greater in Latin America, a tenth
greater in Oceania and onl)ÿ about 2 per cent greater in
southern and south-eastern Asia.

The export earnings of the temperate food group re-
mained remarkably stable in 1958 and 1959, but began
to expand significantly in the fourth quarter of 1959
under the influence of an upsurge in shipments from
Spain-in the wake of a major currency devaluation-
and to a less extent from Lebanon, Ireland, Israel and
Portugal. The earnings of this group reflect the relative
price stability of many of the temperate foods, particu-
larly fruit, and the continuation of the upward move-
ment in meat prices : in 1960 these averaged 15 per cent
above the 1953 level and 55 per cent above the 1950
level.

A steady decline in fuel prices throughout the 1957 to
1960 cycle tended to offset the expansion in the volume
of shipments from the petroleum exporting countries.
Aggregate earnings, which had declined in 1959, rose
again in 1960, but at a rate which diminished in the sec-
ond half of the year.

The southern and south-eastern Asian region, how-
ever, was the only one to enjoy an average unit value of
exports higher than in 1957. In Africa and the Middle
East unit values hardly recovered at all in 1959/60 and
the average for 1960 was almost 10 per cent below the
pre-recession level. In Latin America and Oceania there
was a more marked recovery in 1959, but it followed a
sharper decline in 1958 and it was not sustained in 1960 :
in both regions the 1960 average was an eighth or more
below the 1957 average (see chart 5-1).

In relation to the pre-recession level, the export earn-
ings of the primary exporting countries reached their
lowest rate in the second quarter of 1958, almost $600
million below the corresponding 1957 figure. The sub-
sequent recovery carried them to a peak in the second
quarter of 1960, about $600 million above the corre-
sponding 1957 figure. Thereafter, the dip in unit values
and the faltering in volume combined to reverse the
upward trend in earnings. The slowing down in the rise
in export earnings was common to all major groups of
exporters: in the aggregate the countries exporting
mainly raw materials- fibres, rubber and metals- or
tropical foodstuffs earned less in the second half of 1960
than in the second half of 1959. This reflects chiefly the
drag on earnings exerted by the downward price trend
of rubber, wool and the beverage crops: rubber prices
declined steeply in 1960 from the 1959 peak, wool
prices in the last quarter of 1960 averaged about 8 per
cent below  the  corresponding  1959  figure,  while
throughout 1959 and 1960 the quarterly price index of
coffee and cocoa moving in international trade remained

As implied above, the widest swings in earnings were
those of the countries exporting mainly raw materials:
these registered the sharpest decline in 1958, the most
marked rise in 1959 and a notable shrinking of the rate
of increase in 1960. In the case of the fibre exporting

group, changes in aggregate earnings, reflecting the
course of the textile industry cycle, conformed closely to
movements in the price index of wool and cotton moving
in international trade: after rising steadily in 1959, this
index tailed off rapidly in 1960ÿcotton prices remain-
ing stable but wool prices receding again-and in the
final quarter of the year it was actually below the cor-
responding 1959 level. Changes in the prices of non-
apparel fibres exercised a moderating effect in 1960 : the
prices of hard fibres remained relatively firm and high
while the poor 1959/60 jute crop caused raw jute prices
to soar. However, the resultant increase in the value of
exports from Pakistan was insufficient to prevent the
total earnings of the fibre exporting group from drop-
ping below the corresponding 1959 level in the last
quarter of 1960.

The metals, ores and rubber exporting group--influ-
enced most strongly by changes in the level of activity
in the durable goods industries in the industrial coun-
tries-registered swings of the greatest amplitude. The
rise in earnings was well sustained in 1959, but tapered
off rapidly after the first quarter of 1960. This reflects:
the trend of the price of rubber in international trade
which affected the course of earnings in the group to a
greater extent than did the relatively modest fluctuations
in the price index of non-ferrous base metals and ores.
The latter, however, also lost momentum in the second
half of 1960, and by the last quarter was below the cor-

responding 1959 level.
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Primary Exporting Countries: Indices of Foreign Trade Quantum and Unit ¥a]ue
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Chart 5-2.  Changes in Prices of Selected Commodities and in Export Proceeds and import Expendi-
ture of Groups of Countries Exporting Them"
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The countries included are listed in the footnotes to table
5-2.

The temperate food group comprises the exporters of meat,
tobacco, fruits and wines.

Beverage crops

Natural rubber

FueJs

2

1959
3     4     "l     2     3     4

1960

The tropical food group comprises the exporters of rice,
sugar, coffee, cocoa, tea anooil-seeds anooils.

The fibre group comprises the exporters of vegetable fibres
and wool.

The metals and rubber group comprises the exporters of
metals and ores and rubber.

The fuels group comprises the exporters of crude petroleum
(primary) and petroleum products (secondary).
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THE SOURCE AND DISTRIBUTION OF INCREASES IN
EXPORT  PROCEEDS

Notwithstanding the slackening in the rate of growth
of export volume and the reversal in the 1959/60 up-
ward creep in average unit value, the relative gain in
total earnings of the primary exporting countries was
just over 5 per cent between 1959 and 1960. Between
1958 and 1959, the inerease was just under 7 per cent.
The proportion of countries registering a deeline be-
tween 1959 and 1960--about a third of the eighty-seven
for which data are available--was somewhat lower than
in the previous interval, but among them were rather
more of the major traders, including Australia, Brazil
and Indonesia. In a third of the eountries whose earn-
ings declined, however, the reduction was only mar-
ginal. In only about a fifth of the primary exporting
countries were earnings down by more than 3 per eent
and these were predominantly the smaller traders,
accounting for less than an eighth of total exports. Less
than a tenth of the primary exporting countries experi-
enced reductions of more than 10 per cent in their
export proceeds: these were all small traders--respon-

sible for little more than one per cent of the total ex-
ports of the primary exporting countries--that had
expanded their exports markedly in 1959 (Barbados
and Bolivia, for example) or had had poor export crops
in  1959/60  (Mauritius, Nicaragua, Paraguay and
Tunisia, for example).

their export proceeds between 1959 and 1960 there was
less of a commodity concentration than in the previous
interval. Higher rubber earnings played an important
part in the gains of the Federation of Malaya, North
Borneo and Thailand and higher metal and ore earnings
in those of Jamaica, the Republic of Korea, Peru, the
Federation of Rhodesia and Nyasaland and Sierra
Leone. However, there were also large increases among

fibre exporters such as Pakistan, Tanganyika and the
United Arab Republic (Egypt), petroleum exporters
such as Kuwait and Trinidad, rice exporters such
as Cambodia and the Republic of Viet-Nam and fruit
exporters such as Lebanon and Spain. In addition, sev-
eral of the countries that had experienced a sharp dip
in exports between 1958 and 1959--Costa Rica, Haiti,
Rÿunion and Uruguay, for example-registered cor-
respondingly sharp gains between 1959 and 1960.

At the other end of the scale, increases of a fifth or
more were scored by about a sixth of the primary
exporting countries under review-a larger proportion
than in 1959 but, because it included fewer of the
major traders, accounting for a smaller proportion of
total earnings (see table 5-1). Among the countries
registering significant--over 10 per cent--increases in

Only three groups earned less in 1960 than in 1959:
those whose exports consisted principally of cocoa, to-
bacco or refined petroleum. In the cocoa group the re-
duction was due entirely to the decline in cocoa prices.
This was offset by a major expansion in volume in the
case of Ghana but not in the case of Cameroun. Reduc-
tions in unit value and quantum were about equally
responsible for the decline in the earnings of the tobacco
and secondary petroleum groups. In the tobacco group
the reduction occurred mainly in Turkey; in the sec-
ondary petroleum group the principal factor was a
decline in ,shipments from the Netherlands Antilles and
Sarawak.

In most of the other groups, quantum gains played
a larger part than price increases in raising total pro-
ceeds (see table 5-2). This was generally true of the
food expSrting groups as well as those exporting mainly
crude petroleum, rubber or wool: among these groups

Table 5-1.  Primary Exporting Countries: Distribution of Changes in
Exports and Imports

Exports f,o,b.                                   Imports c.i.f.

Number               Export receipts               Number
Ratio                 of                 (billions of                 of

(previous year = 100)        countries                dollars)                countries

Import expendilare
(billions of

dollars)

1959     1960ÿ         1959       1960ÿ 1959     1960ÿ         1959       1960*

Less than 90  .........  10      8        2.5

Less than 95  .........  16     16        3.8
Less than 100  ........  32     27        6.7

100 or more  .........  55     60       24.3
More than 105  .......  37     39       15.2
More than 110  .......  23     28        8.8

More than 120  .......  13     15        5.3
More than 130  .......  6      7        2.0

TOTALs  87     87       31.0

0.4       21      5        8.6      3.0
2.8       30     10       10.8      4.1
8.6"       43     18       13.9      6.0

24.0       44     69       19.7     31.0
13.3       23     59        8.3     26.8
8.0              12          47                2.7          21.1
3.2                4          20                 1.1            9.0
1.6        2      5        0.8      1.2

32.6       87     87       33.6     36.9

Source: Division of General Economic Research
and Policies of the United Nations Secretariat,
based on International Monetary Fund, Interna.
tional Financial Statistics.

Preliminary, estimated for some countries on
the basis of less than twelve months' trade.

b For list of countries included, see footnotes to
table 5-2; for statistical convenience former French

Equatorial Africa and former French West Africa
have been incorporated as single entities; Hong
Kong and Singapore have also been included.
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Table 5-2.  Primary Exporting Countries: Indices of Export and Import Quantum,
Unit Value and Terms of Tradeÿ

(Corresponding portion of preceding year = 100)

, Exports f.o.b.                                    Imports c.i.f.
Terms of trade

Country group                  Quantum              Unit value                Quantum              Unit value
exporting mainly                                                                                                                1959     1960

1959     1960        1959     1960           1959     1960        1959     1960

Cocoab  .................  •  ....  116    118       90     84

Rice°.  ......................  118    114       98     97
Petroleum, cruded  ............  106    1!0       95     97
Oil.seeds and oilso.  ...........  100    105      104     98

Fruits and wines*  ............  107    125       91     97

119    111       99   101         91     83
109    110       98    103         99     94
104          90              99        102                   95          95
94    116       99    101        105     97

101        109              98        100                   93          98

Sugarÿ  .....................  100     101        93      99
Woolÿ  .....................  109    101       106    100
Rubberi  ....................  102    109      121     99

Tobaceoi  ...................  131     97       89     97
Coffeek  .....................  119    102        85      99

9i     91       98    101         95     98
94    121      !00    102        106     98

101    120       97    101        124     98
118    116      100     98         89     99
104    Ii0       97     98         87    i01

Petroleum, secondaryl  ........  98     96        95      97
Metals and oresm.  ............  112    103      103    104

Vegetable fibresn.  ............  108    101       96    107
Meat°.  .....................  99    104      103    105

Teaÿ  .......................  106      95       100     108

103     97       89     95        107    102
93    110       99    102        104    102
94    115       99    105         97    103
93    113       96    102        107    103

111    106       98    100        101    108

Average, countries listed  ....  107    105       98    100

Average, under-developed
areasÿ.  .................  108    104        96    101

99        109              98        101                 100          99

99        106              98        102                   98          99

Source: Division of General Economic Research and Policies
of the United Nations Secretariat; Statistical Office of the United
Nations, Monthly Bulletin of Statistics; International Monetary
Fund, International Financial Statistics.

Group indices are derived from country indices weighted by
the current dollar value of exports or imports; 1960 figures are
preliminary, based on less than twelve months' trade in some
countries.

b Camereun and Ghana.
Burma, Cambodia and Thailand.

a Brunei, Iran, Iraq, Kuwait, Qatar, Saudi Arabia, Trinidad
and Tobago and Venezuela.

e Former French West Africa, Libya, Nigeria and the Philip-
pines.

f Algeria, Ecuador, Honduras, Israel, Lebanon, Panama, Portu-
gal and Spain.

Barbados, British Guiana, China (Taiwan), Cuba, Dominican
Republic, Fiji, Guadeloupe, Martinique, Mauritius and Rÿunion.

h Australia, New Zealand, Union of South Africa and Uruguay,
i Federation of Malaya, Indonesia, North Borneo and the Re-

public of Viet-Nam.
J Greece and Turkey.
k Angola, Brazil, Colombia, Costa Rica, E1 Salvador, Ethiopia,

Guatemala, Haiti and Madagascar.
laden, Bahrain, Netherlands Antilles and Sarawak.
m Bolivia, Chile, Congo, C yÿprus, Federation of Rhodesia and

Nyasaland, Jamaica, Jordan, lvtorocco, Peru, Republic of Korea,
Sierra Leone, Surinam and Tunisia.

n British East Africa, former French Equatorial Africa, Mexico,
Mozambique, Nicaragua, Pakistan, Sudan, United Arab Republic
(Egypt) and United Arab Republic (Syria).

o Argentina, Ireland and Paraguay.
p Ceylon and India.
q Latin America, Africa (excluding the Union of South Africa),

Middle East (excluding Turkey), southern and south-eastern
Asia, weighted by the value of trade in 1953.

price movements were all downward, though only
slightly in the majority of cases. The most notable
exception was the tea group in which India enjoyed
an appreciable rise in average export unit value, partly
through an increase in the price of high-grade tea but
also through a substantial recovery in burlap prices in
the wake of the jute shortage referred to earlier in
this chapter. The meat exporting group was also an
exception: it registered a 5 per cent rise in average
unit value as well as a somewhat smaller rise in export
quantum.

In contrast to the changes, among most of the food
exporting groups, increases in unit value contributed
more than increases in volume to the rise in the export
earnings of the groups exporting mainly metals and ores
or vegetable fibres. These groups earned between 7 and
8 per cent more in 1960 than in 1959, the bulk of the
gain stemming from higher prices.

For most of the food exporters the decline in average
unit value of exports between 1959 and 1960 was the
second one in succession; for the coffee, sugar, fruit
and wine and tobacco exporting groups it Was the third
successive decline. It was also the third successive de-
cline for the petroleum exporters. For the rubber, wool
and oil-seeds exporters, on the other hand, the decline
in 1960 followed'a marked recovery in the preceding
year. In the vegetable fibre group the recovery came
in 1960 followed a marked recovery in the preceding
had dropped sharply in the recession, the rise between
1959 and 1960 was the second in a row. For the meat
exporting group it was also the second increase.

In most countries the changes in export prices be-
tween 1959 and 1960 were smaller than those that had
occurred in the two preceding intervals. On balance
it was a very slight upward movement, in contrast to
the decline between 1957 and 1959. The overwhelming
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bulk of the increment in total export proceeds between
1959 and 1960, however, came from the expansion in
volume.

THE  UPSWING  IN  IMPORTS

As has happened in previous cycles, the course of
imports into the primary exporting countries conformed
closely to that of export earnings, but with a distinct
lag. The reversal in the downward movement in export
earnings came in mid-1958, that in imports not until
well into 1959. The upswing in earnings faltered in
the second half of 1960; import expenditure continued
to increase: having been cut back sharply in 1958, it did
not regain 1957 rates until the beginning of 1960.

As in the case of export earnings, the most decisive
cyclical swing in import expenditure was registered
by the raw material exporters. Imports into the fibre ex-
porting countries, having declined steadily in 1958/59,
rose correspondingly in 1959/60, reaching a peak rate
of expansion in the third quarter of 1960 when imports
were a fourth above the corresponding 1959 level. The
rate of increase of imports intothe rubber and metal
exporting group of countries began to taper off some-
what earlier, but expansion continued throughout 1960.
This was true of the food exporting group, too, although
-as suggested above--both the cuts in 1958 and 1959
and the increase in 1960 were relatively smaller (see
chart 5-2).

was most marked and the upswing least marked in
Africa, while Oceania registered the smallest changes
(see chart 5-1). The course of import quantum differed
to a much greater extent. At the one extreme was the

upsurge of imports into Oceania in 1959 and 1960 which
carried the average quantum index for 1960 to about a
fifth above the 1957 level. At the other extreme was the
continuance of the downward drift of imports into
Latin America, as a result of which the average quan-
tum index in 1960 was about an eighth below the 1957
level. Imports into southern and south-eastern Asia
barely regained the 1957 level in 1960. In the Middle
East there was a much steadier growth in the volume of
imports. In Africa, too, the 1958-1959 decline was less
pronounced, but the rapid rise in the second half of
1959 was not sustained throughout 1960 and for the
year as a whole the volume of imports was only about
9 per cent above the 1957 level.

In contrast to the upswing in imports into most of
the primary exporting countries in 1959 and 1960,
there was no recovery in the case of the petroleum
exporting group: import expenditure was reduced fur-
ther in 1960. The dominant element in this downward
trend was Venezuela whose imports had been particu-
larly high in 1957. A decline in refining activity in the
Netherlands Antilles also contributed to the reduction
in the group's total imports. Only in Aden, Iraq, Qatar
and Trinidad was there a marked expansion in imports
and this was insufficient to offset the contraction else-

As indicated above, the increase in import expendi-
ture in 1960 was wide-spread: about four-fifths of the
countries for which data are available imported more
in 1960 than in 1959. Between 1958 and 1959 the pro-
portion registering increases was only one-half (see
table 5-1). The proportion of countries reducing their
imports by 10 per cent or more dropped from 24 per
cent to 6 per cent and the proportion of trade accounted
for by such countries dropped in a comparable fashion.
There was a corresponding change at the other end of
the scale: well over half of the primary exporting
countries increased their imports by 10 per cent or
more in 1960 compared with less than a seventh of the
countries in 1959, while the trade for which these coun-
tries accounted rose even more sharply--from 8 per

cent to over 57 per cent.

where.

While price changes played a major role in reducing
export earnings in 1958 and holding them back in
1959, they contributed rather less to the reduction in
import expenditures: while the volume of exports rose
fairly continuously between mid-1958 and end-1960,
the volume of imports dipped steeply in 1958 and,
though rising strongly thereafter, was only about 3 per
cent above the 1957 level in 1960. Between 1957 and
1958 and again between 1958 and 1959, import ex-
penditure was reduced by almost twice as much-some-

what less than 6 per cent and 3 per cent respectively--
as import volume. And between 1959 and 1960, the
upturn in prices added between one and 2 per cent to
the cost of imports, the volume of which expanded by
almost 9 per cent.

The trend of import price changes was broadly simi-
lar in the main geographical regions; the downswing

The only important trading countries to register re-
ductions of more than 10 per cent in import expenditure
between i959 and 1960 were the Netherlands Antilles
and Venezuela (which bore the brunt of the readjust-
ment to surplus conditions in the world petroleum mar-
ket), Cuba and the Dominican Republic (which bore
the brunt of the readjustment in world sugar trade that
followed in the wake of the political changes in which
they were involved) and the Congo, where constitutional
changes were accompanied by economic breakdown in
parts of the country. There was a cutback of just under
10 per cent in Spain where retrenchment was part of a
drastic stabilization programme.

In contrast to these were a number of countries in

which imports rose by a fourth or more, including (in
descending order of relative increase) Pakistan, Uru-
guay, Cambodia, Australia, Peru, China (Taiwan) and
Indonesia. These were generally among the countries
which had enjoyed a substantial rise in export earnings
in the second half of 1959 and the first half of 1960.

In the groupings of countries according to their
principal export (see table 5-2) only two-the sugar and
the petroleum exporting groups-spent less on imports
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in 1960 than in 1959. In the case of the sugar group
the reduction was entirely the result of the upheaval in
Cuban trade consequent upon the break in relations with
the United States. In the case of the petroleum produc-
ing group the reduction was largely a reflection of the
severe cut in imports into Venezuela, referred to above,
though some of the Middle East producers also imported
somewhat less than in 1959. In the case of the refining
group, it was the course of petroleum trade itself which
resulted in a reduction in imports: prices of crude were
lower and, as indicated above, imports into the Nether-
lands Antilles and Sarawak were also smaller in volume.

For the rest there was a sizable expansion in imports :
in terms of quantum it ranged from less than 10 per
cent in the case of the tea, rice and fruit and wine
exporting groups to over 20 per cent in the case of the
rubber and wool exporting groups. Except in the case of
the secondary petroleum group, discussed above, im-
port prices did not diverge much from the 1959 level.
Having dropped measurably and almost universally
between 1958 and 1959-partly as a result of declining
freight rates-there was a tendency for the price of
imports to average somewhat more in 1960. The unit
value of manufactures in international trade was about
3 per cent higher than in 1959 and this offset-and in
most groups more than offset--the further decline in
food and fuel prices. Apart from the secondary petro-
leum groupÿ the coffee, fruit and tobacco exporting
groups were the only ones to register a lower import
unit value in 1960: the decline was most marked in
Brazil, Greece and Spain. The vegetable fibre exporting
group registered the largest increase-a reflection, in
part, of higher import prices reported by Mexico.

throughout the 1957 to 1960 cycle. For most of the food
exporters, however, the terms of trade worsened between

1959 and 1960 as they had between 1958 and 1959. In
the case of the sugar group, indeedÿ this was the third
successive decline in the purchasing power of its exports.
The coffee exporters registered a slight improvement in
1960 after two years of rapid decline : between 1959 and
1960 the average cost of its imports dropped slightly
more than the average price of its exports. The sharpest
reduction in 1960 was in the cocoa exporting group
whose terms of trade had also worsened in 1959-but
only after a considerable rise--against the t}end-follow-
ing a poor harvest in 1957/58.

Like the sugar group the petroleum exporters also
experienced the third successive deterioration in their
terms of trade between 1959 and 1960. The group was
divided, however: the countries exporting mainly crude
oil suffered a second decline of 5 per cent in their terms
of trade while--partly as a result--the exporters of re-

fined products enjoyed a second, though smaller, im-
provement in their terms of trade.

MOVEMENTS  IN  THE  TERMS  OF  TRADE

Among the raw material exporters, the metals group
registered an appreciable improvement both in 1959 and
in 1960. The terms of trade of the fibre group, though
declining just as sharply in 1958, rose only slightly in
the recovery phase. This reflects, for the most part, dif-
ferences in the movements of cotton and wool prices.

Between 1958 and 1959 wool prices rose, while the aver-
age export unit value of the vegetable fibre group
declined. Between 1959 and 1960 the position was
reversed: the unit value of exports of the wool group
was barely maintained, while that of the vegetable fibre
group--benefiting from higher prices for sisal as well as
for long staple cotton-was somewhat higher.

The principal exceptions to the pattern in 1960 were
the tea, meat and coffee groups among the food ex-
porters, whose terms of trade improved, and the wool
and rubber groups among the raw material exporters,
whose terms of trade deteriorated after their sharp rise
in 1959. The meat and tea exporters were the only groups
to register a steady improvement in their terms of trade

Total manufacturing production outside the centrally
planned countries rose by 11 per cent between-1958 and
1959 and by 5 per cent between 1959 and 1960. These
increases--and the concomitant rise in demand for in-

dustrial materials--were largely responsible for an im-
provement in the terms of trade of the raw material
exporting countries: by about 6 per cent in 1959 and
about one per cent in 1960. These gains were more or
less offset by a comparable deterioration in the terms of
trade of the food and fuel exporting countries. Thus for
the primary exporting countries as a whole the terms of
trade in 1959 and 1960 remained approximately at the
1958 level. In 1959 there was a slight decline in both
export and import unit values; in 1960 there was a slight
rise (see table 5-2).

THE DESTINATION OF EXPORTS

The expansion in the trade of the primary exporting
countries between 1959 and 1960 was widely distributed.
In absolute termsÿ by far the largest increase was in
shipments to western Europe, but there were also major
gains in exports to southern and south-eastern Asia,
Japan, the Union of Soviet Socialist Republics and east-
ern Europe and Oceania. There were smaller gains in
exports to the West Indies, Africa, the Middle East and
mainland China. The only reductions were in trade with
the western hemisphere: shipments to North America
were about 2 per cent-S136 million--below the 1959
level and shipments to Latin America were also some-
what lower--largely because of a 3 per cent contraction

in trade among the twenty republics themselves.

Apart from an expansion of almost $200 million to
western Europe, the most notable development in the
pattern of Latin American trade was a switch from
North America to the centrally planned countries:
largely as a result of the realignment of the Cuban sugar
trade, exports to North America dropped by about $108
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million while exports to the Soviet Union and eastern
Europe increased by almost the same amount. Latin
America was the only region to export less to Japan in
1960 than in 1959 (see table 5-3). More than half of the
increase in the value of exports to the primary exporting
regions was accounted for by shipments to the West
Indies--largely crude petroleum moving from Venezuela
to Trinidad.

creased sales of copper from the Federation of Rhodesia
and Nyasaland, cocoa from Ghana, and wool from the
Union of South Africa.

About half of the increase in the earnings of Africa
from expanded trade with western Europe was offset by
the reduction in the proceeds of North American trade.
Far behind the gain in exports to western Europe in
absolute terms was a large proportionate increase in
exports to southern and south-eastern Asia, of which
purchases by India-of copper from Northern Rhodesia
and cotton from East Africa-were major elements.
There was also a sizable increase in exports of maize by
the Union of South Africa to the Philippines where the
local 1959 crop had been a poor one. In contrast to Latin
America, trade within the region was greater than in
1959 (by about 6 per cent) ; as in Latin America, how-
ever, this trade remained less than 10 per cent of the
region's total exports. African exports to the Soviet
Union and eastern Europe, though less than 2 per cent
of the total, also rose sharply in 1960, reflecting in-

The Middle East increased its trade to a greater extent
than any of the other primary exporting regions. Ship-
ments to western Europe_largely of petroleum-ac-

counted for about a third of the increment and ship-
ments to Japan for about a sixth. Unlike most of the
other regions, the Middle East increased its earnings
from shipments to North America, notwithstanding a
marked decline in the average price of crude petroleum
between 1959 and 1960. About 10 per cent of the incre-
ment in earnings came from trade with southern and
south-eastern Asia; cotton and rice contributed to this--
Egyptian cotton exports to India were double the 1959
volume--though the bulk of the gain was accounted for
by petroleum. There were smaller increases in exports
to each of the other regions with the exception of Latin
America where development of local petroleum re-
sources in Argentina and Brazil further reduced import
demand.

By far the largest absolute increase in the value of
exports between 1959 and 1960 was that recorded in
southern and south-eastern Asia: at about $530 million
it accounted for about 40 per cent of the expansion in

Table 5-3.  Primary Exporting Countries: Distribution of Exports, by Region

(Value, millions of dollars, f.o.b.; index, 1959=100)

Value of exports to
Ezporlin9 region

and period CenlraUy     Primary
WorldS        North        Western       Japan       planned      ezporling

America       Europe                      countries      countries

Primary exporting countriesb
Value: 1959  ................  29,619

Index: 1960  ................  104

Latin America
Value: 1959  ..............  8,318
Index: 1960  ........  :  .....  103

Africa
alue: 1959  ..............  5,066

Index: 1960  ..............  104

Middle East
Value: 1959  ..............  4,705
Index: 1960  ..............  108

Southern and south-eastern Asia
Value: 1959  ..............  7,159
Index: 1960  ..............  107

Oceania
Value: 1959  ..............  2,828

Index: 1960  ..............  99

Othere
Value: 1959  ..............  1,543
Index: 1960  ..............  102

6,878          12,515          1,573          1,114          7,!09
98        104       112       116      108

3,825            2,515             251              153           1,562
97        107        95       173       102

494            3,550               85               87             691
87        104       113       132       111

428      2,355      261      294     1,223
110        106      126      113      107

1,241             1,982             665             473          2,767
104       106       111        97       111

357            1,542              291              106             490
84        95       116       116       114

532       572         21        1       375
99                105                120             44             101

Source: Statistical Office of the United Nations.
Including exports whose destination was not

reported.

b Sum of regions indicated; Greece, Ireland,
Portugal, Spain and Turkey are not included.

c Mostly the West Indies.
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the combined earnings of the primary exporting coun-
tries. Wel! over half this increase came from exports to
primary exporting countries, most notably those within
the region. Most of the countries participated in this
upsurge in intra-regional trade: in terms of total value
the largest increases were in the entrepSt trade of Hong
Kong and Singapore, the rice and tin ore exports of
Thailand, the tin and rubber shipments of the Federa-
tion of Malaya to Singapore and India and the raw jute
exports of Pakistan. Proportionately, however, there
were also major increases in the exports of Cambodia
and the Republic of Viet-Nam--mainly of rice--and of
China (Taiwan), the Philippines and Sarawak. Only
Burma, India and Indonesia sold less within the region
in 1960 than in 1959.

1959 trade among the primary exporting countries had
remained virtually stationary in total value; between
1959 and 1960 it rose by more than 8 per cent. The rate
of growth of exports to Japan-though, at 12 per cent,
still relatively high--was only half the previous figure.
Exports to the centrally planned countries, on the other
hand, expanded by 12 per cent between 1958 and 1959
and by 16 per cent between 1959 and 1960, exceeding 4
per cent of total primary exporting countries' exports
for the first time.

About a fifth of the increase in the combined earnings
of the countries of southern and south-eastern Asia came
from exports to western Europe and about an eighth
from exports to Japan. Like the Middle East, the region
sold more to North America in 1960 : though there were
reductions in exports to the United States of some major
products--notably rubber and copra-these were more

than offset by increases in a number of other items, in-
eluding in particular tin and copper, sugar (the Philip-
pines filling part of the gap left by the ending of the
Cuban quota), jute burlap and, significantly, a range
of manufactured cotton and rayon textiles, sales of
which rose from about $70 million to over $100 million.

Notwithstanding the lag in North American demand
and the considerable expansion in trade among the pri-
mary exporting countries themselves, the industrial
countries again absorbed the bulk-about 70 per cent-
of the exports from these countries. The main com-
ponent of the increase in this trade between 1959 and
1960 was raw materials: thus after a decline of a sixth
between 1957 and 1958-as industrial demand receded--
and a partial recovery in 1959, earnings from raw
material exports to the industrial countries reached a
new peak in 1960, about 7 per cent above the highest
pre-reeession figure of 1956.

Southern and south-eastern Asia also increased its
exports to other primary exporting regions, especially
Oceania, receipts from which were almost a fourth
greater than in 1959. In contrast to the other regions,
however, it sold less to the Soviet Union and eastern
Europe: largely because of the decline in the price of
rubber, the value of exports to these destinations
dropped back by about 3 per cent in 1960.

Oceania was the only region to export less in 1960
than in 1959. The principal decline was in receipts from
western Europe but there was also a reduction in sales
to North America and to mainland China. Exports to
other regions were all higher, especially in the case of
Japan whose purchases of wool were at a record level
and, on a smaller scale, the Soviet Union which re-
entered the Australian auctions in 1959/60, switching
its purchases from Latin American suppliers. Trade
within the region also registered a sharp--20 per cent--
increase as Australia raised the level of its exports to
New Zealand.

In the aggregate the expansion in exports from the
primary exporting countries in 1960 was distinguished
by the slackening in trade with the industrial countries
and the revival of trade among the primary exporting
countries themselves. Between 1958 and 1959, notwith-
standing a decline of about 4 per cent in average price,
the value of exports to North America and western
Europe had risen by about 6 per cent ; between 1959 and
1960 it rose by less than 2 per cent. Between 1958 and

To judge from the value of imports into the industrial
countries in the first three quarters of the year, the
largest gain in earnings from raw material exports from
the primary exporting countries accrued to southern and
south-eastern Asia: this region received more than half
the total increment, a rise of a fourth on the correspond-
ing 1959 figure (see table 5-4). The relative size of this
gain probably diminished as 1960 progressed, for in the
second half of the year raw material prices were declin-
ing, very sharply in the case of rubber, a major source
of the region's earnings. It is probable that the large risz
in the earnings of Oceania from raw material exports
was similarly reduced by lower wool prices in the final
quarter of the year ; and to a less extent the smaller gains
in Africa (about 10 per cent) and Latin America (about
6 per cent) may also have been somewhat lower on thP
basis of a full year comparison.

Next to raw materials, manufactures-mostly non-

ferrous metals and textiles--yielded the largest incre-
ment in proceeds from exports to the industrial coun-
tries. All regions, with the exception of Oceania, gained
substantially from this source. In the aggregate the in-
crease in the first three quarters of the year was as much
as a fourth but as the prices of non-ferrous metals were
rising in the final quarter of 1959 and declining in the
final quarter of 1960, the increase in the full year was
probably smaller.

Among the major components of the rise in earnings
from manufactures was a very large increase in ship.
ments from Latin America to western Europe, chiefly ot
copper and other metals, sales of Which were over 50
per cent higher in 1960. There was also a marked rise-
of over a third--in shipments from southern and south-
eastern Asia, both to western Europe and to North
America. High jute prices played a part in this rise but
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Table 5-4.  Exports of Selected Categories of Goods
to Industrial Countries

the increase in the quantum of exports was ahnost 7
per cent.

(Value, millions of dollars in the first three quarters of i959;
index, 1959 figure = 100)

Exporting region                     Raw                  Manufac-
and period        Foodsluff s  malerialsÿ     Fuels       laresÿ

Primary exporting
countries

Value : 1959  ....

Index: 1960...

Latin America
Value: 1959...
Index: 1960...

Africab"Value : 1959...

Index: 1960...

Middle East
Value : 1959  ....  268
Index: 1960  ....  71

Oceania
Value : 1959.
Index: 1960.

6,061        5,389        3,767        1,562
96      113     203      125

2,666    1,147    1,146     351
101    106    95    133

1,580    1,585      178     545
91      110      79      115

343  2,332    95
91    108    123

687        1,459           105           484
107      125      131      136

861      855        6      87
91    116    221    98

Source: United Nations, Commodity Trade Statistics, Statistical
Papers, Series D.

Metals are included with "manufactures".
b Including dependencies of western European countries in the

Caribbean and South East Asia. The coverage in 1960 differs
slightly from that of 1959; as a result the fuel index is under-
stated.

it also reflects a considerable expansion in the exports
of tin and cotton cloth.

Manufactures have thus been the most dynamic ele-
ment among the exports of the primary exporting coun-
tries in recent years: though still constituting only 10
per qent of the total shipped to industrial countries, in
1960 they earned about a third more than in 1957, an
increase of about four times the average. This reflects
not only a more rapid growth in volume than in the
case of primary products but also a significant difference
in price trend: while prices of non-ferrous metals in
1960 were slightly above the 1957 average and the price
level of other manufactures had remained relatively
stable, the price index of primary products moving in
international trade had dropped by about 9 per cent.

Between 1959 and 1960 the increase in earnings from
fuel exports to the industrial countries was only about
a third of that derived from manufactures. The value
of shipments to Japan was about a fourth higher, to
western Europe about 4 per cent higher, to North Amer-
ica slightly below the 1959 level. In the aggregate the
increase in fuel earnings was between 3 and 4 per cent,
slightly greater than in the preceding interval. As the
average price was about 3 per cent less than in 1959,

Southern and south-
eastern Asia
Value : 1959.
Index: 1960.

The most notable proportionate gains in fuel exports
were in shipments to Japan: tile value of petroleum
shipments from the Middle East was about 22 per cent
above the 1959 level, shipments from southern and
south-eastern Asia almost doubled, while shipments of
coal from Australia almost trebled. In absolute terms,
however, the expansion in exports to western Europe

was far larger: most of the increase in receipts accrued
to the Middle East but exports from Africa, southern
and south-eastern Asia and the Caribbean islands were
all appreciably higher; only Latin America supplied
less. In its quantitatively more important trade with
North America, on the other hand, Latin American petro-
leum earnings were slightly greater than in 1959.

In contrast to the expansion in earnings from raw

materials, fuels and manufactures exported to the in-
dustrial countries, the primary exporting countries
earned less from sales of foodstuffs in 1960 than in
1959. This was the second year of decline in foodstuff
earnings: after rising fractionally between 1957 and
1958 they declined by one per cent between 1958 and
1959 and by almost 4 per cent between 1959 and 1960.
The principal factors in the most rdeent decline were
lower cocoa and robusta coffee prices which reduced
African earnings, poor grain harvests which reduced
the earnings of exporters in the Middle East and North
Africa, lower cattle slaughter and lower beef and butter
prices which reduced the earnings of Oceania.

The decline was concentrated largely on North Amer-
ica: .western European imports from the primary ex-

porting countries were only fractionally lower and
Japanese imports were almost 5 per cent higher. Only
southern and south-eastern Asia sold more food to North
America in 1960 than in 1959, largely as a result of
the increase in the Philippine sugar quota following the
break between the United States and Cuba. Exports from
other regions were substantially less than in 1959. The
smallest relative loss--but tile largest in absolute terms
--was registered by Latin America, affected not only by
a switching of a portion of the United States sugar quota
out of the region but also by lower coffee and cocoa
prices and reduced beef and cattle shipments. Fruit and
nuts were the only major categories to yield higher re-
ceipts in 1960 than in 1959, and for the year as a whole
Latin American exports of foodstuffs to the United States
were 7 per cent below the 1959 level.

The reduction in Latin American exports to North
America was just about offset by increased shipments
to western Europe--chiefly of cereals and to a much
smaller extent fruit and coffee. The only other region
to earn more from food exports to western Europe was

southern and south-eastern Asia which supplied more
tea and more rice than in 1959. Imports from Oceania
were about 4 per cent below the high 1959 level, while
imports from Africa and the Middle East declined
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again, tess sharply than in 1959 in the case of Africa
but more sharply in the ease of the Middle East.

almost a third, to constitute about a seventh of the
region's total imports in 1960.

Though Japan again reduced its imports of rice, hav-
ing become virtually self-suflÿcient in this:crop, it pur-
chased more wheat and maize and more sugar than in
1959. The increases came in approximately equal shares
from southern and south-eastern Asia, Latin America
and Africa and in the aggregate the primary exporting
countries earned about 5 per cent more from their food
exports to Japan.

Both Oceania and the West Indian region increased
their imports from almost all sources, but especially
from western Europe and North America, and on a
smaller scale from Japan. The expansion was particu-
larly large in the case of trade between Oceania and
Japan: between i959 and 1960 Japan's share of the
exports of Oceania rose from about 10 per cent to i2
per cent and of the imports from 4 per cent to nearly
7 per cent.

THE  SOURCE  AND  COMPOSITION  OF  IMPORTS

In Latin America the change in the pattern of exports
noted above was paralleled by a change in the source
of imports. The principal increase was in imports from
western Europe. There was a large increase in imports
from the Soviet Union, accompanied by a reduction in
imports from North America. Japan also supplied a
much larger quantity of goods. Notwithstanding the
realignment of Cuban trade, and the expansion in the
European and Japanese share of the Latin American
market, almost half of the region's imports continued
to come from North America.

Like Africa, the Middle East drew the bulk of the
increment in its external supplies from western Europe.
With the exception of eastern Europe and the Soviet
Union--which furnished more or less the same amount
as in 1959--imports from the other regions also rose,
most substantially in the case of North America.

Southern and south-eastern Asia was distinguished
not only by the massive increase in its total imports--
about a sixth above the 1959 level--but also by the
fact that the largest element in this increase came from
the United States. The largest relative expansion, how-
ever, was in goods drawn from Japan: this flow rose by

The most notable changes in the distribution of Afri-
can imports were a further rise-of almost 10 per cent--

in purchases from western Europe and a decline of
about a fifth in purchases from Japan. The latter, how-
ever, was more than accounted for by changes in the
delivery of ships for Liberian registry; Japanese ex-
ports to the rest of Africa were considerably higher than
in 1959, especially to Nigeria, British East Africa,
Ghana and the Union of South Africa. On a smaller
scale imports from the other regions all rose, but over
two-thirds of the region's imports again came from
western Europe.

Apart from the general and stÿbstantial increase in
trade among the primary exporting countries them-
selves, there was a large and widespread increase in
the value of goods drawn from the industrial and cen-
trally planned regions. In the aggregate imports from
the industrial countries rose by about an eighth, and
imports from the centrally planned countries by some-
what more.

In total, well over three-fourths of the increment in
imports into the primary exporting countries between
1959 and 1960 originated in the industrial countries:
of this, substantially more than half came from western
Europe, rather less than a third from North America
and the remainder from Japan. Of the increase in im-
ports from the industrial countries--to judge by trade
returns for the first three quarters of the year--almost
half consisted of machinery and transport equipment
and rather less than a third of other manufactured
goods-including steel and other metal semi-manufac-

tures. The remaining fourth was divided more or less
equally between chemicals, raw materials and foodstuffs.
For the year as a whole it is probable that the propor-
tion of imports drawn from North America and the
proportion consisting 0f foodstuffs were both somewhat

grain exports tohigher: United Staÿ:                  the primary
exporting countries }€ose substantially in the last quarter
of the year, approadhing $1.0 billion in 1960, compared
with less than $0.7 billion in I959.

The most notable concentration on ÿmports of capital
goods was in Africa and Latin America. In Africa all
major categories of imports from the industrial coun-
tries-with the exception of fuel--registered an increase
between 1959 and 1960, but over 60 per cent of the
increment comprised machinery and vehicles. The bulk
of the expansion was in supplies from western Europe
but the largest relative increase was in the equipment,
other than ships, drawn from Japan (see table 5-5).

In Latin America the whole of the net increase in
imports from the industrial countries was accounted
for by capital goods: there were also increases in im-
ports of chemicals and raw materials, but these were
offset by reductions in imports of food and fuel and in
manufactures other than machinery and vehicles. As
in the ease of Africa, the bulk of the increment in capi-
tal goods came from western Europe: though North
America continued to supply about half of the total,
there was little change in this flow between 1959 and
1960. Latin American imports of machinery from the
United States were actually slightly lower in 1960 than
in 1959, though this reduction was offset by an increase
in imports of vehicles, especially aircraft.

In the Middle East the largest increase in imports
from the industrial countries in the first three quarters
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Table 5-5.  Imports of Selected Categories of Goods from Industrial Countries
(Value, millions of dollars in the first three quarters of 1959; index, 1959 figure = 100)

Ralt)
Importing region and period     Foodstuffs   malerialsÿ    Fuels

Manufaelured goods

Toÿl
Machinery     Olher

Chemicals     and    manufacluresÿ
vehicles

Primary exporting countries
Value: 1959  .............  1,746     605     374    12,157    1,523    5,608     5,025
Index: 1960  .............  109     131     101       115      113      117       113

Latin America
Value: 1959  ...........  428     160      97     3,801      516    1,952     1,333
Index: 1960  ...........  97     120      95       105      107      109        97

Africab
Value: 1959  ...........  530     112     163     3,085      313    1,279     1,493
Index: 1960  ...........  102      134      100       118      116      130       109

MiddÿEast
Value: 1959  ...........  232     102      50     1,635      176      774       686
Index: 1960  ...........  113      93      80       104      104      101       107

Southern and south-
eastern Asia
Value: 1959  ...........  513     175      49     2,597      406    1,111     1,080
Index: 1960  ...........  123      154      133       122      115      121        125

Oceania
Value: 1959  ...........  43       56       15      1,039      113      492       434
Index: 1960  ...........  120     153     110       140      133      132       150

Source: United Nations, Commodity Trade Sta-
tistics, Statistical Papers, Series D.

Metals are included with %ther manufactures".
b Including dependencies of western European

countries in the Caribbean and South East Asia.

The coverage in 1960 differs slightly from that
of 1959.

of the year was in the category of manufactures other
than machinery and vehicles. This increase came almost
entirely from western Europe. Imports of capital goods
may'have registered a greater expansion later in the
year: exports from the United States in 1960 were
about 8 per cent above the 1959 level. Much greater,
however, was the expansion in food shipments from the
United States: these increased by almost a third in
value between 1959 and 1960, a major expansion in
grain far outweighing a contraction in other food items.

There was a similar upsurge in United States grain
exports to southern and south-eastern Asia: these totalled

almost $0.5 billion in 1960 compared with less than $0.3
billion in 1959. There was also a doubling-to nearly
$0.2 billion--of raw cotton shipments from the United
States aÿ well as a large increase in shipments of capital
goods and most other manufactures. In southern and
south-eastern Asia, indeed,ÿ imports in the first three
quarters of the year were appreciably higher in all major
categories and from each of the industrial regions.

There was a comparable general expansion in imports
into Oceania, though this was concentrated to a far
greater extent on manufactures.

The balance of payments

In many ways the most notable development in the
primary exporting countries in 1960 was the upsurge
of imports examined in the previous section. Though,
as indicated above, there was a further increase in ex-
port earnings, it was far outpaced by this increase in
import expenditure. As a result the merchandise balance
again deteriorated. As in past years much of the deficit
was met by long-term borrowing and-on a more selec-

tive basis-by an inflow of private investment capital.
In this the major institutions, international as well as
national, again played an important part.

But the need for the means of payment tended to out-
run the resources available from exports and long-term

cap.ital. The result was an increase in short-term debt.

A good deal of this was in the form of a further expan-

sion of commercial credit, but a number of countries

had recourse to the International Monetary Fund (IMF)

whose lending activities, after a notable reduction be-

tween 1958 and 1959, increased again in 1960.

Apart from these external resources, the primary ex-

porting countries drew on their own production of gold

and on their reserves of foreign currencies to finance

the growing deficit. Gold production increased by be-

tween 5 and 6 per cent, putting about $935 million at
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the disposal of the primary exporting countries, mostly
in the Union of South Africa. Nevertheless, total official
gold and foreign exchange holdings were drawn down
in the course of the year by about $429 million.
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Chart 5-3.  Primary Exporting Countries: Moving
Four-quarter Average of Exports and Imports

(Billions of dollars, annual rates)

As the year advanced the strain on the balance of
payments in a number of countries began to mount.
In some the slackening in the upward moveIhent of ex-
port earnings was the major factoÿ in others an outflow
of private capital was more significant. In most, how-
ever, it was the rapid rise in import expenditure that
exerted the strongest pressure on external accounts. The
result was a reversal of the trend towards relaxation

• that had set in during the second half of 1959 in the
wake of improving balances. By the end of the first
quarter of 1961 there had been a number of devaludtions
(mostly implicit), import controls were being reim-
posed or made more stringent, exchange restrictions
were being tightened up, fiscal and monetary restraints
were being re-introduced in order to curb internal de-
mand, efforts were being made to postpone the repay-
ment of old debts and to raise new loans and new in-
centives were being offered both to encourage exports
and to attract foreign capital. How to finance the ex-
ternal deficit was again the question of most immediate
concern to a majority of the primary exporting coun-
tries.

THE WIDENING OF TI-IE PAYMENTS GAP

.Between 1959 and 1960 the export earnings of the
primary exporting countries rose by over $1.6 billion.
Expenditure on imports-measured c.i.f.-rose by about

twice that amount, however, so that there was a net in-
crease in the passive balance of trade from about $2.6
billion to about $4.3 billion. The increase in the deficit
derived almost entirely from southern and south-eastern
Asia and Oceania-in equal proportions-and Africa. In
each of these regions there was a considerable widen-

" ing of the trade gap, the great expansion in import ex-
penditure having been insufficiently supported by an
increase in export earnings. In the Middle East and
among the primary exporting countries of Europe, ex-

The trend in export earnings of the primary export-
ing countries, vigorously upward throughout 1959,
levelled off in 1960. Import expenditure, on the other
hand, having been cut back in 1958, did not resume
its upward trend until the second half of 1959. There-
after, imports rose more rapidly than exports and showed
little sign of levelling off in 1960 (see chart 5-3). Con-
sequently, having reached its lowest level in the first
half of 1959, the merchandise trade deficit of the
primary exporting countries increased steadily during
the recovery phase of the cycle. By the second half of
1960 the deficit--exports f.o.b, minus imports c.i.f.--

was approaching the annual rate of $5 billion. This was
close to the rate obtaining in the first half of 1958,
though well below the mid-1957 rate of $6 billion that
precipitated the payments crisis of 1957/58.
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Source: International Monetary Fund, International Financial
Statistics.

ports rose more than imports, increasing the surplus in
the former and reducing the deficit in the latter. In Latin
America, on the other hand, the expansion in imports
exceeded that in exports and the passive balance-which
had been greatly reduced in 1959 was widened slightly
in 1960.

The only commodity-based groups among the primary
exporting countries whose trade gap did not widen be-
tween 1959 and 1960 were those exporting mainly
petroleum, sugar and fruit and wine. In the sugar group
the principal factor was a cutback in imports--in Cuba
and the Dominican Republic--as a result of which the
group's passive balance was reduced to less than 4 per
cent of its total trade. In the fruit and wine group the
rise in export receipts was both general and large
enough to surpass a notable increase in imports. In the
petroleum group, the rise in the active balance derived
from a simultaneous expansion in exports and contrac-

tion in imports; the expansion in export receipts how-
ever was confined largely to the crude group, where it
was universal; the secondary petroleum exporters did
not share in it (see table 5-6).

Apart from the crude petroleum group the only other
one with an active balance of trade was that whose prin-
cipal export is rubber. In contrast to the petroleum
group, however, the rubber exporters registered a
sizable reduction in their over-all trade surplus: in the
wake of the remarkable rise in incomes they had en-
joyed in 1959 came a 21 per cent increase in imports
in 1960. In absolute terms this was double the amount
by which export receipts increased.
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Table 5-6.  Changes in the Balance of Trade of Selected Groups of Countries

Number of countries in which, in comparison with t959,
Change between 1959 and 1960    Balance of trade                     the balance of trade in 1960

(millions of dollars)          as percentage
of total trade

Coanlry grottpsa
exporting mainly Moved

Exports   Imporls  Balance                           Was     from      Was      Was
f.o.b,     c.i.f,    of trade     t959       1960      more   passive to    less      less

active     active    passive    aclive

Moved
from     Was

active to     more
passive   passive

Petroleum, crude  .............  412

Rubber  ......................  139

Sugar  .......................  3
Metals and ores  ...............  198

Cocoa  .......................  -3

Petroleum, secondary  ..........  -91

Coffee  .......................  19

Rice  ........................  60
Meat  ........................  127
Imported goodsb  ..............  127

Wool  .......................  46
Oil-seeds and oils  .............  45

Vegetable fibres  ...............  204

Tea  .........................  46
Fruits and wines  ..............  347

Tobacco  .....................  - 34

Total, eighty-seven countries..  1,645

-268        680          27            34          5          --          --            2          --
278  -139     16      10     2     --     --      1     --

- 107    110    -8     -4    --      2      1     --      1
344  --146    --4     --6     3      1      2     --      1
48   -51    -1     -7    --     --     --      1     --

-124     33    -7     -7    --     --      1      2     --      1
206    --187         --3           -7        --            1            4          --            2            2
89   -29    -6     -7    --     --      1     --      1      1

242     --115         --7         --i0        --          --            1          --            2          --
215   --88   --12    --13  .....  2

1      --        3
--         --           4
2      --        5

1      --       6
--          --            2
10      7     42

1,015     -969         --3         -13        --          --          --
253     -208         -9         -15        --          --          --
615  -411   -Ii    -16    --     --      2
140   --94   -18    --19    --     --      1
291     56   -35    -30    --      I     --
133  --167   --30    --38    --     --     --

3,370--1,725    --4     --6    i0      5     13

i
1
6
6
1

Source: Division of General Economic Research and Policies
of the United Nations Secretariat, based on International Mone-
tary Fund, International Financial Statistics.

For country composition of groups, see footnotes to table 5-2

b Hong Kong and Singapore.

Among the remaining groups of primary exporting
countries there was an increase--and generally a sub-

stantial increase--in the merchandise deficit between
1959 and 1960. In all cases the cause of the increase
was the expansion in import expenditure. Only in the
tobacco and cocoa groups was the effect of the upswing
in imports enhanced by a reduction in export receipts;
in all the other groups the widening of the gap took
place despite a rise in exports. Proportionately, the
widening was greatest in the case of the cocoa, wool
and coffee exporting groups, but there was also a large
increase in the relative deficit of the oil-seed, meat, vege-
table fibre and metal exporting groups, in the face of
appreciably higher export earnings.

1959 and 1960--was accentuated by changes in income
payments from foreign-owned assets. The 1958 reces-
sion had resulted in a marked reduction in profit trans-
fers in 1959, particularly from mineral and rubber
companies; by the same token the recovery in demand
and prices in 1959 was followed by a sizable increase
in dividend payments in 1960.

The widening trade gap was a fairly general phenom-
enon. Between 1959 and 1960 the trade balance in
over two-thirds of the primary exporting countries be-
came less active or more passive; this was more than
twice the proportion recorded between 1958 and 1959.
In 1959 the largest category--44 per cent-comprised
countries whose trade balance was less passive than in
the previous year; in 1960 the largest category--48 per
cent--was of countries whose balance had become more

passive. Though the proportion of countries with an
active balance was much the same in 1960 as in 1959
--between a fourth and a third of all the primary export-
ing countries-the relative size of the balance was sig-
nificantly smaller.

Among the few countries in which the earnings trans-
mitted by foreign investors did not increase between
1959 and 1960 were Australia, Colombia and Indo-
nesia. In Australia the outflow of investment income
was at a peak-£A 145 million or 13 per cent of import
expenditure, measured c.i.f.--in the fiscal year ending

in mid-1960; it declined somewhat in the second half
of 1960. In Colombia net payments on foreign invest-
ment, which had dropped back sharply in 1959 from
a 1958 peak, receded further in 1960. In Indonesia where
estate production has tended to decline-in the case of
rubber by about a fifth between 1955/56 and 1959/60
-the net outflow of investment income was also some-

what lower in 1960 than in 1959.

THE MOVEMENT OF CAPITAL

This violent swing in the balance of trade--from an
improvement of over $2.3 billion between i958 and
I959 to a deterioration of about $1.7 billion between

In the aggregate the flow of long-term capital from
the industrial to the primary exporting countries does
not appear to have increased very markedly between
1959 and 1960. The movement of public funds con-
tinued at a high rate but there were potent factors mili-
tating against an increase in the flow of private funds,
including, in particular, the upsurge in investment op-
portunities in western Europe and Japan and the con-
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tinued existence of idle capacity in many fields of
primary commodity production.

The movement of private capital was also affected by
the emergence or intensification of political or economic
uncertainty in a number of important trading countries
--including the Congo, Cuba, the Union of South Africa
and Venezuela and on a smaller scale Ecuador, the Fed-
eration of Rhodesia and Nyasaland, Honduras and
Kenya. In these countries not only was the amount of
new foreign investment greatly reduced but there was
also a flight of capital, domestic as well as foreign-
owned. The result in most of these cases was a net out-

flow of private capital.

Substantially larger than public lending was the total
of public grants: excluding military transfers, these
amounted to about $1.3 billion in 1960, slightly more
than in 1959. The largest recipients of United States
public capital--loan and grant-were, in descending
order, India, the Republic of Korea, the Republic of
Viet-Nam, Pakistan, the United Arab Republic and
Turkey, but sizable amounts also went to other Asian
and Middle Eastern countries as well as to Argentina,
Brazil and Morocco.

This outflow was offset by the movement of private
capital to other primary exporting countries--most

notably into Argentina, Australia and Brazil and, on a
smaller scale, into such countries as Colombia, Greece,

Israel, the Philippines, Thailand and New Zealand--
with the result that on balance long-term capital move-
ments seem to have been sustained more or less at the

1959 level.

From the United States the net outflow of private
long-term capital to the primary exporting countries was
of the order of $0.7 billion. This was much the same as
in 1959 in total, though more of it--especially in the
ease of funds moving to Latin America--was in the' form

of subscriptions to new issues and less of it in the form
of the direct investment of United States corporations
and other long-term capital movements. Direct private
investment in the primary exporting countries was less
than $0.3 billion in 1960, having dropped progressively
from its 1956-1957 average of over $1.0 billion when
petroleum investment in Venezuela was at its peak.
Since there was an appreciable increase in total direct
private investment between 1959 and 1960, the move-
ment towards the industrial countries noted in the pre-
vious interval was evidently still running strongly.

In contrast to the contraction in direct private invest-
ment in the primary exporting countries, long-term
lending by the United States Government continued to
expand: it was about 6 per cent greater in 1960 than in
1959, and as repayments were sizable in both years, the
increase in net advances was somewhat larger than that.

Of the net amount of $0.6 billion in 1960, substantially
less--a fifth in 1960 compared with twice that propor-
tion in 1959--went to Latin America and correspond-
ingly more to other primary exporting countries. These
countries-notably India and Pakistan as well as others
in the Middle East and southern and south-eastern Asia
--also gained from the supply of surplus commodities in
exchange for local currencies. The amount involved in
1960--about $0.4 billion--was considerably greater than
in the previous year. Though essentially a form of
short-term liability in the first instance, a large propor-
tion of the local currency holdings of the United States
was intended for re-lending within the country in ques-
tion, thus being converted to longer-term borrowing.

Though aggregate figures are not available, it would
appear that the investment boom in western Europe
militated against any great increase in the outflow of
private capital to the primary exporting countries.
While public capital movements appear to have been
on a somewhat larger scale than in 1959, the total flow
was probably not much above the 1959 figure. There
was a small increase in official capital transfers from the
United Kingdom to the rest of the sterling area, includ-
ing a £6 million rise in government grants to the de-
pendent territories. Net private long-term investment,

however, dropped further-from £184 million in 1958
to £154 million in 1959 and £136 million in 1960--
whereas the income from past investment recovered
from its 1959 decline. The outflow of private oapital
from France to the primary exporting countries also
declined. This was not fully offset by public capital, for
while grants to franc zone countries were somewhat
greater than in 1959, new lending was on a reduced
scale. The principal increase appears to have come from
the Federal Republic of Germany: investments in the
under-developed countries by the Reconstruction Loan
Corporation rose from DM 270 to DM 580 million and
there was also an increase  from DM 240 to DM 280
million--in reparation payments to Israel. The leve! of
multilateral aid through the European Economic Com-
munity (EEC) was also substantially higher in 1960
than in 1959: the total amount committed rose from the
equivalent of $67 million in March 1960 to $I26 million
in March 1961.

+

The role of selected institutions

Over and above the funds flowing to the primary ex-
porting countries by way of direct private investment or
government grant or loan arranged bilaterally, access
to foreign exchange was also obtained through borrow-
ing from one or other of'the international financial in-
stitutions. Most important among these institutions from
the point of view of long-term finance was the Inter-
national Bank for Reconstruction and Development
(IBRD).

With the renewal of expansion in many primary ex-
porting countries in the course of 1959/60, borrowing
from the IBRD rose sharply between 1959 and 1960:
new loans--at $473 million--were almost back at the

record 1958 level. The increase inactivity was facilitated
by the enlargement of the Bank's own resources--capital
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and borrowing powers-but in most lending countries
the capital market remained tight and loan charges con-
tinued at the higher rates introduced in 1957.

Partly as a result of the decline in new commitments
in 1959, actual disbursements of the IBRD in the pri-
mary exporting countries were somewhat lower in 1960
than in 1959:$344 million, or about 15 per cent below
the 1958 peak. Since repayments were about $28 million
higher than in 1959, moreover, the net outflow of funds
from the Bank to the primary exporting countries--at
$220 million--was about 13 per cent below the 1959
level.

In the primary exporting countries in the aggregate,
the sum of new loans negotiated in 1960 exceeded the
amount disbursed in the course of the year by about
$129 million. As a result, the total of prospective funds
standing to the credit of borrowers at the beginning of
1961 was in excess of $1 billion.

As in 1959 the main recipients of new funds in 1960
were in Africa and southern and south-eastern Asia. Net
African receipts in 1960 totalled $88 million, somewhat
less than in 1959. These figures, however, include a
large switch in the transactions of the Union of South
Africa with the Bank: from borrowings of $21 million
in 1959 to repayment of $12 million in 1960. Net draw-
ings of the rest of Africa amounted to $100 million in
1960, 40 per cent above the 1959 figure. The largest
disbursements in Africa in 1960 were in Algeria and the
Federation of Rhodesia and Nyasaland ; sizable amounts
went to the Congo, Gabon, Nigeria and the Sudan, and
smaller amounts to a number of other countries. As in
1959, the principal new loan was for mineral develop-
ment: in 1959 it was in Algeria and Gabon, in 1960 in
Mauritania where new iron ore deposits are being
opened up.

On a much smaller scale were the operations of the
International Finance Corporation (IFC). Disburse-
ments on investments made by the IFC in the primary
exporting countries amounted to about $14 million in
1960 compared with only $8 million in 1959 and less
than $6 million in 1958. Most of the enterprises in which
the Corporation participated in 1960 were in Latin
America, the largest amounts going to Brazil, Peru and
Venezuela. Among the commitments of $14 million un-
disbursed at the end of the year, however, were partici-
pations in industries in other regions, including India,
Iran and Tanganyika.

Net disbursements in southern and south-eastern Asia
in 1960 totalled $84 million, less than two-thirds of the
1959 figure. The bulk of the funds went to India, though
Pakistan and Thailand also drew substantial amounts
on earlier loans and there were smaller disbursements
to Burma, the Federation of Malaya and other countries.
India and Pakistan were the largest new borrowers in
1960: at the end of the year about $155 million was
available in undisbursed loans to the former and about
$136 million to the latter. These two amounts were by
far the largest of those still to be drawn on: together
they accounted for almost a fourth of the total credit
still available to all borrowers from past loans.

Among the major national institutions, the Export-
Import Bank of Washington was a much less important
source of funds in 1960 than in 1959o This reflects a
marked slowing down in the number and size of loans
negotiated in the fiscal year 1959/60 as well as a
marked increase in the volume of repayment. The main
contraction in net disbursements between 1959 and
1960 was in Latin America: the amount paid out in
other regions--though relatively small--rose consider-
ably, from about $25 million to almost $59 million.
The chief recipients were India and Spain. Net disburse-
ments in Latin America declined from $156 million in
1959 to less than $5 million in 1960. Only Argentina
drew a net amount of much the same order as in 1959:
-$41 million as against more than $58 million. Mexico
received considerably less, Brazil's receipts were entirely
absorbed by repayments and the other main borrowers
--Chile, Colombia and Peru, whose combined net draw-
ings had amounted to $88 million in 1959--paid back
a net sum of $45 million in 1960.

Gross disbursements to Latin America were wide-
spread: no less than thirteen of the twenty republics
were in receipt of funds from the Bank in 1960. But only
in the case of Brazil, Colombia and Ecuador did the
amounts exceed $10 million and as repayments were
relatively large, the net outflow of funds to Latin Amer-
ica was only about $31 million, $3 million below the
1959 figure. In the Middle East, Iran and the United
Arab Republic were the principal recipients of Bank
funds in 1960; on a much smaller scale disbursements
were also made to Lebanon and Turkey. Repayments
reduced the net receipts considerably but-at $34 million
-they were substantially greater than in 1959. As in
1959, Australia repaid a portion of earlier loans.

In contrast to the contraction in net disbursements,
the amount of new Export-Import Bank lending to pri-
mary exporting countries in 1960 was more than double
the 1959 figure. New loans were negotiated with Indo-
nesia, Iran and the United Arab Republic (Egypt)
bringing the total made available to the Middle East
up to $53 million (compared with $17 million in 1959)
and to southern and south-eastern Asia up to $134 mil-
lion (compared with a mere $12 million in 1959).
Similarly, new loans arranged for Latin American
countries--at about $418 million--far exceeded the $239
million negotiated in the previous year. Significantly,
of the total of $727 million committed, over $530 mil-
lion was arranged in the second half of the year. This
represents a notable stepping up of operations in re-
spect of Latin America and, on a smaller scale, Africa
and the Middle East and it reflects both the increase
in pressure on the balance of payments of a number of
countries and a marked easing in the lending policy of
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the Bank. The latter was most noticeable in the case
of Latin America where the problem of current account
imbalances was accentuated by the heavy 1960/61
schedule for repayment of earlier loans. The Bank
helped to meet the situation not only by negotiating new
loans but also by re-phasing repayments, most notably
for Brazil.

downwards in 1959 and upwards in 1960. In others-
the Federation of Malaya and Ghana, for example--these
movements were upward in both years. Larger imports
in 1960 were also reflected in increased short-term debt
in such countries as Brazil, Chile, Ecuador, E1 Salvador,
Iraq and the United Arab Republic.

Of rapidly increasing importance as a source of
United States credit has been the Development Loan
Fund (DLF). Though the loans arranged for primary
exporting countries totalled somewhat less in 1959/60
than in the previous fiscal year, there was--as in the
ease of the Export-Import Bank-a marked acceleration
in the second half of 1960: the amount negotiated in
this period was not far short of the total for the whole
of 1959/60. While lagging far behind the amount nego-
tiated, disbursements rose more steadily--from less than
$66 million in 1958/59 to almost $203 million in
1959/60 and an annual rate of $243 million in the
second half of 1960. By the end of 1960, after three
years of operation the Fund had allocated about $1.84
billion; of this about $1.37 billion had been obligated
but less than $0.4 billion actually disbursed.

One of the instruments through which the volume of
short-term borrowing has been expanded is the system
of export credit guarantee insurance. The extension of
this system continued in 1960: more countries set up
machinery to assist exporters in this way, in several
countries the nature and number of insurable risks were
enlarged and there was a tendency to lengthen the
period for which credit would be granted, especially
to importers of the heavier capital goods.

Well over half of the amount disbursed by the DLF
in 1959/60 was in southern and south-eastern Asia,
much of it in India where the Fund has been an im-
portant vehicle for the United States contribution to
the external support of the development programme.
Smaller sums were paid out in the Middle East (about
$38 million, including Greece), Latin America ($25
million) and Africa ($8 million). Concentration on
southern and south-eastern Asia was even greater in the
second half of 1960--$82 million of the total of about
$108 million disbursed in primary exporting countries.
New lending to the other regions was stepped up
sharply: $172 million was committed in the Middle
East, $72 million in Latin America and $44 million in
Africa. But the actual release of funds in these regions
remained relatively small--about $16 million in the
Middle East, $5 million in Latin America and rather less
than that in Africa.

THE INCREASE IN SHORT-TERM DEBT

A large proportion of international trade is financed
by relatively short-term commercial credit, and in a
number of primary exporting countries changes in the
flow of imports in 1960 were reflected in changes in
the volume of outstanding foreign liabilities accumu-
lated in the banking system. Thus a decline in such
liabilities--as reported in Ceylon, Cuba, the Dominican
Republic and Venezuela, for example--was associatedÿ
with a reduction in imports. More commonly, however,
with the wide-spread expansion of imports there was a
rise in foreign liabilities. In a number of countries-
including Haiti, the Philippines, the Republic of Korea,
the Republic of Viet-Nam, South Africa and the Sudan
--foreign liabilities followed the course of imports

In the United States the Export-Import Bank intro-
duced-in May 1960--a scheme for insuring exporters
against non-payment brought about by political devel-
opments. This provided 180-day cover and was the
Bank's first essay in short-term guarantees: by the end
of 1960 about $120 million of United States exports
had been insured in this way. In April 1961 the Bank
enlarged its operations further by extending its facili-
ties to government-owned petroleum companies, which
had not previously been eligible.

A counterpart to the increase in foreign liabilities in
many of the primary exporting countries in 1960 was
the growth in short-term capital movements from most
of the industrial countries. From the United States to
the primary exporting countries, for example, there was
an increase from less than $0.2 billion to over $0.6
billion in the outflow of private short-term funds and an
increase from less than $0.3 billionÿto nearly $0.5 bil-
lion in the outflow of government short-term funds.
Much of the latter reflects the expansion in sales of
surplus wheat and rice for local currency, as well as
an increase in loans--particularly through the DLF--
repayable in local currency. In addition to the rapid
rise in short-term credits in 1960 there was a rapid
decline in short-term debitsÿ in 1959 the primary ex-
porting countries' short-term claims on the United
States increased by about $0.7 billion, in 1960 they in-
creased by only $0.4 billion.

In some primary exporting countries short-term lia-
bilities were reddced by a process of consolidation and
deferment which converted them, by agreement with
creditor countries, into longer-term loans. To some ex-

tent this has occurred in the case of the local currency
claims accruing to the United States from its surplus
disposal programme, though in recent years such cur-
rency has been acquired much more rapidly than it has
been re-lent. In 1959/60 Brazil, China  (Taiwan),
India, Israel, Pakistan, the Republic of Korea and Spain
were among the countries receiving food or cash loans
in return for local currency, and commodity sales alone

, yielded the equivalent of over $400 million in the cur-
rencies of the recipient countries. In the case of India,
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agreement was reached in 1960 on the disposition of
the Rs. 4,600 million ($966 million equivalent) counter-
part fund that had been built up as a result of Public
Law 480 shipments in the period 1956-1959: Rs. 2,420
million to be lent to the Government, Rs. 1,000 million
to be given to the Government as a grant, Rs. 730 mil-
lion to be used for local expenditure by the United
States, and Rs. 450 million to be reserved for loans to
business enterprises in India, both Indian and United
States-owned.

Peru and Turkey as well as Chile. And in April, Aus-
tralia called on the Fund--for the first time since 1952-
drawing $175 million and arranging a stand-by credit
of $100 million to meet possible needs in the following
twelve months.

STRAINS ON RESERVES

Notwithstanding the deferment of short-term debt and
other adjustments to the capital account in a number
of primary exporting countries, problems of financing
the current account remained. With imports continuing
to rise, and export prices beginning to fall again, pres-
sure on reserves tended to mount as the year advanced.

The result was recourse to the IMF by a number of
countries. In the first half of the year stand-by arrange-
ments were sought by Guatemala, Honduras and Vene-
zuela; in the finaI quarter of the year, Argentina,
Colombia, E1 Salvador, Haiti, Iran, Nicaragua and Para-
guay joined the llst of such countries. The amount of
credit available in terms of stand-by agreements stood
at $356 million at the end of !960, compared with $183
million a year earlier.

The combined effect of the almost universal upsurge
in expenditure on imports by the primary exporting
countries, the increase in profits earned and transmitted
by foreign investors from some of these countries and
the flight of capital from these and others was consider-
able pressure on the over-all external balance. And not-

withstanding the support provided by a continuing net
inflow of private capital, an appreciable increase in
movements of publie capital, both loan and grant, and
an even more substantial expansion in short-term credits,

commercial and official, the primary exporting countries
had to draw on their reserves to finance the payments
deficit. The decline of 1957 and 1958, which had been
reversed in 1959, was thus resumed in 1960.

The higher rate of drawing continued into the new
year. In the first quarter of 1961 Chile, Colombia and
the Union of South Africa borrowed sizable amounts
and new stand-by arrangements were entered into with

In the course of the year twelve primary exporting
countries drew on the Fund's resources--the same num-

ber as in each of the previous two years, but the amount
borrowed ($273 million) was substantially greater than
in 1959 ($180 million) or 1958 ($184 million). The
largest drawings in 1960 were by Argentina ($70 mil-
lion), the United Arab Republic ($49.8 million), Brazil
($47.7 million)  and Iran  ($45 million); smaller
amounts were drawn by Bolivia, the Dominican Repub-
lic, E1 Salvador, Honduras and Paraguay. The only
operations outside Latin America and the Middle East
were drawings of $12.5 million by Pakistan and the
Union of South Africa and a smaller amount by the
Philippines. In southern and south-eastern Asia, Burma,
India and Indonesia all made repayments and the net
return of funds from the region amounted to almost $80
million. Though several other countries made repay-
ments on previous loans--among them Chile, Colombia,
Haiti, the Sudan and Turkey-the other regions all in-
creased their net drawings and for the primary export-
ing countries as a group the net accommodation afforded
by the Fund-at $98 million-approached the level of
the recession year 1958. This provides a sharp contrast
with the low level of net drawings in 1959 : repayments
of $107 million by other primary exporting countries
had almost offset the amounts drawn by Argentina
and Spain in conjunction with their stabilization pro-
grammes.

The largest losses in reserves in 1960 were registered
in Oceania, Africa and Latin America; there was a
small decline in the Middle East (excluding Kuwait and
Saudi Arabia, where they probably rose)  while in
southern and south-eastern Asia and, even more, in the

primary exporting countries of Europe reserves were

augmented again (see table 5-7). The rise in reserves
in this European group was largely the result of de-
velopments in Spain where the stabilization programme,
with its accompanying devaluation and external bor-
rowing, was associated with major improvement in the
balance of trade. In southern and south-eastern Asia, on

the other hand, the increase in reserves was more a re-

flection of capital movements: thÿere was a rise in long-
term borrowing and a considerable increase in other
forms of credit which helped to finance the expansion
in imports and the resultant worsening of the merchan-
dise balance.

Oceania also enjoyed a further influx of long-term
capital and a major increase in short-term credit con-

nected with a similar upsurge in imports. But the bulk
of the deterioration in the balance of trade was financed
from domestic reserves: these were drawn down to the

low level they had reached after the 1955 import boom.

In Africa, excluding the Portuguese and former
French territories, about three-fourths of the large in-
crease in the trade deficit between 1959 and 1960 was
paid for from reserves, the remaining fourth by an in-
crease in the net inflow of capital. The bulk of the 1960
trade deficit was accounted for by South Africa where,
along with a massive outflow of capital, it absorbed not
only $748 million of newly mined gold but also $184
million of official foreign exchange reserves.

In Latin America as in Africa, the outflow of capital
was fully offset: in contrast to the situation in 1959,
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Table 5-7.  Pi:imary Exporting Countries: Regional Changes in Trade Balances and Reserves

(Millions of dollars)

Balance of lradeÿ                Change in official reserves         Net movements in other items
lÿegion

1958                 1959                 1960                     1958            1959            1960                  1958                 1959                 1960

Latin America  .....................  - 890    - 115    -- 144    -695  -205  - 115      195     - 90       29

Excluding Venezuela  .............  -1,612    -907  -1,361     -310    147      40    1,302    1,054    1,401
Excluding Venezuela and Cuba  ......  - 1,487    -842  - 1,44i     -236    263    161     1,251    1,105    1,602

Africau  ...........................  -808    --152    -565       118     27  --300      926      179      265

Excluding South Africa  ...........  -220      124    -109      106   -84  -116      326    -208      -7
Excluding South Africa and Congo..     -264     -57    -308        96      50   -92      360      107      216

Outer Europe,.  ...................  -1,099  -1,069    -921         8    238    373    1,107    1,307    1,294
Excluding Spain  .................  -713    --775    -925        48      86       i      761      861      926

Middle Easta  ......................  -513    -541    --559        34     25    -55      547      566      504

Southern and south.eastern Asia  .....  -1,824  -1,197  -1,947    -241    441    124    1,583    1,638    2,071
Oceania  ..........................  -530       20    -730     - 172    176  -456      358      156      274

Total, above regions  ..............  --5,664  -3,054  -4,866     --948    702  --429    4,716    3,756    4,437

Excluding Oceania  .............  -5,134  --3,074  -4,136     -776    526     27    4,358    3,600    4,163
Excluding Oceania, Europe and

South Africa  ................  -3,447  -1,729  -2,759    -796    177  -162    2,651    1,906    2,597

Excluding Oceania, Europe, South
Africa, Venezuela and Cuba.. ,   -4,044  -2,556  -4,056     -337    645     114    3,707    3,201    4,170

Source: International Monetary Fund, International Financial
Statistics.

Exports f.o.b, minus imports c.i.f.
b Excluding Algeria, former French Equatorial Africa, former

French West Africa and Portuguese and Spanish territories;
changes in official reserves of United Kingdom dependencies

($25 million in 1958, $9 million in 1959 and --$93 million in
1960) have been allocated to Africa.

¢ Greece, Ireland, Portugal and Spair*.

a Ethiopia, Iran, Iraq, Israel, Jordan, Lebanon, Sudan, Turkey
and the United Arab Republic.

the decline in reserves in 1960 was smaller than the
over-all trade deficit. This over-all change was com-
pounded of opposite movements, however: in Vene-
zuela a large improvement in the balance of trade was
accompanied by a large outflow of capital, while in the
rest of the region a corresponding worsening in the trade
account was more than offset by the inflow of capital.
Outside Cuba and Venezuela, indeed, there was an ap-
preciable increase in official reserves, notwithstanding a
trade deficit almost as large as that incurred in 1958.

In the aggregate, less than 10 per cent of the trade
deficit of the primary exporting countries was financed
from official reserves; for the under-developed group
of countries the proportion was only 6 per cent. These
aggregates, however, tend to conceal the nature and
magnitude of the change between 1959 and 1960: they
reflect the net result of a number of unusually large
transactions, particularly on capital account. Among
these was not only the outflow of funds from such coun-
tries as the Congo, Cuba, the Dominican Republic, the
Union of South Africa and Yenezuela, referred to above,
but also a major inflow of funds into such countries as
Argentina, India and Pakistan.

A comparison of end-of-year figures also tends to
hide the severity of the drain on reserves in the second
half of the year when the rapid expansion in imports
continued in the face of declining export prices. After
a gain of over $300 million in the first half of 1960,
official reserves were drawn down by about $840 million
--or almost 5 per cent-in the second half of the year.

In 1959 almost two-thirds of the primary exporting
countries had added to their reserves; in 1960 about

60 per cent of the primary exporting countries had to
finance a balance of payments deficit by drawing down
their reserves. Nor was the reduction a small one: 40
per cent of the primary exporting countries lost more
than i0 per cent of their reserves and one-fourth lost
more than 20 per cent, well over double the proportion
of countries in these categories in 1959. At the other
end of the scale, the proportion of countries increasing
their reserves by more than 20 per cent dropped from
a third to an eighth. In total, reserves were increased
by about 4 per cent in the course of 1959 and reduced
by about 3 per cent in 1960.

By the beginning of 1961 the over-all ratio of reserves
to import expenditure at current annual rates had
dropped well below a half, to a post-war low. In view
of the large and continuing increase in the accumulated
debt of the primary exporting countries and the grow-
ing burden of servicing and repaying it, international
liquidity had again become a pressing problem, posing
a serious threat to economic development programmes

in a number of countries.

ADJUSTMENTS IN TRADE AND PAYMENTS POLICIES

In general the principal cause for the rise in short-
term liabilities, the running down of foreign exchange
reserves and the re-emergence--towards the end of 1960

-of balance of payments strains was the expansion in
imports. This expansion was largely the result of events
and decisions of 1959: the reversal of the 1958 down-
swing in primary commodity prices and the holding
back of imports had, by the end of 1959, restored ex-
ternal equilibrium and replenished reserves to the



Table 5-8.  Elements in the Balance of Payments of Selected Primary Exporting Countries

(Millions of dollars)

Group and coanlryÿ

Net lransactionsÿ with

Export-Import
Trade balanceb              IBBD                 ][MF                  Bank

1959        1960       ÿ959       1960       1959       1960       t959       1960

Other transactions,
net balance

Change in
reservesd

Algeria  ..................................  -- 774
Portugal  .................................  -- 183

Martinique  ..............................  -- 12

Singapore  ...............................  - 153
British East Africa and Aden  ...............  --15

British West Africak  .......................  -- 55
Former French Equatorial Africa  ............  --37

Ghana  ..................................  - 30
Guadeloupe  ..............................  -- 7

Mexico  ..................................  --257

Hong Kong  ..............................  --292
Ecuador  .................................  34
India  ...................................  --671

Iraq  ....................................  280
E1 Salvador  ..............................  13

New Zealand  .............................  174

Union of South Africa  .....................  --274
Cambodia  ................................  -- 10

Largely because of an increase in imports:

Sudan  ..................................  28
Honduras  ................................  --2

--110     --      --      73      49      58      41
--276  ....  5   -6
--59  ......

-148            8              2           --6              3               7  ,           9
--155  ......
-53     --      --      --

--262      4       3      --
-297     --      --      --
-115      6      --      ---
--133     --      --      --
-260   18     8    --

--3      1       i       2
--94   --   --   --

--109     --      --      --
--15     --      --      --

--874    --i      50      --
--219     --      --      --
--15     --      --      --

--196
--34   --i   Li    --

-135      8       7      --
-55    4    9    --
--68     --      --      --
--13     --      --      --
--426    1     I    --

--337     --      --      --
33      8       9      --

-791   88    59    --
279   --    --    --
-6    -1       1       6

65     --      --      --
--456     21    --12    -36
--26     --      --      --

]   20
-19      1

7
3

1
4

--      --      --        51       53      --iÿ
--    --    --     235    271     18
--      --      --       265      307        1

.....  1     --i        64      128        7o
--      --      --        75      137        1

13     --1     --1       101      248       86
--i      --      --         2        3        3ÿ
--       --      --         56       100      --28i
--      --      --       102      llO      --I
--      --      --        15       15         i

m

--73

6

13

1

10

--2
12

--I
--13

1

3

--2
33

--13

73
273

9
61

165

775
215
12

153
I0
25
33
8
7

287

290
-35
654

--275
-18

- 103
413

5

20
--I

329
388
120
164
193

824
205
15

196
23

105
46
52
13

402

334
--43
628

--343
--12

-- 138
284

17

19
17

Balance of trade became less active or more passive

Entirely because of an increase in imports:

Argentina  ...............................  16
Israel  ...................................  --247

Morocco  ................................  -3

Philippines  ..............................  -- 72
Viet-Nam (Republic of)  ....................  - 150

Mozambique  .............................  -- 52

Lebanon  .................................  --221

Korea (Republic of)  .......................  --264
Uruguay  ................................  --62

China (Taiwan)  ...........................  -74

Pakis tan  .................................  -- 32

Haiti  ....................................  -- 2
British West Indiesh  .......................  --84

Jordan  ..................................  -- 103

Rÿunion  .................................  -- 15

220°
31
6.

--2e
15

J

32°
i
i

--6i

--22i
i

--22
J

41o

--2g
5

83
5

7O
iii

69
3

309ÿ
106
61.,f

30°
38
__g
12
10
12o,f

4

8
__g
6i
1
J

i
--14e

J
i

--12i

--23i
i

--16ÿ
i

--20e

--3g
--3

-- 144
--64
--11

--73
-- 184

--9ÿ

27
2

1959        1960       1959        1960

>

cÿ

tÿ
©
©

tÿ
,¢
tÿ
U'
©



Indonesia  ................................  413
Greece  ..................................  - 363

Tunisia  .................................  - 11

Brazil  ...................................  -- 92
Surinam  .................................  -- 5

UAR (Syria)  .............................  --71

Burma  ..................................  1
Chile  ...................................  82
Panama  .................................  - 80

Colombia  ................................  58

265
--499
--72

-- 193
--12

12

i

7

Largely because of a decrease in exports:

Qatar  ...................................  96
Cameroun  ...............................  26

Nicaragua  ................................  --2
Bolivia  ..................................  --8

Mauritius  ................................  1

Former French West Africa m.  ..............  --39

Ireland  .....................  "  .............  --229

Rhodesia and Nyasaland  ...................  49

UAR (Egypt)  .............................  --181

Largely because of an increase in exports:

Spain  ...................................  --294

Ethiopia  .................................  - 18
Kuwait  ..................................  650
Costa Rica  ...............................  -26

Iran  ....................................  109

Dominican Republic  .......................  -- 5

Ceylon  ..................................  - 53

Saudi Arabia  .............................  515

Balance of trade became more active or less passive

Entirely because of an increase in exports:

Peru  ....................................  19
Guatemala  ...............................  --27

Thailand  ................................  --68

Federation of Malaya  ......................  240
Borneo territoriesÿ  ........................  113

--119
--42
--10
--98
--51

-- 746
--11

-- 153

27  .......  32     --27         J
--147    --1      --3      --3      --3     --2     --1         93      137     --28e     --17o

91
13

--17
--18
--31

55      1     --2    --10
-23     --     --1
-38     10       9      --
252    1     3    --
112     --      --      --
--24    --1      -1      --

--207     --      --      --
82   28    16    --

--84     --      31     --3

,.4
--2
765

--22
160
75

--27
592

Entirely because of a decrease in exports:

Bahrain  .................................  32

Turkey  ..................................  -- 115

5
5

-1

-8
-1

4

2
2

i

Australia  ................................  - 121

Paraguay  ................................  --

Libya  ...................................  - 102

2
5

7
--17

......  96     -91         i         i

......  26     --13         i         i
--1      ÿ2       --        1        5          4        13         1        --
--        2      --2       --       --         12        14         6       --6f
......  i       31         i         i

--9

--20

--4

--15

--2

--      50      --       7
3      --      --     -1

1      --      --       2
3   --12    45    IO

--       --         9        --
....  3

--19

48

15
--4

--12

--15

m

25

--5
--i

--8

23
1

18
--1

2

47    --19      --42     --15       15       19
--1     --1        20       35      --8       10

6        5          57        84          5        60f
--      --      --92    --117      149      138
--       --       --71      --59        42i        53i

--     --316    --205       83e      41o
--1        405       517        41        17f
--         54        70        43       --2f
1         84      122     --24     --15

--         5       12          i         J

--     90    99    19    --5
--        17       29       19     --15
--6      --44        7       66     --16

2        71       90      --8      --6
--21               --8              21               52°         --59ÿ

--i       236      381      106    --383
--         4        9        3ÿ     --2ÿ
--         113        141         11ÿ      --12ÿ

--        40       25         i         i
--       242      206       13      --i
--       --63     --123         14e,ÿ    --25e,f
9       141     --76     --43     --95

21              389            347            152e           372°
--        10        3      --5        4
--     --651    --765      --1ÿ      --ÿ
--     16     19    --6    --2
--           --149         --238           --40           --30

--5   --94   -I0   -I0
9   -15   -43   --41

-461    -685       51ÿ    -93,

(Continued on Jollowing page)
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Table 5-8.  Elements in the Balance of Payments of Selected Primary Exporting Countries (continued)

(Millions of dollars)

Net lransactionsO with

Export-Import         Other transactions,
Group and coantryÿ                              Trade balanceÿ              IBBD                 IMF                  Bank                net balance

1959        1960       1959       1960       1959       1960       1959       1960       1959        1960

Change in
reservesd

1959        1960

Balance of trade became more active or less passive

Entirely because of a decrease in imports:

Angola  ..................................  -- 6        6     --
Madagascar  ..............................  -- 44      -- 37     --

Fiji  .....................................  --10    --9   --
Netherlands Antilles  ......................  --227    - 170     --

Congo n.  ................................  181       199      10
Cuba  ....................................  -- 65        80     --

.....  6      -6        i        i

.....  44       37         J        i

.....  10        9         i        J

....  234      160        7ÿ    -10ÿ
10  .....  325    --233    --134ÿ    --24e
--      --      --       5      --      --56    --201    --116   --121

Largely because of a decrease in imports:

Cyprus  ..................................  -62      --56     --

Venezuela  ................................  772     1,217     --

TOTAL, countries listed--2,575   --4,304    254

.....  62       56        i        i
--      --      --       1       3   -1,125  --1,375    -352   --155

220      16      98     176      59     2,927    3,546      798   -381

Source: Division of General Economic Research and Policies of the United Nations
Secretariat, based on International Monetary Fund, International Financial Statistics;
United States Export-Import Bank, Semi-Annual Report to Congress (Washington, D.C.);
Board of Governors of the Federal Reserve System, Federal Reserve Bulletin (Washington,
D.C.); United Kingdom Colonial Office, Digest of Colonial Statistics (London); replies
to the United Nations questionnaire of November 1960 on economic trends, problems
and policies.

Within each group countries are arrayed according to change in reserves, from
greatest relative rise to greatest relative decline.

b Exports f.o.b, minus imports c.i.f.; estimated in some countries on the basis of
less than twelve months' data in 1960.

For each institution, disbursements minus repayments.

d Gold and foreign exchange holdings of monetary authorities, other official entities
and deposit money banks except as noted.

e Excluding deposit money banks.
f Provisional estimate.

Change in short-term liabilities of United States banks to foreigners.
h Barbados, British Guiana, Jamaica and Trinidad.
i Changes in sterling balances.
J Change in reserves included in "Other transactions".
k Gambia, Nigeria and Sierra Leone.
1 Brunet, North Borneo and Sarawak.

Excluding Guinea.
n Including Ruanda-Urundi.

©
©
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degree thought necessary, in many countries, to warrant

some relaxation of restraint on domestic demand, par-

ticularly for investment, and on import expenditure.
Where imports were still under quantitative control,
there was a general tendency for quotas and currency
allocations to be on a more liberal scale in 1960 than
in the previous two years. In other countries--particu-

larly those exporting rubber or tin or, to a less extent,
wool or copper--the rise in prices and earnings in 1959
was sutlleient to ensure that, in the absence of controls,
imports would expand in 1960.

Import expenditures rose between 1959 and 1960 in
almost 80 per cent of the primary exporting countries.
And in 80 per cent of these countries the rise in imports
contributed entirely (45 per cent), largely (25 per
cent) or partly (10 per cent) to a deterioration in the
balance of trade (see table 5-8).

Not all the countries in which the trade balance
deteriorated-because expenditure on imports rose to a
greater extent than income from exports--had to draw

upon their reserves. Half of them, indeed, entered 1961
with larger holdings of foreign exchange than they had
had at the beginning of 1960. In many eases this reflects
the results of borrowing, though in several countries
donations and other receipts also helped to finance the
additional imports. There was an increased flow of
private capital into Argentina, China (Taiwan), Jordan,
Pakistan and the Philippines, and these countries, as
well as Israel, Morocco, the Republic of Korea and the
Republic of Viet-Nam, also received more in the way
of grants and other invisibles than in i959. Lebanon's
invisible earnings rose also. Notwithstanding the rise in
reserves, measures to restrain imports became common

in this group as 1960 advanced, especially in those coun-
tries in which the expansion in foreign exchange hold-
ings was largely the result of additional borrowing.

Adjustments of the effective exchange rate were also
used by other countries in this group, both to stimulate
exports and to curb imports. The Republic of Korea
devalued the hwan in February 1960 and again, more
sharply, in January 1961. Efforts to encourage exports
also took other forms: in April restrictions on trade
with Japan were relaxed, in July an exchange retention
scheme, medium-term credit facilities and selective sub-
sidies were all offered as export incentives. A more
liberal investment law was enacted early in 1960 in order
to attract foreign capital. In China (Taiwan) there was
also an increased inflow of capital following the promul-
gation of a more favourable foreign investment law in
1959 and the granting of further concessions to inves-
tors in September 1960. However, largely as a result of
a poor 1959/60 rice harvest, exports lagged until late
in the year when a better 1960/61 crop provided sup-
plies for a recovery; in the meantime imports were
discouraged to some extent by a 10 per cent devaluation
of one of the selling rates of the NT dollar in July. In
Israel a 20 per cent premium was offered on foreign
currency brought in by immigrants and tourists and in
the course of the year there were several substantial in-
creases in duties on imports. The Republic of Viet-Nam
also used duties along with a "stabilization surtax" to
keep imports in check as well as to increase the protec-
tion of local industries.

Pakistan and the Philippines were among the coun-
tries deliberately increasing imports, at least at one
stage in the year. In Pakistan import quotas in the
second half of i960 were the most generous since the
institution of control in 1952: raw materials for local
industry were particularly favoured but there was a
large increase in allocations for consumer goods, too,
intended to be disinflationary. In the Philippines the
special import tax on United States goods was reduced
early in the year and in May a general relaxation of
credit was accompanied by a substantial reduction in
advance deposit requirements for importers. At the
same time a devaluation of the peso buying rate was
designed to stimulate exports. The upsurge in imports
was checked to some extent towards the end of the year,
however, when, as part of a decontrol programme, the
proportion of imports granted quotas at the low ottleial
rate was greatly reduced. With foreign exchange hold-
ings declining steadily from a September peak, the
proportion of imports eligible for the preferred rate was
again reduced in March 1961.

Argentina and Uruguay had devalued and simplified
their exchange structures in 1959. Though in both coun-
tries the free market rate fluctuated only within rela-
tively narrow limits during 1960, adjustments were
made to the effective rate from time to time by altering
the rate of tax on major exports and the category and
rate Of surcharge on imports. One such adjustment in
Uruguay was a reduction of the retention tax on wool,
late in the year: this boosted shipments Which had been
lagging since the opening of the 1960/61 season with
lower world prices. Even with these adjustments import
expenditure increased to a much greater exterit than
export earnings in both countries. The fact that reserves
continued to rise reflects the results of incoming capital ;
it also hides the rise in short-term and medium-term
obligations. This rise and the impending maturity of
debts incurred earlier forced both countries to seek new
credits towards the end of the year. Argentina arranged
with the IMF to defer repayment of its 1958 borrowing
of $42.5 miIlion to March 1963 and to have repayment
of its 1959 borrowing of $100 million stretched out over

five years. This, along with accommodation arranged
with other creditors, including the "Paris Club" of

European exporters, served to reduce the 1961 repay-
ment burden from $375 million-more than half of

end-1960 reserves and a third of 1960 export earnings
--to about $75 million. Uruguay negotiated an increase
in its line of credit from United States banks, from $28

million to $52 million. It also arranged a stand-by
credit of $30 million with the IMF but was not able
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immediately to comply with the financial conditions
governing eligibility.

Among the remaining countries in which the expan-
sion in imports was entirely responsible for a deteriora-
tion in the balance of trade, capital inflow and net
receipts from sources other than trade were not sufficient
to prevent a reduction in reserves. In this group, indeed,
were several countries from which there was a capital
outflow.

Most notable among them was South Africa where--
the merchandise deficit being covered by gold produc-
tion-the loss of reserves in 1960 was wholly accounted
for by an outward movement of private capital, much
of which took the form of the purchase of foreign-
owned shares in local concerns. In August interest rates
were raised to narrow the gap between local and Euro-
pean rates; the administration of exchange control on
resident's capital movements was tightened; in Novem-
ber it was decided to reduce quite drastically--at least
in respect of other than capital goods--import quotas to
be allocated in 1961 ; a small credit was negotiated with
the IMF late in 1960 and a larger one ($25 million)
early in 1961.

Similarly, though on a much smaller scale, capital
flight from Kenya was a factor in reducing the external
reserves of the British East African territories, though
in this case the rise in imports and the decline in
robusta coffee prices and earnings played the major
role. In Ecuador the merchandise balance remained
active though imports expanded to a somewhat greater
extent than exports. Banana shipments contributed most
to the rise in receipts but some encouragement was given
to minor items by an increase in the proportion eligible
for conversion at the free rate of exchange, which
averaged about a sixth above the official buying rate
during the year. Fears of inflation in the wake of de-
clining prices for cocoa and coffee exports and rising
investment expenditures in the public sector seem to
have contributed in some measure not only to the ex-

pansion in imports but also to the outflow of capital. A
more significant stimulant of imports, however, was a
reduction, in April, from 50 per cent to 25 per cent, in
the prior deposits required for a number of items.

Private capital also registered a small net outflow
from India; its effect, however, was far outweighed by
increased donations. With reserves falling steeply in
the first three quarters of the year and with a growing
appreciation of the foreign exchange gap in the fi-
nancing of the third development plan due to start in
I961, increasing efforts were made to improve the bal-
ance of trade. August saw the abolition of export controls
on about seventy items, while import allocations for the
six months beginning in October were severely cut. Allo-
cations for the following period, in 1961, were reduced
still further. To attract more foreign private capital the
1961/62 budget--while providing for a sizable increase
in total tax revenue--reduced the rates of tax applicable

to certain income accruing to foreign-owned companies
and ¢o foreign technicians. At the same time a consor-
tium representing the IBRD, the Federal Republic of
Germany, the United Kingdom and the United States
began marshalling the credit necessary to finance a pros-
pective external deficit of $6.5 billion over the next five
years. The Soviet Union, having provided the equivalent
of $378 million in 1960, offered a new credit of about
$126 million for industrial projects to be financed
largely in 1961. Contributions of $80 million by Japan
and $56 million by Canada raised the amount available
from the IBRD consortium to $2.23 billion for the next
two fiscal years and to at least $3.5 billion over the five
years of the plan.

The rise in imports into Iraq and New Zealand re-
fleets, in part, the relaxation of import controls imposed
in 1959. Developments in ]960 prevented this process
from being extended, however, and later in the year it
was the decline in reserves that dominated policy. In
Iraq the external balance was affected by the weakness
of petroleum prices and by the poor domestic harvest
which made it necessary, in the third quarter, to prohibit
the export of barley and arrange for additional imports
of wheat. Trade agreements negotiated towards the end
of the year offered dates and cement in exchange for
selected imports. In New Zealand a precipitous decline
in reserves in the second half of the year--as imports
continued to rise, in the face of falling export prices--
induced a tightening of domestic credit policy, an
increase in import duties and an effort to raise external
loans.

Concern about external balance influenced the policies
pursued by most of the other countries in this group.
In Mexico, though the decline in foreign reserves was
reversed in the last quarter of the year, the relationship
between dollar assets and dollar liabilities was far less
favourable at the beginning of 1961 than it h.ad been
at the beginning of 1960. The Government was given
authority to adjust tariffc and establish import controls
in order to protect industry and minimize the inhibiting
effect of the payments position on internal industrial
development. In Cambodia laws relating to foreign in-
vestment were liberalized in an effort to attract new
capital. In Ghana, in the face of lower export prices,
discrimination against dollar and Japanese goods was
ended in a move to reduce import prices. In Nigeria
funds were borrowed from the United Kingdom under
the new system of "Exchequer loans" and there was a
general increase in tariffs, partly for revenue purposes,
partly to protect new industries and partly to slow down
the rate of increase in imports in the light of the lower
cocoa prices.

Most of the countries in the group experiencing both
an expansion in imports and a contraction in exports
(see table 5-8) registered a decline in foreign exchange
holdings. These were generally countries in which in-
flationary pressures had been--and in some eases still
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were--particularly strong and in which efforts to correct
the externa! imbalance were complicated by the lack
of internal balance. At the one extreme of this group
were some of the Latin American countries--notably

Brazil, Chile, Colombia and Paraguay--while at the
other end were the United Arab Republic (Syria),
Tunisia, Burma and Australia.

In Brazil, 1960 opened with an effort to encourage
secondary exports by allowing their proceeds to be con-
verted at the free market rate-about 200 cruzeiros per
dollar--of which 130 cruzeiros was in cash, the re-
mainder in the form of a negotiable bill on the central
bank. The import rate for fuel, wheat and equipment
was held at 100 cruzeiros, though the auction rate for
other imports was bid up steadily-by a weighted aver-
age of 32 per cent in the course of the year. With imports
rising and export receipts tending to lag, the free rate
of exchange depreciated in the second half of the year.
To compensate for rising costs, the export rate for coffee
and cocoa was raised from 76 to 90 cruzeiros per dollar.
In 1958 and 1959 the effect of the growing imbalance
on the country's foreign exchange holdings had been
masked by a sizable inflow of private capital and further
offieia! borrowing which together had financed more
than a third of total imports. In 1960, however, the
imbalance was greater and the inflow of capital smaller.
By the end of the year delivery of foreign exchange
bought at auction was having to be deferred. As in the
case of Argentina, the crisis was precipitated by the
heavy 1961 schedule for repayment of external debt:
against earnings of less than $1.3 billion in 1960, re-
serves of about $440 million and a passive balance of
trade, debts of over $1 billion were falling due in 196i.
The situation was met in part in March 1961 by a further
devaluation, the most significant aspect of which was the
abandonment of the auction system for importers' ex-

change requirements in favour of the free market and
a change in the preferential rate for essential imports
from 100 to 200 cruzeiros per dollar. At the same time
negotiations began for the consolidation and stretching
out of the various segments of the country's debt-to the
IMF, to the United States Government, and to com-
mercial creditors in the United States, Europe and Japan
--and for new credits to restore the inflow of capital
to at least its 1959 level. A third element in the pro-
gramme was the opening up of new markets, if neces-
sary by means of bilateral agreements such as those with
the Soviet Union in 1959ÿ with Czechoslovakia and
Poland in 1960 and with Yugoslavia in April 1961.

Colombia, like Brazil, had a passive balance of trade
in 1960 and a smaller inflow of private capital. Never-
theless the decline in reserves was not much greater than
the amount by which commercial indebtedness was
reduced. In an effort to preserve the external balance,
the domestic restraints of the 1959 stabilization pro-
gramme were continued and the export peso was de-
valued by about 6 per cent in May. Exports were also
expanded by means of coffee and cotton barter agree-

ments with the Federal Republic of Germany, Japan,
the Soviet Union and the United Kingdom. Coffee sales
were stimulated late in the year by a reduction in export
tax. A contribution to export earnings was also made
by beef, shipments of which were no longer prohibited.
With imports rising to a record level in 1960, however,
reserves declined steadily throughout the year. A new
stand-by agreement was entered into with the IMF in
November, and early in 1961 $25 million was drawn in
support of the balance of paymentS[

Chile also drew on its IMF stand-by credit early in
1961, after a year in which reserves had fallen rapidly,
in the wake of a record rate of importation. The expan-
sion in imports was an element in the domestic stabiliza-
tion programme: it was induced by a relaxation of quan-
titative control, a reduction in the prior deposits required
from importers and a further movement towards control
by tariff.

In Australia internal demand pressures were rela-
tively much milder than in the Latin American countries
in this group, and disinflationary policies were followed,
at least in the second half of the year. None the less,
in combination with a general relaxation of import con-
trol in February 1960, they helped to induce a tre-
mendous upsurge in imports. Though tax and other
incentives were offered to exporters, the steady decline
in export prices was sufficient to prevent earnings from
increasing. Despite a further large inflow of capital, the
result was a dramatic running down of reserves that had
been accumulated in 1959. The drain continued into
1961 and, adhering to its more liberal trade policy,
the Government had recourse to the IMF while further
tightening domestic credit conditions.

In the United Arab Republic (Syria) the expansion
in imports in 1960 from the relatively low level of 1959
was financed in part by arrangements under Public Law
480 of the United States. Since, in the wake of another
poor harvest, however, export earnings receded further,

to the lowest level since 1950, reserves bore a large
proportion of the strain. The free rate for the pound
depreciated, despite stricter import controls and re-
straints on domestic credit. Exchange holdings were
boosted by borrowing from the IMF in the last quarter
of the year, but the external balance remained under
stress and in February 1961 general exchange controls
were imposed.

The rise in imports into Burma came in the wake of
increased export earnings in 1959; whereas earnings
fell away in the second half of I960, however, imports
rose still further as a result of some selective increases
in import licences released in mid-year in an effort to
reverse the upward movement in the cost of living. This
objective was achieved but only by drawing heavily
on reserves. The inflow of private capital seems to have
been somewhat less than in 1959, despite the passage
in February 1960 of a new investment law designed
to attract foreign enterprises. Receipts of aid, however,
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were somewhat greater thdn in 1959, partly as a result
of a decision, taken in April, to accept grants from the
United States. The decline in exports in the second half
of the year reflects movements in rice sales: shipments
of other commodities, encouraged by an exchange re-

tention scheme inaugurated earlier in the year, were
generally well maintained.

higher than the low 1959 figure. The effect of this was
largely offset, however, by a decline in the amount of
foreign private capital invested in Greek industries
under the recently enacted incentive scheme and by the
purchase of foreign-owned assets in the electricity in-
dustry.

In Tunisia, in the face of a poor olive crop and a
60 per cent drop in olive oil shipments, imports rose
vigorously from the low 1959 level, reflecting a marked
increase in investment both in light industries in the
private sector and under the Government's expanding
"equipment budget". The increase in the trade deficit
was more or less covered by a comparable increase in

donations and official capital receipts: although French
military disbursements were further reduced as local
establishments were scaled down, there was a more than
compensating rise in funds from the United States. As
a result, reserves-which had been greatly strengthened
by the import restraints in 1959--were drawn down only
marginally.

Among the few primary exporting countries whose
reserves were higher at the end of 1960 than at the
beginning, despite an expansion in imports and a con-
traction in exports, Indonesia and the Sudan derived
part of the increase from an active balance of trade,
Honduras reinforced its exchange holding by borrowing
from the IMF, and Greece had a larger inflow of public
capital and non-trade income.

There were relatively few countries--about 10 per
cent of the primary exporting group-in which a reduc-
tion in export proceeds was exclusively or even partly
responsible for a worsening of the external balance.
The weakening of the Petroleum market caused the
reduction in Bahrain and Qatar; the decline in cocoa
prices was the principal factor in Cameroun. In Mauri-
tius, sugar production was severely cut by cyclone dam-
age. In Bolivia tin exports slumped badly and foreign
exchange holdings, after having been built up by higher
exports in 1959, were drawn down rapidly, despite an
increase in the inflow of private capital. There was a
similar decline in reserves in Nicaragua, following a
very poor cotton crop and a halving of cotton export
earnings, though in this case the drain was checked by
an increase in oversea borrowing as well as a reversal

in private capital movements.

Indonesian reserves rose rapidly after the devalua-
tion of August i959 and under the influence of high
rubber prices. After reaching a peak in March 1960-
the highest since that of the Korean boom--they were
drawn down slowly during 1960 as imports increased
and export receipts turned downwards. A reorganiza-

tion of the exchange control system early in the year
gave export and import-saving industries the highest
claim to import allocations. Later, in August, however,
the system was relaxed in respect of certain consumer
goods, in order to hold down the urban cost of living.
For the same reason sugar exports were suspended in the
wake of a smaller domestic crop. Against this, however,
reserves seem to have gained more from the net move-

ment of capital in 1960 than in most recent years.

In Greece the deterioration of the merchandise bal-
ance was more than offset by larger net receipts from
shipping, transport and tourism. Reserves were also rein-

forced by a net inflow of public capital appreciably

In the Sudan the strong recovery in exports in 1959
greatly increased the country's reserves and made pos-

sible a general relaxation of economic controls both
internal and external. Though earnings in 1960 were
appreciably below the 1959 level, many import duties
were reduced in the middle of the year and a substantial
addition was made to the list of items not subject to
special licence.

In Turkey export receipts were lower in 1960 than
in 1959 for almost all major items, most seriously for
tobacco, shipments of which dropped back a further I3
per cent to the smallest volume since 1952. The lag in
tobacco sales-most notable in the first quarter of 1960
--was to some extent the result of the exclusion of tobacco

from the devaluation of export rates in August 1959;
in the course of 1960, the tobacco rate was raised from
its parity of 5.60 liras per dollar, partly in February
and completely in August when a unified 9.00 rate was
established. The failure of export earnings to rise in
1960 necessitated a reversal of import policy: a con-
siderable liberalization in the first half of the year was
followed by a sharp cutback in the second half, accom-
panied by new restraints on domestic demand. Ollieial
holdings of foreign exchange declined for the third
successive year, and with foreign liabilities substantially
higher and a large amount of foreign debt maturing, a
refinancing operation became necessary. Early in 1961
a sizable stand-by credit was negotiated with the IMF
and maturing debts owing to creditors in the Organisa-
tion for European Economic Co-operation (OEEC) were
consolidated and extended.

About a third of the primary exporting countries
strengthened their merchandise balance between 1959
and 1960. For almost three-fourths of this group, the
improvement stemmed from increased export earnings.

The improvement in the trade balance in these countries,
however, was not always accompanied by an increase
in reserves; indeed a majority of them registered a de-
cline in their foreign exchange holdings.

A few countries managed to increase their exports
to a degree that enabled them to finance both an ex-
pansion in imports and an addition to reserves. In this
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group were British North Borneo, the Federation of
Malaya, Sarawak and Thailand all of which substan-
tially increased their earnings from rubher and tin.
The group also included Peru, where the coming into
production of the new Toquepala copper mine added
very considerably to total exports, as well as Guatemala
where there was a major recovery in banana exports.

from 27.5 per cent in September 1959 to l0 per cent
in July 1960.

In Guatemala and Thailand, the inflow of private
capital also seems to have been greater in 1960 than
in 1959. This was encouraged in Thailand partly by a
revision of customs tariffs early in 1960, which lowered
duties on investment goods and raw materials and raised
them on consumer manufactures, partly by the exemp-

tion for various periods of new or expanding or export
industries from a recent increase in corporate and divi-

dend taxes and stamp duties and also by a simplification
and relaxation of exchange controls. Rationalization of
the tariff in favour of local industry also played a part
in encouraging investment in Peru, and to a less extent
in the Federation of Malaya.

Among the countries whose balance of trade was
improved not only by expanding exports but also by a
contraction in imports, Ethiopia, Kuwait and Spain
registered a rise in reserves, while Ceylon, Costa Riea,
the Dominican Republic, Iran and Saudi Arabia all
registered a decline.

In the Federation of Rhodesia and Nyasaland--as
in Peru and the Federation of Malaya--there was an
increase in the trade surplus despite an expansion in
imports. Nevertheless, reserves were drawn down as the

result of a net outflow of private capital--enhanced by
an increase in dividend payments by mining companies,
following the 1959/60 rise in copper prices. The third
quarter of 1960 brought some monetary restraints on
internal demand, but the capital outflow continued
until, in February 1961, a system of exchange controls
was introduced to protect the external balance.

Ethiopia gained chiefly from a large increase in
coffee shipments, but there was also an inward move-

ment of private capital, in contrast to the outward move-
ment in 1959. Spanish reserves continued the rapid
rise which had commenced after the promulgation of
a stabilization programme in 1958: in 1959 foreign
borrowing and import cuts had played the largest role;
in 1960 the expansion in exports predominated. Re-
straints on imports were gradually relaxed: in the sec-
ond half of 1960 import expenditure was almost back
to the corresponding 1959 level and by April 1961 three-
fourths of imports were reported to be unrestricted. The
inward movement of private funds also appears to have
accelerated, part of it representing a repatriation of
previous flight capital under an amnesty arrangement
in force early in 1960. As a result, exchange controls
were also relaxed during the year.

In the United Arab Republic (Egypt) 1960 opened
with a heavy drain on reserves associated with several
major non-commercial payments-chiefly compensation
to the shareholders of foreign concerns that had been
nationalized and to the Sudan for the flooding of the
area upstream from the Aswan Dam. These payments
accentuated the effect on the balance of payments of
the relatively low prices for long staple cotton prevailing
in I958 and 1959 and the poor rice crop in 1958/59.
As a result, exchange holdings reached their lowest level
in March 1960. With cotton prices recovering somewhat
in 1960 export earnings rose much faster than imports
and the trade deficit was halved. Suez Canal earnings
were about an eighth above the 1959 figure and loans
from the IBRD, the IMF and the Export-Import Bank
all helped to raise the level of reserves as the year
progressed. The payments position was also strength-
ened by a decline in the proportion of exports moving
in bilateral accounts. At the end of 1960, however, hold-
ings of convertible currencies were still a fifth lower
than a year earlier. As the cotton market recovered,

the discount quoted on the cotton export pound was
gradually reduced: from 23 per cent at the beginning
of the 1959/60 season it had been cut to 6 per cent at
the beginning of the 1960/61 season. The premium on
the import pound was reduced more or less in step--

The major influence on the external balance of the
Dominican Republic was a capital flight: despite a $45
million increase in exports, a $30 million cut in imports
and a draft of $9 million on the IMF, foreign exchange
holdings at the end of 1960 were $10 million less than
at the end of 1959. Reserves were also drawn down
in Iran: despite a sizable increase in the trade surplus,
and in Ceylon, despite a sizable reduction in the trade
deficit. This was the second year of drain on reserves
in Iran and the fourth year in Ceylon; hence, in both
countries a primary aim of economic policy in 1960
was to dampen further the demand for imports. Credit
restraints were intensified, import duties raised and a
system of advance deposits introduced. In Ceylon the
export duty on rubber was lowered as its price fell,
foreign exchange allowances for travel were cut and
efforts were made to attract foreign capital into approved
industries.

In about a tenth of the primary exporting countries
trade balances were improved entirely or largely as a
result of a reduction in imports. In this group, however,
changes in the trade balance were generally less signifi-
cant than developments on capital account. It was largely
as a result of an outflow of capital that reserves were
drawn down in most of the countries in this group, most
notably in the Congo, Cuba and Venezuela.

In the Congo there was a net outflow of capital for
the third year in succession: as a result official holdings
of gold and convertible currencies, which had stood at
$338 million at the end of 1956, had dropped to $221
million at the end of 1958, $87 million at the end of
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1959 and an estimated $63 million at the end of 1960,
despite a further decline in imports. In Cuba the decline
which had started in 1956 accelerated markedly in the
wake of political changes: the loss in reserves in suc-
cessive years was $16 million, $45 million, $74 million,
$116 million and $121 million.

In Venezuela changes in reserves, which had been
due to large transactions in the petroleum sector in
1957-1959, were influenced more by developments in
other sectors in 1960. There was a large outflow of
capital which was slowed down only in the final quarter
of the year with the institution of exchange control.
This was aceompanied by a measure of selective devalu-

ation: secondary exports--particularly coffee and cocoa

--became eligible for a more favourable rate of ex-
change. In addition, more private transactions were to
be effected on the free market where, by the end of
the year, the bolivar had depreciated to 4.28 per dollar,
compared with the oflieial rates of 3.35 for most im-
ports, 3.33 for iron ore and 3.09 for petroleum. Under
the influence of a large active balance of trade and
control over exchange transactions, reserves recovered

rapidly after the turn of the year: by the end of March
ot:fieial exchange holdings were 7 per cent above the
corresponding i960 figure. The stand-by credit of $100
million negotiated with the IMF in April 1960 had not
been used.

Internal balance

There were wide-spread increases in production in
the primary exporting countries between 1959 and 1960.
In total, however, they probably amounted to a slightly
smaller rate of increase than was recorded between 1958
and 1959. The principal reason for the slackening in
the rate of growth was a somewhat poorer out-turn of
a number of important crops in some major countries,
as a result of which total agricultural output registered
a smaller gain than in the previous period.

relief by way of a further increase in imports became
less feasible and by early in 1961 disinflationary actions
were being taken in many places.

EXPANSION  IN  SUPPLIES

In the other sectors, by contrast, gains between 1959
and 1960 were generally greater than in the preceding
interval. Furthermore, since the lag in agriculture was
offset by a sizable increase in imports of foodstuffs,
the expansion in total available supplies was appreciably
greater than between 1958 and 1959.

The rise in imports not only supplemented local
production of foodstuffs and supported the expansion
of domestic industry, but it also provided a much larger
volume of capital goods. This reflects the change in
policy which occurred in many primary exporting coun-
tries towards the end of 1959: the restraints on demand
that were imposed in 1958, having reduced imports
and relieved the pressure on the balance of payments,
were generally relaxed and in the course of 1960 there
was a renewed buildup of import demand, particularly
for investment goods.

Domestic production increased between 1959 and
1960 in most primary exporting countries ; in the aggre-
gate, however, the expansion was probably slightly less
than in the preceding interval. The proportion of coun-
tries in which per capita output failed to rise between
1959 and 1960 was about one-third-somewhat greater
than between 1958 and 1959. The principal reason for
the slackening in the rate of growth was the changing
agricultural situation: 1957/58 was a year of poor
crops, so that the recovery in i958j59,yielded a much
larger increase--relative to the preceding year--than did
1959/60.

By the end of the year the strains which, as indicated
in the previous section, had re-emerged in the area of
external payments, were also showing signs of reappear-
ing in the domestic economy in a number of countries.
Efforts to restrain demand were again in evidence; in
most instances these were aimed at relieving the external
balance by reducing the demand for imports but in many
eases the need for restraint reflects the failure of do-
mestic production to keep up with the growth of pur-
chasing power released by the new higher level of
investment. With reserves falling and the terms of trade
again moving against the primary exporting countries,

Thus, although production of the basic food crops
continued to rise, it was at a much slower pace. Among
the cereals, increases in the rice crop-of about 4 per
cent--and, to a less extent, the wheat crop were offset

in some measure by riÿther smaller crops of the coarse
grains. There was a further advance in sugar production
in the primary exporting countries but it was only a
slight one, made in the fate of cutbacks by some of the
maj or exporters, notably in Australia and Latin America.

Though the expansion in cereal production was fairly
general, there were significantly smaller crops in Cey-
lon, China (Taiwan) and India in the ease of rice, in
the Mediterranean countries and the southern hemi-
sphere exporters in the case of wheat, in Argentina,
the United Arab Republic (Egypt) and Indonesia in the
case of maize and in Australia and North Africa in the
ease of barley. These cereal results reflect, in large
measure, the incidence of poor weather, the consequence

of which also shows up in the fact that reductions in
total food output were concentrated largely in Latin
America and the Mediterranean region, the most notable
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occurring in Argentina and Spain-from record levels
in 1958/59. Food production also dropped sharply from
a record level in Australia, while Iraq, Ireland and
Tunisia experienced their second successive decline and
in the United Arab Republic  (Syria)  production
dropped further from the low level to which it had been
reduced by drought in 1958 and 1959. In southern and
south-eastern Asia the only country' not enjoying a
higher level of food production in 1959/60 was China
(Taiwan) where typhoon damage affected both sugar
and, less severely, rice output.

registering a reduction rose from a fourth between
1958 and 1959 to a third between 1959 and 1960 while
at the other end of the scale the proportion with increases
in excess of 10 per cent declined from about 18 per cent
to about 4 per cent. In consequence the over-all increase

in agrieuhural production dropped from about 6 per
cent to less than one per cent (see table 5-9).

Apart from the basic foodstuffs, the overwhelming
bulk of which is consumed domestically, most of the
other agricultural crops--among which export products
are more prominent--registered a wide-spread increase

between 1958/59 and 1959/60. The largest over-all
gains were in respect of coffee (27 per cent), cocoa
(12 per cent) and tobacco (10 per cent), but there were
also increases in the output of tree oils, wool and the
agaves, though these were generally small in the aggre-
gate. Against this, however, the out-turn of several of
the major industrial crops was lower in the primary
exporting countries in 1959/60. Both India and Pakistan
reaped poor jute crops and total production was down
8 per cent. There were significant reductions in the
output Of cotton in India and Central America, not fully
offset by expansion elsewhere and total production was
down 5 per cent. A drastic decline in Indonesia was
largely responsible for the fact that natural rubber
output in 1960 was 5 per cent below the 1959 level.

In contrast to agriculture, mining production in-
creased to an appreciably greater extent between 1959
and 1960 than in the preceding interval. Among the
major minerals only copper registered a smaller gain
than between 1958 and 1959.

As a result of the relative lag in food production and
the decline in vegetable fibre and rubber production,
the over-all increase in agricultural output was very
small. The proportion of primary exporting countries

The most significant increase was in petroleum, pro-
duction of which rose by 11 per cent in the primary
exporting countries compared with about one per cent
in the industrial countries. The expansion was general,
but there was a marked contrast between the Middle
East, where the increase was 14 per cent, and Latin
America, where it was only 5 per cent. And within Latin
America there was a marked contrast between the coun.
tries seeking to raise local production in order to reduce
imports and those whose output moves mainly into
world markets. With a 44 per cent increase in produc-
tion, Argentina moved into third place as a regional
producer, and there was a 26 per cent increase in Brazil.
In Colombia on the other hand output was only 4 per
cent higher and in Venezuela less than 4 per cent higher.
The most dramatic increase--at least in relative terms--

was again in Africa where many new wells were brought
into production and total output rose from less than 3
million to over 10 million tons.

Partly as a result of the increase in petroleum pro-
duction and consumption, coal output declined in a

Table 5-9.  Primary Exporting Countries: Indicated Change between 1959 and 1960
in Total Supplies and Selected Componentsÿ

Gross
Group and coantryh          domestic     Agri-    Manufac-                Elec-      Distri-    Imports     Total

product     caltare     taring     Mining     tricity      barton                suppliesc

Group I
Argentina  ............  A     - Ba      B       F       B       B       E       B
Chile  ................  A    -B    -B      B             B      E      B
Australia  .............  B     - B       C       C      "C"      B       E       C

Mexico  ...............  C       B       C       B       C       B       C       C
Portugal  .............  B     --B       C     --B       C       A       E       B

Union of South Africa. .   B       A       Bÿ      C       C       B       D       C
Israel  ................  C        Cÿ       D       E       F        C        D       C
Venezuela  ............  A       C     -Bÿ      B       C     -B     --F     -B

Puerto Rico ÿ.  .........  C       Bh      D      ...      D       C       D       C

Group H
Brazil  ................  B       Ad       C        D       C        C        D       C
Spain  ................  -B      -C        C        B        B               --B     --B
Philippines  ...........  B       B       B     -- B       D      "C"      D       C

Turkey  ...............  B       B       B     -- C       D       C       A       B

Colombia  .............  B       B       B       C       D       C       E       B

(Continued on Jollowing page)
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Table 5-9,  Primary Exporting Countries: Indicated Change between t959 and 1960
in Total Supplies and Selected Componentsÿ (continued)

Gross
Group and eountryb          domestic     Agri-    Manufae-                Elee-      Distri-    Imporÿ      Total

product     culture      turin9     Mining     lricily      bution                  supplieso

Group II (continued)
UAR (Egypt)  .........  C     B
Ecuador  ....  ,  ..........  C        Cd
China (Taiwan)  .......  B      -B
Greece  ...............  B      - C

E1 Salvador  ...........  B        B

Morocco  .............  B       A
Peru  ...............  '..   C        B

New Zealand  ..........  C        B
Ireland  ...............  B      - B f

Congo g  ...............  C        C
Rhodesia and Nyasaland  B        B

Group III
Algeria  .................  .      B
Kenya  ...............  B        Ah

Irau  ..................  i.     - C
Indonesia  ............  A       A

India  ................  B      - B

Uganda  ..............  C       C
Pakistan..  .............  B       B

Korea (Republic of)  ....  B        Bk
Cambodia  .............  D       D i

Viet-Nam (Republic of)  D       D
Iraq  .................  C      -B

Nigeria  ...............  C        C
Sudan  ...............  B        Bd

Ivory Coast  ...........  C        B
Thailand  .............  C        Bh,

Ghana  ...............  D       E
Guatemala  ............  B        B

Tanganyika  ...........  B        Bh
Burmam.  .............  B        Bk
Tunisia  ..............  A     -- B

UAR (Syria)  ..........  A    -C
Federation of Malaya n..   C        Ch
Panama  .................  A

Ceylon  ...............  B        B
TOTAL  Bo      Av

D
Ci
D
C
C
C
C
C
C
B
C

E        . • .
Ai
D

C
Ce, i

/;

B
F
F

c

c
B
E

c;

B
F
C
A
F
C

F

c
D
F
B
F

Di

f
B
'D'

B
--B

"ÿ,'

"c;

c    A    C
C    C    C"ÿ)"      B       F       B

D      C       F       B
C      C      E      C
C      B      E      C
C       D      F       D
B       C       E       D
D      B       C       B

C     -B      C
c,    c    B    B

C         C
B    B    V    c

-B
....  B    F    B'i)    s    c    B

E       C       B       C
B    F    C"A"    B    D    B

E      F      F      E
C      D       B       C
E         E    C
V    'D"    F    c
...      B       C       B
...      B       B       C

...      C       B       C

D      D       E       D
B       B       B       B
C       C       D       C

D    F    C
c    A    r    B

-B       B       F       C
F       C       C       C
C         C
D    "B'   -B    "1ÿ

C       C°      Dq     B

Source: Division of General Economic Research
and Policies of the United Nations Secretariat;
Statistical Office of the United Nations, Monthly
Bulletin of Statistics; Food and Agriculture Organi-
zation of the United Nations, Monthly Bulletin of
Agricultural Economics and Statistics (Rome); re-
!ies  to  the  United  Nations  questionnaire  of

±'ÿovember 1960 on economic trends, problems and
policies; national publications•

a Based on preliminary official estimates of the
national accounts or on :ÿindieators" derived from
official or semi-official statistics  of production,
trade and transport. Where ÿindieators"were used,
changes in gross domestic product and its com-
ponents reflect changes in the output of all the
items of goods and services for which data were
obtainable, combined in accordance with weights
derived from national accounts of recent years.
Changes in the output of distribution services were
measured  by indicators  of trade  (foreign  and
domestic) and transport and communications (gaso-
line consumption, ton-miles of railway freight,
cargoes handled, lÿostal-telegraph-telephone bud-
gets). The indicated changes are necessarily tenta-
tive, being based in some cases on less than a full
year's figures, both for the sectors shown and for
other sectors for which estimates were made. The
symbols indicate a percentage range of increase or
decrease (--): A= -1 to 1; B =2 to 5; C =6 to 10;

D=ll to 15; E=16 to 20; F=21 and over.
b Countries have been grouped in three broad

categories reflecting the relative contribution of
manufacturing to the gross domestic product:
group I is the most "industrialized", group III the
least. Within each group countries are arrayed in
ascending order of ÿimport-dependence", as mea-
sured by the average ratio of import expenditure to
gross domestic product in the period 1957-i959.

Gross domestic product plus imports•
a Including livestock•
e Including construction•
f Including livestock and fishing•
g Year ending 30 June.
h Including livestock, fishing and forestry•
i Including mining.
J Petroleum only.
k Including fishing and forestry.
l Including livestock and forestry.
m Year ending 30 September.
n Including Singapore.
o Based on the countries for which symbols are

indicated, weighted by average net national product
in dollars in 1952-1954.

p Based on the countries for which symbols are
indicated, weighted by the average output of the
sector in question in dollars in 1952-i954.

q Based on countries for which symbols are indi-
cated, weighted by 1960 value in dollars.
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number of countries, most notably Algeria, Ireland,
Morocco, New Zealand and Nigeria. Coal production was
also cut back in Southern Rhodesia, as the demand for
electricity was switched from thermal stations to the
newly opened Kariba hydrostation. Among the major
coal producers, however, production continued to ex-

pand, as in India where there was a 10 per cent increase,
or resumed its earlier growth, as in Australia and the
Union of South Africa, where 1960 output was up 11 per
cent and 4 per cent respectively. There were also gains
among some of the smaller producers-such as China
(Taiwan), Mexico, Pakistan, the Republic of Korea
and Spain--and, in total, production in the primary
exporting countries was 6 per cent above the 1959 level.

exporting countries and increased by more than 10 per
cent in another third. Between 1959 and 1960 the pro-
portion of countries registering no increase was only
about a sixth and the proportion registering an increase
of over 10 per cent had risen to 40 per cent.

Production of the major non-ferrous metals increased
apprzeiably more than between 1958 and 1959, except
in the ease of copper, output of which had risen dra-
matically in 1959 in the wake of recovering demand
in the metal-using industries and lengthy strikes among
United States producers. In the primary exporting coun-
tries, the increase in copper production between 1959
and 1960 was about 6 per cent, a slight decline in Chile
--oeeasioneÿby strikes--having been more than offset by

expansion elsewhere, relatively modest in the Congo (7
per cent) and the Federation of Rhodesia and Nyasaland
(5 per cent), but spectacular in Peru where the Toque-
pala mine came into operation raising output from
about 35,000 tons a year to 165,000 tons. Peru was the
main contributor to an over-all increase of about 5 per
cent in the production of lead and zinc, also; there
were small gains in Australia and Spain but these were
offset by a decline in Mexican production.

The acceleration in the growth of manufacturing in-
dustry noted in 19592 continued in 1960. Though the
proportion of primary exporting countries in which
manufacturing output increased by more than 10 per
cent was much the same--about a fourth--in 1960 as

in 1959, the proportion in which output was no greater
than in the preceding year dropped from 27 per cent
to 6 per cent. As a result there was a doubling in the
average rate of increase : from 4 per cent between 1958
and 1959 to about 8 per cent between 1959 and 1960.
As in the previous interval the rate of growth between
1959 and 1960 seems to have been greatest (over 11
per cent) in southern and south-eastern Asia and least
(under 4 per cent) in Latin America.

The lagging industries in Latin America were textiles
and paper: these showed no increase in production in
I960. In the case of textiles, 1960 was the fourth suc-
cessive year of decline. This was also a lagging industry
in southern and south-eastern Asia: after a 5 per cent
increase in 1959 it dropped back to a 2 per cent in-
crease in 1960, affected by. the shortfall in the Indian
cotton crop and the poor jute out-turn which forced the
closing of a substantial number of mills as a method of
rationing supplies.

This expansion in the output of the major minerals
is reflected in changes in the over-all level of mining
activity. Between 1958 and 1959 mining production
failed to increase in about one-third of the primary

The output of iron ore in the primary exporting coun-
tries in 1960 was almost a fifth above the 1959 level.
This was largely the consequence of the rise in import
demand in the industrial countries; the most notable
expansion occurred in Venezuela, the Federation of
Malaya and Peru and on a smaller, scale, Algeria, Chile
and Spain. However, there was also a large--one-third--

increase in India, based on the increase in domestic
requirements.

With the removal of export quotas and a recovery in
world demand, mine production of tin rose by about
an eighth. The increase was concentrated very largely
in South East Asia: there were gains of almost 40 per
cent in the Federation of Malaya, 25 per cent in Thailand
and 5 per cent in Indonesia. African production rose
also--a Nigerian increase making good a small reduction
in the Congo-but there was an 18 per cent decline in
Bolivia whence most of the 1959 expansion had come.
Even this increase left total production about an eighth
below the pre-recession level.

The outpot of the non-metallic minerals industries
also registered very little increase in Latin America. A
major factor in this was the decline in construction in
Venezuela, though cement production was only slightly
higher in Chile, Guatemala and Peru. In southern and
south-easte[n Asia, output of these industries rose by a
further 9 per cent; cement production was an eighth
above the 1959 level, having declined only in Thailand.
Cement production increased substantially in the other
regions also: by 4 per cent in Africa, 7 per cent in
Oceania, and by 10 per cent in the Middle East. Only in
Spain, Tunisia, Ugan&i and the United Arab Republic
(Syria) was production lower than in 1959, and the
over-all rate of expansion in the primary exporting coun-
tries was about 7 per cent, approximately the same as
in the two previous years.

The contrast between Latin America and southern
and south-eastern Asia was even more marked in the
basic metals industries: production increased by over
30 per cent in the Asian region but only moderately
in Latin America. One of the reasons for the vigorous
growth in southern and south-eastern Asia was the com-
ing into operation of more iron and steel making ca-
pacity in India: in 1960 the output of pig-iron in India
exceeded 4 million tons for the first time. There was

2 See United Nations, World Economic Survey, 1959 (Sales
No.: 60.ILC.1), page 204.
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also a substantial increase in pig-iron production in
Australia (15 per cent) and the Union of South Africa
(11 per cent) and, on a smaller scale, in steel production
in Turkey (24 per cent) and in Argentina where a rise
of 29 per cent from the depressed 1959 level carried
output to an eighth above the 1958 record. [n the aggre-
gate, steel production in the primary exporting countries
increased by about 13 per cent between 1959 and 1960,
somewhat more than in the previous interval and rather
more than it increased in the industrial countries.

In general, the growth in manufacturing was greater
than that in agriculture. This was almost invariably
the case in the less developed, predominantly agricul-
tural, countries in which the industrial base is relatively
narrow. Among the few exceptions were Guatemala
and Turkey-countries in which disinflationary policies,
put into effect in 1959 to protect a deteriorating external
balance, exerted a depressing influence on local industry
during most of 1960. Chile and Venezuela were the
principal exceptions among the countries in which in-
dustry is relatively more important: there was a decline
in manufacturing production in Chile and in the con-
struction industry in Venezuela. These declines were also
largely a by-product of stabilization measures, aggra-
vated in the case of Chile by labour strikes.

This upsurge in imports added substantially to the
volume of supplies available for internal use in most of
the primary exporting countries. The proportion of coun-
tries in which total supplies failed to increase between
1959 and 1960 was only about half of the proportion
in which domestic production failed to increase. Cor-
respondingly, while about one-third of the primary
exporting countries registered an expansion in domestic
production of more than 5 per cent, the proportion of
countries in which total supplies so increased was almost
60 per cent.

Among the countries in which industry makes a rela-
tively large contribution to'total production, increases
in manufacturing in Argentina, Australia and Portugal
helped to offset the effect on the gross domestic product
of lower agricultural output. This also happened in sev-
eral of the countries in which manufacturing is less
developed--notably China (Taiwan), Greece and India
-in which there were particularly large gains in the
industrial sector, and to a less extent in Kenya, Morocco
and Tunisia.

In about three-fourths of the primary exporting coun-
tries the relative increase in import quantum exceeded
the relative growth of domestic production. The excep-
tions were some of the countries in which the external
balance was under heavy strain and some of the coun-
tries in which the expansion in local production was
particularly large. Among the latter were the Ivory
Coast, Republic of Viet-Nam, Thailand and Uganda
where there was only a modest increase in imports.
Among the former, imports were under restraint in
Iran, Turkey and the United Arab Republic (Egypt),
and, less directly, in Guatemala and Venezuela. In Cey-
lon they dropped back from the record 1959 level as
liquidity declined and in the Congo (in 1959/60) they
were reduced by political uncertainties as well as by
capital outflow.

Electricity production in the primary exporting coun-
tries increased by about 10 per cent between 1959 and
1960, as it had done in the previous interval. The in-
crease was virtually universal and though it was often
closely related to industrial and mining expansion it
showed a steadier and more uniform rate of growth. This
was associated to some extent with a rapid extension
and expansion of residential consumption, particularly
in urban areas, but also--and increasingly in some coun-

tries-among rural and village populations.

The principal reinforcement to available supplies
brought by imports was in the category of capital goods.
As indicated earlier in this chapter, well over half of the
increment in imports from the industrial countries com-
prised machinery and transport equipment, while a
sizable proportion of the large increase in imports of
other manufactures consisted of metals and metal goods
and other products for use in construction and other
industrial activities. From the industrial countries, par-
ticularly North America, there also came a substantial
volume of food, supplementing imports drawn from
other primary exporting countries, notably the rice pro-
ducers of South East Asia and the wheat and maize
producers of the southern hemisphere. Raw material
supplies, especially cotton and synthetic rubber, were
also augmented by imports from the industrial coun-
tries, while there was a further increase in movements
of fuel among the primary exporting countries them-
selves.

The distributive sector--as measured by the turnover
of foreign and domestic trade, railway and port traffic,
the consumption of motor-spirit and the budgeted ex-
penditures of government communications departments
-also registered a substantial increase between 1959
and 1960. Itsgrowth stemmed largely from increasing
total domestic production but in many of the primary
exporting countries it was strongly affected by move-
ments in foreign trade which were generally more ex-
pansionary, partly in moving a larger export output and
partly in handling the upsurge in imports.

While the expansion in imports of machinery and
vehicles was widely distributed, the expansion in im-
ports of foodstuffs, raw materials and fuels was much
more selective, reflecting in some cases a shortfall in
domestic production. By means of trade with the rest
of the world, the primary exporting countries were thus
able to compensate to some extent for the relatively
low rate of increase in their combined agricultur,al out-
put. Imports not only supplemented local supplies of
food but also furnished some of the raw materials for
increasing the output of local industry. At the same time,
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most of the primary exporting countries provided them-
selves with the capital goods necessary for stepping up
their rate of investment.

important part in maintaining, or even increasing, the
level of supplies retained for domestic use, in the face
of a very modest expansion in domestic production•

INCREASES IN CONSUMPTION AND INVESTMENTs

The effect on domestic expenditure of the slight slack-
ening in the average rate of growth in production in
the primary exporting countries was offset by a contrary
movement in external trade. On the one hand, as indi-
cated in the preceding section, the addition to supplies
from imports in 1960 was much greater than in 1959.
On the other hand, the volume of goods sold abroad
increased to a significantly smaller extent than in 1959.
As a result gross domestic expenditure increased be-
tween 1959 and 1960 rather more thÿn in the preceding
interval and rather more than gross domestic production.

Notwithstanding the smaller average increase in agri-
cultural output, consumption in the primary exporting
countries rose to a somewhat greater extent between

1959 and 1960 than in the previous interval. The pro-
portion of countries registering a decline in per capita
consumption dropped from about a third in 1959 to
about a sixth in 1960, while the proportion registering
a rise of more than 3 per cent doubled to well over a
third.

The proportion of countries in which expenditure
failed to rise above the previous year's level dropped
from a third in 1959 to a tenth in i960. Conversely,
the proportion of countries registering an increase in
expenditure of more than 5 per cent almost doubled,
to over 40 per cent. The countries in which expenditure
declined or was barely held at the 1959 level were coun-
tries in which austerity stabilization programmes were
in operation--as in the case of Spain and Venezuela,
for example. These were among the countries in which
domestic production had failed to increase as fast as
population (see table 5-10).

3 This section is based largely on tentative figures of "indi-
cated change"; the conclusions are thus suggestive rather than
definitive.

Not all countries in which production failed to rise
were forced to keep expenditure down to or below the
1959 level, however. In a number of cases expenditure
was sustained by imports, as in Chile, Indonesia, Kenya
and the United Arab Republic (Syria). In some--notably
the United Arab Republic (Syria) and to a less extent
India and Turkey-a cut in exports also played an

The countries in which per capita ,personal consump-
tion declined between i959 and 1960 were mostly those
in which domestic production failed to expand--Argen-
tina, Kenya, Spain and the United Arab Republic
(Syria), for example. But there was also a reduction
in a few countries in which output was higher-Greece
and Tanganyika, for example, and to a less extent Portu-
gal: in these cases the increase in production went
largely into exports and the increase in imports largely
into capital formation. Conversely, not al! countries in
which production failed to rise registered a decline in
per capita private consumption. In Chile and Vene-
zuela, for example, consumption was just about sus-

tained-with the aid of imports in the case of Chile,
from local farm and factory output and from inventories
of imported goods in the ease of Venezuela. In these
countries investment fared less well. In Indonesia, the
expansion in imports not only sustained per capita con-
sumption but facilitated a recovery in investment from
the low figure of 1959.

Among the countries in which domestic production
increased more or less in line with population, there
was a similar rise in total personal consumption. In
Guatemala and the Republic of Korea the maintenance
of per capita private consumption involved the cutting
back of both current public consumption and total

Table 5-10.  Primary Exporting Countries: Indicated Change between 1959 and 1960
in Expenditures on Gross Domestic Producta

Group and countryb                 Consumption

Gross capilal formation
Gross                Exports

Rate of      domestic
Fixed         stock      expenditure     In t959      In import

investment   accumulation                     prices       equivalent

Countries in which per
capita production

Declined:
Venezuela  .............  B       - E

Spain  .................  -- C         B

Argentina  .............  A         C
Indonesia  .............  B          C

Chile  .................  B         A

Kenya  ................  B          B

UAR (Syria)  ...........  A          E

--      -B
• , .        --g

B"Jr"        B

• • ,           g

B'Jr"        C

C      B
I      I
A     C
B        -B

-B       -B

B     A
--D       -C

(Continued on ]ollowing page)
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Tabld 5-10.  Primary Exporting Countries: Indicated Change between 1959 and 1960
in Expenditures on Gross Domestic Productÿ (continued)

Gross capital formalion
Gross                  Exporls

Group and counlryb                Consarnplion                     Bate of       domestic
Fixed         stock      expendilure     In t959      In irnporl

inveslmenl   accamulalion                     prices       equivalenl

Countries in which per capita
production (contimted)

Remained constant:
China (Taiwan)  ........  B          D
Korea (Republic of)  .....  A        -B
Guatemala  .............  A       -- B

India  .................  B          D
Sudan  ................  B          G

Colombia  ..............  B          C

Portugal  ...............  B         B
Greece  ................  A          F

-     B     C     B
+     B     H     H
...        A         B         C
-         B       -C         B
+     C    -F    -I)
+        B       -B       -C
--         B         C         C
+     B     B     C

Rose slightly:
Ceylon  ................  B         B
Turkey  ...............  B          1)
Rhodesia and Nyasaland..     C        --C
Ireland  ................  B          C

Philippines  ............  B         B

Australia  ..............  C          D

Tanganyika  ............  A          D
Union of South Africa...     B          B
E1 Salvador  ............  C          D

Pakistan ÿ.  .............  B         D

Mexico  ................  C          C

Brazil  .................  C          B

...        B         B         B
•..        B       --B       --C
...        B         C         C
-        B        D        D
+        B        B        B
+     C     A    -B

B      E      1)"+'--        B         B         B

...        C         B         B
-         B         G         I
•..        C      --B      -C
-         C         A        B

Rose substantially:
UAR (Egypt)  ..........  B      F
Thailand  ..............  B          B
Federation of Malaya,

and Singapore  ........  C         F
Congo°.  ...............  C       --E

Ecuador  ...............  C          1)

Israel  .................  C         A
Burmaa  ...............  C          A

Ivory Coast  ............  C          E
Puerto Rico°.  ..........  C          C

Iraq  ..................  B          C

Viet-Nam (Republic of)..     C         C
New Zealand  ...........  1)          F

Peru  ..................  B          D
Ghana  ................  C          G

Cambodia  .............  C          I

TOTAL    B        C

--      B      E      F
...        B         E         D

+        C        A        C
B      F      F"+'•        C         D         B

...        C         F         E
--         C         F         E
...        1)         D         A

...        C         E

...     c      D     fi
c     E     C'+'--        D         B         B

+     C     F     G
+        D         E         A
+     D     E     C
...        B         C         C

Source: Division of General Economic Research
and Policies of the United Nations Secretariat;
replies to the United Nations questionnaire of
November 1960 on economic trends, problems and
policies.

In the absence of official figures many of the
symbols in this table are based on "indicators"
derived from national statistics of trade, produc-
tion and public finance. Where :ÿindieators" were
used, changes in expenditure reflect ÿ:apparent dis-
appearance" (production minus exports plus im-
ports, with due allowance for inventoryehanges
whenever possible). Consumption was measured by
the apparent disappearance of major food items,
major textile items and major consumer durables.
Fixed  capital formation was  measured by the
apparent disappearance of cement, steel, machinery
and major producer durables. In some countries an
index of construction activity was also used in

assessing investment changes. In most eases the
indicators"  were computed in real  (physical)

terms; where values were used, they were reduced
to a constant (1959) price basis by means of the
most appropriate available deflator. Where official
estimates were used, they were preliminary figures.
In general, the ÿindicators" were based on a com-
parison of figures for at least the first three quarters
of 1960 with those for the corresponding period in
1959. The symbols indicate a percentage range of
increase or decrease (--): A= --1 to 1; B=2 to 5;
C=6to 10; D =11 to 15;E=16to 20;F=21 to 30;
G=31 to 40; H=41 to 50; I=51 to 59; J=60
and over.

b Within the group the countries are arrayed in
ascending order of increase in total supply as indi-
cated in table 5-9.

Fiscal year ending 30 June 1960.
d Fiscal year ending 30 September i960.
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fixed capital formation. In China (Taiwan) and India
the cost of maintaining consumption levels was a reduc-
tion in exports and a drawing down of inventories; but
in these countries fixed investment was raised to a greater
extent than in 1959. Colombia and Turkey also main-
tained personal consumption levels and increased the
rate of investment; part of the latter, however, reflects
the accumulation of export crops and a decline in the
volume of material sold abroad.

Apart from Tanganyika, the countries in which do-
mestic production rose moderately between 1959 and
1960 all registered comparable increases in consump-
tion. Except in the case of Ceylon, these countries re-
ceived a substantial accretion of supplies from imports.
This enabled most of them to raise the level of invest-
ment to a greater extent than consumption and generally
to a greater extent than in 1959. The exception was the
Federation of Rhodesia and Nyasaland where capital
moved out and investment again declined. The higher
level of both consumption and investment in Australia
and Mexico was achieved, in part, at the expense of
exports, which were at a lower level than in 1959. To a
less extent this was also the ease in Brazil and the Union
of South Africa : exports absorbed a very small fraction
of the increment in total supplies. In Pakistan a notable
rise in private eonsumption-fo!lowing a reduction in
1959--was offset to some extent by a cutback in current
public expenditure; but the Government was largely
responsible for a sizable increase in investment, re-
versing the 1959 decline. Pakistan also registered the
largest increase in exports in this group. This was from
the low level to which exports had fallen in 1958 and
1959, however, and it was achieved in part by drawing
down stocks, particularly of jute, current output of
which was well below the 1958/59 figure.

Investment rose vigorously in most other countries
in this group as well. The only countries in which invest-
ment increased by less than 6 per cent were Burma, the
Congo, Israel and Thailand. In Burma the lag was in
the private sector notwithstanding the Government's de-
clared intention of giving more scope to indigenous
enterprise. In Thailand it was in the public sector:
private investment rose substantially as the industrial
encouragement measures taken in 1958 began to show
tangible results. In Israel a decline in outlay on agricul-
ture and public housing was only just offset by increased
investment in transport, particularly in the marine
sector. In the Congo capital formation in 1959/60
showed a further sharp decline as funds continued to
flow out of the country.

In the other countries in the group much of the in-
crease in investments was in the public sector, as in
the Federation of Malaya, the Ivory Coast and the United
Arab Republic (Egypt), or at least partly in response
to government action designed to stimulate private in-
vestment. This was the ease in Ghana, where special
"tax holiday" provisions were extended, in New Zealand,
where the tax on retained profits was lowered and more
rapid depreciation permitted, and in Cambodia, where
the interest charged on development loans from the
National Equipment Fund was cut to 3 per cent for
agriculture and 4 per cent for industry.

Among the countries in which domestic production
expanded most, there was a general and substantial rise
in consumption. Available supplies increased by at least
5 per cent in each of the countries in this group, and
only in Iraq, Peru, Thailand and the United Arab
Republic (Egypt) did personal consumption rise by
less. Foreign trade was particularly buoyant in this
group: not only did the increment in imports add con-
siderably to total supplies but in general the volume
of exports as well above the 1959 level. In some coun-
tries in the group, indeed, it was expansion in export
industries that contributed most to the growth in do-
mestic production--coffee in Ecuador, cocoa in Ghana
and the Ivory Coast, petroleum in Iraq, copper and other
minerals in Peru and cotton in the United Arab Republic

(Egypt). The only countries in which the quantum of
goods shipped abroad was little if at a!l greater than in
1959 were the Federation of Malaya ahd New Zealand:
in these countries the large increment in supplies went
into consumption--especially private consumption-and

investment, both in new fixed capital and in inventories.

The expansion in fixed eapitat formation between
1959 and 1960 was by no means confined to the coun-
tries in which domestic production rose most decisively:
there "were significant increases in investment even

among the countries whose output failed to keep pace
with the growth of population, as in the case of Argen-
tina, Indonesia and the United Arab Republic (Syria).
The year thus brought a reversal of the downward move-
ment so noticeable in 1959. The proportion of primary
exporting countries in which fixed investment failed to
rise above the level of the previous year dropped from
50 per cent in 1959 to 20 per cent in 1960, while the
proportion in which fixed investment increased by more
than 5 per cent rose from less than 30 per cent to more
than 60 per cent.

DOMESTIC ADJUSTMENTS TO EXTERNAL IMBALANCE

The higher levei of economic activity in 1960 was
associated in most of the primary exporting countries
with a further increase in the supply of money. As indi-
cated in the first portion of this chapter, however, there
was a marked contrast between 1959 and 1960 in the
impact of developments in the external sector. In 1959
the wide-spread improvement in the balance of trade
generally had the effect of increasing the supply of
money from this source. In 1960, on the other hand,
there was a general deterioration in the trade balance
and the effect of this on the money supply was significant
in many of the primary exporting countries and in a few,
predominant.
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The widening of the trade gap was bridged to a large
extent by an increased inflow of foreign capital and
credit. While this--by providing additional international
liquidity--lessened the impact of the deficit on the gold
and foreign exchange reserves of the primary exporting
countries, it resulted in a sizable expansion in foreign
liabilities. The accumulation of these liabilities reduced
the contribution of foreign exchange receipts to the
domestic supply of money. Thus in 70 per cent of the
primary exporting countries movements in net foreign
assets-a measure of the impact of foreign transactions

on domestic currency--were relatively contractionary in

1960: in a third of the countries an expansion in 1959
turned to a contraction in 1960, in a fourth the expan-
sionary effect was less in 1960 than in 1959, and in a
tenth the eontraetionary effect was enhanced. In the
remaining 30 per cent of the primary exporting coun-
tries, movements in net foreign assets were expansionary

or less eontraetionary than in 1959. In about half of
these cases, however, the change was not the result of
mercantile transactions--on which the balance actually
worsened--but of an increase in foreign donations with
no associated liability.

The swing in the external sector was thus the prin-
cipal cause of change in the monetary situation in most
of the primary exporting countries. In 1959 the propor-
tion of countries registering an expansionary (or less
eontractionary) change in money supply was double
the proportion in which there was a eontraetionary (or
less expansionary) change. This distribution was re-
versed in 1960: the eontractionary changes were twice
as numerous as the expansionary (see table 5-11). In
1959 the concentration of expansionary changes was
largely (75 per cent) among the countries in which
the relative contribution of foreign assets to total money
supply had risen. Conversely, in 1960 the concentration
of eontractionary changes was largely (83 per cent)
among the countries in which the relative contribution
of foreign assets had declined. Moreover, where the
change in foreign assets was a factor, its contribution
to the change in total money supply was itself a large
one: in both years it accounted for more than half the
change in more than two-thirds of the countries.

Table 5-11.  Primary Exporting Countries: Distri-
bution According to Changes during ]959 and
1960 in the Supply of Money and in Foreign
Assets'ÿ

Number of coanlries in which,
Ralio of change in foreign assels  in relalion to the preceding year,
daring the year lo money supply   lhe index of morley supply was

al ihe beginning of lhe year
Lower     Similar    Higher

Toÿl

Lower than in preceding
year
1959  ...............  8
1960  ...............  15

Government borrowing from the banking system
added to the money supply rather more frequently in
1960 than in 1959. And the proportion of countries
in which this was an important factor in the increase

Notwithstanding the restraining influence of the ex-
ternal sector, the money supply rose in 80 per eent'of
the primary exporting countries in 1960--as against 92
per cent in the previous year. With industrial activity
generally at an appreciably higher level than in 1959
and investment increasing sharply, both the private and
the public sector tended to borrow more from the bank-
ing system. Credit to the private sector expanded in all
but an eighth of the countries and that to the public
sector in all but a fifth.

Higher than inpreceding
year
1959  ...............  4       3      18     25

1960  ...............  3       3       6     12

Total
1959  .............  12       4      24     40

1960  .............  18      13       9     40

1    6   15
10       3     28

Source: Division of General Economic Research and Policies
of the  United  Nations  Secretariat,  based  on  International
Monetary Fund, International Financial Statistics.

Money represents holdings of notes and coin outside the
monetary system and demand deposits of the private sector in
commercial and central banks. Foreign assets represent as far as
possible the domestic monetary effects of foreign transactions;
net of foreign liabilities in the majority of cases, gross in the
remainder.

in the money supply rose sharply--from 37 per cent to
63 per cent in the aggregate and from 31 per cent to
50 per cent among the countries in which money supply
rose by i5 per cent or more. On the other hand, among
the countries in which the supply of money declined
in 1960, a reduction in credit to the public sector was
the chief cause in as many cases as a reduction in foreign
assets.

On the whole, the expansion in the supply of goods
available in the primary exporting countries was suffi-
cient to accommodate the rise in demand generated by
the increase in investment and other economic activity,
so that movements in price levels were not abnormally
large. In rather more than a fourth of the primary ex-
porting countries the cost of living remained more or
less stable or registered a decline (see table 5-12). In
rather less than a fourth the cost of living continued
to climb in i960 at much the same rate as in 1959. And
in a slightly smaller proportion there was a measurable
slowing down in the rate o2 increase. However, the
proportion of countries in which the cost of living be-
gan to rise or rose more rapidly-about 29 per cent in
all--was appreciably greater than the proportion in
which there was some deceleration of a previously rising
trend.

In the critical group of countries-about 40 per cent
of the total--in which prices rose by 6 per cent or more
in either year€ the distribution was not much more

4 In addition to the fifteen countries indicated in table 5-12,
there were nine countries in which the cost of living rose by 6
per cent or more in 1959 but by less than 6 per cent in 1960.
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Table 5-12.  Primary Exporting Countries: Distribution of Change
in the Cost of Living

Trend in t960ÿ

Number of countries in which the index in the last quarter of t960 was

98 or less   99 to 101  102 to 105  106 to 1t0  tltto!20 !20 or over
(corresponding quarter of t959 = 100)

Stable  ........................  ll
Decline began  ..................  4        3
Decline decelerated  .............  2

Rise began  .....................  9
Rise continued at 1959 rate  ......  14

Rise decelerated  ................  13        1

Rise accelerated  .................  9
TOTAL   62       4

l!  ....
1  ....
2  ....
]       6       2      --      --
4       7       2       1      --
5     4    --     1     2

--       2       4       2       1
24      19       8       4       3

Source: Division of General Economic Research
and Policies of the United Nations Secretariat,
based on Statistical Office of the United Nations,
Monthly Bulletin of Statistics.

Change between the last quarter of 1959 and
the last quarter of 1960 is compared with the change
between the last quarter of 1958 and the last
quarter of 1959.

decisive, though the proportion in which there was de-
celeration (46 per cent) was slightly greater than the
proportion in which a rise began or accelerated (42 per
cent). And perhaps more significant, in the small group
--about a sixth of all the primary exporting countries--
in which prices rose by more than 10 per cent iia the
course of 1959 or 1960, there was some evidence of the
effects of disinflationary policies: in almost three-fourths
of these countries there was a discernible slackening
in the rate of increase. In this group the most notable
change occurred in countries such as Argentina, Chile,
Peru and Turkey in which the rate of price increase
was reduced from these upper brackets in 1959 to a
more manageable figure in 1960.

In Israel, where investment remained at much the
same level as in 1958 and 1959, there was a general
rise in wages in mid-year following an adjustment of
the cost of living allowance. Partly as a result of this,
prices began to edge upwards somewhat more than sea-
sonally in the second half of 1960. There was also a rise
in wages in Ghana--a substantial one of about 17 per
cent in the case of the effective rate for unskilled labour
--the immediate effect of which was borne by employers
as the wage measure was followed by a freeze of the
prices of essential goods.

The countries in which the price level remained more
or less stable in 1960 were for the most part countries
in which there was a moderate increase in domestic
expenditure, sustained to a degree by a larger volume
of imports which helped in all cases to raise the avail-
able volume of supplies at least 6 per cent above the
1959 level. The consequence was a general deterioration
in the balance of trade, except in Tanganyika and the
United Arab Republic (Egypt)--where exports rose
sharply-and a smaller increase in the money supply
than in 1959, except in Israel, where the inflow of aid
and other funds was a major item (see table 5-13).

In the Union of South Africa the principal expan-
sionary stimulus came from the budget of March 1960
which contained a variety of tax concessions--both for
consumers and for business-inc!uding, in particular,
an increase in depreciation allowances intended to en-
courage private investment. In the course of the year

there was a general rise in unskilled wage rates, but
developments on the external sector continued to reduce
liquidity; and in August interest rates were raised in
an effort to slow down the outflow of capital.

Except in E1 Salvador, government expenditure was
an expansionary force, especially in the United Arab
Republic (Egypt) where, under the influence of. gov-
ernment development plans, fixed investment registered
a major increase. The resultant increase in consumer

demand was contained by an increase in imports,
notably grain, and later in the year by a better domestic
rice crop. Import supply was not only greater in volume
but, by virtue of successive reductions in the premium
payable on foreign exchange, it was also lower in local
currency cost.

Among the countries in which the retail price level
declined in 1960 there were signs of recession. Invest-
ment was reduced or rose only slightly above the 1959
level and, with imports lower in real terms--except in
Tunisia where there was an increase large enough to
sustain the per capita level of supplies in the face of
smaller domestic crops-available supplies registered
only a small increase. In the Dominican Republic the
money supply recovered from its 1959 decline, in the
wake of an increase in export receipts and government.
borrowing; but imports declined again-to the lowest
level since 1954-and though there was a large outflow
of capital, the private sector borrowed less from the
banking system as economic activity slackened. In Guate-
mala, on the other hand, the principal deflationary in-
fluence was the Government's austerity programme,
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Table 5-13.  Primary Exporting Countries: Changes in Domestic Expenditureÿ Cost
of Livingÿ Balance of Trade and Money Supply and its Componehtsÿ

Conntry and cost of living trend
Change between t959 and g960 in

Difference between change during 1960
and change during !959b

Credit to
Domestic   Balance      Cost      Money     Foreign
expendi-      of         of       supply     assels    Governmenl   Private

lure       lradec      livingd                               sector      sector

Stable°
Kenya  ......................  B

Uganda  ........................
Union of South Africa  .........  B

Mauritius  ......................

Tanganyika  ..................  B

Honduras  ......................
Ghana  ......................  D

UAR (Egypt)  ................  B
E1 Salvador  ..................  C
Singa orep  ...................
Israel  .......................  'C

-C      A      ...
-B        A
-C    B   --C'    -    +

-F       B      ...

C       A      ...

-D   -B   --B    -    +
-C    A    A    --    ÷
C    A   -B    +    +

-C       A     -C       -      -
-B        A
-B    A   "l)"   +   +

+

+

÷

Decline beganf
Hong Kong  .....................
Ceylon  ......................  B
Guatemala  ...................  A
Dominican Republic  .............

Viet-Nam (Republic of)  ........  C

Nicaragua  ......................
Thailand  ....................  B

Sudan  ......................  C
Burma  ......................  C

Rise continued at 1959 rate°
Lebanon  .......................

Portugal  ....................  B
Greece  ......................  B

Cyprus  ......................
New Zealand  .................  'I)'

Trinidad and Tobago  .............
Netherlands Antilles  .............

Puerto Rico  .................  C
Rhodesia and Nyasaland  .......  B

Iraq  ........................  C

Korea (Republic of)  ...........  B
Colombia  ....................  B

Iran  ...........................
Bolivia  .........  '  ................

Rise decelerated°
India  .......................  B
Spain  ....  .  ...................  - B

Uruguay  .......................
Pakistan  ....................  B

Cameroun  ......................

Brazil  .......................  C
Venezuela  ...................  -B

Algeria  .........................
UAR (Syria)  .................  C

Peru  .......................  C

Rise beganf
Federation of Malaya  ..........  C

Ecuador  .....................  C

Ireland  ......................  B
Costa Rica  ......................

Decline decelerated°
Tunisia  .....................  C

Haiti  ..........................

-F      -B
-B   -B   -B    -    +

A    A   -C    -    +
A    A   -B    -    +
B    A    B    -    +
B       A      ...

-B    A    A    +    +
-D   -B    B    -    +
B   -B    C    +    -

-C    A    B    -    ÷
-C       D     -E       -      -

-D    B
-B         B
-E        A
B    A

-C        A
A    B
B    B
B    B
B    B
A    B

-D        C
-D        B
B    C

-C        D

-B
F

-F
-G
-C
-B

D
-C
-E

C

B
A
G
C
C
G
B
B
B
C

-C

" )t"

B

-F

-B
-B
-E

A

-D
B

-B
-B

-D

-    ÷

-     ÷

-   +   +

--           --           ÷
÷     ÷     --

-     +

-     +
+
-     +

(Continued on ]ollowing

-B      -B
B   -B   -:d    +    -
B    A   -C    +    -
F   -B    F    +    +

÷
+

+

÷
÷

+
+
+

+

+

+

÷

÷

+
+

+
+
page)
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Table 5-13.  Primary Exporting Countries: Changes in Domestic .Expenditure, Cost
of living, Balance of Trade and Money Supply and its Components" (continued)

Difference belween change daring 1960
and change daring 1959b

Change belween 1959 and 1960 in
Country and cost of living trend Credit to

Domeslic   Balance      Cost      Money     Foreign
expendi-      of         of       supply     assels   Government   Private

tare       lradee      livingd                               sector       seclor

Rise deceleratedÿ
(continued)

Turkey  ......................  B
Chile  .......................  B

Argentina  ...................  B

-B    C    D    +    +   +
-C        D
--B    F   --1ÿ    -    -    +

Rise acceleratedÿ
Morocco  ....................  C     - C
Cambodia  ...................  D     -- D

Australia  ....................  C     -- D

Paraguay  .......................  - E

Jamaica  ........................  B

China (Taiwan)  ..............  B      --D

Philippines  ..................  B      - C
Mexico  .....................  C      -- C

Indonesia  ...................  B      -- D

g        . . .
C
B      -C
D      -E
B        . . .

E      -B
B      -C
B      -B
F    H

-4-

"31"     "31"     -
"31"           --           --
-       "31"       "31"
--           --           .31-

Source: Division of General Economic Research
and Policies of the United Nations Secretariat,
based on Statistical Office of the United Nations,
Monthly Bulletin of Statistics; International Mone-
tary Fund, International Financial Statistics; tables
5-7 and 5-9.

The symbols indicate the following percentage
intervals: A=--I to 1; B=2 to 6; C=6 to 10;
D=11 to 15; E=16 to 20; F=21 to 30; G=31 to
40; H=41 to 50.

b Computed for each year as the ratio (percent-
age) of the change during the year to the money

supply at the beginning of the year.
c Difference between the balance of trade (ex-

ports f.o.b, minus imports c.i.f.) in 1960 and the
balance of trade in 1959 expressed as a percentage
of total trade (exports plus imports) in 1959.

d Monthly average; in many instances in prin-
cipal cities.

Countries are arrayed in ascending order of
difference between the change in the cost of living
during 1959 and the change during 1960.

f Countries are arrayed in ascending order of
change in the cost of living during 1960.

instituted in 1958 to protect the balance of payments
in the face of the decline in coffee prices. In 1960 the
foreign sector was again expansionary, but investment
was cut back further and though import duties had been
raised in 1959 their impact was more than offset by
the slackening of demand.

The government sector in Ceylon was also less ex-
pansionary in 1960 than in 1959. It became increasingly
concerned about the continuing decline in reserves: in
August interest rates were raised and selective credit
controls imposed with restraint on imports their main
object. Import duties were raised on a wide range of
consumer goods but the dominant influence on the cost
of living was the price of rice: on the free market this
declined in the first half of the year and in April the
subsidy on rationed rice was increased. Despite an in-
crease in borrowing, fixed investment in the private
sector lagged, however, and unemployment continued
to rise: the number of applicants for work was a fifth
greater at the end of 1960 than a year earlier.

The feature common to the countries in which prices
began to rise in 1960, after having been stationary or
declining in 1959, was a stepping up in their rate.of
capital formation; in a number of cases-Ecuador, the

Federation of Malaya and the Sudan, for example-this
had been cut back between 1958 and 1959. In most of
these countries--with the exception of Burma, Ireland
and the Republic of Viet-Nam--there was some relaxa-
tion of credit to the private sector late in 1959 or early
in 1960. Governments also tended to increase their bor-
rowing, except in Burma and in Thailand where--in
contrast to the other countries in the group--investment

in the public sector did not increase and tax rates were
raised at the beginning of 1960. In Burma, where the
increase in prices-by far the sharpest in the group-
occurred largely in the first half of the year under the
combined influence of tight import controls, relaxed
price controls and a recovery in fixed investment in the
public sector, a number of policies were reversed in
July: certain prices were again subjected to control,
railway rates were cut and import lieences increased.
The result was a stabilization of the cost of living but
sharp deterioration in foreign exchange reserves.

Concern about the impact of rising domestic demand
on the external balance began to influence fiscal and
monetary policy in some of the other countries in the
group as the year advanced and--as in Ecuador, the
Federation of Malaya and Nicaragua--export prices de-
clined. The Federation of Malaya tightened credit con-
ditions in July by raising interest rates and the reserve
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requirements of commercial banks. But liquidity was
also reduced in Ecuador where the Government also cut
back its investment plans in order to slow down the
rate at which domestic demand was expanding.

%

In almost all the countries in which prices continued
to rise in 1960 at much the same rate as in 1959, the
external sector played a restraining role. Only in the
case of Cyprus, the Federation of Rhodesia and Nyasa-
land and tran did exports rise more-or fall less-than
imports, and in these countries other factors provided
restraint: in the Federation of Rhodesia and Nyasaland
a large drain on capital and in Iran disinflationary
government action. New Zealand was the only country
in the group to register a more expansionary movement
in money supply in 1960 than in 1959.

domestic credit in Greece, Iran, Iraq and New Zealand.
In Bolivia, on the other hand, the effects of the stabiliza-
tion programme started in 1958 were still predominant:
the rate of expansion in both public and private credit
was again reduced. This was also the case in the Repub-
lic of Korea where, in February, a ceiling was placed
on total bank advances and investment was cut back.

The rise in imports facilitated a higher level of in-
vestment in most of these countries-the chief excep-
tions being the Federation of Rhodesia and Nyasaland
and the Republic of Korea--and although domestic de-
mand continued to press heavily on available supplieS,
it was only in Bolivia, Iran and the Republic of Korea
that the strain was reflected in a rate of retail price
increase of more than 5 per cent. Nevertheless, most
of these countries took restraining action at some .stage
during the year, especially when the expansion in domes-
tic demand became a threat to external equilibrium.

The Federation of Rhodesia and Nyasaland entered
the year with the reflationary policies of 1959: credit
conditions were further relaxed and bank reserve re-
quirements lowered. These measures were reversed in
the second half of the year, not because of any undue
rise in internal demand-fixed capital formation was ac-
tually below the 1959 level--but because of the deteriora-
tion in the external accounts occasioned by a continuing
outflow of capital. As indicated earlier in this chapter,
this was finally countered-in March 1961-by the im-
position of exchange controls.

In Colombia, changes in policy were in the opposite
direction: the tight control of credit carried over from
the 1959 stabilization programme was relaxed some-
what in the second half of 1960. Thus the deflationary
influence of a sharp deterioration in the balance of trade
and a slight reduction in government borrowing from
the banking system was more or less offset by an upsurge
in private credit, accentuated towards the end of the
year by the financing of the coffee crop. The pressure
on prices was contained partly by an appreciable in-
crease in available supplies-both domestic and im-
ported-and partly by the fact that the stabilization
programme itself was aimed largely at curbing con-
sumer demand, particularly for imports, and had re-
suited in a reduction in the wage earners' share of the
national income.

In Iraq there was a large increase in public capital
expenditure under the interim economic plan, especially
in the fields of housing and transport. The threat posed
to price stability by another poor harvest was met by
a ban on barley exports and a considerable increase in
imports of grain. Greece also registered a large increase
in investment, especially in the public sector; although
this and a rise in payments under the wheat support
scheme contributed to a sizable government deficit, this
was smaller than in 1959. On the other hand, partly
under the influence of lower interest rates, private bor-
rowing expanded to a greater extent than in 1959o

In New Zealand, where personal disposable incomes
had been raised by tax concessions in the 1959/60
budget and by higher export prices in the 1959/60
season, the central bank began to exert pressure on the
high level of commercial bank liquidity early in the
year. The primary object was to reduce the demand for
imports, increasingly so as the year progressed and the
external balance grew more precarious. But fixed in-
vestment which had declined in 1959 recovered strongly
in 1960, with the Government also borrowing more
from the banks. The demand liability-reserve ratio was
raised to a very high figure-from 22 per cent to 38
per cent-in the course of 1960, and in March 1961 in-
terest rates were raised and government expenditure
cut in a further effort to restrain demand.

In lran the main attack on the inflationary rise in
import demand was made in the course of the second
half of the year. It started with restraints on borrowing
by importers but was extended to a ban on borrowing
by government departments and local authorities and
on lending by the Mortgage Bank and by the Ministry
of Industry and Mines as well as to a cfft in public
expenditure in the 1961 budget.

The deflationary effect of an expansion in imports
was also offset in varying degree by the growth of

As indicated above, one of thc most notable features
of 1960 was the increase in the number of primary
exporting countries in which there was a measurable
slowing down in the rate at which prices had been ris-
ing. This was partly a by-product of the upsurge in
imports-in contrast to the effect of import cuts in the
previous year--but it also reflects the result of various
stabilization  programmes.  Most  of  these  involved
restraints on domestic demand; but many of them had
started '_'n 1958 or 1959 with a devaluation, the effects
of which on the internal price structure had been largely
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absorbed before 1960. There were thus some particu-
larly sharp contrasts between price trends in 1959 and
price trends in !960.

In Spain and Venezuela, the deceleration in the price
rise was not the result of any increase in the availability
of imported goods ; it was brought about by a reduction
in domestic expenditure, largely in consumption in
Spain, in investment in Venezuela. With the recovery in
external reserves in Spain there was a change in policy
in the second half of the year; credit conditions were
eased in an effort to stimulate the lagging economy.
Unemployment increased rapidly, however, and at the
beginning of 1961 the number of registered unemployed
was more than a third greater than a year earlier. In
Venezuela there was also a substantial increase in
unemployment, and when, with the aid of exchange
control, the outflow of capital was halted in the final
quarter of 1960, a programme of public works and
credit relaxation was promulgated in order to hasten the
recovery of the construction industry.

lessen the inimical effects on production of any shortage
in working capital, the credit base was enlarged to some
extent late in 1960 by a reduction in the reserve require-
ments of the commercial banks.

Inadequate gains in production also hampered the
stabilization effort in Chile where the effect of high levels
of unemployment and frequent strikes was aggravated
by the disastrous earthquake that occurred in May which
not only disrupted communications and hampered agri-
culture but also helped to unbalance the government
accounts, Some of the strikes reduced export output and,
together with the downturn in copper prices, this had
the dual effect of weakening both the external balance
and government revenue. Wage increases granted in the
second half of the year and early in 1961 also tended to
complicate the stabilization effort.

Restraints on domestic expenditure also played an
important part in the deceleration in price increases in
Argentina and the United Arab Republic (Syria), where
per capita consumption declined, and in Chile where
fixed investment was held back. In these countries the
problem was complicated by the inadequacy of the
growth of local production.

In the United Arab !{epublic (Syria) !oca! crops
were agaÿin very poor and domestic consumption would
have dropped more sharply had not supplies been signif-
icantly augmented by imports. This imposed additional
external strain and it was largely to meet this that
monetary and exchange policy was directed in the
second half of 1960. Though the liquidity base of the
commercial banks was reduced by the removal of funds
belonging to semi-public bodies and by an increase in
reserve requirements, the expansion of credit to the pri-
vate sector was greater than in 1959. The Government
also borrowed more, to finance a higher rate of invest-
ment.

There was also a notworthy slowing down of price
increases in some of the other Latin American countries
--particularly Brazil, Peru and Uruguay-in which in-
flationary pressures have been extremely powerful in
recent years. Though there was again a large monetary
expansion it was appreciably less than in 1959, re-
strained by a decline in foreign assets in Brazil and by a
reduction in government borrowing in Peru and Uru-
guay. The gain in stability was most convincing in Peru
where it was underpinned by a large increase in domes-
tic production and exports which made possible a con-
siderable expansion in imports, a sizable growth in
reserves and a major rise in capital formation.

There was little growth in production in Argentina,
but significant gains in one or two import-saving indus-
tries--notably petroleum--combined with a large inflow
of capital helped to increase the supply of investment
goods without imperilling external equilibrium. Inter-
nally, perhaps the most hopeful sign was a further
reduction in the Government's cash deficit-from 34 per
cent of the money supply in 1958, before the stabiliza-
tion programme was inaugurated, to 18 per cent in 1959
and a mere 2 per cent in 1960--even though part of this
was achieved by deferring debt payments. This defer-
ment had a restraining effect on the Government's
domestic creditors whose liquidity was also reduced by
the rise in prices and wages that followed the devalua-
tion in 1959. The tight money policy in force through-
out 1959 and 1960 did not prevent a further large rise
in bank lending to the private sector and, in order to

In Brazil there was a more satisfactory growth in
domestic production than in 1959--particularly for local
use--and a substantial increment in supplies from
abroad. Against this, however, private credit again
increased considerably and-even more important-there
was a greater expansion in government borrowing,

accentuated by the need to finance another large coffee
surplus. Though the rise in retail prices was somewhat
less rapid in 1960 than in 1959, it was again very steep
and an increase of 60 per cent in minimum wages was
decreed in October. Partly as a result of this there was
a jump in the cost of living towards the end of the year.
With the pressure of domestic demand as strong as ever,
the importance of increasing--or at least maintaining-
the flow of goods from abroad became crucial. As indi-
cated earlier in this chapter, the crisis of external
disequilibrium was met early in 1961 by a consolidation
of debts, new borrowing and a devaluation. This had a
stabilizing impact on the domestic economy, absorbing
some of the excess purchasing power through increased
availability of imports and higher cruzeiro costs.

In Uruguay, where costs had been raised by the deval-
uation of December 1959, the deflationary effect of a
substantial expansion in imports and an enlargement of
the budget surplus was more than offset by production
losses through strikes and drought. Higher costs and
increases in wages in several sectors were followed by a
rapid rise in the provision of credit to the private sector.
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In contrast to the course of private credit in the other
countries in this group, however, the rise in Uruguay
was less in 1960 than in 1959.

Among the remaining countries in this group an
expansion in imports in 1960 also played a strategic
role in restraining the rise in prices. In India and Pak-
istan the result was a levelling off in the cost of living
trend, despite a considerable increase in investment,
especially in the public sector. In Pakistan a good wheat
crop also helped: in April it was possible to end ration-
ing in the western province. In March, however, both
India and Pakistan took steps to limit the expansion of
credit to the private sector. In India, credit was tightened
further in May and again in October, but relaxed some-
what towards the end of the year. In Pakistan, the
restraints having been directed chiefly against import-
ers, some stimulus was later provided to private invest-
ment through a reduction of corporate taxes and other
tax concessions granted in the mid-year budget. In both
countries private credit expanded to a greater extent
than in 1959 in line with the increase in trade and
investment.

which began in mid-1960 ; crops were generally poor in
1959/60 but the inflationary impact of this was softened
by a sharp cut in rice exports and an increase in food
imports.

In the other countries in the group there was a further
sizable increase in fixed capital formation, especially
in the private sector in Australia and in the public
sector in Mexico. This was accompanied by a relaxation
of control over imports, dampened to some extent in Par-

aguay and the Philippines by devaluation. The process
of relaxation continued in the Philippines, foreign
exchange reserves having recovered by July to the high-
est point since early 1957. As domestic credit conditions
were eased, prices began to rise more rapidly, reflecting
,lot only the growth of demand but also the rise in the
peso cost of imports.

Imports were also of crucial significance in Turkey
in 1960 though they did not rise much above the high
level of the previous year. An appreciable increase in
domestic food supplies was supplemented by receipts
of Public Law 480 wheat from the United States and
the cost of living was held more or less constant--com-

pared with an increase of about a fifth in 1959. After
a temporary relaxation of credit conditions in July 1960,
restrictive measures were reintroduced in the second
half of the year: government investment was cut by
about 7 per cent of the budgeted figure and interest
rates--to other than agricultural borrowers--were sub-

stantially raised.

In Australia the rise in liquidity was restrained by a
spectacular decline in foreign reserves in the second
half of the year and it was largely to protect the external
balance that monetary and fiscal policy was directed.
An effort was made to check the flow of credit to
importers, and tax measures were enacted to discourage

the demand for motor-ears and the use of hire-purchase
arrangements. With the supply of imported goods
greatly augmented and a better out-turn of domestic
agriculture, the rise in the cost of living slackened
again towards the end of the year. Wage pressure also
eased somewhat as unemployment--which had dropped
to an October figure that was the lowest since 1956-
began to rise again: by February 1961 it was above the
eorres.ponding 1960 level. By that stage the wholesale
price of domestic goods had also receded from its Aug-
ust peak to below the corresponding 1960 figure.

In Cambodia the policy of granting low-interest loans
to encourage agricultural and industrial development
was continued, and investment--public as well as private
--was eonsiderabIy higher than in 1959. In China
(Taiwan) investment was also increased substantially,
partly in terms of a new four-year development plan

In most of the countries in which there was a measur-
able acceleration in the rate of increase in retail prices,
the rise in 1960 took place in the face of a greatly en-
larged inflow of imported goods. Local production was
generally higher than in 1959 and with the resultant in-
crease in the volume of supplies available there was a
considerable rise in investment and a smaller--but ap-

preciable-rise in consumption. In contrast to this ex-

pansion in activity, the rate of increase in money supply
was generally lower than in 1959, largely because of the
decline in foreign assets but also--in some cases--in re-

sponse to restraints on government borrowing and on

private credit, generally imposed in order to protect the
external balance.

In Indonesia the monetary reform of August 1959
which cut the volume of notes in circulation by about
a third proved to have had only a very temporary effect:
prices rose steeply in the first half of 1960. A marked
slackening in the second half of the year was largely
the result of a major increase in imports, though it was
facilitated by a notable change in the Government's
cash position: this followed a substantial increase in
revenue from higher taxes--particularly on petroleum
--and from state trading activities. An effort was made
to reduce liquidity by raising the reserve requirements
of the commercial banks, but lending to the private
sector continued to increase, exerting a powerful expan-

sionary impulse on the supply of money.

Changes in the rate of increase in retail prices pro-
vide only an inadequate measure of the variation in
inflationary pressures. Nevertheless they are related to
the state of internal balance, not only to the extent that
they may indicate changes in the relationship between
consumer demand and the available supply of goods,
but also because in many countries they are an impor-
tant determinant of official economic policy, especially
where there is a close link between wage rates and the
cost of living and where urban populations are gaining
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in size and political influence. For this reason some
significance attaches to the fact that 1960 saw a diminu-
tion in the extent to which the cost of living in the pri-
mary exporting countries was protected from adverse
developments.

There was, for example, a greater readiness than in
previous years to accept the consequences of devaluation
as far as internal prices are concerned; thus the local
currency cost of imported goods tended, on the whole,
to become more realistic even though this entailed a
more or less immediate rise in the domestic wholesale, or
even retail, price index. Similarly, the tendency to
shelter the users of particular products or services--

notably those operated by government, such as trans-
port,  power  and  communication-from inflationary
forces in the rest of the economy was much less in evi-
dence. The desire to reduce budgetary deficits and bring
the liquidity of the economy as a whole under better con-
trol tended to prevail more frequently over the fear of
the consequences of lowering subsidies and raising
prices in key sectors. The pursuit of a better budgetary
balance also led to a widening or deepening of the tax
structure in a number of instances.

This increase in the willingness of governments to
risk actions, the initial effect of which was likely to be
a rise in the cost of living, reflects in part the working
out of stabilization programmes adopted earlier. In most
eases the primary objective of these programmes was
the improvement of the external balance and in varying
degree this involved some curbing of the demand for
imports. A rise in consumer prices would contribute
to that end provided it did not adversely affect produc-
tion. This was not always achieved, for in several coun-

tries the rise in prices provoked strikes as workers
resisted the implied threat to real wages. However, in
many countries the risk seemed somewhat smaller in
1960 than it had in 1959 when reserves were generally
low and imports widely restricted. With reserves higher
and imports rising, the chances of absorbing part of the
impact of such action seemed more favourable, at least
in the earlier part of the year. As 1960 advanced, how-
ever, the scope for action to improve internal balance
was steadily narrowed: increasingly, policies had to
concentrate on the deteriorating external situation. By
the end of the year the criterion for action was again
its potential effect on exchange reserves rather than on
domestic production.

Outlook5

By the end of 1960 the primary exporting countries
as a group were approaching one of the limits to their
collective rate of growth, namely, the means of inter-
national payment. Reserves had been drawn down ; debts
--short-term as well as long-term-had been piled up.

Continuation into 1961 of the relatively high average
rate of growth that characterized 1960 is predicated in
the first instance on a concomitant expansion in the
means of payment. Economic trends and developments
in the early months of 1961 suggest that such an ex-
pansion is not impossible: though a rise in the total
proceeds likely to be derived from the exports of the
primary exporting countries is contingent on a recovery
in demand in North America, the volume of capital
available to supplement export earnings seems likely
to be appreciably grehter than in I960.

investment of 1960. In many countries the import de-
mand of the export sector is likely to be lower than it
was in I960. And the rationalization of tariffs in a
number of countries, along with the reimposition or
tightening up of import controls, will probably tend
to favour raw materials and capital goods over con-

sumer goods. Moreover, claims on the means of pay-

ment arising from capital flight will probably be at a
much lower level in 1961 than they were in 1960.

EXPORT  PROSPECTS

The claims likely to be made on the available means
of payment will depend on the course of local produc-
tion, the size and distribution of incomes and the con-
trois--fiscal or quantitative--exercised over the pattern

of imports. On all these scores 1961 claims are likely
to be more productive of economic growth than those
made in 1960. Domestic food crops are reported to be
generally better in 1960/61 than they were in 1959/60
and the prospects for a higher output of many indus-
trial goods in 1961 should reflect the higher level of

This section is based in part on replies received from Gov-
ernments to the United Nations questionnaire of November 1960
on economic trends, problems and policies.

The foreign exchange earnings of the primary ex-
porting countries depend overwhelmingly on the import
demand for primary commodities of the industrial coun-
tries. The course of events in the first quarter of 1961
suggests that for the year as a whole this demand is
unlikely, in the aggregate, to fall below the 1960
level. One of the reasons for this lies in the fact that
1960 saw North America drop out of phase with western
Europe and Japan in terms of business cycle timing.
In 1960 the consequence was the petering out of the
recovery in commodity prices that had begun in 1959.
In 1961 the consequence may well be that the resumed
recovery in North American demand will compensate
for such slackening in demand in the other industrial
countries as may be caused by either the changed inven-
tory position or a slowing down in the high rates of
growth that characterized  1960. Thus the over-all
stability in primary commodity prices that emerged
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from the gentle rise in 1959 and the equally gentle de-
cline in 1960 may well continue through 1961.

A consideration of supply conditions and policies
leads to a similar conclusion. On the one hand, supplies
-in being or potential from existing capacity-are gen-
erally appreciably in excess of probable consumption.
On the other hand, where the imbalance is greatest, the
rate of capacity utilization and the flow of supplies to
world markets are generally under the firmest control.
Thus while the possibility of a marked rise in average
price is reduced by the availability of supplies--from
stocks, if not from current production=the possibility
of a substantial fall is reduced by marketing policies
which in general have been internationally accepted,
tacitly if not in terms of a formal agreement.

poor crops and only Australia and Turkey are likely
to increase their wheat earnings to any substantial ex-
tent.

A larger European barley crop and the use of a larger
proportion of local wheat as feed will tend to reduce
import demand for the coarse grains. Both Argentina
and the Union of South Africa have more maize to
sell but, as production outside the centrally planned
countries was up a further 3 per cent in 1960/61, prices
are likely to be lower. Australia, Iraq and Turkey may
export more barley, but probably also at somewhat
lower prices. As in the case of wheat, the,-market for
coarse grains will continue to be affected by the exist-
ence of huge stocks, but support policies pursued by
major producers are likely to keep prices relatively
stable.

Over-all stability of price and an average rate of
offtake at least up to the 1960 level would serve to set
a/floor to the total receipts of the primary exporting
countries. But this would not ensure stability or expan-
sion in the receipts of individual countries: here, pros-
pects are by no means uniform, differences in market
conditions among the various traded commodities being
compounded by the usual diversity in production out-
come and domestic demand.

By and large, the degree of uniformity is highest
among the countries exporting mainly foodstuffs, partly
because total demand for food fluctuates less than total
demand for industrial materials and partly because it
is among the major food items that the largest surpluses
have recently been accumulating. But even among the
food exporters prospects differ widely.

The European import demand for wheat is likely to
be appreciably greater in 1961 than it was in 1960,
the 1960/61 crop having been about 3 million tons (7 or
8 per cent) below the 1959/60 level and, because of
the wet weather, of a generally poorer quality. This
reduction has been accentuated by a relatively poor
out-turn of spring crops. It is probable, however, that
the shortfall will be made good by North America:
among the primary exporting countries the principal
exporters of Latin America and North Africa have had

In the case of cereals there are now more net im-

porters than net exporters among the primary export-
ing countries and crop changes are of more conse-

quence in terms of local food supply than in terms of
their repercussions on foreign exchange earnings. More-
over, in view of the large and stil! increasing stocks--
held predominantly in North America--the possibility
of a significant rise in price is virtually ruled out. The
chief determinants of the course of cereal earnings in
!961 are the size and quality of the wheat and barley
crops in western Europe--as the major importing region
--and in the principal sources of supply among the pri-
mary exporting countries. Subject to a different set of
forces, but not wholly unrelated, is the market for rice
in Asia.

The changes in rice production between 1959/60 and
1960/61 are likely to induce a higher rate of consump-
tion but a smaller volume of international trade: the
reductions in output are concentrated mainly in the
exporting countries, notably Burma, Cambodia, main-
land China, the Republic of Korea and the United Arab
Republic (Egypt); the importers have all reaped an
appreciably larger harvest. The principal exception is
Pakistan where the crop is somewhat below the high
1959/60 level; this may tend to raise import require-
ments since the wheat crop--because of drought in the
West--also promises to be smaller than in 1960. The
principal unknown in the rice situation is the impact of
the crop reductions in mainland China: to meet domes-
tic needs some 2 million tons of wheat and a large
quantity of barley were purchased--from Australia and
Canada--early in 1961.6 About 400,000 tons of rice were
also ordered from Burma; but this may be used--at
least in part--to ship against previous commitments to
other countries. Exports from mainland China had
dropped back in 1960 from a high level of the previous
year, but this did not prevent an appreciable decline
in price ; in view of the larger crops in most deficit coun-
tries, a further reduction in net exports from mainland
China may not greatly affect the market. Nevertheless,
as in the case of wheat and barley, prices in the first
quarter of 1961 were slightly above both the correspond-
ing 1960 level and the average for the preceding quarter.

Sugar exporters face an unusually uncertain situa-
tion in 1961. The most definite development is one that
is likely to depress the international market: a bumper
European crop in 1960/61 will greatly reduce import
demand. The impact of this will be softened, however,
to the extent that purchases of Cuban sugar by the
centrally planned countries represent a net addition to
total demand and are not offset by a rise in exports.

6 In May 1961 Canada agreed to provide mainland China with
6 million tons of wheat and barley over a period of two and one-
half years. These purchases, though large, need to be compared
with the end-of-season stocks in the hands of major exporters if
their impact is to be assessed: in mid-1960 such stocks totalled
66 million tons, with a further large increase in prospect for
1960/61.
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Production outside Europe is also well above the
1959/60 level and free market prices in the first quarter
of 1961 were below the average for both the preceding
quarter and the corresponding quarter of 1960. For
Cuba, therefore, unit values in 1961 are likely to be
appreciably less than in 1960. By the same tokenÿ unit
values for the countries that have obtained a larger
share of the protected United States market-particu-
larly Peru, Mexico, Brazil, China (Taiwan), the Fed-
eration of the West Indies and British Guiana and the
Philippines, as well as India and Australia which have
been allotted quotas for the first time--will be higher
than in 1960. Commonwealth exporters--notably Aus-
traliaÿ Fiji, Mauritius and the West Indies--will also
earn more from sales to the United Kingdom as the
result of a slight increase in the negotiated price, but
this may well be offset if the free market price falls
lower.

ing the amount shipped; but the resultant increase in
importers' stocks has made a repetition of this very
unlikely. Though an appreciable--7 to 10 per cent-
rise in consumption is forecast, a large surplus will re-
main from the record 1960./61 crop--even though the
mid-year crops are reported to be smaller than in 1960
-keeping prices and earnings below the 1960 level. As
in the case of coffee, growersÿ prices have been reduced
--very sharply in Nigeria.

Compared with coffee and cocoa stocks, stocks of tea
are at normal levels and, with production and consump-
tion both expected to register a moderate increase in
1961, export proceeds may well exceed the 1960 figure.
Prices in the first quarter of 1961 were about 5 per cent
above the corresponding 1960 average.

Exporters of meat and dairy products are unlikely to
earn much more from this trade in 1961 than they did
in 1960. The state of herds in Oceania is such that no
great increase in the volume of exportable meat is ex-
pected; in Latin America an increase in Argentina will
probably be offset to a degree by a reduction in Uru-
guay; and with local supplies still rising in the United
States a further increase in beef prices seems unlikely.
In the case of butter, the market has weakened sub-
stantially under the pressure of large stocks and an
imbalance between production and domestic consump-
tion in many European countries: in the first quarter
of 1961 international prices were about 30 per cent
lower than in the first quarter of 1960. In these circum-
stances the earnings of the primary exporting countries
from butter in 1961 are not expected to reach the 1960
level.

Earnings from oil-seeds and vegetable oils are likely
to be higher in 1961 than in 1960: this reflects a con-
tinuing growth of demand, especially in Europe, a larger
output in several of the primary exporting countries--
notably ground-nuts in West Africa and copra in the
Philippines--smaller stocks of soya beans in the United
States and the radically changed position of mainland
China. The failure of crops in sevdral areas converted
mainland China early in 1961 from an increasing seller
on world markets to a large buyer. The immediate im-
pact was on soya beans, the price of which in the first
quarter of 1961 averaged a fifth or more above the cor-
responding 1960 figure. But Chinese purchases also in-
cluded ground-nuts, rapeseed, sesame seed and linseed
oil--prices Of which all rose well above the level of the
fourth quarter of 1960-and their repercussions are
likely to be felt throughout the soft oil market and per-
haps to some extent in the market for hard oils, where
prices, after declining rapidly in 1960, levelled out at
about the low 1957 average in the early months of 1961.

While arabica coffees were yielding much the same
price in the first quarter of 1961 as a year earlier, cocoa
was yielding about a fourth less. In 1960, cocoa ex-
porters were able to maintain their earnings by increas-

The pressure of stocks is also likely to be felt by the
beverage crop exporters. In the case of coffee, however,
these stocks have been successfully isolated by the prin-
cipal producers, and prices--at least of arabica types
--are likely to be sustained in 1961 as they were in
1960. The fact that the 1960/61 Brazilian crop was a
third smaller than the preceding one should not prevent
coffee earnings from being fully maintained: stocks on
hand are in excess of a normal year's world trade. North
American imports, which receded in 1960 from their
high 1959 level, may well rise again, thus increasing
Latin American earnings. However, a further increase
in African production-of about 8 per cent-may bring
robusta prices, which weakened considerably in 1960
and early 1961, under added stress, notwithstanding
the agreement to limit exports. In expectation of this,
some countries reduced the prices paid to growers for
the 1960/61 crop.

A further small increase is expected in total con-
sumption of tobacco and several primary exporting
countries should benefit. Production is higher in the
Federation of Rhodesia and Nyasaland, Greece and Tur-
key, for example; the Salisbury auctions have opened
with higher prices than they did in 1960, though in
Turkey prices have been lower ; Greek tobacco earnings
should gain from that country's access to the European
Common Market when arrangements for association are
completed.

Earnings from raw material exports are subject to
much more erratic impulses from the demand side than
are those derived from food but, as suggested earlier in
this section, the differences in cyclical phasing among
the industrial countries may provide an unusual degree
of stability in 1961.

In the case of the fibres, the rate of growth of the
textile industry outside the centrally planned countries
slackened measurably in the course of 1960, output in
the fourth quarter actually falling below the corres-
ponding 1959 level. Despite this, net cotton earnings of
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the primary exporting countries in 1961 may well ex-
ceed those of 1960 which were reduced by the poor
1959/60 crops in Central America and India. The small
increase in the world cotton production is concentrated
in the primary exporting countries whose combined
1960/61 crop is about 11 per cent greater than that of
1959/60. Though the prices of extra long staple were
somewhat lower in the first quarter of 1961 than in the
corresponding period in 1960, those of the other staples
were slightly higher.

Wool earnings are less likely to show any improve-
ment. Prices in the early months of 1961 were as much
as 9 per cent below the corresponding 1960 average and
the 1960/61 clip in the primary exporting countries
was slightly smaller than the preceding one. The out-
come for 1961 as a whole, however, is subject to two
moderating influences. Argentina and Uruguay may ship
rather more than in 1960, when there was some accu-
mulation of stocks. And, potentially more significant,
auction prices tended to rise towards the end of the
I960/61 season, leading traders to surmise that the
1961/62 season might open at a higher level of prices:
the gain in earnings in the last quarter of 1961 might
then make good part or all of the loss-relative to 1960
--registered in the first quarter.

Earnings from exports of non-apparel fibres are not
expected to be much lower than in 1960. Jute prices
were still rising in the first quarter of 1961, approach-
ing a figure double the early I960 average. The larger
1961/62 crop will doubtless reverse this upward trend
but as stocks have been virtually depleted, the market
is expected to remain strong. In the aggregate, earnings
from hard fibres should also be well maintained: in-
creased industrial demand from North America should
compensate for a reduction in agricultural demand from
western Europe.

Earnings from natural rubber will almost certainly
be below the 1960 level. Prices in the first quarter of
1961 were a fifth lower than the high average in the
first quarter of 1960 and stocks, though not large, were
appreciably greater than a year earlier. Given the con-
siderable increase that has taken place in the capacity
to produce synthetic rubber--as well as the substantial
increase in stocks of synthetic-it seems unlikely that
the price of natural will move far out of line with that
of synthetic in 1961: in 1960 it averaged about 50 per
cent above. Even if an unexpected expansion in con-

sumption should occur-whether in the vehicle industry
or by way of import demand in the centrally planned
eountries--a rise in price would be restrained by re-

leases from strategic stockpiles under the formula
agreed to in 1959. While average price is thus likely
to be well below the 1960 figure, production is not ex-
pected to rise much above the 1960 level, especially if
Indonesian smallholders react to lower prices by carry-
ing out less tapping.

Except for tin, the non-ferrous metals entered 1961
at a price level substantially below that of the previous

year and with stocks substantially higher. An increase
in demand-particularly in the United States and Japan
-raised copper prices in March, April and May of 1961
but the average for the first five months of the year
remained below the average for 1960 as a whole. The
firmer market, however, began to induce the major com-

panies to remove the restraints on mine production that
had been imposed in the second half of 1960. Copper
earnings of the primary exporting countries in 1961
may thus approximate the 1960 total. This may also be
the case with zinc earnings: an increase of 4 per cent
is predicted for consumption and a somewhat smaller
increase in production. Lead earnings, however, may

fall below the 1960 level: reductions in commercial
offerings have been supplemented by cutbacks in pro-
duction ; compared with zinc, a smaller rise in consump-
tion is expected and a larger surplus from 1960 has to
be absorbed.

After two years of severe restraint on exports, tin

production in 1960-though a third greater than in 1959
--was still substantially below pre-reeession levels. Ex-

ports were raised in 1960 by drawing on stocks ; in 1961
exports will depend on current rates of production and,
after the cutbacks and closings of 1958 and 1959, con-
siderable difficulty has been encountered in reopening
mines and recommissioning dredges. With supply not
responding to increased rates of consumption, prices rose
rapidly in the early months of 1961, entering the upper
range of the International Tin Agreement--at which the
buffer pool may sell. At about I0,000 tons, stocks in the
pool are smaller than the deficit predicted if current
rates of consumption and production are maintained.
The tightness of the market will depend not only on
the uncertain course of production but also on the pos-
sibility of releases from official stockpiles held in the
United States. It is probable, however, that tin earn-
ings in 1961 will exceed the 1960 figure.

Earnings from petroleum are also likely to increase.
Though prices may not rise (indeed, under pressure of
expanding supplies from new producers and from the
Soviet Union, prices-or, at least, producers' margins-

may well fall), the expected growth in consumption
and import demand will probably ensure a further ap-
preciable increase in the volume of exports.

The foregoing review of primary commodity pros-
pects leads to the rather negative conclusion that over-
all change between 1960 and 1961 in the foreign ex-
change earnings of the primary exporting countries is
not likely to be large. Returns for the first quarter of
the year--representing thirty-two countries accounting

for about 40 per cent of total trade-indicate a decline
of about one per cent on the results for the first quarter
of 1960. If North American import demand picks up,
earnings should recover, but it is probable that for the
year as a whole the gain will be smaller than in 1959
or 1960.
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In contrast to the slackening in the growth in export
earnings, import expenditure was continuing upwards
in the early months.of 1961: the thirty-two countries
cited above imported about 4 per cent more in the first
quarter than in the corresponding period in 1960. The
rate of growth will almost, certainly decline as the year
advances and the effect of restrictions imposed towards
the end of 1960 or early in 1961 in a number of the
primary exporting countries begins to be reflected in
trading returns. Whether the trend turns downwards
depends partly on the movement of earnings and partly
on the extent to which any further widening of the trade
deficit can be bridged by the provision of capital in
one form or another.

more or less commercial terms--were made to Bolivia

($10 million) in February, and to Brazil ($4.7 million),
Honduras ($2.5 million) and Nicaragua ($2 million)
in April 1961.

OTHER SOURCES OF FINANCE

There are a number of indications that export earn-
ings will in fact be supplemented by other means of
finance to a somewhat greater extent in 1961 than in
1960. Reference has already been made to the large
refinancing operations carried out in connexion with
the international debts of such countries as Argentina
and Brazil and to the increase in the lending activities
of the IMF in the early months of the year. Partly as
a result of this and of the slowing down or ending of
the capital outflow from one or two countries, the de-
cline in the official reserves of tile primary exporting
countries was reversed: there was a recovery of over

2 per cent in the first quarter of 1961 and at the end
of March oÿeial exchange holdings were only 2 per cent
below the corresponding 1960 level.

Funds available from the other lending institutions
were appreciably greater at the beginning of 1961 than
a year earlier and several new sources had become opera-

tional. Stand-by credits negotiated by primary export-
ing countries with the IMF stood at $419 million at
the end of March 1961, compared with $383 million at
the beginning of the year and $208 million at the be-
ginning of 1960. Undisbtrrsed loans arranged with the
IBRD totalled about $1,030 million at the beginning
of 1961 compared with $860 million a year earlier. The
gross amount awaiting disbursement at the Export-
Import Bank was $1,333 million at the beginning of
1961, $393 million more than at the beginning of 1960.

The International Development Association had come
into operation: by April the bulk of its $1 billion cap-
ital had been subscribed and its first loan--S9 million
to Honduras-made, interest-free (except for a service

charge of three-fourths of one per cent on the amount
outstanding) and repayable in fifty years. This is a
source of finance of considerable potential value to
many of the primary exporting countries : it is available
for projects that are not immediately productive of
revenue and to countries whose balance of payments
position--prospective as well as current--rules out com-

mercial borrowing.

The Inter-American Development Bank, with a cap-
ital of $1 billion, had also begun operations: loans--on

The Development Assistance Group-of eleven indus-
trial countries drawn together in March 1960 with the
object of better co-ordinating various bilateral aid ar-
rangements-is soon to be merged with the newly formed
Organisation for Economic Co-operation and Develop-
ment (OECD).7 The Development Assistance Commit-
tee of OECD should be in a good position to see aid
programmes within the broad framework of interna-
tional payments and hence to establish principles of
"burden sharing" which should make for continuity in
this form of capital flow and thus help to raise the
effectiveness of utilization in recipient countries. One
important by-product of this multilateral approach to
foreign aid is the provision of a much larger sum from
public funds in the Federal Republic of Germany; in
recent years this has averaged less than $250 million
a year, of which the bulk has comprised reparation
payments.

Another group of industrial countries--brought to-
gether by the IBRD--is still engaged in the long-range
financing of the external requirements of India's third
five-year plan. The immediate needs have been provided
for: of an annual average foreign exchange deficit of
about $1.3 billion over the period of the 1961-1966 plan,
at least $3.5 billion has now been arranged. Almost the
whole of Indian export income is now pre-empted to
maintain the normal flow of imports--raw materials
and components, supplementary foodstuffs and fuel and
a bare minimum of manufactured consumer goods-

required to keep the economy running within its exist-
ing structure; development expenditure to widen the
capital base has to be financed from other sources.

Part of the financing of the Indian deficit is to take
the form of wheat and rice shipments from the United
States. These began in mid-1960 and will continue over
five years, and the possibility is at present under exami-
nation of extending this method of providing resources
not only to other food-deficit countries but also to coun-
tries in which a supply of such basic foodstuffs might
be integrated into.development programmes that facili-
tate the more effective deployment of local labour. The
United States has also embarked on a deferred payment
scheme involving the regular delivery of foodstuffs over
a period of years to countries in which the slowness of
local agricultural growth might act as a bottleneck on
over-all economic development.

DOMESTIC   TRENDS

The main impulse shaping economic trends in the
primary exporting countries in 1960 was the expansion

7 Apart from the members of OEEC, Japan and the Commis-
sion of the European Economic Community are also represented
on the Development Assistance Committee of OECD.
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in internal demand. Although this generated strong
pressures on the external balance and some countries

were forced to apply restraints towards the end of the
year, it was by no means exhausted; if liquidity diffi-
culties do not supervene, the expansion of domestic
expenditure will again be a dominant influence in 1961.

Whatever its magnitude, the structure of domestic
expenditure in 1961 may differ somewhat from what it
was in 1960, especially in its impact on import demand.
The expansion in 1960 followed a length}" period-up
to two years in some countries-of more stringent con-

trois over imports; as a result, part of the demand in
1960 was for replenishment of inventories of most types
of imported goods. The expansion also came in the wake
of a marked rise in the incomes of several groups of
exporters--most notably the producers of rubber and to
a smaller extent the producers of long staple cotton,
wool, butter and copra--whose expenditure in 1960
helped to shape the pattern of imports. The size and
pattern of imports was also influenced by the fact that
1959/60 crops--particularly food crops--were gener-
ally very little above those of the previous year.

In all these respects the forces influencing demand are
different in 1961. Inventories of imported goods are
generally high. Apart from jute growers, few producer
groups have enjoyed any substantial rise in income,
while several important groups--notably those produc-
ing wools rubber, butter and robusta coffee--have exper-
ienced a sharp decline. And, by and large, food, fuel and
raw material requirements will be met to a greater
extent from domestic production. In one respect, how-

ever, the trend in 1960 is likely to be reinforced in 1961 :
in most of the primary exporting countries fixed capital
formation--and hence the demand for investment goods
from abroad-is being stepped up, especially in Asia
and the Middle East.

bodia is in the second year of its five-year plan of eco-
nomic diversification, one of the main purposes of which
is to reduce the country's dependence on imports. In
China (Taiwan) and in the Republic of Kgrea an 11
per cent increase in gross capital formation is p:edicted.
In the Philippines the relaxation of credit restrictions
in 1960 is expected to result in an appreciable rise in
private investment in 1961. In the Republic of Viet-
Nam, where 1961 marks the end of the first five-year
plan, the budget has provided for increased expendi-
ture on public works and communications, while in the
private sector investment is expected to continue its
expansion, except in the case of rubber where the 1960
price decline has acted as a deterrent. In Burma, where
investment had slackened in 1960, some recovery is in
sight, arising partly from a strengthening of the Eco-
nomic Development Fund for agricultura! improve-
ment, and partly from new railway expansion, financed
largely by an IBRD loan.

New development plans go into effect in several
countries in southern and south-eastern Asia, including
most notably, the Federation of Malaya, India, Indo-
nesia, Pakistan and Thailand. In India, the third five-
year plan entails an increase of between 6 and 7 per
cent in public investment in 1961 and private invest-
ment is also expected to increase. In Indonesia, 1961 is
the first year of an eight-year development plan which
embodies a wide-spread expansion in investment. A
similar sectoral balance--with some emphasis on rural
development in public spending--is being aimed at in
the new five-year plan in the Federation of Malaya, as
well as in the new six-year plan in Thailand which seeks
to raise the over-all rate of growth in production from
4 to 5 per cent a year. In Pakistan the second five-year
plan involves a greater effort than the first : the increase
in fixed capital formation, for example, is to be 50 per
cent larger than it was under the original plan and there
wil! be a somewhat greater concentration on agricul-
tural improvement.

Among most of the other countries in the region a
further expansion of investment is contemplated. Cam-

A general increase in investment is also foreseen in
the Middle East and the Mediterranean region. A wide-
spread expansion is scheduled in the United Arab
Republic (Egypt) where a new five-year plan--aiming
at a 40 per cent increase in national income-came into

operation in the second half of 1960. In Greece, the state
investment programme involves an increase in public
expenditures of about a fourth between 1960 and 1961,
with a somewhat greater emphasis on secondary indus-
try. In Iraq increases in investment in housing and
transport scheduled under the 1959-1963 Interim Eco-
nomic Plan may be exceeded as a new development pro-
gramme gets under way in the course of 1961. In Israel a
further 10 per cent rise in fixed capital formation is pre-
dicted: the development budget provides for increased
expenditure in several fields, notably irrigation and
transport. Morocco plans an appreciable rise in public
investment, chiefly in low-cost housing and other con-
struction, tn the Sudan, where the development budget
doubled between 1960 and 1961, rural investment con-
tinues to predominate. Public investment is also being
increased substantially in the United Arab Republic
(Syria) where a new five-year development programme
--with emphasis on transport and communications and

irrigation--has been inaugurated. In Turkey a rise of
more than a fifth is predicted for total capital forma-
tion : it is expected that a large increase in public invest-
ment will be accompanied by a smaller increase in the
private sector.

In this region the only country likely to register a
reduction in capital formation in 1961 is Iran: here a
deflationary policy was adopted in the second half of
1960 and, in an effort to stabilize both the internal and
the external balance, public investment was cut back.
In Tunisia it is probable that new fixed capital forma-
tion will remain more or less at the 1960 level: public
capital expenditure is due to rise, but most of the
increase is to be devoted to the acquisition of French-
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owned farmland and shares in private phosphate con-
eerns.

In the other regions expansion is less likely to be as
nearly universal as plans indicate it will be in the Mid-
dle East and southern and south-eastern Asia. In
Oceania, for example, the deterioration of the external
balance seems likely to have a restrictive effect on the
course of domestic capital formation. In Australia,
credit restraints are aimed at reducing total demand,
and government capital expenditure in the year end-
ing in mid-1961 has been budgeted at. a lower figure than
in the previous year. In New Zealand, the budget for the
year ending in March 1961 provided for a sizable
increase in capital expenditure, but here again, disin-
flationary measures began to dominate towards the end
of the period.

In Latin America efforts to restore external equilib-
rium also exercised a strong influence over policies at
the beginning of 1961. In Ecuador planned government
capital expenditure was cut back ; in Guatemala the rate
of public investment under the 1960-1964 development
plan was reduced below the level of the previous plan,
while in Brazil it is reported that "some decline in the
rate of growth is probable" at least until the purchas-
ing power of the cruzeiro has been stabilized.

ministrative changes that occurred in 1960 or are due
in 1961. In East Africa it is probable that more will
be invested in 1961 than in 1960: capita! budgets for
the year ending in mid-!961 were appreciably above
the level of the preceding year in Kenya and Uganda
and considerably higher in Tanganyika, while for the
1961/62 fiscal year substantial aid has been promised
by the United Kingdom. Ethiopia reports that "draw-
ings on foreign credits in 1961 are likely to be much
higher" than in 1960; and this presages a higher level
of capital formation. In West Africa the immediate
trend in investment is more obscure. The fall in cocoa
price has severely reduced the flow of development
funds in Ghana and Nigeria. In Ghana, where external
reserves declined in 1960 to the lowest level since 1952,
the Volta power and aluminium project is being inte-
grated into the existing development programme and
this may result in some temporary slowing down in
I961. In the former French territories an indication of
trend is given by the fact that French aid--which sup-
ports the development budgets in these countries--ap-
pears in the regular French budget for 1961 at much
the same figure-NF 670 million--as in 1960.

Elsewhere in Latin America, however, investment is
planned to recover or increase further. In Argentina,
road and house-building and private manufacturing are
likely to be the leading areas of expansion. In Ctfile
where investment lagged in 1960, a 55 per cent increase
in gross fixed capital formation is the target for 1961;
this is within the framework of a ten-year development
programme, adopted in November 1960, which is de-
signed to raise, permanently, the proportion of resources
devoted to investment, with considerable emphasis in
the early stages on agriculture. Venezuela also plans to
raise investment from the low level of 1960, chiefly by
expansion in construction. In Colombia the 1961 cap-
ital budget indicates a 16 per cent rise in investment;
as in Chile this is part of a longer-term plan to raise
the ratio of capita! formation to gross product. In Cuba
a five-year plan, inaugurated early in 1961, has set tar-
gets in a number of sectors; this should raise invest-
ment above the 1960 level despite reported shortages of
some materials and components occasioned by the dis-
ruption of established trade patterns. Mexico intends
to maintain the rate of expansion of recent years; the
pace is set by public investment plans, but the outcome
for the year will also depend on the volume of foreign
capital available.

In southern Africa the outflow of capital had been
brought under control by early in 1961 ; but an increase
in  domestic  investment  seems  far  from  assured.
Budgeted figures indicate a lower rate of public capital
formation in 1961 both in the Federation of Rhodesia
and Nyasaland and in the Union of South Africa. In
South Africa railway investment is being reduced, but
the impact of this may be offset by an expected rise in
the capital expenditure of other publicly-owned cor-
porations, particularly in energy and steel. The budget
introduced in March 1961 provided special incentives
to private investment, including a reduction in corpora-
tion tax rates and provision for accelerated deprecia-
tion, but the strain on the external account may pre-
vent this policy from exercising its intended effect: in
May interest rates were raised and the liquidity of the
commercial banks reduced.

fMPLICATIONS FOR INTERNAL BALANCE

In Africa, prospects are clouded not only by the bal-
ance of payments strains generated by high import ex-
penditure and a drastic decline in key export prices-for
cocoa, robusta coffee and merino wool, in particular-
but also by the flight of capital and by other economic
repercussions of the profound constitutional and ad-

The wide-spread growth in development expenditures
planned for 1961 is likely to increase still further the
magnitude-both absolute and relativev-of imports of
capital goods. It will also increase total domestic de-
mand and, hence, in some eases, reinforce the strains

on internal equilibrium. As a result of earlier deflation-
ary policies, better food crops and an enlargement of
industrial capacity, some primary exporting countries
may find it less difiieult to contend with such strains in
1961 than in earlier years. The extent to which sup-
plies can be increased, however, remains the critical
factor. An adequate increase in domestic output is by
no means assured, especially in those countries in which
the attempt to curb the growth of excessive monetary
demand has tended to inhibit economic activity. In-
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ttafionary forces remain powerful in many of these
countries and not all of them have had satisfactory
harvests.

The scale of any supplementary flow of supplies from
abroad depends on the state of external balance and in
most primary exporting countries this remains pre-
carious. With the means of payment severely limited

and with the highest priority being accorded to im-
ports of materials to keep the economy running and

equipment to expand and extend its productive capacity,
the scope for increasing the flow of goods to match the
rise in money incomes is closely circumscribed. Hence,
the state of internal balance is also likely to remain

precarious.



Chapter 5

RECENT TRENDS IN CENTRALLY PLANNED ECONOMIES

The average pace of economic expansion in the cen-
trally planned economies slackened somewhat in 1960
as compared with 1959, but it remained at approxi-
mately the level of the latter part of the nineteen fifties.
The slackening was due largely to a decline in the rate
of growth of national income in mainland China, Bul-
garia, Hungary and Romania. In Poland and the Union
of Soviet Socialist Republics, national income increased
at virtually the same rate as in 1959 and in Czecho-
slovakia, at a higher rate.

The rate of growth in industrial production increased
in Czechoslovakia, Hungary, Poland and Romania, but
it declined slightly in the Soviet Union and to a greater
degree in Bulgaria, Eastern Germany and especially
mainland China. The latter country, nevertheless, con-
tinued to record the highest rates of growth among the
centrally planned economies.

Developments in agricultural output were far less
favourable than those in industrial production. Farm
production declined in mainland China and Hungary
and the rate of increase in output was considerably
reduced in Bulgaria. In the Soviet Union, where out-

put had remained stationary in 1959, and in Poland
and Czechoslovakia, where it had fallen somewhat, pro-
duction increased in 1960.

Investment activity decelerated in most countries ; an
exception was Romania where it accelerated substan-
tially. In the Soviet Union, the rate of increase in fixed
investment remained almost unchanged. In some coun-

tries the rise in retail sales also slackened very sub-
stantially, but in the Soviet Union and Romania, it
increased at a higher rate than in 1959,

The over-all balance between supply and demand
improved in some countries and prices of consumer
goods were consequently reduced; in most of the other
countries, the balance was generally maintained, though
in some certain pressure continued to be felt, either on

total supplies or on supplies of specific goods. At the
same time, the supply of some goods exceeded demand
and involuntary stock accumulation occurred. In main-

land China, the pressure of demand upon supply seems
to have increased in 1960, especially with respect to
food.

Agricultural production

In spite of bad weather in the early part of the year
and heavy rains during the harvest season, gross agri-
cultural output increased in 1960 in Bulgaria, Czecho-
slovakia, Poland and the Soviet Union. It fell, however,
in mainland China, Hungary and apparently also in
Eastern Germany. In general, the results attained were
much better in crop production than in the production
of livestock and animal products (see table 6-1).

In the Soviet Union the small increase in agricultural
output was due to the recovery of crop production from
its 1959 decline. This increase was far below the average
annual rate of almost 8 per cent foreseen by the seven-
year plan. Since the annual rate during the first two
years amounted to about one per cent, the fulfilment
of the seven-year plan for agriculture would require an
average annual rate of increase in output of more than
10 per cent during the remaining five years of the plan.

In mainland China, where output had increased in
1958 and 1959, the fall in 1960 was attributed largely
to natural calamities. Crops on over half of the area
under cultivation were reported partly or wholly de-
stroyed by unprecedented drought, typhoons and floods.

A common feature in 1960 was the generally better
performance in production of crops than of livestock
and animal products. In Czechoslovakia and Poland,
crop production increased by 12 per cent and 9 per
cent, respectively, whereas the output of livestock and
animal products expanded by only about one per cent
in both countries. Similarly, in Eastern Germany the
performance of crop production seems to have been
better than that of animal husbandry. In the Soviet
Union the rise in crop production appears to have been
accompanied by a slight fall in the output of livestock
and animal products, while in Hungary the former ap-
parently declined less than the latter.

Data relating to the production of major crops are
presented in table 6-2. In three countries, Bulgaria,
Hungary and Romania, grain output fell. In Poland it
remained at about the peak level attained in 1959, and
in Czechoslovakia and the Soviet Union it increased by
about 4 and 5 per cent, respectively. In the latter coun-
try, grain output nevertheless remained more than 10 per
cent below the peak level reached in 1958. The output
of sugar-beets generally rose steeply in 1960, exceeding

217
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Table 6-1.  Indices of Agricultural Production

(Preceding year =100)

Coantry and ilem                        t956          1957          1958           1959          t960

Bulgaria
Gross agricultural output  ............  93.6      115.5       99.3      118.0      102.0

Crops  ............................  91.4      122.5       93.6      125.8        ...
Livestock and animal products  .......  98.0      105.3      111.4 104.4        ...

Czechoslovakia                                                     °
Gross agricultural output  ............  102.4       99.4      102.5       98.9      107.0ÿ

Crops  ............................  99.2       96.1      104.6       95.2      112.0a
Livestock and animaloproducts  .......  106.6      103.5      100.3      103.4      lb1.2ÿ

Eastern Germany
Gross agricultural output  ............  96.6

Hungary
Gross agricultural output  ............  87.5

117.1             109.2            103.7

113.4      105.5      106.0

Poland
Gross agricultural output  ............  107.4      104.1      103.0       99.0

Crops  ............................  108.1       101.9       102.0        98.6
Livestock and animal products  .......  106.4      107.6      104.3       99.7

Romania
Gross agricultural output  ............  80.3      124.4       85.2      121.1

Crops  ............................  74.7       134.8        78.4       128.8
Livestock and animal products  .......  93.5      104.9      101.7      106.8

USSR
Gross agricultural output  ............  113.5      102.1      110.7      100.0

Crops  ............................  114.8        98.5       114.6        95.6
Livestock and animal products  .......  110.6      110.7      104.6      106.3

China (mainland)
Gross agricultural output  ............  105.0 103.5      125.0      117.0

95.0

105.4
108.8
100.7

102.0b
104.0b
99.0b

Source: Reports on fulfilment of plans; national
statistical yearbooks and statistical bulletins.

Data announced in the report on the fulfilment
of the plan for 1960. However, according to the
reply of the Government of Czechoslovakia to the
United Nations questionnaire of November 1960

on economic trends, problems and policies, agri-
cultural output rose by 6.5 per cent, crops by
6.8 per cent and livestock and animal products by
2.3 per cent.

b Estimated on the basis of incomplete data.

the previous year's production by as much as 40 per
cent in some countries. The potato harvest in Czecho-
slovakia and the Soviet Union was poorer than in ]959,
but in Poland it was higher. Data on output of crops
are not available for Eastern Germany but average
yields of most crops increased substantially.

Statistics concerning crops yields are presented in
table 6-3. In Hungary and Poland, in contrast to Eastern
Germany, Czechoslovakia and Bulgaria, the yields of
wheat per hectare declined in 1960, although they re-
mained far above the average for the period 1954-1959.
Sugar-beet yields increased markedly as compared with

Table 6-2.  Output of Major Crops

(Thousands of tons)

Coanlry                 Average
1955-1958

Grainsÿ                                   Sagar-beeÿ

Average
1959         t960         !955-1958     1959       1960

Polatoes

Average
!955-1958     1959

Bulgaria  .................  3,700     5,000     4,800
Czechoslovakia  ...........  4,962     5,515     5,760

Eastern Germany  .........  5,944     5,948
Hungary  .................  3,228   3,702b   313"1]b

Poland  ..................  12,558    14,123    14,242

Romania  .................  8,699    10,632      9,800

USSR  ...................  113,200   125,900   133,200

900   1,400   1,600     250    400
6,012  4,946  8,404    8,240  6,334  5ÿ2"54
6,086    4,659    ...       13,261   12,436    ...
2,012  2,680          2,364  2,366
7,342   5,975  16,2'20   34,128  35,698  3;/,'%6
1,740    3,440    3,400      2,703    2,896

35,489  43,942  56,900   83,425  86,561  84ÿ(J00

!960

Source: Reports on fulfilment of plans; national statistical         a Wheat, rye, barley, oats and corn.
yearbooks and bulletins; Pravda (Moscow), 21 January 1961.         b Excluding corn.
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Table 6-3.  Yield of Major Crops
(Quintals per hectare)

Country
Wheal                                Sugar-beets

Average                                   Averaffe
!955-t958   t959     1960         195ÿ-1958     !959        1960

Potatoes

Average
t95ÿ-!958     t959 !960 .

Bulgaria  ......................  14.2    17.3ÿ   !9.0a       166.0    216.7    238.5
Czechoslovakia  ................  19.3    22.9    23.1        270.4    205.6    347.0

Eastern Germany  ..............  29.7    32.5ÿ   35.6ÿ       282.3     198.9    298.4

Hungary  ......................  13.8    17.1     16.9        191.3    219.5
Poland  .......................  14.8    17.3    16.9       201.0    159.0    2{ÿ5.'0

Romania  ......................  9.9    13.4    ...        131.3    171.1      ...
USSR  ........................  13.1ÿ   15.2a   ...        174.0    159.0     ...

80.6    102.7
132.3   108.7   92:3
164.2    161.3    192.4
101.3    102.8
125.6   128.0 lai.o
103.3    103.6     ...
90.0     91.0     ...

Source: Reports on fulfilment of plans; national statistical yearbooks and bulletins.
a Winter wheat only.

both ]959 and the 1954-1958 average. Potato yields fell
in Czechoslovakia but rose in Eastern Germany and
Poland.

The rise in livestock production in 1960 was restrained
in most countries by a shortage of fodder. This shortage
resulted from the drought that had affected the area for
two consecutive years, particularly in Hungary and
Eastern Germany. in addition, in the countries ac-
celerating the collectivization drive, especially the two
countries just mentioned, output may also have been
affected by initial dittÿculties in organizing animal hus-
bandry on the collective farms. In the past, the initial
phase of collectivization was commonly accompanied
by a temporary fall or deceleration in the rate of growth
of livestock production owing to increased rates of
slaughtering of privately owned stock and to the re-
duced care given to the collectively owned stock by the
peasants joining the collective farms.1

rose by !6 per cent (see table 6-4). In Czechoslovakia
the number of cows and sheep fell, but the number of
all cattle rose by about 2 per cent and that of pigs by
5 per cent. In Eastern Germany the increase in the num-
ber of cattle was greater than that in Czechoslovakia
and that of pigs smaller, while the number of sheep
fell. In Bulgaria, Poland and the Soviet Union, the num-
ber of cattle rose by 51 4 and 2 per cent, respectively,
and the number of pigs increased by 8, 13 and 10 per
cent.

The output of livestock products increased substan-
tially only in Romania, where the production of meat
rose by 7 per cent and that of milk by ]4 per cent. Meat
output rose by 2 per cent in Poland and 3 per cent in
Czechoslovakia, but fell by 8 per cent in Bulgaria and
2 per cent in the Soviet Union. Milk output remained
almost istationary in all countries except Romania.

In Hungary the number of cattle fell by about 2 per
cent, the number of pigs by 14 per cent and the number
of horses by more than 12 per cent, but that of sheep

The timing of slaughtering may be an important factor. If
the dates of slaughtering are advanced, the live weight of the
slaughtered livestock will fall.

The changes in the volume of agricultural produce
procured by the government agencies were, in most
countries, not directly influenced by changes in output.
As shown in table 6-5, the procurement of grain in
Czechoslovakia rose by 5 per cent in 1960--that is, by
somewhat more than the 4 per cent rise in output--but
in Hungary it increased by 6 per cent, although output

Table 6-4.  Indices of Livestock Numbers and Production of Animal Husbandry, 1960

(Preceding year = 100)

Number of

Country                       Callleÿ
Pigsÿ

Tolal       Cows

Production of

Sheepÿ            Meat       Milk       Eggs

Bulgaria  ...............  105.4    104.1
Czechoslovakia  .........  102.0     98.8
Eastern Germany  .......  104.8    100.8

Hungary  ...............  98.3      98.6
Poland  ................  104.1     97.7

Romania  .................
USSR  .................  102.1   16310

108.0    101.6         91.7    100.0    127.7
104.8     88.9        103.0    101.6    104.4
103.5     93.0  .........

86.0  116.1
112.5   96.9     10"117   1()010   1()718

106.6    113.6
l{DI7   ÿ)716      97.7   99.5  16311

Source: Reports on fulfilment of plans; national
statistical yearbooks and bulletins.

Livestock data based on livestock counts during

the following months: Eastern Germany, Septem-
ber;  Hungary,  March;  Poland,  June;  USSR,
Czechoslovakia and Bulgaria, January.
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Table 6-5.  Indices of Procurement of Major Agricultural Products

(Preceding year = 100)

Grain                   Meal                   Milk                   Eggs
Counlry

!959            1960                     1959            !960                      t959            1960                     !959            1960

Bulgaria  .................  104
Czechoslovakia  ...........  i05     103

Eastern Germany  .........
Hungary  .............  107   i6d     iii
Poland  ...............  116     85         94
USSR  ................  82     98       132

82       142    116        97    164
107       ...    103       106    103
110              105       105    123
103     i66   103     112   86
100       107    100       120    115
105       113    105       ]27    114

Source: See table 6-1.

declined. In the Soviet Union, where output increased
by about 5 per cent, procurement was 2 per cent lower
than in 1959, while in Poland it fell by 15 per cent,
despite the fact that there was no change in the level
of output. The reduction in procurement relative to the
output of grain in the Soviet Union and Poland was
partly determined by a wish to increase the proportion
of grain left on the farms, in order to increase the sup-
ply of fodder and thus raise the output of livestock and
animal products. In the Soviet Union, for example, cer-
tain regions were temporarily exempted from the obli-
gation to deliver grain to the state agencies.

many, where the tractor stock of the state and collective
farms increased by 50 per cent over 1960. Although a
large part of this increase may reflect only the transfer
of tractors from private to collective ownership, there
is little doubt that the total stock rose, even if to a con-
siderably smaller degree. In the Soviet Union the num-
ber of tractors delivered to agriculture rose by ]3 per
cent, from 234,000 in 1959 to 266,000 in 1960, while
deliveries of tractor-drawn seeders more than doubled.
On the other hand, deliveries of trucks, harvesters and
tractor-drawn ploughs and cultivators fell?

Bulgaria was the only country in which meat pro-
curement was lower in 196'0 than in 1959, the decline
amounting to 18 per cent as compared with a fall of
only 8 per cent in the volume of output. This was due
largely to a government decision to reduce delivery
quotas in order to avoid a fall in livestock numbers and
to lay the ground for acceleration in the growth of meat
output in the future. In Poland the procurement of meat
remained at the same level as in 1959, while output rose.
In the other countries, where meat procurement in-

creased, the output of meat either fell, or increased by
a smaller percentage than procurement. In most coun-

tries the procurement of milk and eggs increased in
relation to output, the rise being considerable in the
ease of eggs. Czechoslovakia and Hungary were excep-
tions, procurement of eggs rising by less than output
in the former country and falling by 14 per cent in the
latter.

The supply of producer goods to the agricultural
sector increased during 1960 in all centrally planned
economies. The amount of fertilizer made available rose
by 5 per cent in Czechoslovakia and by 15 per cent in
Poland. In most countries there were also significant
increases in the quantity of machinery and equipment
delivered to agriculture. In Romania, for example, the
number of tractors supplied to agriculture increased by
some 53 per cent, from 7,250 in 1959 to 11,500 in 1960.
Czechoslovakia reported a 20 per cent increese in the
quantity of farm machinery delivered to ag   dture. In
Poland the stock of tractors rose by mor,   .an 8 per
cent. Similarly, the supply of agriculturÿ   ÿachinery
and equipment increased substantially in Eastern Ger-

The difficulties encountered in raising agricultural
production in accordance with government plans were
reflected in policy measures designed to accelerate the
expansion of agriculture or to reduce the effect of
natural calamities. In mainland China the efforts in-
tended to overcome the effect of the fall in the harvest
included an enlargement of the acreage under late
autumn crops, transfer of manpower from the cities to

the countryside and bringing new land under the plough.
During the first half of 1960 the cultivated land was in-
creased by at least 3.3 million hectares or about 3 per
cent. There was also a further reappraisal of the policy
of collectivization, continuing a trend which began in
1959. The role played by the "communes" was further
restricted in favour of "productive agricultural bri-
gades", essentially similar to the collective farms exist-
ing in other countries. Brigades which formerly were
to be closely integrated into the "communes" became
independent economic and financial units. The man-
power employed by the communal enterprises was con-
siderably  reduced and the  released workers were
transferred back to the brigades. In order to stimulate
incentives to work, the members of the brigades were
to receive about 70 per cent of their pay in money and
were to be permitted to retain small plots of land for
raising food for their own consumption.

In the Soviet Union the efforts to accelerate agricul-
tural production were directed towards increasing agri-

2 The number of trucks delivered fell from 77,000 in 1959. to
66,000 in 1960; that of harvesters from 57,000 to 54,000; ploughs
from 144,000 to 141,000 and cultivators from 122,000 to 80,000.
Deliveries of seeders rose from 52,000 to 107,000; of grain com-
bines from 52,000 to 55,000 and of tractor-drawn rakes from
15,000 to 24,000.
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cultural investment and creating additional incentives
for agricultural producers. According to official opinions
expressed during recent meetings of the Central Com-
mittee of the Communist Party, the slow rate of increase
in agricultural production cannot be attributed exclu-
sively to adverse weather conditions in 1'959 and 1960.
Other reasons were the short supply of machinery,
building materials and fertilizer, as well as inadequate
incentives for agricultural producers. In order to stimu-
late agricultural investment and output, several mea-

sures tending to raise the profitability of collective farms
were prepared. Prices charged on sales to collective
farms of agricultural machinery, equipment and fer-
tilizer were lowered in degrees ranging from 9 per cent
for tractors to 40 per cent for spare parts and gasoline.
It was decided to increase the supply of agricultural
machinery  and  fertilizer  substantially beyond  the
amounts foreseen in the seven-year plan. At the same

time it was decided to grant substantial tax reductions
to agricultural producers, to lower interest rates on
long-term and short-term loans, and to defer for five
years the repayment of loans previ'ously granted to
collective farms. The anticipated cumulative effect of
these measures has been estimated at about 9 billion
roubles per year, or some 7 per cent of the gross money
income of collective farms in 1959. In addition, a far-
reaching reorganization of supply agencies is to im-
prove the delivery of machinery, repair parts, fertilizers

and other goods to collective farms. In order to elimi-
nate those elements of instability in the work of col-
lective farms that are caused by the annual changes in
their delivery quotas, and to enable them to plan their
output for longer periods, it was decided that the con-
tracts for delivery of agricfiltural produce should en-
compass a period of up to five years. It should also
specify the volume of deliveries and their timing, the
officially fixed prices, and the advances to be extended
to the collective farms during the period of the contract.

The collectivization drive, which in several countries
was intensified in 1959, continued in 1960. In Eastern
Germany the share of state and co-operative farming
rose from about 36 per cent of the total area in 1958
to 46 per cent in ]959 and about 90 per cent in !960.
In Hungary the share of the state and co-operative
sectors, which declined in 1957, rose from 29 per cent
in 1958 to 53 per cent in 1959 and reached about 80 per
cent in !960. Similarly, in Romania the proportion of
land cultivated by the state and collective farms rose
from 55 per cent in 1958 to 74 per cent in 1959 and
84 per cent in 1960. In Bulgaria and Czechoslovakia,
where these two sectors had already accounted for more
than 85 per cent of the cultivated area, further increases
in their share in 1960 were relatively small. In Czecho-
slovakia, the structural changes consisted mostly of
further agglomeration of the collective farms into larger
units.

Industrial production

Unlike agricultural output, industrial production con-
tinued to increase rapidly in all centrally planned
economies in 1960. The rates of growth, as indicated in
table 6-6,. ranged from 8 per cent in Eastern Germany

to 19 per cent in mainland China. The average rate of
increase in the European centrally planned economies
was only slightly lower than in 1959.

In mainland China, although the rate of increase in

Table 6-6.  Indices of Industrial Productionÿ
(Preceding year = 100)

1960
Country                        1957          1958          1959          1960        (planned)

Bulgariab  ...........................  115.9       115.0       120.4       113.4       115.3

Czechoslovakia  ......................  110.2       111.3       110.9       111.7       110.2

Eastern Germany  ....................  107.7       111.2       112.0       108.3       107.9
Hungary  ............................  111.8       112.9       110.8       112.5       108.0

Poland  ..............................  109.5      109.8      109.0      110.9      107.6
Romania  ............................  108.5       109.5       110.2       116.9       114.0

USSR  ..............................  110.0      110.0      111.0      110.0      108.1

Total, above countries  109.8      110.3      111.1      110.3
China (mainland)  ....................  107.1    166.2    139.3    119.0ÿ   12910

Source:  Reports on the fulfilment of plans;
national statistical yearbooks and bulletins.

For the Soviet Union, CMna (mainland), East-
ern Germany and Czechoslovakia, total industry;
for Bulgaria, Poland and Romania, state and co-
operative industry; for Hungary, state industry
only. Group indices are weighted averages of coun-
try indices. The weights used were the averages of
the ratios of output of electric energy and indus-
trial employment in each country in 1956 to the
totals of the group. These indices should be con-
sidered  only  as  broad  approximations  of the
changes in aggregate output.

b The indices for the years 1957 to 1959 refer to

total industry and are not comparable with the
indices for 1960, which refer only to "planned
industry" since 1960 data for total industry are
not available. The announced percentage increases
for industrial production in "planned industry" in
1959 was 24.9 per cent.

c According to People's Daily (Peking), the aver-
age rate of increase of industrial output in the
eriod 1958-1960 amounted to 40per cent annually.
ince the ratios in 1958 and 1959 were known to

be 66.2 and 39.3 respectively, it follows that the
rate of increase was in 1960 approximately 19
per cent.
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industria! production declined by as much as 20 per-
centage points in !960, it nevertheless remained the
highest of the group. In most countries industrial pro-
duction exceeded the planned quotas; but in Bulgaria
and, even more so, in mainland China, it failed to
achieve the targets set for 1960-in the latter country
by 10 percentage points. This discrepancy between plans
and achievements in mainland China reshlted in part
from exceptionally poor weather, which impeded the
growth of all sectors of the economy but was especially
important in industries depending on agricultural raw
materials. The output of consumer goods, as shown in
table 6-7, rose by only 8 per cent as compared to the
240 per cent increase set by the plan.

however, it was decided towards the end of 1960 to
accelerate the rate of expansion of consumer goods out-

put relatively to that of producer goods.

As in the preceding years the output of producer
goods increased everywhere at a higher rate than that
of consumer goods, although the difference between the
relative rates of increase in these two sectors was in
most countries smaller than a year earlier. Among
countries for which complete data are available, the
only exceptions were mainland China and the Soviet
Union, where the reverse was true. In the latter country,

A common characteristic of industrial growth in the
centrally planned economies was the tendency for the
output of engineering, chemicals and, in most countries,
construction materials to expand at a substantially
higher rate than producer goods as a whole (compare
table 6-8 with table 6-7). As compared with the pre-
ceding year, the growth of output in the engineering
industries accelerated significantly in Hungary, Poland
and Romania but slackened in Bulgaria and Eastern
Germany. The output of the chemical industry expanded
at a faster rate than in 1959 in the Soviet Union, Hun-
gary and Poland. [n all countries, the output of fertilizer
increased substantially in 1960.a Within the engineer-
ing industries, the pattern of change in 1960 varied
considerably from country to country. In Eastern Ger-
many the highest rates of increase were achieved in the

3 In Bulgaria by 34 per cent, in Eastern Germany (phosphate
fertilizer) by 19 per cent and in Poland by 11 per cent.

Table 6-7°  Indices of Output of Producer and Consumer Goods

(Preceding year = 100)

1960
Country and item             1956          1957          1958          1959          1960         (planned)

Bulgaria
Producer goods  .........  116.7      112.3      117.0      126.0

Consumer goods  .........  113.3       119.0       113.5       116.0

China (mainland)
Producer goods  .........  142.0       112.0       203.0       143.3
Consumer goods  ........  122.0       102.0       134.0       134.0

Czechoslovakia
Producer goods  .........  110.8       110.1       111.8       112.9
Consumer goods  ........  108.1       110.3       110.6       107.7

Eastern Germany
Producer goodsb  ........  108.5       107.5       112.3       114.2

Consumer goods°.  .......  103.2       107.8       109.6       109.4

Hungary
Producer goodsb  ........  93.1       109.0       118.4       112.7

Consumer goods°.  .......  89.0       115.0       106.8       107.8

Poland
Producer goods  .........  110.6      107.8      109.1      113.2
CQnsumer goods  ........  107.2       112.2       110.8       104.9

•..       118.0

•..       113.0

126.0ÿ     132.0
108.0ÿ     124.0

113.1      112.0
109.6      107.1

108.7
...     103:4

114.3      li0.0
109.5      106.0

111.5    107.9
110.3    107.2

komania
Producer goods  .........  114.3       109.4       110.1       114.4
Consumer goods  ........  106.2       106.7       108.8       104.4

114.6
113.0

USSR
Producer goods  .........  111.9       111.0       111.0       112.0       111.0       108.8
Consumer goods  ........  109.4       108.0       107.0       110.3       107.0       106.4

Source: See table 6-1.                                   b Heavy industry.
Estimated.                                            c Light industry.
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Table 6-8.  Indices of Output of Some Major Branches of Producer Goods

(Preceding year = 100)

Industry

Country                       Engineeringa                     Chemical

1959          t960          1959          1960

Conslruclion malerials

1959          t960

Bulgaria  ..................  143.2       124.0
Czechoslovakia  ...........  116.0       116.0
Eastern Germany  ..........  118.5       110.4

Hungary  ................  ,.  114.7       119.2

Poland  ...................  113.3       116.0
Romania  .................  115.6       122.0

USSR  ...................  115.0       116.0

126.0      118.0      144.4      115.6
116.0      114.2      116.5      116.5
110.0
113.0    11g:4    li8:3    11():6
118.5      120.0      113.5      109.0
120.4b      116.0b      104.0
109.0b    1!2.0b    123.0    118:0

Source: See table 6-1.
For Bulgaria, Eastern Germany, Romania and

the Soviet Union, engineering and metal-working
industries.

b Chemical and rubber industries.

production of consumer durables.4 In Czechoslovakia,
Hungary and Poland the greatest expansion occurred
in the output of industrial and electrical machinery2
In the last two countries particular attention was de-
voted to the production of machinery and equipment
for export. In Hungary these exports increased by 24
per cent in ]960 and accounted for about half of the
increment in export receipts during that year, while in
Poland they accounted for 22 per cent of the increment.
In the Soviet Union, in accordance with the priorities
assigned by the five-year plan, the highest rates of in-
crease were attained in the output of chemical equip-
ment, in equipment for oil extraction and in consumer
durables. The output of several kinds of agricultural
equipment declined for a third consecutive year, but
that of tractors, self-propelled grain combines, win-
nowers and tractor-drawn mowing machines increased

by from 5 to 12 per cent. In Bulgaria, the high rates of
growth in output of agricultural machinery were largely
influenced by the further mechanization of agriculture
and the desire to reduce the country's dependence on
imports of agricultural equipment.

Table 5-9.  Indices of Output of Fuel, Power and
Selected Basic Materials

(Preceding year =100)

Other easlern European
USSR               counlries

Ilem
1959     1960      1959       1960

Coal  ...............  102    101    10!.8ÿ   102.2-

Crude oil  .............  114    114    102.4    102.3

Natural gas  ..........  125    127    111.8    113.6
Electric power  ........  112    110    109.8    110.3
Pig-iron  .............  109    109    111.5    109ÿ6
Rolled steel  ..........  109    108    108.5    112.0

Cement  .....  ..:  .......  116    117    114.0    114.8
Mineral fertilizer  ......  104    107    116.0      . . .

4 The output of television sets, refrigerators and washing ma-
chines in Eastern Germany was higher in 1960 than the com-
bined output in 1955-1958.

s In Poland the highest rates of increase were achieved in the
production of the following items: shipbuilding, 36 per cent;
agricultural machinery, 39 per cent; electro-technical equip-
ment, 23 per cent; transport equipment, 20 per cent.

In most cases the expansion of output of fuels, power
and basic materials, indicated in table 6-9, proceeded
at a smaller rate than that of engineering and chemicals.
In the eastern European countries the rate of expansion
of coal and crude oil remained practically unchanged
in 1960, the rate for coal amounting to about 1 to 2
per cent. The output of natural gas expanded in both
1959 and 1960 at a much higher rate than the total
output of fuel and power, and its rate of increase ac-
celerated during the last year both in the Soviet Union
and in the other countries taken as a whole. In the Soviet
Union the rate of expansion of the coal industry has
declined during the last three years, reflecting a shift

Source: See table 6-1.
Hard coal, brown coal and lignite on a ton-to-ton basis.

in priority towards oil and natural gas. The share of
these latter two fuels in the total fuel supply of the
Soviet Union rose from 34.5 per cent in 1959 to 38.2
per cent in 1960.ÿ In mainland China the output of coal
increased by about 20 per cent in 1960, reaching a total
of 420 million tons. Although this rate of increase ap-
proximately equalled that of total industrial production,
it remained substantially below the rising fuel require-
ments of the producer goods industries and of other
sectors of the economy. Pig-iron production increased
in the Soviet Union by 9 per cent in 1959 and again in
1960, while in the remaining countries the rate of in-
crease fell from about 12 per cent in 1959 to 10 per
cent in 1960. In contrast, the rate of growth in the out-
put of rolled steel accelerated in these countries in 1960,
whereas in the Soviet Union it decelerated slightly.

The changes in the output of selected consumer goods
shown in table 6-10 indicate that both in 1959 and in
1960 the highest rates of increase were achieved in the
production of durables. The decline in the output of

The seven-year plan foresees that the share of crude oil and
gas in the fuel balance should increase to 51.3 per cent by 1965.
The output of oil and gas in the first two years of the plan in-
creased in accordance with the planned schedule.
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Table 6-10.  Indices of Output of Selected
Consumer Goods, 1959 and 1960

(Preceding year = 100)

resulted from government decisions taken in anticipa-
tion of changes in demand for these goods.7

Other eastern
USSB          European countries

Item

In most countries the rise in industrial production
was achieved mainly or entirely through substantial in-
creases in output per man (see table 6-11). In Eastern

1959     1960        f959     19GO

Passenger cars  ........  .  102    111      126    123
Motor cycles  ..........  125ÿ    ...       115    113b

Bicycles  ..............  90              109
Washing machines  .....  134   i32    128   i,64
Radios  ...............  103    103       96     89
Television sets  ........  131    135      169    143
Refrigerators  ..........  118    124      142    141

Sugar  ................  111     106        91    105b
Meat  .................  112o   105¢      99    102
Butter  ...............  110o   102c     102    108b

Shoes  ................  109    107       129    109d
Cotton fabrics  ..........  107    105      108    104

Woollen fabrics  ........  108    106       107    103
Silk fabrics  ......  ..  .....  96    102      108    105

Source: Reports on fulfilment of plans; national statistical
bulletins.

Including motor scooters.
b Excluding Eastern Germany, for which data for 1960 are

Germany and Poland industrial employment remained
stationary and the rise in production was achieved al-
most entirely through increases in output per man. Only
in Bulgaria did employment increase at a much higher
rate than output per man. In the Soviet Union, these
two factors contributed about equally to the increase
in production ; both increased by about 5 per cent. How-
ever, output per man-hour increased by 10 per cent, the
difference being due to a 5 per cent reduction in average
working hours, in Poland and Romania the rate of in-
crease in output per man rose from about 7 per cent

in 1959 to 11 per cent in 1960. In the remaining eastern
European countries the growth of output per man either
slowed down or exceeded only slightly the rate achieved
in 1959.

In mainland China, judging from the transfer of
not available.

c Industrial output only.
a Excluding Romania, for which data for 1960 are not

available.

manpower from industry to agriculture, there was ap-
parently an increase in the output per man of industrial
workers. In 1958 and 1959 the rapid increase in indus-
trial employment seems to have been associated with a

radios as well as the reduction in the rate of increase
in the production of textiles and shoes seems to have

7 By and large, the production targets for these goods were
achieved in most countries.

Table 6-11.  Indices of Industrial Employment and Output per Man

(Preceding year = 100)

1960
Country and item             1956          1957          1958          t959          1960        (plaaned)

Bulgaria
Industrial employment..    105.2
Output per man  .........  107.2

115.1      107.0      116.9      110.7      109.0
99.3      107.1      103.0      102.7ÿ     105.7

Czechoslovakia
Industrial employment..    102.4
Output per man  .........  106.8

103.7            103.6            103.5            104.4            102.7
106.3      107.4      107.1      106.9      107.3

Hungaryb
Industrial employment..    102.1
Output per man  .........  89.0

Romania
Industrial employment..    101.6
Output per man  .........  108.7

USSR
Industrial employment..   104.0
Output per man  .........  107.0

Poland
Industrial employment..    104.2
Output per man  .........  104.7

Eastern Germany
Industrial employment..     96.7
Output per man  .........  109.9

103.6      102.6      102.1      100.1       ...
103.9      108.7      110.0      108.2       ...

100.9      104.0      106.1      106.5      104.0
111.3      108.0      104.7      105.6      104.0

103.5      101.0      101.4      100.1      100.1
105.8      108.4      107.6      110.8      107.0

100.2            103.6            103.8            105.3             103.0
108.2      105.8      107.0      111.0      111.0

103.0    102.6    103.4    104.8
106.5    106.0    107.4    105.0    105:0

Source: See table 6-1.                                    b State industry.
a Output per production worker.
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fall in average output per man resulting from .lack of
skill on the part of newly employed labour; in many
instances the new workers served as trainees rather than

as production workers. But even apart from this, the

number of workers hired during that period consider-
ably exceeded requirements. The reduction of this re-
dundant labour force seems to have been a factor raising
the average output per man in industry in 1960.

National income, investment and retail trade

The rate of increase in national income in 1960 was
the same as in 1959 in the Soviet Union but it was higher
in Czechoslovakia and lower in all other countries. The
decline in growth rate was very small in Poland but
more significant in Hungary and Romania, and espe-
cially marked in Bulgaria. In mainland China, for
which comprehensive data are not available, the slack-
ening in the expansion of industry and the fall in agri-
cultural  production probably reduced the rate  of
increase in national product very sharply. In all coun-
tries, except in Czechoslovakia, the actual rates of in-
crease achieved in 1960 were lower than the rates
planned for that year. These differences were significant
in Hungary and Romania, and especially great in Bul-
garia and mainland China (see table 6-12).

vestment was slight, but in the latter, it was significant.
In the Soviet Union, the slight under-fulfilment of the
investment plan was largely due to the fact that de-
liveries of machinery and equipment were 5 per cent
lower than planned; the construction targets came close
to being fulfilled.

In most countries, fixed investment increased at a
considerably slower rate than in 1959, the greatest de-
celeration occurring in Bulgaria and in Hungary-by
27 and 31 percentage points, respectively. In the Soviet
Union, the rate of increase in investment remained
practically unchanged. The only country where invest-
ment accelerated in 1960 was Romania, where the rate
of increase rose from about 17 per cent in 1959 to
26 per cent in 1960. A slackening in the rate of growth
in investment was provided for in the plans of most
countries, but, in fact, the rates actually achieved were
in most eases lower than anticipated. In the Soviet Union
and in Romania, the plan for 1960 provided for an
acceleration of investment; in the former country the
difference between planned and actual increase in in-

The allocation of investment by industrial branch
underwent significant changes in most countries in 1960.
In the Soviet Union the changes in the rates of increase
in investment in 1959 and 1960 are shown by the fol-
lowing indices (preceding year = 100) :

1959       1960
Chemical industry  .....  .  ...............  159.0    133.0

Metallurgical industry  .................  122.0    112.0
Oil and gas industry  ...................  114.0    110.0
Electric power stations  ................  104.0    104.0

Machine building industry  ..............  139.0    123.0

Building materials  .....................  116.0
Timber, paper and wood-workingindustries  li710    106.0
Light industry and food industry  ........  134.0    115.0
Transport and communications  ..........  121.0    112.0

Agriculture ÿ.  ........................  87.0    119.0
Cultural and health services  .............  118.0    120.0

State investment, excluding investment of collective farms.

There was a sharp deceleration in the growth of in-
vestment in the chemical and metal industries, as well
as in engineering, light industry and food production.
State investment in agriculture increased by 19 per
cent in 1960, whereas in 1959 it fell by about 13 per
cent. It should be noted that, despite the deceleration
in investment in almost all industries listed in the table,

Table 6-12.  Indices of National Income, Retail Sales and ÿnvestmentÿ

(Preceding year = 100)

Coantry              1958

National income                                 Retail sales                              Investmentb

1959      1960      1960         1958      1959      1960      1960        1958      1959       1960
(planned)                                  (planned)

Bulgaria  .............  106.8   121.6   107.0   121.5     110.7   118.9   111.6   114.2
Czechoslovakia  .......  107.9   106.0   108.8   106.0     101.1   107.2   107.4   102.7
Eastern Germany°.  ....  110.9   108.5                      109.6   110.2   107.0
Hungary  .............  106.2  108.0  lb515  109.'9   104.6  112.6  110.0  lb512
Poland  ..............  105.6   105.3   105.0   105.7     105.4   110.4   102.0   105.0
Romania  .............  103.4   113.1   108.0   112.5      98.3   106.0   115.7   106.0
USSR  ...............  111.3   108.0   108.0   109.0     106.2   108.0   111.0   107.0

114.5   148.0   121.2
113.7   119.6   112.6
116.9   115.4   109.0
115.3   140.8   110.0
110.7   117.2   106.5
109.1   116.7   126.4
113.6      112.0      111.5

Source: National statistical yearbooks; i:eports on fulfilment
of plans and replies of Governments to the United Nations
questionnaire of November 1960 on economic trends, problems
and policies.

In constant prices except where otherwise indicated.
b For Bulgaria, centrally planned investment; for Czecho-

slovakia, Eastern Germany and Poland, total investment; for
Hungary, Romania and the Soviet Union, state and co.operatlve
investment. Figures for Czechoslovakia are of a somewhat
narrower coverage than those given in United Nations, lrlorld
Economic Survey, 1959 (Sales No.: 60.II.C.1).

c In current prices.
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total state investment increased at approximately the
same rate in 1960 as in 1959.s

Changes in the rates of increase of investment in
various industries in other centrally planned economies
are shown in table 6-13. It appears from these data that,
as in the Soviet Union, the share of agriculture in total
investment increased in Bulgaria, Hungary and Poland,
but it fell in Romania and Czechoslovakia. In the first
two countries and in Romania, there was also an increase

in the share of housing. The share of industry increased
in Hungary and Romania, but fell in Bulgaria, Czecho-
slovakia and Poland.

of food. During preceding years, a similar trend was
noticeable in the Soviet Union and Bulgaria, for which
countries no data are available for 1960.

The indices of national income, retail sales and gross
fixed investment assembled in table 6-12 do not provide
information sufficient for estimating changes in the
allocation of national product in any detail. For Czecho-
slovakia, apart from the data on gross fixed investment
and retail sales, there are also available indices of per-
sonal consumption, indicating an increase of 9 per cent
in 1960 or about the same rise as in national product.

The volume of retail trade increased at a lower rate
than in 1959 in Bulgaria, Eastern Germany, Hungary
and Poland. In Czechoslovakia, the rate of increase was
virtually unchanged, while in the Soviet Union and in
Romania it exceeded the rate of 1959. In several coun-
tries, the actual increases in sales were greater than

planned, but Bulgaria and Poland failed to fulfil their
plans for the expansion of retail sales. In most countries
the rise in retail sales was associated with continuing
shifts in demand from food to non-food consumer goods.
This is clearly indicated by the indices of retail sales
shown below (preceding year = 100):

Food                Non-food

t959        1960       1959  "     1960
Czechoslovakia,ÿ...   106.4    102.4    109.0    113.9
Eastern Germany..  107.8    104.3    114.6    110.3
Hungary  .........  1'10.7    109.8    114.4    110.2

Poland  ...........  105.8    105.3ÿ b  116.4      96.7a
Romania  .........  102.0b   111.0b    108.0    120.0

s The apparent discrepancy cannot be readily explained owing
to lack of adequate data relating to other industries, notably
coal, housing and local industries. The rise in investment in agri-
culture could not compensate for the decline in other sectors
because of its relatively low share in the total

In most countries for which data are available, the sales
of consumer goods other than food increased in both
1959 and 1960 at a considerably higher rate than sales

Computed on the basis of the first nine months of the year"
b Excluding public catering.

The only two countries for which more detailed in-
formation on the allocation of national income could
be derived from available statistics were Bulgaria and
Poland. In Bulgaria, as shown in table 6-14, total con-
sumption increased by about 5 per cent, accumulation9
by about 3 per cent and national income by 7 per cent,
the higher increase in national income being accounted
for by a decline in net imports. The difference between
the 12 per cent increase in retail sales and the 5 per
cent increase in consumption may have been due to a
shift from on-the-farm consumption to the purchase of
food from co-operatives and the state network of trade.1°
The difference between the 21 per cent increase in gross
fixed investment, as depicted in table 6-12, and the
3 per cent increase in accumulation in table 6-14 is not
easily explainable owing to lack of data21

In Poland, consumption in 1960 increased only
slightly less than retail sales; net fixed investment rose

s Accumulation is defined as net fixed investment plus capital
repairs and changes in inventories.

lo It should be noted that data on consumption in 1960 relate
to total consumption, which includes personal as well as social
consumption. Personal consumption might have increased some-
what more than 5 per cent.

11 Gross fixed investment relÿtds only to outlays of centralized
funds, whereas accumulation includes total net fixed investment
plus capital repairs and changes in inventories. The difference
between the two figures may, therefore, be due to changes in
inventory accumulation and to lower rates of growth of outlays
from non-centralized funds in the state as well as in other sectors
of the economy.

Table 6-13.  Indices of Gross Fixed Investment, by Sector

(Preceding year = 100)

Sector
BaVaria          Czechosÿvakia          Hungary,                Poland                Bomania

1959       1960           1960           1959       1960        1959       1960        1959       1960

Industry  ......................  144     119        112
Agricultureÿ•  ..................  177     159         112
Trade  .................
Transport and communications... 129   iii
Housing  ......................  l           {       ""
Public utilities  ..................  161     124
Social and cultural services  ......  J              ii2b

TOTAL  148     121        113

135     113      117     104      109     129
211     132      107     114      131     110
140 }{ 135 103
150      96  ......126     116
116   121    110   100    ii0   ii6
}        {   137   102115    90    128   113    ii9   iii
137     110      117     107      117     126

Source: Reports on fulfilment of plans; Rocznik Statystyczay,
1960 (Warsaw); Statisztikai Havi K6zlernenyek, No. 2,  1961
(Budapest).

Excludingprivate and collective farms.
b Health and social security only. Investment in education,

physical culture and the like increased by 18 per cent.
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Table 6-14.  Bulgaria and Poland: Allocation of National Income

Balgaria                                                    Poland

Increase                                                                                 Increase
Item                   t958        t959       " 1960ÿ         from 1959           t958          1959          !960         from 1959

(billions of leva at 1957 prices)            to t960.             (billions of zlotys at !958 prices)             lo ;!960
(percentage)                                                     (percenlage)

Consumption  ..............  27.3      30.5      32.0
Personal consumption  ....  25.2      28.1       ...

Social consumption  ......  2.1       2.4
Accumulation  .............  '  6.5      13.1      1'3'.5

Net investment  ...................
Increase in stock  ...........

Total, above items  .........  33.8    4'3'.7    45".5

Balance of foreign trade  ....  0.5     -2.0     -0.9

National income  ...........  34.3      41.7      44.6

5                  255.3           271.6           275.7                   1.5
• .                   230.6           244.1  ......

24.7    27.5
3       77.5    84.1    89 i
•.          53.8      62.9      64.8         3.0

23.7       21.2       24.3         14.6'4      332.8    355.7    364.8      2.5

-11.5     -17.4      -9.6

7         321.3     338,3     355.2         5.0

Source: Trybuna Ludu (Warsaw), 9 February 1961; Rabot.
nichesko Delo (Sofia), 17 December 1960, 28 January ]961;
Rocznik Statystyczny, 1960; Statisticheski Godishnik na Narodna
Respublica Bulgaria, 1960 (Sofia).

Estimates of components of national income in 1960 were
derived from data on national income, accumulation and the

balance of trade in foreign trade prices which has been revalued
in domestic prices. Consumption was derived as a residual. The

estimated figures are to be viewed as approximations showing

the direction of changes rather than indicating their exact
magnitude.

by about 3 per cent and the change in inventories by
15 per cent, bringing about a 6 per cent increase in
accumulation. The sum of investment and consumption
increased much less than national income, reflecting a
sharp fall in net imports. Accumulation increased in
1960 in relation to both national income and consump-
tion.

The effect of these changes in the allocation of na-
tional income on the supply and demand situation can-
not be ascertained, owing to lack of data on disposable
personal income. It seems, however, that in most coun-

tries the increases in income payments and the demand
for consumer goods did not exceed the rise in supply.
In some countries, restrictions imposed on the growth
of income seem to have reduced or even eliminated the
pressure that had developed in the preceding year. In
other centrally planned economies, however, certain
pressure continued to be felt, either on total supplies
or on supplies of specific goods. As in the preceding
year, the rising demand for meat could not be fully
satisfied in several countries, owing to a less than pro-
portionate increase in supply.

In most countries, a factor restraining the rise in
demand in relation to supply of consumer goods was
the fact that average money wages were not allowed
to increase as rapidly as output per man. As shown in
table 6-15, Bulgaria was the only country in which
money wages rose more than output per man. The rise

in output per man relative to wages was most significant
in Hungary and Poland. In the latter country, output
per man rose in 1960 by almost lI per cent, while
average money wages increased by only about 2 per
cent. The total wage bill, which in 1959 increased by
about 11 per cent, rose in 1960 by about 3 per cent.
But since the total of pensions, subsidies and social
security benefits declined slightly in 1960, total non-
farm income increased less than the wage bill. Money
income of the agricultural population derived from
sales to the state purchasing agencies does not seem to
have increased more than non-farm income, since de-

liveries of grain declined and those of meat and milk
remained at their 1959 level. It appears, therefore, that
total money incomes rose only slightly more than sup-
plies of consumer goods. Prices in state and co-opera-

Table 6-15.  Indices of Output per Man and of Money and Real Wages in Industry°

(Preceding year = 100)

1958                                1959                          1960

Country            Oatpal     Money       Heal       Oatpat     Money       Real      Output     Money
per man        wages          wages        per man        wages          wages        per man        wages

Bulgaria  ..........  107.1    102.2    102.4    106.2    103.5    104.5    102.7    106.9
Czechoslovakia  .....  107.4    102.1     102.1     107.1    102.2    104.6    106.9    103.0b
Eastern Germany...  108.7    103.2    104.9    110.0                        108.2    105.0
Hungary  ..........  108.3   101.3   101.0   104.7   103:0   1()4:3   106.2   101.7
Poland  ...........  108.4    105.6    103.8    107.6    107.8    103.7    110.8    102.1
Romania  ..........  105.8    111.0b     ...      107.0    105.0b     ...      111.0    109.0b

Source: Reports on fulfilment of plans; national          ÿ Wages relate to average earnings per worker.
statistical yearbooks and bulletins,                          b Average earnings in all'sectors of the economy.
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tive retail trade, as well as on the free market, increased,
on the average, by about one per cent. Demand for
certain goods, however, caused substantial pressure on

supply; thus food prices in state trade rose by about
5 per cent and prices of meat on the free market in-
creased as much as 12 per cent. The cost of living of a
worker's family appears to have increased more than
2 per cent and real wages seem to have been slightly
reduced.

ing the supply of meat in Bulgaria are best indicated
by the fact that, while the 1960 plan provided for a
17 per cent increase in sales of meat, actual sales in state
and co-operative trade in the first six months of 1960
increased by only 3.3 per cent as compared with the
corresponding period in 1959.

In Hungary, as in Poland, the much smaller rise in
wages than in output per man was a factor tending to
restrain the demand for consumer goods in relation to
the supply. Average wages in state industry increased
by less than 2 per cent, but real wages may have risen
even less because of increases in the cost of living which
in the Budapest area amounted to 1.4 per cent. The
changes in the money income of the farm population
cannot be ascertained owing to lack of adequate data.
As in Poland, the pressure of demand for particular
foods was reflected in price increases on the free market,
as indicated by the 14 per cent rise which occurred in
1960 in Budapest.

In Czechoslovakia and Romania, the supply and de-
mand situation seems to have improved substantially,
bringing about a reduction in the prices of consumer
goods. In Czechoslovakia the savings to consumers due
to price reduction amounted to 1.8 billion korunas, or
some 2 per cent of retail sales. Average real earnings of
wage and salary earners increased by more than the
3 per cent rise in money wage rates. Apart from the
rise in wages, the real income of the urban population
was augmented through increases in pensions and re-
ductions in certain school fees. The personal money
income of agricultural producers increased substan-

tially in 1960 as a result of higher output and increased
sales. The average remuneration of members of collec-

tive farms (in cash and in kind) rose in 1960 by 10
per cent.

In Bulgaria, unlike Poland and Hungary, average
money wages in industry increased in 1960 more than
output per man, tending to raise demand relatively to
supply. Average wages for the economy as a whole seem
to have risen about 8 per cent. The rise in the total wage
bill was even greater, probably exceeding the 12 per
dent advance in retail sales. But money income of agri-
cultural producers seems to have increased less, partly
in connexion with population shifts from agriculture to
non-agricultural occupations. It seems, nevertheless, that

total money income of the population derived from the
sale of goods and services to the State rose in 1960 more
than retail sales, although the magnitude of this dif-
ference cannot be ascertained. The pressure of demand
upon supply of consumer goods, or more specifically,
on food, was reflected in price increases on collective
farm markets which, after falling in 1959, rose in 1960,
as shown by the following indices (preceding year =
lO0) :

1959          1960
First quarter  ................  95.0      105.7

Second quarter  ..............  98.8       114..5
Third quarter  ...............  90.4      113.1

In Romania a!so, the improvement in the supply of
consumer goods relative to demand was reflected in a
reduction in retail prices in state and co-operative trade.
Average money wages increased by 9 per cent and real
wages by 11 per cent. In addition, pensions were raised
on the average by 26 per cent in 1960.

These increases indicate that supplies of particular
foods, especially meat, did not increase in line with
rising demand. The difficulties encountered in inereas-

In the Soviet Union, the real average per capita in-
come of the working population increased by 5 per cent
in 1960. This increase included, however, not only the
money earnings of urban and rural workers (net of
taxes) but also income in kind, pensions and aid, and
the computed value of housing subsidies and state-
provided services such as education and health. It is
probable that the real income 4f the urban population
increased by more, and that of the rural population by
less, than the 5 per cent average. This is suggested by
the fact that agricultural output increased by less than
5 per cent. Since the number of agricultural producers
does not seem to have changed appreciably and since
prices received for sales of agricultural products, as
well as the share of income distributed among members
of collective farms, seem to have remained relatively
stable, it is probable that the per capita income of agri-
cultural producers did not increase more than the total
output of agriculture.

Foreign trade

The turnover of foreign trade (exports plus imports)
of all the centrally planned economies excepting main-
land China expanded by 8 per cent in 1960 (see table
6-16). Although considerably less than the rate of
growth of 19 per cent experienced in 1959, the 1960

growth rate was none the less higher than that of 1958
and was about equal to the average for the second half
of the nineteen fifties.

The deceleration was common to all countries of the
group except Romania, where the rate of increase in
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Table 6-16.  Foreign Trade TurnoveF

1958             1959             1960        Value of trade 1960
Country                               (Indices, preceding year-lO0)            (millions of roubles)b

Bulgaria  .............................  105.3         141.4         115.7           4,847
Czechoslovakia  .......................  104.6         115.9         112.4          15,238
Eastern Germany  .....................  104.1         115.2         106.0          17,440

Hungary  ............................  112.3         118.3         117.3           7,391
Poland  ..............................  102.6         112.1         109.0          11,282

Romania  ............................  105.0         107.8         111.1           4,556

USSR  ..............................  103.9        121.5        105.0         44,159
TOTAL, COUNTRIES LISTED ABOVE  104.5        118.5        108.5        104,913

Source: Reports on fulfilment of plans; national
statistical yearbooks and bulletins; Statisztikai Havi
K6zlemenyek, No. 2, 1961.

a Exports plus imports. Indices for 1958 and

1959 differ from those in United Nations, World
Economic Survey, 1959 because of revision of data.

b Converted into roubles at official rates of
exchange.

foreign trade turnover in 1960 was 3 percentage points
greater than in 1959. The slackening in the rate was
greatest in Bulgaria, where a 41 per cent increase in
1959 gave way to a 16 per cent increase, and in the
Soviet Union, where the increase in 1960 was only
5 per cent as compared with 21 per cent in the preceding
year. These were the two countries that had experieneed
the greatest acceleration in the rate of advance in 1959.
Eastern Germany was another country where the slack-

ening of growth in foreign trade turnover was consider-
able in 1960. In Czechoslovakia, Hungary and Poland,
the rate of advance was between one and 3 percentage
points lower than in 1959.

Table 6-17.  Exports and Imports

(Millions of roubles)

Country and ilern              1958            1959           1960

Bulgaria
Exports  .............  1,494       1,869      2,321
Imports  .............  1,467       2,319      2,526

Balance  ...........  27        -440      --205

Czechoslovakia
Exports  .............  6,053       6,908      7,976

Imports  ..............  5,429       6,410      7,262
Balance  ...........  624          498         714

Eastern Germany
Exports  ....  ;,.  .....  ..   7,559       8,486        ...

Imports  .............  6,719       7,969       ...
Balance  ...........  840          517        ...

Hungary
Exports  .............  2,767       3,102      3,506

Imports  .............  2,554       3,196      3,885
balance  ......  '  .....  213         --94      --379

Romania
Exports  .............  1,873       2,090       ..
Imports  .............  1,927       2,007       ..

alance  ...........  -- 54           83        . .

USSR
Exports  .............  17,191      21,763        ..
Imports  .............  17,398      20,293        ..

Balance  ......  '  .....  -207        1,470        ..

Source: See table 6-16.

Poland
Exports  .............  4,238       4,581      5,303
Imports  .............  4,907       5,678      5,978

Balance  ...........  - 669      - 1,097      - 675

Separate data on imports and exports are available
for only four countries, three of which improved their
trade balances in 1960. Bulgaria and Poland, each of
which experienced trade deficits in 1959 amounting to
24 per cent of exports, succeeded in expanding their
exports in 1960 at a greater rate than imports, thereby
reducing their deficits by 50 and 40 per cent respec-
tively (see table 6-17). In Hungary, on the other hand,
the relatively minor deficit of 1959 increased fourfold
in 1960 because of a considerable rise in imports. In
Czechoslovakia, exports advanced more than imports,
with the result that net exports, which had declined in
1959, rose substantially in 1960.

Data otl changes in the commodity composition of
the trade of the centrally planned economies in 1960
are available for only three countries (see table 6-18).
These data indicate a further increase in the share of
machinery in the exports of all three countries, as well
as in the imports of Czechoslovakia and Hungary. The
increasing importance of trade in machinery and equip-
ment seems to be common to all the centrally planned
economies and is partly attributable to the general
tendency towards a greater division of labour among
them, which has been reflected in increased national
specialization in the production of different types of
machinery and equipment.

InCzechoslovakia and Hungary the increase in the
share of machinery and equipment in exports was asso-
ciated with a decline in the aggregate share of food,
agricultural raw materials and manufactured consumer
goods. In Poland, however, the share of manufactured
consumer goods continued to rise whereas that of fuels
and industrial raw materials declined.

Changes in the geographic distribution of trade among
the centrally planned economies in 1960 cannot be ade-
quately assessed because of limitations of the available
data. Concerning countries for which data are available,
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Table 6-18.  Commodity Composition of Foreign
Trade of Centrally Planned Economies, Selected
Countries

(Percentages of total exports and total imports)

Counlry and ilem                1958      1959      t960

Czechoslovakia
Exports:

Machinery and equipment  ....  43.4    44.1    44.6
Fuels and industrial raw

materials  .................  31.1    29.1    29.5
Food and agricultural raw

materials  ..............  ....   7.1     6.5     5.5
Manufactured consumer goods  18.4   , 20.3    20.4

Imports:
Machinery and equipment  ....  18.7    20.3    23.6
Fuels and industrial raw

materials  .................  54.7    53.0    53.1
Food and agricultural raw

materials  .............  .  ....  23.1    23.9    22.0

Manufactured consumer goods   3.5     2.8     3.3

Hungary
Exports :

Machinery and equipment  ....  35.8    34.6    37.9
Fuels and industrial raw

materials  ....  ,  .............  23.5    23.6    23.1
Food and agricultural raw

materials  .................  22.8    22.7    20.8

Manufactured consumer goods  17.9    19.1    18.2

Imports :
Machinery and equipment  ....  16.8    25.4    26.7
Fuels and industrial raw

materials  ................  70.1    60.9    59.7
Food and agricultural raw

materials  .................  8.5     9.0     8.5
Manufactured consumer goods   4.6     4.7      5.1

Poland
Exports :

Machinery and equipment  ....  26.8    26.3    28.0
Fuels and industrial raw

materials  .................  50.8    49.0    43.8
Food and agricultural raw

materials  .................  16.9    18.2    18.1
Manufactured consumer goods   5.5     6.5    10.1

Imports :
Machinery and equipment  ....  26.7    27.5    27.1
Fuels and industrial raw

materials  .................  53.9    48.5    51.5
Food and agricultural' raw

materials  ..........  •  .......  11.0    16.9    16.0

Manufactured consumer goods   8.4     7.0      5.4

Source: See table 6-16.

the share of the Soviet Union in the trade of Eastern
Germany declined from about 46 to 42 per cent of the
total and in the trade of Czechoslovakia from about 36
to 34 per cent. In Czechoslovakia the shift was both
towards  trade  with  the  other  European  centrally
planned economies and with the rest of the world (see
table 6-19). The geographic pattern of Polish and Hun-
garian trade remained virtually unchanged in 1960, ex-
cept for a slight increase in the share of the rest of the

world in the trade of the latter country. In the aggregate,
the proportion of the trade of these four countries that
is conducted with the Soviet Union fell from about 37
per cent in 1959 to 35 per cent in ]960.12

A comparison of data on the total trade of the Euro-
pean centrally planned economies shown in table 6-19
with the indices of the trade of these countries with
the rest of the world shown in table 6-20, indicates that
the share of the rest of the world increased in the tota!
trade of both the Soviet Union and the other European
centrally planned economies. Thus, whereas the total
trade of the Soviet Union in 1960 was 5 per cent higher
than in 1959, its trade with the rest,9f the world was
greater by some 22 per cent. Similarly, the total trade
of European centrally planned economies other than
the Soviet Union rose by 11 per cent while their trade
with the rest of the world rose by 16 per cent.

The trade of all centrally planned economies with the
rest of the world expanded in 1960 at a considerably
greater rate than in 1959 and its percentage increase
was greater than that of world trade as a whole. The
acceleration in the rate of growth from 6.5 per cent in
1959 to over 16 per cent in 1960 was due in large part
to the expansion of the trade of eastern European coun-
tries at a rate of increase which was about twice that of
1959. The acceleration in the trade of the Soviet Union
with the rest of the world was considerably smaller but
none the less substantial. On the other hand, the trade
of mainland China with countries not belonging to the
group of centrally planned economies, which had fallen
by 10 per cent in 1959, rose by about 6 per cent in 1960.

Whereas in 1959, for the group as a whole, the rate
of growth of exports to the rest of the world came quite
close to the rate of growth of imports, in 1960 it was
significantly lower. In effect, net imports rose from
about $43 million in 1959 to $230 million in 1960. This
increase resulted from the emergence of a deficit in
Soviet trade and a rise in the trade deficits of the other
eastern European countries, which were only partly off-
set by the small export surplus of mainland China. The
deficit incurred by the Soviet Union was brought about
mainly by a fall in its net exports in trade with western
Europe and a rise in its import surplus in trade with
Latin America; the deficit in its trade with Asia and
the Far East declined. The larger trade deficits of other
eastern European countries were due mainly to higher
net imports in trade with Canada and the United States
and with Asia and the Far East. The slight export sur-
plus of mainland China reflected mainly a fall in its
net imports in trade with western Europe and an in-
crease in its net exports in trade with Asia and the
Far East.

The very considerable expansion of trade with the
rest of the world was associated with some changes in

12 In 1959 the total trade of these four countries accounted
for about 88 per cent of the total trade of "other eastern Europe"
and for about 80 per cent of the group's trade with the Soviet
Union.
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Table 6-19.  Geographical Distribution of Trade of Centrally Planned Economies

(Exports plus imports in millions of roubles)

Cenlrally planned economies
Rest of the

Counlry and year                                Other eastern     China and         worldÿ           Total
USSR          Europe        olher Asia

Bulgaria
1958  ..........................  1,575
1959  ..........................  2,185

1960  .............................

848           78b         460        2,961
1,118           78b         807        4,188
.........  4,847

Czechoslovakia
1958  ....................  3,796

1959  ..........................  4,741
1960c.  ........................  5,126

3,221         912       3,553      11,482
3,763         976       3,838      13,318
4,731d          841o       4,540       15,238

Easÿrn Germany
1958  ..........................  6,160
1959  ..........................  7,644

1960  ..........................  7,400ÿ

Poland
1958  ..........................  2,397

1959  ..........................  3,061

1960  ..........................  3,422

USSR
1958  ..........................
1959  ..........................

1960  ..........................

Total, above countries
1958  ........................  17,314

1959  ........................  21,423

1960  ...........................

Romania
1958  .........  ÿ  .....  :  ..........  1,957

1959  ..........................  1,939
1960  .............................

Hungary
1958  ..........................  1,429

1959  ..........................  1,853
1960  ..........................  2,195

3,172       1,037       3,909      14,278
3,854       1,009       3,948      16,455
.........  17,440

1,737                  427              1,729              5,322
2,013         404       2,028       6,298
2,384                  402              2,410              7,391

2,238         479       4,031       9,145
2,703                  473              4,022            10,259
2,967         467       4,426      11,282

775         190        878       3,800
1,033         274        851       4,097
.........  4,556

18,103       7,001       9,485      34,589
21,879              9,377            10,800            42,056
.........  44ÿ159

302094      10,124      24,045      81,577
36,363             12,591            26,294            96,671
.........  104,913

Source: Reports on fulfilment of plans; national
statistical yearbooks and bulletins.

Including trade with Yugoslavia.
b China (mainland) and North Korea only.

Data on distribution estimated on the basis of
eleven months.

d Because of the lack of adequate statistics, the
trade with %ther Asian countries" and Yugoslavia
is included. In 1959 the volume of the Czecho-
slovakian trade  with Yugoslavia was  equal to
131 million roubles and with :°other Asian coun-

tries" (Mongolia, North Korea and North Viet
Nam),  184 million roubles. The corresponding
figures for 1958 were 160 and 122 million roubles.

e Mainland China only.
Derived from the article in Ekonomÿcheskaya

Gazeta (Moscow), 24 February 1961, according to
which the trade of Eastern Germany with the
Soviet Union is to attain 1.9 billion new roubles in
1961, or i3 per cent more than in 1960. The im-
plied value of trade in 1960, expressed in old
roubles, amounts to 7,400 billion roubles.

its geographical distribution. These were brought about
by more than proportional increases in trade with
Canada, the United States, Latin America, Africa and
Yugoslavia, and less than proportional increases in trade
with the Middle East, Asia and the Far East and Fin-
land. Trade with western Europe, Australia and New
Zealand expanded at only a slightly higher rate than
total east-west trade.

A particularly high rate of increase was achieved in
trade with Canada and the United States. Trade with
this region had risen substantially in 1958 but the expan-

sion came to a virtual halt in 1959. The 50 per cent
advance in 1960 reflected an 87 per cent rise in imports
while exports remained practically unchanged. Imports
by European centrally planned economies, other than
the Soviet Union, from Canada and the United States,
already relatively substantial in 1959, rose by 75 per
cent, while the less significant imports of the Soviet'
Union and mainland China rose about two and five times,
respectively. Trade with Latin America also expanded
at a very high rate but its exact magnitude cannot be
ascertained because of lack of data on exports to Cuba.
Trade with Africa rose 25 per cent, or at a somewhat
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Table 6-20ÿ  Trade of CentrMly Planned Economies with Rest of the Worldÿ
(Millions of dollars)

Area and year

Other eastern European
Soviet Union                    coanlriesb c               China (mainland)b                  Total

Exports        Imporls          Exports        Imporls         Exports     Imports         Exporls       Irnporls

Canada and United States
1958  ...................  19.3       22.9         54.6

1959  ...................  30.6      20.7         62.0
1960  ...................  26.1       46.5         67.2

113.5        5.7      7.3         79.6     143.7
106.0        5.2      1.7        97.8     128.4
185.0        5.6      8.7         98.9     240.2

Latin Americab
1958  ...................  19.1      48.3         81.4

1959  ...................  28.2      44.1        100.7

1960  ...................  18.1      114.7         91.1

WesÿrnEuropeoa
1958  ...................  601.7     472.8      1,078.8
1959  ...................  738.2     484.6      1,163.9

1960  ...................  869.9     710.0      1,372.8

Asia and theFarEast
1958  ...................  100.4      146.2         53.0

1959  ...................  113.8     253.2         62.5
1960  ...................  158.8     225.0         71.7

Australia and NewZealand
1958  ...................  1.5        1.9         10.3

1959  ...................  1.0      12.3          7.8

1960:.  .................  1.2      39.4          9.7

Africa
1958  ...................  5.0             24.5                 42.1
1959  ...................  9.3      48.8         46.0

1960  ..............  ,  ....  30.0      65.8        48.0

Total
1958  .............  1,051.6        1,015.9            1,702.2

1959  .............  1,240.2    1,164.7      1,764.1
1960  .............  1,411.7    1,525.1      2,026.1

Finland
1958  ...................  129.2      133.7         54.0      50.7        3.9      8.4        187.1      192.8

1959  ...................  147.3      140.0         55.5      40.2        4.7     16.5       207.5      196.7
1960  ...................  148.0      140.0         60.0      44.8        6.0      5.5       214.0      190.3

Yugoslavia
1958  ...................  57.8      36.6        136.9      87.0        1.5      4.6       196.2      128.2

1959  ...................  57.6'             47.2                112.5            100.2                2.6            1.4               172.7           148.8

1960  ...................  57.2              52.8                155.6           127.5                0.5            1.2               213.3            181.5

Middle East
1958  ...................  117.6     129.0        191.1

1959  ...................  114.2      113.8        153.2
1960  ...................  102.4     130.9        150.0

99.4                2.4          11.4               102.9           159.1
104.4        0.2      2.3        129.1      150.8
131.9        0.7     18.0        109.9     264.6

133.8              22.5          43.8               331.2           306.6
138.2              26.0          39.3               293.4           291.3
142.8              35.7          58.6               288.1           332.3

1,008.3      183.4    452.4      1,863.9    1,933.5
1,186.5            213.0        393.9            2,115.1        2,065.0
1,304.2            252.9        370.4            2,495.6        2,384.6

68.9      437.6    208.8       591.0     423.9
83.6      354.2    170.9       530.5     507.7

132.0      376.0    178.0       606.5     535.0

55.1        9.4     29.8        21.2      86.8
57.0        8.4     37.0         17.2      106.3
54.0              11.7          31.0                 22.6           124.4

18.0              24.2          12.7                 71.3              55.2
18.0       21.4     21.5         76.7      88.3
24.5       12.0     25.9        90.0     116.2

1,634.7      690.6    779.2      3,444.4    3,429.8
1,834.1      635.7    684.5      3,640.0    3,683.3
2,146.7      701.1    697.3      4,138.9    4,369.1

Source: United Nations, Direction of International Trade, Sta-
tistical Papers, Series T, a joint publication of the Statistical
Office of the United Nations, the International Monetary Fund
and the International Bank for Reconstruction and Develop-
ment (Sales No.: 60.XVII.12); estimates of the Division of
General Economic Research and Policies of the United Nations
Secretariat; Statisches Bundesamt, Wirtschaft und Statistik, No. 3,
1961 (Mainz).

Exports from and imports to the centrally planned econo-

mies, as derived from data published by their trading partners
outside the group; data relate to the whole year. In some cases
estimates were made on the basis of several months of 1960.

b Imports from Cuba in 1960 estimated on the basis of the
sugar trade exclusively. Exports to Cuba not included in 1960.

¢ Including trade between Eastern Germany and the Federal
Republic of Germany.

a General exports included for the United Kingdom.

lower rate than in the preceding year. This expansion
reflected a 30 per cent increase in imports and a 17 per
cent rise in exports. The 23 per cent growth in trade
with Yugoslavia resulted about equally from increases
in exports and imports, and stemmed mainly from a 33
per cent rise in trade with the eastern European countries
other than the Soviet Union.

Trade with western Europe, the most important trad-
ing region, rose by about 17 per cent, reflecting an
increase of 18 per cent in exports and of 15 per cent in
imports. These changes differed significantly from those
in the preceding year, when exports rose by about 14
per cent but imports by only 7 per cent. Soviet exports
to western Europe, which rose by 23 per cent in 1959,
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were 18 per cent higher in 1960 but imports grew by
47 per cent as compared with 3 per cent in the preceding
year. Opposite changes occurred in the trade of the
other eastern European countries; the rate of growth
of their exports accelerated from 8 to 18 per cent, but
the growth rate of imports decelerated from 18 to 10
per cent. Mainland China expanded its exports to the
area at a slightly greater rate than in the preceding
year, while its imports continued to decline, although
at a lower rate. Trade with Australia and New Zealand,
having shown a 14 per cent increase in 1959, increased
by 19 per cent in 1960 as a result of an increase in trade
of the Soviet Union that was only partly offset by a
decline in the trade of the other centrally planned
economies.

The rate of growth of the trade of the centrally plan-
ned economies with Asia and the Far East, which

expanded at a less than average rate, accelerated from 3
per cent in 1959 to about 10 per cent in 1960. This rise
was mainly accounted for by the trade of eastern
Euopean countries other than the Soviet Union, which
enlarged their imports from that area by 58 per cent
and their exports by 15 per cent. Soviet exports to Asia
and the Far East rose by 40 per cent but imports fell
by 11 per cent. Mainland China's exports to this area
advanced by 6 per cent and imports by 4 per cent. The
imports of all the centrally planned economies from this
area rose by over 5 per cent and exports by more than
14 per cent. Trade with the Middle East, following a
decline of 8 per cent in 1959, rose by 6 per cent in 1960 ;
this was due to a 14 per cent increase in imports, the
effect of which was partly offset by a 2 per cent con-
traction of exports. Trade with Finland, which had
risen by about 6 per cent in 1959, remained constant in
1960.

Table 6-21.  Composition of Trade of Centrally Planned Economies with Rest of the WorldS

(Millions of dollars)

Other easlern European
Soviet Union                 countries               China (mainland)                 Total

Item and year
Exports     Imporls          Exporls     Imports          Exports     Imports          Exports     Imporls

Foodstuffs
1958  .......................  47.9     50.1       150.6     93.9        32.0

1959  .......................  103.3          35.3               162.7          90.8                26.1

1960  .......................  83.4          43.0              205.2        121.1                 50.6

6.5       230.5    150.5
0.3              292.1        126.4
3.4       339.2    167.5

Fats and oils
1958  .......................  0.2      4.0          2.0     12.0          5.5

959  .......................  0.4      3.3         2.9     10.4         3.3
1960  .......................  2.5      4.1         5.3      7.5        11.3

--          7.7     ]6.0
0.1         6.6     13.8
2.3        19.1     13.9

Raw materials
1958  ........................  78.6     31.1        50.9    135.2        29.8

1959  .......................  102.3     21.7        57.6    113.7        57.6
1960  .......................  I38.2     63.6        85.8    147.9       108.7

5.5     34.8        58.0     90.6
4.9     42.5        62.4    104.9
5.0     54.9        87.9    152.1

Other manufactuÿdgoods
1958  .......................  73.4    105.4       110.2    162.8
1959  .......................  59.7     98.3       115.8    156.1

1960  .......................  79.1    175.6       166.1    223.5

Total
1958  .....................  325.0        277.5              496.1        524.7
1959  ......................  426,5        268.1              526.8        521.5

1960  .....................  501.7    488.4       691.1    702.7

Machinery and transportequipment
1958  .......................  18.0     73.9         66.9      76.3
1959  .......................  14.3     98.2        63.9     98.1
1960  .......................  19.6    174.0        86.4    131.3

0.3     10.1        85.2    160.3
--             24.0                78.2        220.3
0.5     23.4       106.5    328.7

24.3     24.4       207.9    292.6
19.5     97.1       194.9    351.5
48.5    140.6       293.7    539.7

97.4    123.0       918.5    925.2
111.7    179.8     1,065.1    969.5
229.0        286.3            1,421.8     1,477.0

Chemical
1958  .......................  12.6      13.0         39.9     42.8
1959  .......................  12.9      11.1         44.5      51.2

1960  .......................  23.8     28.1         59.2     69.1

Mineralfueÿ and lubricanu
1958  .......................  94.3     --         75.6      1.7        --

1959  .......................  133.5      0.2        79.5      1.2         0.4
1960  .......................  155.0     --         83.1      2.2         4.5

47.2       159.3    213.5
15.6       217.4    151.0
61.5       332.8    273.1

--        169.9      1.7

0.1       213.4      1.5
0.2       242.7      2.4

Source: United Nations, Commodity Trade Statistics, Statistical
Papers, Series D, January-June 1960.

Exports from and imports into the centrally planned econo-

roles, as recorded by their trading partners, during January-June
of each year. Trade between Eastern Germany and the Federal
Republic of Germany not included.
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Data on changes in the commodity composition of the
trade of the centrally planned economies with the rest
of the world (,see table 6-21) are available only for the
first half of 1960. They are based on information from
a limited number of partner countries, the trade of
which with the centrally planned economies amounted
to only about three-quarters of total east-west trade.

Notwithstanding these limitations, the available infor-

mation permits a few general conclusions about the
composition of this trade, although the precise magni-
tudes might perhaps have been different if more com-
plete data had been available. The most significant
change in the composition of commodity trade during
the first half of 1960 as compared to the corresponding
period of 1959 was a decline in the share of foodstuffs
and a rise in that of raw materials in both the imports
and the exports of the centrally planned economies.
Another significant change was a fall in the share of
mineral fuels and lubricants and a corresponding rise
in the share of miscellaneous manufactured goods in

the exports of the centrally planned economies to the
rest of the world.

In 1960 the centrally planned economies were again,
as in 1959, net importers of chemicals, machinery,
transportation equipment and other manufactured goods
and net exporters of foodstuffs, raw materials and espe-
cially mineral fuels and lubricants. Changes in the trade
balances of specific commodity groups as measured by
their relation to exports were most significant, during
the period under review, in the trade of the raw mate-
rials group; the export balance fell in absolute terms,
while its ratio to total exports of raw materials declined
from 30 per cent in the first half of 1959 to about 18
per cent in the corresponding period of 1960. Net ex-
ports of food increased slightly and their ratio to total
food exports fell. Whereas imports of fats and oils ex-
ceeded exports during the first six months of 1959, a
net export balance was experienced in the first half of
1960. Net imports of chemicals and other manufactured
goods increased substantially in absolute terms, while
net imports of machinery and equipment rose sharply.

Plans for 1961

The plans for economic development in 1961 provide
for a slowing down of the rate of expansion in industrial
production in all the countries listed in table 6-22.la In
the Soviet Union, the planned deceleration is very small,
amounting only to about one pereentage point, but in
Poland and Romania the planned rate is about 3 per-
centage points, and in Hungary and Bulgaria, nearly
5 to 6 percentage points, below the rate actually achieved
in 1960. Within the industrial sector, output of pro-
dueer goods is generally planned to rise at a higher rate
than that of consumer goods. The difference between

la Data" are not available for mainland China and Eastern
Germany.

the planned rates of increase in these two sectors is quite
considerable in most countries but in Romania it is
negligible.

The advances in industrial production are to be
achieved largely by further increases in output per man
and to ÿ much smaller extent by higher levels of em-

ployment. In Bulgaria, however, the planned rise in
output per man is only slightly to exceed that scheduled
for employment. By contrast, in Poland, employment is
to be only one per cent higher while output per man is
planned to grow by over 6 per cent. In most of the cen-
trally planned economies, industrial employment is

Table 6-22.  Planned. Targets for 1961

(Indices, 1960 = 100)

Item                   Bulgaria    Czechoslovakia    Hungary       Poland       .Romania        USSB

National income  .............  111.6                  107.0      105.0      115.0      109.0
Gross fixed investment  .......  105.0    lb719    100.0    109.2    124.0    112.5
Retail sales  .................  107.1      104.2      104.6      104.3      115.0      105.8
Industrial production  ........  107.8      109.3      107.8      107.7      113.5      108.8

Producer goods  ...........  110.0        ...        109.5       108.9       113.8       109.5

Consumer goods  ...........  105.2                   105.3       106.4       113.0       106.9
Industrial employment  .......  103.5    I0216    102.3    IOi.i    104.1    102.6
Output per man in industry,..  104.1      106.5      105.6      106.4      109.0      106.0
Agricultural production  .........  107.1      108.0      104.3      119.0
Housing construction  .....  ...         114.0    Ii0.0            132.0    ii410
Foreign trade turnover  .......  108.9      109.8      112.5      10817      111.0      106.5

Exports  ..................  111.1      109.8      117.0      111.0  ......

Imports  ..................  106.7      109.8      108.6      107.8  ......

Source: Plans for 1961 ; replies of Governments to the United Nations questionnaire of November 1960
on economic trends, problems and policies.
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planned to advance at a slower rate than in 1960. The
rise in output per man is planned to accelerate in
Bulgaria and the Soviet Union, to remain unchanged in
Czechoslovakia and Hungary and to decelerate in Poland
and Romania.

All plans for 1961 place special emphasis on the ex-
pansion of agricultural production, especially animal
husbandry. In the Soviet Union, the area under cultiva-
tion is planned to increase by 3 million hectares or
about 1.5 per cent and grain production is expected to
exceed the record crops for 1958. Very high rates are
planned for meat, milk and wool, whose output is to be
raised by 18, 13 and 12 per cent, respectively. State
investment in agriculture is to rise by about 13 per cent
over 1960. In Bulgaria, the plan for 1961 provides for
a further shift from bread grains to fodder and indus-
trial crops. While output of bread grains is to be about
2 per cent higher, output of fodder is planned to rise
by 14 per cent, that of tobacco by 38 per cent and that
of grapes by 49 per cent. Considerable advances are
also planned for animal husbandry; cattle numbers are
to be 9 per cent larger and output of milk and meat 16
and 10 per cent higher, respectively. Agricultural pro-
duction is to increase by 4 per cent in Poland, 7 per
cent in Czechoslovakia and 8 per cent in Hungary. The
highest over-all rate of growth in agricultural produc-
tion in 1961 is planned by Romania; the planned ex-
pansion amounts to i9 per cent. In almost all countries,
national income is planned to grow in 1961 at a higher
rate than in the preceding year; the sole exception is
Poland, where the planned rate remains unchanged. The
planned acceleration is particularly large in Romania,
where the rate is to rise from 8 to 15 per cent, and in
Bulgaria, where it is to rise from about 7 to 12 per cent.
In both countries the acceleration seems to reflect the
accelerated rates of expansion planned for agriculture
and sectors other than industry, since industrial pro-
duction is scheduled to advance at a slower rate than
in 1960.

however, and to a less extent in the Soviet Union, the
percentage increase in fixed investment scheduled for
196! is greater than that achieved in 1960. Hungary,
on the other hand, does not provide for any increase in
state fixed investment. A common characteristic of in-
vestment plans for 1961 is the concentration of outlays
on completion of projects already under construction.

The expansion in supply of consumer goods as re-
fleeted in retail sales is scheduled to slow down in all
countries with the exception of Poland. In the Soviet
Union the deceleration is planned to amount to more
than 5 percentage points, and in Hungary and Bulgaria
to about 3 and 4 percentage points, respectively.

In the Soviet Union, as in the preceding year, real per
capita income of the working population14 is planned
to expand by 5 per cent. In Bulgaria, real per capita
income is to rise by 9 per cent. No information is avail-
able on planned increases in real wages except for
Hungary; there they are scheduled to be about 2 per
cent higher in 1961. The efforts to improve the housing
situation are to be continued and in all countries which
have announced their targets for 1961 the planned rate
of increase in construction is to be accelerated.

Foreign trade turnover is planned to increase at a
higher rate than national income in Hungary and
Poland, and apparently also in Czechoslovakia, but at
a lower rate in the remaining countries. In most coun-

tries the rate of growth in foreign trade turnover planned
for 1961 is lower than that achieved in 1960. In the
Soviet Union, however, the foreign trade turnover is
scheduled to accelerate and in Romania the rate is to
remain unchanged. The foreign trade plans of Bulgaria,
Hungary and Poland, which in 1960 had substantial
trade deficits, provide for much greater expansion of
exports than of imports. Net imports are planned to be,
reduced by about 70 per cent in Hungary, by some 40
per cent in Bulgaria and by about 17 per cent in Poland.

Gross fixed investment is planned to increase at a
lower rate than in 1960 in most countries. In Poland,

14 As already stated, this concept includes money earnings,
income in kind, pensions, aid and the computed value of state
services such as education, health, housing subsidies and others.

Economic situation in Yugoslavia

In accordance with the national economic plan, Yugo-
slavia's national income rose in 1960 at a considerably
lower rate than in the previous year, the rate dropping
from 18.7 per cent in 1959 to 8 per cent in 1960 (see
table 6-23). This slackening was due mainly to a fall
in agricultural output after the exceptionally good
harvest of 1929. Though agricultural output was ex-
pected to be lower than in the preceding year, the fall
was larger than planned; instead of the 3 per cent
decline foreseen in the plan, it amounted to over 6 per
cent. The actual changes in 1960 as compared to the
planned changes for different branches of agriculture

can be seen from the following indices  (preceding
year = 100) :

Total agricultural output  ..........

Crops  ........................
Fruit  .........................

Vines  ........................
Animal husbandry  .............

1960          1960
(planned)      (aclaal)

97        94
93     90
72        61

116        89
119       108

It should be noted that, although the total output of
agriculture fell in 1960, it was still 54 per cent higher
than the average level in 1951-1955. Whereas the output
of crops declined, the output of livestock and animal
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Table 6-23.  Yugoslavia: Selected Indices of Economic Activity

(Preceding year = 100)

1960           1961
Item                              1958          1959           1960                (planned)

National income  .......................  101.8      118.7      108.0      108.1

Personal consumption  ..................  105.4       114.5       104.0       106.1
Gross fixed investment  ..................  117.2      117.2      108.0      111.0

Volume of retail sales  ...................  105.6       116.1       110.9       110.0
Value of retail sales  ....................  108.9       117.3       118.7        . . .

Cost of living index  ....................  103.2       102.0       111.0
Industrial production, total  ..............  110.9    113.3    115.1    11ÿ;i0

Producer goods  ......................  113.1       116.9       119.6       119.0
Semi-manufactured goods  .............  110.6       111.5       112.8

Consumer goods  .....................  109.7    114.7    116.8    li{);0

Electric power  .........................  117.7      110.2      110.2        ...

Coal  .................................  105.4       111.2       106.0
Employment in industry  ................  109.8       108.0       106.8ÿ      1{)610

Output per man in industry  .............  101.0      105.0      107.8a     107.5

Agricultural output  ........................  132.0       94.0       97.0

112.6
108.0
105.0

li210

115.1

Source: Reply of the Government of Yugoslavia
to the United Nations questionnaire of November
1960 on eeonmnie trends, problems and policies;

Indeks, No. 2, 1961 (Belgrade) ; Statisticki Godisnjak,
1960 (Belgrade).

January-November.

products rose in 1960, although to a smaller extent than
had been planned.

creases in prices of other services, such as transport and

eleetriclty, lifted the cost of living by about 1! per cent.

Industrial production, in contrast to agricultural out-
put, slightly exceeded the amount planned, increasing
by more than 15 per cent as compared with the 14 per
cent envisaged in the plan.

Personal consumption in 1960 advanced at a slower
rate than national income, the increase in 1960 amount-
ing to 4 per cent as compared with 8 per cent for national
income. On the other hand, the rise in the volume of
gross fixed investment kept pace with that in national
income. In the distribution of investment, a shift towards
the industrial sector occurred in 1960: the share of in-
dustrial investment in total investment expenditure ad-
vanced from 41.1 per cent in 1959 to 45.0 per cent in
1960, and that of agricultural investment declined from
21.3 per cent to 17.3 per cent.15

The rise in the cost of living index was more than
offset by an increase in nominal wages, amounting on
the average to 13 per cent, which raised real wages by
2 per cent.1ÿ In spite of a fall in agricultural output, the
real income of the peasant population remained more
or.less constant, owing to an 8 per cent increase in the

prices paid for agricultural procurements. The value of
turnover in retail trade rose by 19 per cent in 1960,
while the volume was about 1I per cent higher.

As in previous years, the rate of expansion in output
of producer goods exceeded that of eorisumer goods,
but the discrepancy between the indices became rela-
tively smaller.

Employment in industry, contrary to the experience
• in previous years, rose less rapidly than output per man.
The price level in 1960 was markedly higher than in
1959, partly because of the deliberate government policy
of raising prices of services, which were considered ex-
cessively low, and partly because of pressure of demand.
The retail price index rose by 6.7 per cent over 1959
and food prices alone increased by almost 10 per cent.
Rents for residential housing, however, were raised by
150 per cent, and this, together with considerable in-

is According to the 1961 plan, this shift will continue in the
current year; the share of industrial investment is planned to
amount to 46.2 per cent in 1961 and that of agricuhural invest-
ment to decline to 16.8 per cent of total investment outlays.

Imports and exports both expanded in 1960 by ap-
proximately 20 per cent (see table 6-24), and the trade
deficit increased correspondingly. Significant changes
occurred in 1960 in the structure of imported goods.
The share of food products in imports declined con-
siderably, from 19 per cent in 1959 to 9 per cent in
1960, while the share of machinery and transport equip-
ment rose from 28 per cent to 37 per cent. The structure
of exports, however, did not change significantly. The
share of agricultural products in total exports advanced
from 21 per cent in 1959 to 23 per cent in 1960, mainly
because of a sharp increase in meat exports, while the
share of industrial products declined slightly.

The Yugoslav plan for 1961 foresees a rise of 12.6
per cent in national income. Industrial output is planned
to grow by 12 per cent and the output of agriculture
by 16 per cent. The plan also foresees an expansion of
8 per cent in the volume of personal consumption and
of 11 per cent in social consumption. State and co-

as Data on money and real wages as indicated in the reply of
the Government of Yugoslavia to the United Nations question-
naire of November 1960 on economic trends, problems and poli-
cies. The data apply to all wage and salary earners; real wages
in industry and mining seem to have increased more than the
average.
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Tah]e 6-24.  Yugos]avia: Balance of Payments.

(Billions of dinars) ÿ

t961
Dem                                       t958          1959          t960       (planned)

Exports of goods  ...............................  132.4      143.0      171.1      181.0
Imports of goods                                    205.5      198.4      241.4      243.5
Balance of merchandise trade  .....................  - 73.1      -- 55.4     - 70.3     - 62.5

Balance of other transactions on current account  ....  26.1        19.2        21.7        23.2
Total balance on current account  .................  -47.0     -36.2     -48.6     -39.3

Source: Reply of the Government of Yugoslavia
to the United Nations questionnaire of November
1960 on economic trends, problems and policies.

a In foreign prices converted into dinars at
official exchange rates.

operative investment are to increase by 5 per cent and
agricultural investment at a greater rate.

Foreign trade is planned to expand at a lower rate
than in 1960, when exports as well as imports rose by
20 per cent over 1959. In 1961 imports are planned to
remain virtually unchanged and exports are to increase
by about 6 per cent. During 1961 the foreign trade of
Yugoslavia will be influenced by the recently intro-
duced currency and foreign trade reforms. The system
of multiple exchange rates, which was effective until
1960, is being replaced by a unitary exchange rate of
750 dinars to the dollar. Since the multiple exchange
rates for foreign trade transactions varied from 500 to
1,200 dinars to the dollar, the effect of the reform on
foreign transactions will be the same as that of a re-
valuation on goods previously sold at a rate higher than
750 dinars to the dollar and of a devaluation on goods

sold at a lower rate. One of the goals of the reform is
to abolish direct government controls over foreign cur-
rency allocation and to induce enterprises to base their
export and import decisions on profitability at the pre-
vailing prices and customs duties.

On the import side, a customs tariff originally apply-
ing only to capital goods is being extended to all im-
ported goods, and fixed duties will be introduced during
the current year. Concerning exports, the system of

subsidies paid by the State to exporting enterprises will
also gradually be abolished, and the exporting enter-
prises will have to prove their competitiveness at the
existing rate of exchange by cutting costs. In order to
facilitate these reforms, the International Monetary
Fund, the United States and some western European
countries have extended credits to Yugoslavia amount-
ing to $27ÿ million.



DISTRIBUTORS FOR UNITED NATIONS PUBLICATIONS 

ARGENTINA 
Editorial Sudamericanc,, S.A., Al,ina 500, 
B1Jeno5 Aires. 
AUSTRALIA 
Melbourne University Press, 369 Lons
do le Street, Melbourne C. I. 
AUSTRIA 
Gerold & Co., Graben 3 1 ,  Wien, 1. 
ii. Wullerslorff. Markus Slttiku$Slrane 1 0, 
Sob:burg.
BELGIUM
Agence et Menagerie5 da la Presse, S.A., 
1 4-22, rue du Persil, Bruxelles.
BOLIVIA
Librerfa Selecciones, Casilla 972, la Paz.
BRAZIL
Livraria Agir, Rua Mexico 98,B, Caixa
Postal 329 1 ,  Rio de Janeiro.
BURMA
Cu rator, Govt. Book Depot, Rangoon.
CAMBODIA
Entrepris• khmere de l ibrairie, I mpri·
merie &. Papeterie Sari, Phnom-Penh.
CANADA
The Queen's Printer, Ottawa, Ontario . 
CEYlON
lake House Boobhop,Anoc. Newspapers 
of Ceylon, P.O. Boll 244, Colombo.
CHILE
Ediforiol del Padfia,, Ahumada 57,
Santiago.
Libre rla Ivens, Casilla 20.5, San!)ago . 
CHINA
The World Book Co., Ltd., 99 Chung
King Rood, l st Section, Taipeh, Taiwan.
The Commercial Press, Ltd ., 21 1 Honan
Rd., Shanghai.
COLOMBIA
Librerfo Buchholz, Av. J imenez de Que
sada 8-40, aogota.
COSTA RICA
lmprenla y librerfo Trejos, Aparlado
1 3 13, San Jose.
CUBA
Lo Caso Belga, O'Reilly 455, La Habana. 
CZECHOSLOVAKIA
Ceskoslovensky Spisovatel, Narodni Trfda
9, Praha l .
DENMARK
Ejnar Munk�aard, ltd., Njjrregade 6,
Kflbenhavn, K.
DOMINICAN REPUBLIC
Libreria Domlnicana, Mercedes 49, Ciu
dad Trujillo,
ECUADOR
Libreri a Cientlfico, Ca•illa 362, Guaya.
quil . 
El SALVADOR
Manuel Navas y Cia,, l a. Avenida sur
37, San Salvador.
ETH IOPIA
l nternationol Press Agency, P.O. llox 
1 20, Addis Ababa.
FINLAND
Akoteeminen Kirjakauppa, 2 Ke,kuskatu, 
Helsi nki .
FRANCE
Editions A. Pedone, 13, rue Souffiot,
Pari, (Ve).
GERMANY
R. Ei,enschmidt, Schwantha1er Str. 59,
Frankfurt/Main. 
Elwert und Meurer, Ha11ptstrane 10 1 ,
Berlin-Schoneberg,
Alexander Horn, Spiegelgaue 9, Wies· 
bad en. 
W. E. Saarboch, Gertrude nstrosse 30, 
Kol n  (1 ).

GHANA 
University Boobhop, Univer1ity College 
of Ghana, Legan, A«ro. 
GREECE 
Kauffmann Bookshop, 28 Stadion Street, 
Athenes. 
GUATEMALA 
Sociedad Econ6mlco-Flnanciera, 6a Av. 
14-33, Guatemala City. 
HAITI 
Li brai rle "A la Caravella", Port•au-Prince. 
HONDURAS 
Librerla Ponamerlcana, Tegucigci l pa. 
HONG KONG 
The Swindon Book Co., 25 Nathan Rood, 
Kowloon. 
IC ELAND 
Bokaven:lun Sigfu,ar Eymu,nduo�ar H. 
F., Austurslraeli 1 8, Reykjavik. 
INDIA 
Orient Longman,, Calcutta, Bombay, Ma
dras, New Delhi and Hyderabad. 
Oxford Book & Stationery Co., New 
Delhi and Calcutta. 
P. Varadachary & Co., Madras.
JNDONESIA 
Pembangunan, Ltd., Gunung Sahari 84, 
Djakarta. 
IRAN 
Guity, -482 Ferdowsl Avenue, Teheran. 
IRAQ 
Mackenzie'• Bookshop, Baghdad. 
lRELAND 
Stationery Ollie .. , Dublin. 
I SRA El 
i!lumstein's Bookslores, 35 Atl .. nby Rd. 
and 48 Ncchlat Benjamin St., Tel Aviv. 
ITALY 
Libreria Commissionaria Sonsoni, Via 
Gino Capponi 26, Firenze, and Vii;, 0, A, 
Azunl 15/A, Roma. 
JAPAN 
Maruzen Company, Ltd ., 6 Tari-Nichom", 
N lhonbcshi, Tokyo. 
JORDAN 
Jo,eph I. Bahous & Co., Dor·ul-Kutub, 
Box 66, Amman. 
KOREA 
Eul·Yoo Publ ishing Co., Ltd., 5, 2-KA, 
Chongno, Seoul. 

LEIIANON 
Khayat's College Book Cooperative, 
92,94, rue Bliu, Beirut. 
LUXEMBOURG 
Libroirie J. Trausch-Schummer, place clu 
Theatre, Luxembourg. 
MEXICO 
Editorial Hermes, S.A., lgnocio Mariscal 
41 , Mexico, D.F. 
MOROCCO 
Centre de diffusion documentalre du 
11.E.P. 1 ., 8, rue Michaux-Bellaire, Rabat.
NETHERLANDS
N.V. Mortinus Nijhoff, Lange Vaorhoul
9, 's·Gravenhage . 

NEW ZEALAND 
Un ited Nation, Association of New Zea
land, C.P.O. 101 1,  Wallington. 

NORWAY 
Johon Grund! Tanum Farlag, Kr. Au
guslsgt 7 A, Oslo. 

PAKISTAN 
The Pakistan Co-oparotivu Book Soc[ety, 
Doe<:o, East Pakisla n .  
Publ ishers United, Ltd., Lahore. 
Thomas & Thomas, Karachi. 
PANAMA 
Jose Menendez, Agenda Internacional 
de Publicaciones, Apartado 2052, Av. 
BA, sur 2 1 -.58, Panama. 
PARAGUAY 
Agenda de Librerfos de Salvodor Niuo, 
Cal le Pie. Franco No. 39-43, Asuncion. 
PERU 
Libreria Internacional del Perv, S.A,, 
Casllla 1 417, Limo. 
PHILIPPINES 
Alemar'• Book Store, 769 Ri:iol Av.nu•, 
Mani la. 
PORTUGAL 
Livrari;, Rodrigues y Cia, 186 Rua Aurea, 
Lisboa. 
SINGAPORE 
The City Book Store, Ltd., CoJJyer Quay. 
SPAIN 
Libreria Bosch, 1 1  Ronda U niveuidad, 
Barcelona. 
Libreria Mundi-Prensa, Costello 37, Ma• 
drid , 
SWEDEN 
C. E. Fritze'• Kung!. Hovbokhandel A,.8,
fradsgatan 2, Stockholm.
SW ITZERLAND
Librairie Poyot, S.A., Lausanne, Geneve. 
Hans Raun ha rdt; Kirchgasoe 1 7, Zijrich 1.
THAILAND
Promuon Mlt, Ltd., -55 Chakrawat Road, 
Wal Tuk, Bangkok.
TURKEY
Librairie Hachette, 469 lstiklal Cadd.ai, 
Beyoglu, Istanbul .
UNION OF SOUTH AFRICA
Van Schaik', Bookstore (Pty) Ltd., Chur,h 
Street, Box 724, Pretoria.
UNION OF SOVIET SOCIALIST
REPUBLICS
Mezhdunarodnaya Knyiga, Smol•n,k,:,ya 
Ploshchad, Moskva. 
UNITED ARAB REPUBLIC
Lib rairie "La Renoinance d'Egypte", 9 
Sh. Adly Pasha, Cairo.
UNITED KINGDOM 
H.M. Stationery Office, P.O. Box 569, 
London, S.E, 1 (and HMSO brcinche, in 
Belfast, Birmingham, Briitol, Cardiff, 
Edinburgh, Manchester}. 
UNITED STATES OF AMERICA
Sales Section, Publishing Service, United
Nations, New York. 
URUGUAY
Representacion  de Editoriales, Prof. H ,
D'Elfa, Plaza Cagoncha 1342, 1 • plso, 
Montevideo.
VENEZUELA 
Librerfa del Este, Av. Miranda, No. 52, 
Edf. Galipo n, Co racas. 
VIET-NAM 
Librairie-Popeterie Xulln Thu, 185, rue 
Tu,do, B.P. 283, Saigon. 
YUGOSLAVIA 
Conkarjeva Zalaiba, Ljubljana, Slovenia. 
Drzavno Preduzec'.e, Jugos!ovenska Knl[· 
ga, Terazije 27 / 1 1 ,  Beogrod. 
Prosvjeta, 5, T rg Bratstva i Jedinstva, 
Zagreb. 

[6U1 J 

Orders and inquirie• from countrie, nor liited above may be se nt to: Sale, Section, l'ub/irning Service, United Nations, New 
Yer.le. U.S.A.; or Sales Sedian, United Notions, Palais des NatiaM, Geneva, Swirzerfand. 

Printed in U.S.A. 
15030-June 1961-5,375 

Price : SU .S. 3.00 ; 21/-stg. ; Sw. fr. 13.00 
(or equivalent in other currencies) 

C" nit.ed Nations pu b!kation 
Sales No.: 61.11.C.l 

F./3501/Rcv. l 
ST/ECA/68 




