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FOREWORD

This report, World Economic Survey, 1957, is the
tenth in a series of comprehensive reviews of world eco·
nomic conditions published by the United Nations. It is
issued in response to General Assembly resolution
ll8 (II), in which the Secretary-General was asked to
prepare annual factual surveys and analyses of world
economic 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 the world economic situation as a prerequi
site for recommendations in the economic field, as well
as to serve the needs of the general public.

The present survey is the third in the series to contain
a special study of an economic question of general
interest. In the World Economic Survey, 1955, the de
velopment of production and trade throughout the
world during the first post-war decade was reviewed.
Drawing in part upon this review, the World Economic
Survey, 1956 contained an analysis of balance of pay
ments problems in the post-war period. The present
Survey complies with the request of the Economic and
Social Council, contained in a resolution of July 1957,
that part I of World Economic Survey, 1957 should
examine the problem of inflation. This study draws not
only upon published data but also upon replies by Gov
ernments to a questionnaire on inflation circulated by
the Secretary-General in October 1957. In chapter 1,
following a general discussion of the nature of inflation,
the main factors underlying recent advances in prices in
North America, western Europe and Japan are analysed.
Together with a review of the evidence indicative of
excess aggregate demand or excess sectoral demand,
the process of cost inflation is examined in detail. The
relationship between domestic inflation and the external
balance is then considered briefly. The chapter contains
an extensive review and discussion of recent govern
mental anti-inflationary policies, particular emphasis
being given to the role of monetary policy. Chapter 2
similarly examines the forces determining recent price
advances in the primary producing private enterprise
economies. Both demand and cost elements and the
significance of monetary factors are reviewed. The
chapter also includes an examination both of the special
nature of the relationship between domestic inflation
and the external balance in these economies and of
budgetary, monetary and other anti-inflationary poli
cies. Chapter 3 examines the problem of inflation in the
centrally planned economies. A discussion of thenature
and possibility of inflation in economies with central
allocation of resources precedes an analysis of the
causes underlying inflationary pressure. The process of
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price formation and recent price developments are
reviewed.

Part II of the Survey contains an examination of reo
cent events in the world economy. Chapter 4 provides
an analysis of the recent situation in the industrially
advanced private enterprise economies, special atten
tion being given to the factors underlying the recession
ary trends that emerged in 1957. Chapter 5 reviews
recent events in the primary producing private enter
prise economies, the early impact of the recessionary
trends in the industrially advanced economies being
examined in the light of the development programmes
upon which many of the primary producing countries
are engaged. An assessment of the economic outlook at
the beginning of 1958 is given for both these groups of
countries; this is based largely on replies by Govern
ments to a questionnaire on economic trends, problems
and policies circulated by the Secretary-General in
November 1957. Chapter 6 provides an account of
recent changes in the centrally planned economies.

The Introduction. to the Survey contrasts the sources
and major characteristics of inflation in the three broad
groups of the world economy and relates past experi
ence to current trends.

There are published as supplements to this survey
reviews of economic conditions in areas outside the
scope of the work of the regional economic commissions
of the United Nations: Economic Developments in the
Middle East, 1956-1957 (sales number: 58.II.C.2) and
Economic Developments in Africa, 1956-1957 (sales
number: 58.II.C.3).

The basic data used in the report are, in general, as
published in governmental or inter-governmental
sources, or as officially 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
the structure and development of the national economy.
For this reason, the compilation of international sta
tistical tables requires that attention be given to any
important elements of non-comparability or qualifica
tions 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. Some of the data have been spe
cially tabulated by the Statistical Office of the United
Nations.

The Survey was prepared in the Department of
Economic and Social Affairs by the Bureau of
Economic Affairs.





EXPLANATORY NOTE

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: EPU for European Payments Union;
GNP for gross national product; IBRD for International Bank for Reconstruction and
Development; OEEC for Organisation for European Economic Co-operation; FAO for
Food and Agriculture Organization of the United Nations. "Rhodesia and Nyasaland"
stands for Federation of Rhodesia and Nyasaland; "Malaya" stands for Federation of
Malaya.

Wherever the terms "Syria" and "Egypt" are used, reference is to the northern
and southern regions of the United Arab Republic. The latter terms have not been used
since the study covers the period ending in 1957, while the United Arab Republic was
established in 1958. For the same reason no use is made of the term "Arab Federation".

The designation of countries and territories and the arrangement of material in
this publication should not be considered as implying any endorsement or other judge
ment by the Secretariat of the United Nations regarding the legal status of any country
or territory, or of its authorities, or in respect of the delimitation of its boundaries.
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Introduction

ELEMENTS OF INFLATION AND THEIR SIGNIFICANCE
FOR ECONOMIC RECESSION

The year 1957 marked another turning point in the
curve of economic growth traced by the developed
countries during the nineteen fifties. The post-Korean
expansion, which had already been proceeding at a
decelerating rate in 1956, lost most of its momentum
in the course of the past year. In North America the
rate of economic activity levelled off early in 1957 and
began moving downwards during the latter part of the
year. Althoughin western Europe the average level of
economic activity was still higher than a year earlier,
in a number of countries end-year output fell below
the beginning-year rate; and, as had already happened
in the United States, burdensome surpluses and excess
capacity were beginning to appear in 1958 even in
sectors of the economy which had once been disturbed
by equally troublesome shortages.

At this writing it is still too soon to foresee how far
the recession may develop or how long it may last.
There is no question of the recession taking on the
dimensions of the pre-war depression; a decline on
any such catastrophic scale is inconceivable, on social
and political, as well as on economic, grounds. Despite
the current downturn in business plans for investment,
confidence in the longer run built up by a decade of
continued economic growth remains unshaken. Major
institutional changes in all industrial countries have
both lessened their instability and strengthened their
resistance to shock. Banking and other financial insti
tutions, which proved most vulnerable to cyclical down·
turns in the past, have been immeasurably strength.
ened. Speculative excesses, which historically triggered
many of the reactions from boom to collapse, have
also been more successfully controlled during the recent
expansion phase. Of more immediate significance is
the vastly enlarged role of the government budget in
the national economy. Though the longer-term implica
tions of the expanded share of government in private
enterprise economies may remain in dispute, there can
be little debate over its short-term stabilizing influence.
The relatively high post-war level of government spend.
ing, determined independently of market conditions and
subject more to counter-cyclical than to cyclical forces,
supplies an important element of stability in national
expenditure that was not available in the nineteen
thirties. At the same time, the more than proportionate
change in tax yield than in national product, associated
with steep post-war income tax rates, provides strong
support for private income after tax in relation to out·
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put. In addition, a number of built-in stabilizers, de
veloped during the nineteen thirties and the war period
-most notably, regardless of imperfections, the pro
grammes for unemployment compensation and for sus
taining farm incomes-impart a powerful braking effect
on the rate of decline in economic activity. These
elements have already proved their effectiveness in the
past and they are undeniably of great significance in
slowing down the current recession.

If a depression on the scale of the nineteen thirties
need not be feared, however, neither may it be antici
pated that in the United States-the country with maxi
mum impact on the world economy-the recession will
be as brief or as mild as in 1948/49 or 1953/54. The
decline in its industrial production and the rise in its
unemployment, indeed, already exceed those of the
previous two downturns. Early in the recession atten
tion was naturally focused on the large-scale reversal
from accumulation to liquidation of inventories which
has characterized all three post-war downturns. It was
hoped that under the influence of favourable long-term
economic trends the economy would right itself once
again when excess inventories had been worked off;
liquidation would then cease and give way to renewed
stockbuilding. It has become increasingly evident, how
ever, that despite the vastly expanded economic hori
zons and the firm confidence in the longer term, expec
tations of the rate of growth of demand in relation to
capacity in the intermediate range are being revised
downwards. With excess capacity having been built up
for some time in many lines of industry, business plans
for plant and equipment expenditure have been cut
back significantly; given the time which must neces
sarily elapse before plans materialize, the full effects
of these cuts may not be felt until 1959. The situation
in housing and in consumer durables is also much less
favourable than formerly; in both earlier recessions,
residential construction and consumer outlays on dur
able goods, especially automobiles, paced the recovery
and gave new impetus to business plans for investment,
but in the recent phase these two industries have been
among the first to become depressed.

Not least of the striking features of this recession is
the apparent suddenness with which it came on the
scene. As late as the summer of 1957 the overriding
concern, both inside and outside the United States, was
the problem of continuing inflation. This is reflected,
among other things, in the debate of the Economic
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and Social Council at its twenty-fourth session in mid
1957 and its resolution requesting the Secretary-General
to study the subject of inflation in the present Survey.
In the United States, though seasonally adjusted unem
ployment at the time of writing, in May 1958, was
estimated at a post·war peak, carry-overs of earlier
fears of inflation remained a major factor in the hesi
tation to counteract the recession through a reduction
in taxes or through an increase in the government bud
get, as distinct from acceleration of already approved
public expenditure. Production trends in many western
European countries early in 1958 were reminiscent of
those a year earlier in the United States; the boom of
the preceding years had lost its momentum, and in very
few instances was output significantly higher at the
beginning of 1958 than a year earlier. Economic policy
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in western Europe, nevertheless, continued to be in
fluenced by fears of inflation.

The ending of the boom in western Europe and the
beginning of the recession in North America will be
examined in some detail in part II of this Survey. It
needs also to be considered, however, how it may
happen that a situation so widely characterized as
inflationary should suddenly be threatened by defla
tionary forces. Did circumstances change so suddenly,
or may preoccupation with inflation have obscured
elements of deflation that were present all along? If so,
what sort of inflation was it that it could coexist with
powerful deflationary tendencies? Part I of the Survey,
which, at the request of the Economic and Social Coun·
cil, is devoted to a study of inflation, addresses itself
in large part to this question.

The Recent Inflation In Industrial Countries

It is probably no exaggeration to say that the world
has never been so acutely sensitive as in recent years
to the dangers of inflation. Nearly a generation of expe
rience with the social and economic costs of war-time
and of post-war inflation seems to have transformed
the economic psychology of the world community; old
fears of depression and mass unemployment apparently
gave way to new anxieties over wage-price spirals and
erosion in the value of money. These anxieties did
diminish for a time with the growing liquidation of
the acute inflationary pressures of the early post-war
years; indeed, during 1948/49 even more than in the
past year world concern was centred not so much on
the remaining pockets of inflation as on the interna
tional impact of a recession in the United States. The
outbreak of Korean hostilities generated a new shock·
wave of inflation, however, and long before the new
military plans could be translated into higher actual
outlays, the world witnessed a boom in raw materials'
prices of extraordinary proportions.

The boom collapsed soon after it began when the
true economic dimensions of the Korean struggle be
came evident. For a short while it seemed that inflation
would revert to the status of a local phenomenon, con
fined primarily to countries with a long history of con·
tinuing inflation. This expectation did not materialize,
however. After a year or more of comparative stagnation,
western Europe embarked in 1953 upon a period of
vigorous economic growth. Welcome as was this ex
pansion, it was soon accompanied in most countries by
mounting concern over inflation. After its mild reces
sion in 1953/54, the United States likewise entered
upon a phase of rapid expansion, which, though of
shorter duration than in western Europe, generated no
less acute fears of inflation.

Paradoxically, the inflationary developments which
gave rise to such widespread anxiety were of relatively

modest proportions. Neither at the wholesale nor at the
consumer level were the price increases comparable
with those of the Second World War, the early post
war years or the Korean boom; indeed, the increases
in wholesale prices were not as large as those which
had accompanied the recovery from the depths of the
depression in the nineteen thirties. Nor was the pattern
of price increases typical of earlier periods of inflation;
whereas normally prices of raw materials tend to rise
relatively sharply under the pressure of demand, during
this period significant increases were confined to a
limited group of commodities. Farm food prices were
notable for their weakness; so much so that several
countries had to consider measures to bolster farm
prices, hand in hand with the tightening of general
controls against inflation.

That the modest and uneven character of the recent
inflation in industrial countries was generally recog
nized is evident from the new term-creeping inflation
which was coined in order to disting~ish it from earlier,
more conventional, types. The deep-seated concern reo
flected not so much the magnitude of the pressures, as
the setting in which they appeared. Three successive
bouts with galloping inflation-during the war, the
post-war reconstruction and Korean hostilities-had
conditioned the public to fear even creeping inflation,
especially since its pace appeared to be accelerating
rather than diminishing. Of greater importance, per
haps, was the fact that for the first time, inflation was
not generated by the abnormal forces of war or of
post-war readjustment but was associated instead with
the normal forces of economic growth. In the context
of a universal commitment to maintain high levels of
employment and a post-war drive for rapid long.term
growth, inflation appeared not merely as a passing
danger but as a permanent threat to stability. Thus,
even creeping inflation had to be resolutely avoided
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lest it gather momentum and develop into the galloping
variety.

Concern over internal stability was prompted, in
many instances, by anxiety over external balance. Even
had countries been willing to overlook the effects of
price increases upon the internal economy, they could
not look with equanimity upon growing balance of pay
ments deficits and dwindling foreign exchange reserves.
These countries were the first to resort to restrictive
measures; but since countries with surpluses in their
balance of payments also felt obliged to impose anti
inflationary measures in the course of the expansion,
such policies proved only of limited effectiveness in cor
recting the international imbalance.

What accounts for the apparently sudden economic
reversal, beginning in mid-1957, from inflation to re
cession? Part of the explanation must be sought in the
delicate balance which exists in a dynamic economy
between inflation and deflation. Where advancing tech
nology and high levels of investment constantly add to
productive capacity and raise the average level of
output per man, inadequate demand cannot be auto
matically equated with falling demand. Even a rising
demand may prove inadequate to provide for full
employment and full utilization of capacity. A problem
of inadequate demand may thus develop while output,
employment, incomes and profits are still increasing.
It is true that even under such conditions symptoms of
inadequate demand might emerge in the form of in
voluntary accumulation of inventories, unutilized ca
pacity and growing slack in the labour market. But it
is not easy to judge from recorded statistics whether
the rate of inventory accumulation is voluntary or not,
or whether capacity is excessive in relation to the
potential rate of growth of demand; nor, in view of a
widespread tendency of management to "hoard" labour
during a period of growth, do data on unemployment
provide a sensitive indicator of adequacy of aggregate
effective demand. Psychologically, too, it is difficult to
become aroused over unutilized capacity while profits
are still rising, or concerned about developing slack in
labour markets while employment is still increasing;
in a word, it is hard to be pessimistic about demand
while the economy is still climbing. Experience with
each of the post-war recessions shows that it is all too
likely instead that anxiety over inflation may persist
for some time after the economic trend has already
been reversed.

The possibility of a sudden shift to deflation is all
the more likely when the inflation is of the creeping
variety. It is not simply that creeping inflation involves
a relatively minor degree of excess demand, so that a
policy for its elimination may introduce a deflationary
bias in the economy. Perhaps of even greater impor
tance is the fact that creeping inflation tends to reflect
mixed pressures, excess demand in one sector coincid
ing with excess capacity or surplus stocks in other
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segments of the economy. In an economy where infla
tion exists side by side with elements of deflation,
exclusive concentration on the problem of rising prices
may be especially hazardous.

In the traditional body of economic literature the
possibility of mixed inflation does not seem to have
been discussed; it seems universally to have been con
cluded that inflation is necessarily the result of a gen
eral excess of demand. This conclusion follows under
standably from the classical assumption of a perfectly
competitive market in which prices and wa.ges are con
tinuously adjusted so as to eliminate any excess demand
or excess supply. In such a market, if there is no excess
demand (or supply), prices will come to rest; if, there
fore, prices are rising cumulatively, it can only be
because excess demand is constantly tending to re
emerge. The question as to whether inflation necessarily
reflects a general excess of demand arises only because
in the real world prices and wages are not always set
so as to clear the market. They may be set, instead, at
levels at which demand in some markets exceeds, and
in others falls short of, supply. Needless to say, this
does not imply that prices and wages are set without
regard to demand and supply conditions-it only means
that other considerations also enter into their deter
mination. These considerations include conventional
pricing formulae, collective wage-bargaining and gov
ernment regulation. The direct links between prices and
wages through such arrangements may frequently be
stronger than any indirect links via demand and supply
relationships. Prices may be set by adding a percentage
markup over unit labour and materials costs; wage
bargaining may be linked to the cost of living; and
government regulations, especially of farm prices, may
be designed to maintain some form of parity between
prices received and prices paid by farmers. Because of
these interlocking relationships, any demand or supply
factor tending to raise prices or wages in important
markets, or any independent move by a major income
earning group to raise its earnings, may easily touch
off a chain reaction leading to a cumulative wage-price
spiral.

Under such circumstances, it is clear, inflation can
not be automatically equated with an excess of aggre
gate demand over supply; it cannot be defined as
necessarily standing at the opposite extreme from de
pression. Though analogies are never sufficiently pre
cise, it may be helpful instead to compare inflation
with unemployment. Just as unemployment may result
not only from inadequate aggregate demand but also
from certain structural features of the economy, so a
cumulative rise in prices may be generated not only by
excess aggregate demand but also by certain structural
features of the pricing mechanism.

Naturally excess aggregate demand remains a major 
source of inflation, just as inadequate demand is a
primary cause of unemployment. But just as unemploy-
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ment may also arise from seasonal and frictional factors
associated with the difficulties of transferring labour
from one job to another without any general deficiency
of demand, so inflation may result from bottlenecks in
productive capacity in some industries without any
general excess of demand. Management may feel en·
couraged to raise profit margins and trade unions to
press for higher wages in industries experiencing excess
demand. And the increases may spread, in accordance
with prevailing price and wage patterns, to the rest of
the economy, even where demand may not be sufficient
to absorb the available supplies or productive capacity.

Moreover, a wage-price spiral need not originate
only from a general or partial excess of demand over
supply or productive capacity; it can be touched off
whenever demand is sufficiently buoyant to prompt
labour or management to press for higher wages or
higher profit margins. Demand need not, in fact, be
rising significantly everywhere; increases in earnings
rates in key industries may release the catch to set off a
wage-price spiral throughout the economy. It is not
even necessary for prices in the key industries to rise
more than, or indeed as much as the average level;
increased productivity may partly offset higher wages
and higher markups in the sectors benefiting from
expanding demand. Wage rates are also likely to be in
creased in other parts of the economy, however, where
they cannot be absorbed as readily by advances in
productivity, so that prices elsewhere may rise to a
greater extent than in the key industries.

Unfortunately, once a wage-price spiral sets in, it
may continue to advance long after every trace of rising
demand has disappeared; indeed, as current experience
in the United States amply demonstrates, even well into
a period of recession. In the light of this experience
there caube little doubt that inflation, like unemploy
ment, may be of a "structural" character, not too closely
dependent upon the adequacy of demand in relation to
productive capacity. Just as unemployment may stem
from a lack of adequate productive capacity, rather
than of effective demand, so cumulatively rising prices
may stem from excessive claims for higher incomes
rather than from an excess of demand for goods and
services. And though the intensity of pressure for higher
incomes may be expected to vary with the pressure of
demand for goods and services, the relationship is
hardly so close that a wage-price spiral may be taken
as sufficient evidence of excess demand.

The recent inflation developed in association with a
boom which began in demand for consumer durables
and housing and spread to private investment in plant
and equipment. In the investment goods industries there
can be little doubt that, in a number of countries, some
excess demand did develop for a time; new orders for
durable goods outstripped deliveries, order books
lengthened, and productive capacity in some industries
was strained. With an important sector of the economy
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exhibiting such symptoms, concern over inflation tended
to focus on excess demand as the primary cause. This
was all the more true since unemployment was generally
low and national income and production were increas
ing. Given the high level of aggregate activity and the
symptoms of demand pressure in a segment of it, the
distinction between high levels and excessive levels of
aggregate demand tended to be blurred. The illusion
was created that if prices are rising throughout the
economy, the economy as a whole must be experiencing
an excess of aggregate demand. And as price increases
continued to spread and even to accelerate, less and
less importance was attached in this context to the
evidence of mounting surpluses of food and agricul
tural raw materials, or of the long-standing excess
capacity in textile industries; even the significance of
the subsequent decline in demand and the emergence of
excess capacity in consumer durables, in housing and
in related industries which had initially sparked the
boom, tended to be overlooked. Though demand was
falling ever more short of productive capacity, eco
nomic policy continued to concentrate On restraint of
demand for curbing the upward movement of prices.

THE NATURE OF RECENT ANTI-INFLATIONARY POLICY

The policy of industrial countries for curbing infla
tion in recent years presents a striking contrast with that
generally employed in the war and even the early post
war years. The most notable difference lies in the elimi
nation of direct market controls; apart from one or two
instances, anti-inflationary policy has been limited to
measures of a general and indirect character. This shift
towards an essentially free market economy had already
been largely completed by 1950, although controls on
foreign trade, in most countries, were relaxed more
gradually. During the Korean hostilities the only im
portant instances of direct controls for curbing infla
tionary pressures were the revival of machinery for
international allocation of strategic raw materials and
the re-introduction of moderate price-wage controls in
the United States.

In the recent phase of expansion there could be no
question of suppressing an excess of aggregate demand
by means of direct controls, since demand pressures
were not even remotely comparable in magnitude to
those of the war or early post-war years. Though the
expansion was based on a boom in investment which for
a period strained the capacity of some industries, its
inflationary effect was in part offset by mildly defla
tionary government budgets, and in part mitigated by
means of foreign trade. With residential construction
also coming to be widely discouraged in the course of
the boom, only in a few countries was the pressure of
demand for saving to finance domestic and foreign
investment and budget deficits appreciably higher than
during the first year of Korean hostilities; in many
cases pressure was lower. In some countries the growth



INTRODUCTION

of productivity and income was accompanied, more
over, by a rising proportion of income which people
were prepared to save, particularly as their demand
for consumer durables slackened. In the event, there
fore, the supply of saving proved adequate to satisfy
the demand without far-reaching government inter
vention.

Perhaps a more striking feature of recent anti-infla
tionary policy is the shift in emphasis from fiscal to
monetary measures. After a revolutionary development

I during the war, fiscal policy became relatively passive
in the nineteen fifties, and monetary policy gradually
assumed the major active role in dealing with the new
inflationary tendencies. This shift represented a social,
as much as an economic, phenomenon. Though outright
intervention in the market-place had been eliminated,
government participation in economic life remained far
more important than it had ever been in peace time,
government budgets absorbing from 20 to 30 per cent
of the national product in nearly all industrial coun
tries. Given the growing public impatience with the
high post-war taxes necessary to finance this enlarged
share, an increase in taxation would have met with
widespread disfavour as an anti-inflationary weapon.
Even in countries experiencing balance of payments
crises there was evidently a firm determination to avoid
any increase in levies on personal incomes. At the same
time requirements for national defence remained high,
while budgetary obligations incurred as a result of the
Second World War, together with pressing social and
economic needs, made it impossible to moderate infla
tionary pressures by significant cuts in civilian govern
ment expenditure. Increasingly therefore, the centre of
gravity in anti-inflationary policy shifted from the fiscal
to the monetary zone.

These considerations found much of their economic
support in the thesis that inflation is caused ultimately
by "too much money chasing too few goods". The fact
that price increases involve a greater rate of increase
in the flow of money expenditure than in the flow of
goods was widely taken to justify a policy of preventing
inflation primarily by measures to restrict the flow of
money. Since this flow is the product of the quantity
of money times the velocity of its circulation, and since
the velocity is largely determined by institutional forces
which cannot be readily curbed in a period of rising
prices, it was the quantity of money which emerged as
the strategic factor for controlling inflation. Accord
ingly, the supply of credit was severely restricted and
the rate of interest was raised to the highest levels since
the nineteen thirties. A complex set of credit controls
was developed, including, in addition to traditional
open market operations and higher discount rates,
variable reserve requirements, penalty rates on excess
borrowing from central banks, and in several instances
outright prohibition of any increase in lending.

There is little doubt that a policy of restriction of
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bank credit, if pursued with sufficient vigour, can suc
ceed in reducing the flow of money outlays on goods
and services. The evidence on the efficiency of the
monetary measures during the recent expansion in
industrial countries is not entirely persuasive, however.
It is true that selective credit controls contributed sig
nificantly towards restraining expenditure on consumer
durables and on residential construction. These restric
tions were reinforced, however, by other government
measures, including indirect taxation on durables, with
drawal of housing subsidies, and, in the United States,
the maintenance of non-competitive rates on govern
ment-insured mortgages; moreover, at least part of the
decline in demand in these industries may have been a
natural reaction to the earlier boom. The efficiency of
the general, as distinct from selective, credit controls
during this period, it will be seen in chapter 1, is open
to greater doubt. It is noteworthy that the recent boom
was accompanied by a relatively moderate rate of in
ventory accumulation; but the significance of credit
policy in this respect must be assessed in the light of
the impact of other factors such as food surpluses, rela
tively depressed textile industries, and reduction in gov
ernment stockpiling of strategic raw materials. The
effect of monetary policy on business investment in
plant and equipment is even more difficult to evaluate,
particularly since investment in plant and equipment
actually rose in relation to consumption in most of the
industrial countries.

Credit restrictions, though they did not reduce the
absolute level of business investment demand, may have
retarded its rate of growth-if not directly, at least
indirectly through the damping of business expecta
tions. This effect was evidently subject to a considerable
time lag, however. It is true that monetary restraints
compare favourably with fiscal measures on the grounds
of administrative flexibility and timing; whereas fiscal
changes can be made only through relatively slow legis
lative processes, monetary measures may be altered by
the central authorities as frequently and as rapidly as
circumstances seem to warrant. In practice, however,
this important advantage may be offset by a long time
lag between monetary restrictions and their impact on
actual expenditure for goods and services. In contrast
to the direct links between private income and expendi
ture, the links between central bank operations and
expenditure may be long and roundabout. Despite in
creasing stringency of credit controls, the monetary
authorities generally did not prevent an expansion of
bank advances during the recent inflation; in most in
stances, only the rate of growth in bank credit was
reduced. Banks sold government bonds at a loss and
borrowed at rising rates in order to obtain funds for
more profitable bank advances. Moreover, the authority
of the central banks over credit is far from compre
hensive; in periods of credit restriction other financial
institutions and even business corporations tend to
supplement the credit operations of the banks. In addi-
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tion, business generally tends to reduce its liquidity
requirements so that restrictions on the quantity of
money are partly offset by increases in its velocity of
circulation. Given the inherent instability of invest
ment demand, the danger cannot be overlooked, there
fore, that central-bank policy may produce its maximum
restrictive effect, not when investment demand is strong
est and may need to be curbed, but only after plans
have already turned downwards and need to be stimu
lated.

No less important than the effect of monetary policy
upon the flow of expenditure is the effect of changes
in this flow upon price movements. When the disparity
between the flows of money expenditure and of goods
and services reflects an excess of aggregate effective
demand over productive capacity, a reduction in money
outlays, whether it be achieved through monetary or
through fiscal restraints, is an appropriate means of
curbing inflationary pressure. It may then prevent
cumulatively rising prices by eliminating excess de
mand without an adverse effect on production and
employment. When, however, demand pressures are
of a mixed character, with rising prices and wages
generated in a sector experiencing excess demand spill
ing over into other sectors characterized by excess ca
pacity, a policy of generalized monetary restraint may
prove an inefficient weapon for coping with the infla
tion. Such a policy may, it is true, release resources
from industries where pressure of demand is relatively
low to those where it is relatively high. Its effectiveness
in this respect IS far from certain, however, particularly
if investment is the sector with excess demand and
consumption the sector with excess capacity; by curbing
demand where capacity is ample, the restraints may
then increasingly discourage expansion of capacity
where it is inadequate. Thus, the growing slack in con
sumer goods industries may in the end adversely affect
investment demand itself, the result being that even
capital goods industries suddenly find their fortunes
reversed, with excess capacity replacing excess demand.

Monetary policy may be even less efficient in halting
inflation when the excess money flow is the effect rather
than the cause of the wage-price spiral. This is the
case, for instance, when the demand for credit sterns
not from pressure of excess demand for goods and ser
vices against total productive capacity but from labour
pressure for higher wages or business decisions to raise
profit markups. Monetary restrictions may not then
prevent labour and management from setting higher
wage bargains or profit markups; they may instead lead
to a reduction in effective demand for goods and ser
vices below productive capacity. In so doing they may
even slow down the rate of growth in investment and
in average output per man, thereby raising costs of
production and imparting another upward twist to the
price spiral. Output and employment may thus fall
significantly long before the wage-price spiral can be
brought to a halt.

INTRODUCTION

Many have hoped that the pressure of labour and
business for higher earnings rates might be weakened
by a policy of credit restriction even while output and
employment continued to grow. Virtually all govern
ments have resorted to exhortation to both labour and
business to moderate their demands. In the absence
of national wage-price policies, however, it is only
natural that individual unions and corporations should
seek to maximize their earnings-no labour union or
business corporation can afford to lag behind the others
in protecting its interests. This poses a fundamental
dilemma for the industrial countries: how to reconcile
rapid economic growth with price stability under con
ditions of minimum interference with the market mecha
nism for the allocation of resources.

It has not been an easy task to face up to this
dilemma; it is never pleasant to discover that goals
which have been regarded as absolute may not always
be mutually consistent but may need instead to be
harmonized and accommodated to one another. The
very complexity of the challenge posed by this dilemma
may have contributed in some measure to a tendency to
minimize it or even to deny its existence. Thus it has
been frequently assumed that the ultimate cause of
inflation is in all instances an excessive flow of money
expenditure and this excess has often been equated with
an excess of aggregate effective demand over productive
capacity. Were inflation necessarily the converse of
depression-were cumulatively rising prices always the
result of an excess of total demand, just as industrial
depressions are the result of a deficiency in demand
there could of course be no conflict between the goals
of economic growth and of price stability. Fiscal and
monetary policy designed to maintain a proper balance
between the rates of increase of effective demand and
of productive capacity would then simultaneously en
sure both maximum production and price stability.

Unfortunately, though a disparity between the flows
of money expenditure and of goods is a necessary
symptom, it is not always the ultimate cause of an
inflationary process. Regardless of origin, rising prices
must take the form of a higher rate of flow of money
than of goods, and an excessive money flow of expendi
ture may be a result just as often as it may be a cause
of rising prices. Once it is recognized that inflation
is not solely a question of balance between aggregate
demand and productive capacity, but that it depends
also upon demand pressures in particular sectors of the
economy and especially upon the pressure of competing
groups for higher earnings, it will be seen that fiscal
and monetary policy may not always be capable of
ensuring the simultaneous realization of both rapid
growth and price stability. Thus, in the face of exces
sive claims for higher incomes, generalized restraints
on demand may not succeed in achieving price stability
except at the expense of permanently curbing the rate
of growth-indeed even at the expense of introducing
higher levels of unemployment than the economy is
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prepared to accept. With the recession developing in
North America and the expansion grinding to a halt
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in much of western Europe, this dilemma has been
coming into increasingly sharper relief.

Origins of Inflation in Centrally Planned Economies

From the analysis of the problem in private enter
prise economies, it might appear at first sight that in
flation could not be encountered in countries with a
centrally planned economy. Since both incomes and
supplies are centrally controlled, it should be possible
to avoid pressure of excess demand upon supply, and
since both prices and wages are fixed by central au
thorities there should be no problem of a wage-price
spiral. It will be seen in chapter 3, however, that this
group of countries was frequently subject to inflationary
pressure of a type not altogether dissimilar from that
encountered in countries with a private enterprise eco
nomy. Interestingly enough, even a distinction between
demand and cost inflation is not without meaning for
centrally planned economies, although its significance
is naturally not the same as for those based on private
enterprise.

In a fundamental sense, the problem of demand
inflation in the centrally planned economies stems from
the same source as everywhere else, namely, from an
attempt to take out of the economy in consumption,
investment and other uses more than it is capable of
producing. This problem is basic to all economies; it
derives not from political institutions but from the
economic fact of scarcity, from the fact that no country,
however much endowed with productive resources, is
so rich that it need have no concern about achieving
a proper balance between consumption and investment.
If labour were paid entirely in kind, so that no im
balance between consumer income and supplies could
arise, inflation, as a monetary phenomenon, would be
eliminated; but there would still be a limit on the
proportion of total output that could be set aside for
purposes other than consumption, a limit which could
not be exceeded without endangering both economic
development and social stability. Since, however, all
centrally planned economies rely upon a monetary sys
tem, not even the monetary form of inflationary pres
sure can be excluded from consideration; there is
always a possibility of imbalance between flows of
goods and services and of money incomes available for
their purchase.

The problem of monetary imbalance is of little con
sequence in the producer goods sector, where prices, in
any event, are not set so as to equate demand and supply.
Supplies of producer goods are allocated to firms in
accordance with the central plan rather than on the
basis of demand of the individual firm. Producer goods
prices, therefore, do not have any allocative function
but serve only an administrative purpose. Since these
prices are set by calculating unit costs on the basis of

an assumed production norm and adding a fixed per
centage markup to represent unit profits, any difference
between recorded and planned unit profits serves as an
index of achievement of the planned rate of output in
relation to input.

In the consumer goods sector, however, prices are
set with the objective of "clearing the market". To the
unit cost plus a fixed percentage markup representing
unit profits, the government adds a variable indirect
tax which is adjusted so as to equate demand and
supply. Since the demand for consumption depends
upon the income paid out in the economy as a whole,
it follows, as explained in chapter 3, that the pressure
of demand on the supply of consumer goods will vary
directly with the income paid out per unit of output,
and inversely to the proportion of total output which is
allocated to consumption.'

If the central authorities could completely control
all of the factors affecting the pressure of demand upon
supply of consumer goods, in particular, the wage bill,
the volume of output and the proportion of output
devoted to consumption, they could in principle always
adjust the turnover tax and prices of consumer goods
so as to equate demand and supply. In fact, however,
their control over these factors is not complete and
any deviations in these elements from planned levels
may lead to serious problems of imbalance between
demand and supply. The major factor accounting for
such imbalance in post-war years was a deficiency in
the proportion of output devoted to consumption; out
put of food and of consumer goods dependent upon
agricultural raw materials generally fell short of
planned levels, while production in heavy industry
often exceeded plan targets. At times, as during the
Korean hostilities, plans for heavy industry were re
vised upwards so sharply in some countries that it
proved impossible to reconcile the plans for production
with those for wages and prices. The maximum shifts
in allocation of resources in favour of heavy industry
generally occurred during the first stages of fulfilment
of long-term plans of economic expansion and during
periods of exceptional military expenditure. In other
years-in the Soviet Union largely since 1948 and in
other centrally planned economies since 1953-when it
proved possible to maintain or expand supplies of con
sumption goods in relation to the national product.
inflationary pressures generally subsided.

Important contributing factors to the imbalance of
post-war years have been unforeseen increases in unit
wage costs resulting either from failure of output per
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man to reach planned levels or from the need to pay
wages and farm prices in excess of the plan in order
to provide improved incentives for production. Even
during years when the share of consumption in national
output was not reduced, the balance between demand
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and supply of consumer goods was frequently upset,
either by increases in unit costs or by larger than war
ranted reductions in prices. The resulting inflationary
pressure was reflected in shortages of some essential
goods or in upward revision of prices.

Circumstances of Inflation III Under-developed Countries

The special character of the recent inflation in the
industrial, private enterprise economies emerges also
from its relatively modest impact on the world economy.
Normally, inflationary waves originating in the major
industrial areas might be expected to beat with intensi
fied force on the primary producing regions. In view of
the comparatively low elasticity of both world demand
and supply with respect to changes in prices of primary
products-and of the relatively high elasticities, espe
cially of supply, for industrial products-an inflation
of world-wide dimensions tends typically to be accom
panied by a considerable improvement in the terms of
trade of primary producing countries and a rise in their
export incomes. Striking examples of this phenomenon
are to be found in the inflations of the war-time and
early post-war years and of the first year of Korean
hostilities. Though on the average balances of payments
of under-developed countries also became more favour
able during the recent phase of expansion, the improve
ment was extremely modest, and the terms of trade,
far from showing a consistent trend, fluctuated irregu
larly. Raw materials for durable goods industries did
benefit from sharply rising export earnings, but even
this increase began to level off and was finally reversed
as the rate of industrial expansion slackened. By the
same token, the ending of the boom in western Europe
and the onset of recession in North America appear
also to have had a relatively modest impact on under
developed countries, other than exporters of minerals,
during 1957. In that year, the deterioration in trade
balances of under-developed countries was due to a
considerable expansion in imports rather than to a de
cline in the value of exports.

This experience cannot, of course, be projected into
1958; the terms of trade of primary producers have
been declining in the course of the past year and the
outlook for 1958 is for a significant drop in export
earnings. The more the industrial recession is pro
longed the more damaging will its impact on the world
economy inevitably become.

In so far as inflationary pressures have prevailed
in under-developed countries in recent years, they have
been primarily of domestic rather than of foreign origin.
Such pressures may be caused in under-developed, as
in developed, countries by an excess, at prevailing
prices, of aggregate effective demand over total supply
of goods and services. The source of the imbalance may
lie in an excess of government expenditure over re-

venue, of exports over imports, or of investment over
saving; in the aggregate these sources may also be
viewed as representing an excess at prevailing prices
of the total demand for saving over its supply. Though
on the surfac\? the analysis of demand pressure would
thus seem to be identical for all countries, in a deeper
sense the identity may be deceptive. The phenomenon
of inflation in under-developed countries, like that of
unemployment, cannot be adequately understood in
the same terms as those that are relevant for developed
countries.

The importance of underlying differences be~ween

the two types of economies for their basic problems of
unemployment are by now fully recognized and clearly
understood. The gravest problem of unemployment in
a developed country is. that which emerges during a
depression, when a deficiency of demand in relation to
productive capacity breeds a cumulative downturn in
production, employment, income and demand. Though
unemployment originating in inadequate effective de
mand is also not unknown in under-developed coun
tries, a more fundamental problem for them is the lack
of employment opportunities, reflected not only in
visible unemployment in urban areas, but even more
significantly perhaps in under-employment of a large
part of the population. This problem arises not from
insufficient effective demand but from inadequate pro
ductive capacity-whether that capacity be measured in
terms of specific plant and equipment, general over
head capital, the state of technology, or the training
and skill of the labour force. In short, the problem of
unemployment in an under-developed country is as
deep-seated as its total problem of economic develop
ment.

It sometimes tends to be overlooked that these differ
ences are also fundamental for the problem of demand
inflation. In developed countries where capital equip
ment is normally adequate to employ the total available
labour force, pressure of excess demand arises only in
a full-employment economy. It does not arise in the
course of recovery from a depression because increases
in demand may then be matched by putting the unem
ployed back to work to produce the additional supplies
required. So long as there are idle resources that can be
employed, any increase in the demand for saving,
whether it be to finance higher domestic investment,
or an export balance, or a budget deficit, will be cap
able, by raising the levels of production and income,
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of generating a corresponding supply of additional
saving at prevailing prices. Though the higher income
will also involve an increase in demand for consump
tion goods and services, there will be no occasion for
this demand to exceed the supply, as long as capacity
is adequate to expand output. Since some proportion of
the increase in income will tend to be saved, it follows
that if only output and income are expanded sufficiently,
any increase in the demand for saving will be capable
of genemting, at prevailing prices, the additional sup
ply that is required.

Pressure of excess aggregate demand arises in de
veloped countries, therefore, only when resources are
fully utilized and it is no longer possible to match
increases in demand with higher output and income.
In that case a rise in investment, government expendi
ture or exports, unless offset by an equal increase in
government revenue or imports, will involve an increase
in the proportion of income that must be diverted from
consumption. In the absence of a corresponding change
in the proportion of iilcome which the public is pre
pared to save, the economy will be subject to pressure
of excess aggregate demand at prevailing prices. Thus
in a developed country it is the allocation of resources
as between consumption and other uses, but not the full
utilization of resources, which may be limited by the
threat of demand inflation.

What differentiates the problem in under-developed
countries is that the threat of excess aggregate demand
may set very narrow limits, not only on the allocation
of resources but also on the rate at which the resources
can be utilized. The reason is that the supply of con
sumption goods in an under-developed country is limited
by the level and pattern of economic development which
has already been reached, and cannot be freely ex
panded to match an increase in demand. It follows that
even should there be adequate manpower, materials
and equipment to produce additional investment with
out a reduction in the supply of consumption goods
indeed, even should it be possible to expand both invest
ment and consumption simultaneously-if the increase
in demand for consumption generated by the added
output and income cannot be matched by a sufficient
rise in the supply of such goods, the economy may
become subject to intense inflationary pressure. Thus
resources that might otherwise be used to increase both
investment and consumption may be doomed to remain
idle only because of difficulties of achieving a balance
between output of consumption goods and of invest
ment that will correspond to the proportions that may
be demanded.

If the additional income generated by economic de
velopment could be saved in its entirety, no problem
of inflationary demand pressure would emerge. The
same results might be achieved, of course, if the invest
ment could be made without payment of money income,
as is true of programmes of community development
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recently introduced in some under-developed countries
or, more generally, of communal volunteer work in any
country. Such investment is limited, however, to small
scale local projects, requiring little capital equipment
and using materials that can be made available free of
charge. Most investment, on the other hand, involves a
corresponding increase of money income; and in under
developed countries, especially, only a small fraction
of such income is likely to be saved, the bulk of it
adding to pressure of demand on the supply of con
sumption goods and services. To offset this pressure
calls for an increase in taxation that is sufficient to
reduce the consumption of the community by the
amount of the excess consumption demand generated
by the additional investment. Thus, even though the
additional investment could be brought about by em
ploying hitherto idle resources-even though all of the
additional productive capacity would represent a net
gain without any offsetting loss of output-an under
developed country might still be prevented from under
taking the investment because of its inability to cope
with the resulting inflationary pressure. Though much
has been accomplished in post-war years to widen the
tax base and improve tax administration, the threat of
inflationary demand pressure still constitutes a major
obstacle to rapid economic development.

The significance of such pressure is further height
ened by consideration of an important distinction which
tends to set apart economic development of under
developed countries from normal economic growth in
developed countries. Economic progress in a developed
country seldom involves an abrupt change in the pat
tern of demand in relation to the composition of supply.
It is true that there may be temporary bottlenecks in
limited areas of the economy as a result of major shifts
in demand, but, given the flexibility of a highly de
veloped economy, the mobility of its resources, and its
capacity for growth and technological discovery, the
bottlenecks are not likely to prove of long duration.

Economic development of under-developed countries
represents by comparison a far more fundamental break
with the inherited structure of production. Owing to
the rigidities inherent in the economy of an under
developed country, the process of development may thus
easily generate considerable disparities between the
pattern of demand and the structure of production and
distribution. This is particularly true in so far as de
velopment is associated with industrialization and
urbanization. Not only are per capita requirements for
food, clothing, shelter, trade, transportation and ser
vices, both public and private, far greater in urban areas
than in villages but, what is perhaps equally important,
the provision of additional consumption to the cities
itself requires additional investment in transportation
facilities, in housing, in factories and stores, and in
municipal facilities of all types.

Though experience has varied from country to coun-
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try and period to period, and all generalization is there
fore subject to important qualification, it has proved
much less difficult, on the average, to expand the output
of industrial consumer goods than the output of food.
And as is well known, distribution of food to the towns
may even lag behind food. production. This follows
partly from limitations of transportation, trade and
storage facilities, but partly also because a decline in
farm population is likely to lead to higher per capita
food consumption on the farm, especially in countries
with low levels of living. At the same time, a major
share of any incremental income in urban areas may be
expected to swell the demand for food. Shortages or
food in relation to income may thus persist much longer
than shortages of other consumer goods; indeed, the
rate of growth of food production rather than of total
output ,of consumer goods may well be crucial in the
pressure of excess demand and thus in setting limits on
a feasible rate of general economic development.

In those countries where it is the export sector of the
economy which paves the way fOT total economic de
velopment, deficiencies in food productioll may be offset
in whole or in part by higher imports. Export earnings,
by providing a generalized form of purchasing power,
may be used to compensate for imbalances between de
mand and domestic production generated in the course
of economic growth. Unfortunately, as was show'nin the
World Economic Survey, 1956,1 not all countries are
in a position to expand exports sufficiently to finance
the enlarged import requirements associated with eco
nomic development. The underlying long-term element
in this respect is that world demand for primary pro
duction tends, for a variety of reasons, to lag behind
the total level of economic activity. The effect of this
factor has often been reinforced, however, both by
policies to bolster primary production in industrial
countries, and by growing domestic requirements for
food and raw materials-in some instances in the face
of discouragement of domestic production-in under
developed countries.

The vital role of food supplies in economic develop
ment calls attention to another important feature which
may differentiate inflationary demand p'ressures in de
veloped and under-developed countries. Excess demand
pressure normally arises in developed countries as a
result of an increase in aggregate demand-except in
the case of war destruction there are hardly any in
stances of such pressures originating in a decrease of
supply. Food consumption is not only a much smaller
proportion of the total consumer budget in developed
than in under-developed countries but, in addition, it
may more readily be sustained in the face of crop fail
ures by drawing on reserves of food or of foreign ex
change. The supply of industrial goods, on the other
pand, is determined by the available capacity, which
may be taken as a given datum in any short period, and

1 United Nations, World Economic Survey, 1956 (sales num
ber: 1957.II.C.U.
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by the rate of its utilization, which depends upon the
state of effective demand. Developed countries may
therefore press ahead with the expansion of aggregate
demand, with reasonably accurate knowledge of the
prospective supply of consumer goods. In under-de
veloped countries, however, where agriculture repre
sents a large-often the largest-component of output,
supplies available for consumption in any given year
may depend more on the vagaries of climate than on
the state of demand. Moreover, given the meagre food
stocks and reserves of foreign currency available to
most under-developed countries, it may often not be
possible to offset crop failures by liquidation of stocks
or by increasing imports. In such countries, therefore,
inflationary demand pressure may originate as fre
quently from crop failures as from an increase of
investment.

Inflationary pressure in under-developed countries
would hardly constitute the economic danger that is so
widely feared, however, if it gave rise merely to, a
once-for-all increase in prices which then equilibrated
demand and supply. Inflation derives its distinctive
charaCter from the fact that it involves a cumulative
price spiral which may continue for long on its own
momentum and raise prices out of all proportion to
the initial inflationary, impulse. In developed countries
the key factor in such a spiral is the direct two-way
link between wage costs and prices. When prices rise
labour seeks to offset the ~ffect of higher costs upon its
level of living by pressing for higher wages. The new
wage, however, raises costs of' production, thereby
prompting business to raise prices in a second round
and so the wage-price spiral conti~ues on its upward
course.

In under-developed -countries, where industrial
labour accounts for a much smaller-in some instances
a relatively minor-proportion of output, it might seem
at first glance that there should be little danger of set
ting off such cumulative price spirals. Experience shows,
however, that just the reverse is true; an inflationary
impulse may be converted into galloping inflation much
more quickly in under-developed than in developed
countries. Irresistible pressure for wage increases is,
of course, part of the answer in many of the under
developed countries, particularly in those where an in
flexible, food supply leads to sharp increases in the
cost of living; indeed, in countries with a long history
of inflation wages may be contractually or legally linked
to the cost of living. Though industry alone may be in
position to mark up prices on the basis of higher wage.
costs, the indirect effect upon prices resulting from the
spending of the incremental money wages may spread
to the entire economy. Thus, though the wage sector
may be considerably smaller in under-developed than
in developed countries, the pressure of labour to protect
its real wage rates, in the face of rising living costs
associated with economic development, may set off an
apparently endless wage-price spiral.
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Nevertheless, wage pressure cannot be the entire
explanation of the price spiral in under-developed coun
tries, since the tendency towards galloping inflation also
prevails where the proportion of industrial to total
production is exceedingly small and where organized
labour has little bargaining strength. In such countries
the momentum of the price spiral may be' acquired not
by the push of wages from below but by the pull of an
excess money supply from above. In contrast with the
forces that have been typically operative in industrially
developed countries in recent years, where. wage pres
sures have been the active factor in the spiral and the
banking system has merely provided the additional cur
rency necessary to absorb output at the higher price
levels, in many under-developed countries money supply
may play the active role in the spiral, with both prices
and wages adjusting to riSIng' cash balances.

The reason for this active role of money supply is to
be found in the attitude of consumers and business
towards holding of liquid assets. In many under-devel
oped c<;mntries, where levels of living are low, and the
real cost of holding larger cash balances as an alterna
tive to additional consumption or investment is cor
respondingly high, liquidity preferences may be rela
tively inelastic; that is to' say; the public may be
relatively unwilling to expand its holdings of cash bal
ances in relation to its income. Since capital markets
are not highly organized in these countries, an increase.
in the stock of money in excess of requirements for the
conduct of ordinary consumer and business transactions
is thus likely to be spent on goods and services for
consumption or investment. Though the problem may be
important in any country where the stock of Il).oney is
expanding rapidly, it is likely to be particularly acute
in countries with long histories of rising prices in which
confidence in the long-term stability of the value of the
currency has been impaired. Except to the extent to
which the higher money outlays resulting from growing
money stocks may be offset by increased production,
they must give rise to higher prices and wages. If the
increase in stock of money can be halted, equilibrium
may be reached when prices and wages have risen suffi
ciently so that the expanded transactions requirements
match the enlarged stock of money. Otherwise, prices
may rise indefinitely; and, as has happened, for ex
ample, in war-torn areas, the economy could conceivably
be catapulted into a state of hyper-inflation. .

Faced with the difficulty of reconciling the targets of
economic growth and economic stability, a number of
uI1der-developed countries have at times sought to push
economic development at the expense of stability.
Taking cognizanc.e of the fact that unutilized resources
were available to expand production, they evidently
intended to increase their productive capacity rapidly
so that with the maturing of investment projects it
would be possible to achieve higher levels of consump
tion, as well as of investment. They thus hoped to avoid
inflationary pressure under rapid economic develop-
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ment on the basis of the same reasoning that applies to
expansion of output in industrial countries during a
period of depression. Experience has shown time and
again, however, that this analogy is not valid. An indus
trial country may avoid pressure of excess demand from
expansion during a period of depression because it
has the capacity to increase output of. consumption
goods in line with expanding demand. An under-de
veloped country is handicapped in this respect by its
inability to expand the supplies of consumption goods,
and particularly of food, in the proportion that demand
is stimulated by economic development, Though the
rate of growth may initially have been accelerated by
such "crash" programmes, often the inflationary.pres
sure so generated became sufficiently intense in the end
to be destructive of economic development itself. In
creasingly, countries have come to realize the dangers
of seeking to purchase economic growth at the price of
runaway inflation.

The first step in a programme of economic develop
ment which pays due regard to requirements of eco
nomic stability must surely be a: proper production
policy. The better the balance that can be achieved in
the allocation of resources as between rates of growth in
consumption and investment, the less will be the burden
thrown upon fiscal and monetary policy for the main
tenance of economic stability alongside rapid economic
development. The better the balance, the easier will it
be to achieve the saving required to finance any addi
tional investment by means of increases in production
and income rather than by cuts in consumption. It
needs always to,be borne in mind that the saving which
is required to finance any rate of investment does not
refer to the use of funds accumulated in the past, but
to the proportion of income currently produced that
the public is prepared to divert from current consump
tion. The higher the rate of growth of production and
income made possible by a properly balanced allocation

. of resources as between consumption and investment,
the more saving will it be possible to obtain from the
higher income and the less will be the need to squeeze
it out from curtailment of consumption.

Production policy needs to be co-ordinated, however,
with fiscal and monetary policy if the economy is to
achieve a rapid rate of development while preserving
economic stability. Fiscal policy is doubly important
in this respect, in view of its impact on both production
and consumption. So far as the effect on production is
concerned, it is necessary, at the expenditure· level, to
ensure that the budget should make the maximum con
tribution to development of the nation's human and
material resources; and, at the revenue level, account
must be taken of the impact of taxation on private
initiative and incentives to produce. No less important,
however, is the role of fiscal policy in the allocation of
resources as between consumption and investment. If a
rapid rate of development is to be attained, it will
clearly be necessary to lift the proportion of income
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devoted to investment in under-developed countries to
levels more nearly comparable with those prevailing
in the highly developed economies. This objective can
be met only through the most vigorous fiscal policy
designed to offset the excess demand for consumption
generated by higher investment outlays.

Nor is fiscal policy likely to prove adequate by itself
in containing inflationary pressure generated by eco
nomic growth; in under-developed, perhaps more than
in developed countries, it needs to be accompanied by
effective monetary policy. This follows from the special
significance, noted above, which the quantity of money
may have for secondary price spirals in many under
developed countries. Where liquidity preferences tend
to be relatively inelastic, a balance between real de
mand and supply for saving may not be sufficient in
itself to ensure a stable money demand for goods and
services. An unchanging value of investment, of exports

INTRODUCTION

and imports, and of government expenditure and
revenue, as a proportion of income, will only provide
for an unchanging supply of consumption goods in
relation to real income. It will not necessarily ensure
stable prices, however, even in the absence of any cost
pressures, in countries where consumers and business
are unwilling to expand their holdings of cash balances
in relation to incomes. Thus if investment, the govern
ment budget or the balance of payments should be
financed by means involving a growing stock of money
in relation to output, then money demand for goods
and services, and with it the level of prices and wages,
would rise continuously. To maintain price stability in
such countries, the stock of money must be kept from
rising more rapidly than production, except to the
extent to which growing monetization of the economy
may require additional currency. Fiscal policy must be
reinforced by appropriate monetary policy to curb the
price spiral.

International Aspects of Inflation

Part I of the present Survey concentrates very largely
on domestic aspects of inflation; problems of interna
tional balance, having been examined at length in the
World Economic Survey, 1956, are reviewed only
briefly. Suffice it only to recall here that the problem of
inflation, being world-wide in character, is a key factor
in international economic balance. The role of external
transactions in relation to internal pressures is a dual
one. On the one hand, external balances may contribute
to domestic economic stability by acting as a safety
valve for the mitigation of internal pressures; excess
demand may be partly offset by a rise in imports in
relation to exports, and inadequate demand may be
partly compensated by an offsetting change in the bal
ance of exports over imports. On the other hand, ex
ternal transactions also act as a transmission belt for
spreading inflationary pressures from countries of
origin to the rest of the world.

In trade among developed countries the compensa
tory role of external balances has tended to be of con
siderable significance during the post-war years. In
creases in internal demand pressures have been partly
offset by a rise in imports in relation to exports while
decreases in internal demand pressures have been partly
compensated by offsetting increases in the balance of
exports over imports. So long as such adjustments take
place within a framework of economic growth, they
may be said to have the salutary effect of preventing
unduly large disparities in the rate of advance of indi
vidual countries. Over the short term an external sur·
plus may provide some stimulus to production in coun
tries which might otherwise lag behind the average rate
of advance, while an external deficit may relieve some
inflationary pressure in countries which run ahead of

the average rate. If the changes in external balances are
then used as signals for expansion of demand in the
first group and for restraint of demand in the second,
the rates of advance of individual countries may be
rendered more nearly comparable at the same time as
international balance is restored. In recent years, how
ever, concern over inflationary pressure, as has already
been noted, has prompted both countries with deficits
and countries with surpluses in their balances of pay
ments to resort to restrictive measures. The result has
been to maintain a relatively unstable balance in ex·
ternal payments, and even this has evidently been
achieved only at the cost of slowing down the rate of
economic growth.

In the trade of under-developed countries, the com
pensatory role of external balances has been relatively
less important. Since most of these countries continue
to specialize in the export of primary products which
are of limited significance in domestic consumption, a
change in domestic demand is, in general, likely to
have little impact on exports. At the same time inade
quacy of foreign exchange reserves restricts the ability
of most under-developed countries to offset an expan
sion of domestic demand by higher imports of consump
tion goods; indeed, since an expansion of investment
in such countries is possible only through higher im
ports of capital goods, it is even likely to necessitate a
cut in imports of consumption goods, unless it can be
offset by higher export earnings or by foreign capital
funds. Both public and private capital flows to under
developed countries have increased significantly in
recent years, but with the oncoming of the recession
the outlook for the future has once again become
clouded.
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In contrast with their role as a compensatory factor,
external transactions of under-developed countries have
been of major importance as a transmission belt for the
spread of both inflationary and deflationary pressures.
The transmission of such pressures has proceeded
largely in one direction, from developed to under
developed countries. In recent years, however, infla
tionary waves originating in developed countries have
been reflected back to them, as increases in import
prices of food and raw materials have added to the
momentum of their wage-price spirals. In view of the
downward inflexibility of wage rates, the higher costs
have become embedded in the price structure, oontinu
ing to raise export prices of industrial goods even after
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import prices of primary products have fallen. At the
same time, in so far as anxiety over the wage-price
spiral has prompted the developed countries to impose
restraints upon effective demand, the rate of their own
economic growth, and with it the growth of the world
economy, may have been adversely affected. Thus, the
gyrations in prices in world trade associated with fluc
tuations in domestic pressures in developed countries
have continued to be one of the most challenging
problems facing the nations of the world. Recent ex
perience has made it abundantly clear that mitigation
of instability of commodity prices is not only vital for
the economies of under-developed countries but is also
in the economic self-interest of the developed countries.
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Chapter 1

INFLATION IN INDUSTRIAL COUNTRIES

Widespread concern has been voiced about the in
creases in prices which have accompanied the growth in
economic activity in the industrial countries since about
1954. Stabilization of the cost of living from 1952 to
1954 had encouraged the hope that an end had come to
the long period of post-war price inflation which had
begun with the reconstruction boom from 1946 to 1948,
had continued in many countries as a direct result of
the devaluations of 1949, and had reached a climax:
during the early phases of the Korean conflict. This
hope proved vain, however, and the upward course of
prices was resumed during 1954 or 1955, and continued
into 1958, long after the greatest pressures of demand
had subsided in most countries and production had, in
some cases, already begun to fall.

Recent rates of increase in prices have not, in them
selves, been remarkable by comparison with correa
sponding rates in previous periods of rising output. On
the contrary, price increases have in general been rela
tively modest when viewed in a long historical perspec-

tive. As may be seen in table 1, there have been several
periods since the eighteen seventies when wholesale and
consumer prices in the United States were rising more
rapidly than during the recent boom,1 even if years of
war, and of post-war shortage, are excluded. Experience
in other countries was similar, on the whole, although
in some countries the recent rate of increase in con·
sumer prices appears to be higher than during previous
peace-time periods prior to the Second World War for
which data are available in table 1.2

1 It has been pointed out that the average rise in wholesale
prices in the United States during the ascending phase of
eighteen price cycles from 1850 to 1950 (excluding war and
immediate post-war years) was 17 per cent; and that this may be
compared with an average increase of 8 per cent in wholesale
prices from Decemher 1954 to August 1957. See Arthur F. Burns,
Prosperity without Inflation (New York, 1957), page 13.

2 Where prices declined during past expansions in business
activity, as in the late nineteenth century, and in the nineteen
twenties, this seems to have been due to relatively large increases
in supplies of primary products, which led to a decline in their
prices. During other expansions, including the recent boom,
commodity prices were generally stable or increasing.

Table 1. Industrial Production and Prices during Periods of
Rising Output, by Country

(Average annual percentage change)

Prices

1.7
1.3

-2.3 -2.4 -0.7 -1.3
4.4 4.4 0.6 1.9
0.4 0.6 3.1 3.3

Counlry and period
Pro- General

ductiona wholesale

Federal Republic of Germany
6.81880-1891 ................ 0.2

1892-1899 ................ 9.0 0.6
1901-1907 . ............... 6.1 3.2
1908-1913 . ............... 6.4 1.5
1924-1929 ................ 9.8
1932-1938 ................ 20.4 1.6
1952-1957 ................ 11.6 0.4

France
1879-1883 ................ 6.7 -1.5
1886-1890 ............. '" 6.0 1.3
1895-1900 ................ 4.6 3.3
1902-1907 ................ 4.3 3.2
1908-1913 ................ 6.2 3.0
1923-1929 .............. ;. 8.5 7.6
1932-1937 ................ 4.0 7.6
1952-1957 ................ 8.5 0.6

Sweden
1870-1876 ............... , 12.3 1.1
1879-1885 ................ 9.1 -1.5
1888-1898 ............... , 18.6 -0.4
1901-1907 ................ 5.0 2.0
1909-1913 ................ 7.2 3.1
1923-1929 ................ 9.8 -2.2
1932-1937 ..... , ..... , ... , 14.1 5.1
1952-1957 ............... , 3.8 0.4
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Raw
materials

2.9
2.5

-1.9
1.2
0.2

-0.3
2.0
6.1
4.3
3.5
7.0
5.4
0.2

Manufac
turingb

2.1
0.5

4.7

Total

2.4
2.0
4.1
0.8
0.9

3.0
13.4
4.4
0.8

Consumer

Food

2.5
1.7
2.7
0.9
1.2

-2.8
0.2

-0.2
1.9
2.3

-0.2



20 PART I. INFLATION IN THE NINETEEN FIFTIES

Table l. Industrial Production and Prices during Periods of
Rising Output, by Country (continued)

(Average annual percentage change)

Prices

Country and period Consumer
Pro- General Raw Manufac-

ductiona. wholesale materials turingb Total Food

United Kingdom
1870-1874 ................ 3.9 1.6 -2.0 1.2 1.1
1879-1883 ................ 7.9 0.2 -0.6 0.4
1886-1890 ................ 5.2 0.9 1.6 2.0 -0.3
1893-1899 ............. , .. 4.1 1.4 -0.4 -0.6 -0.6
1904~1907................ 4.0 4.4 6.5 4.0 1.1 1.1
1908-1913 ................ 6.2 3.3 4.5 1.5 1.9 1.5
1923-1929 ................ 2.7 -2.4 2.7 -0.8 -1.2
1932-1937 ................ 8.5 5.3 11.2 4.0 1.4 2.0
1952-1957 ................ 4.3 -0.6 1.8 3.7 1.9

United States
1876-1882 ................ 12.0 -0.3
1885-1892 ............... , 10.0 -1.5
1896-1903 ................ 11.0 4.0 2.2
1904-1907 ................ 9.9 3.1 3.2
1908-1913 ................ 9.8 2.2 2.4
1924-1929 ................ 7.0 -0.6 -0.4 1.6
1932-1937 ................ 20.0 6.6 10.8 4.8 1.0 4.3
1954-1957 ................ 5.0 2.2 -0.3 2.3 1.5 0.5

Belgium
1923-1929 ................ 8.0 11.8 16.3
1932-1937 ................ 7.6 5.7 1.3 1.6
1953-1957 ................ 5.6 1.9 1.5 1.7

Canada
1924-1929 ................ 10.0 -0.8 0.4
1932-1937 ................ 13.6 5.3 10.6 2.4 0.4
1954-1957 ................ 5.8 1.6 0.8 2.0 1.5 1.8

Denmark
1923-1929 ................ 4.0 -2.7
1932-1937 ................ 9.1 8.3 3.3 4.8
1952-1957 ................ 4.0 -0.7 0.6 2.6 2.3

Italy
1923-1929 ................ 6.6 -2.2 1.7
1932-1937 ................ 9.7 5.5 1.8
1952-1957 ................ 10.2 0.5 0.2 -0.2 2.9 2.4

Netherlands
1923-1929 ................ 10.4 1.0 -0.5
1933-1938 ................ 7.0 2.8 4.0 1.6 -0.1
1952-1957 ................ 8.2 1.0 1.4 1.0 2.4 3.2

Norway
4.6 -5.71923-1929 ................ -4.1

1932-1937 ................ 7.8 5.6 8.6 4.0 2.2 2.5
1952-1957 ................ 6.5 2.3 2.9 2.9

Source: Production data for years before 1900,
League of Nations, Industrialization and Foreign
Trade (Geneva, 1945); production data for 1900
1937, Organisation for European Economic Co
operation, Industrial Statistics, 1900-1955 (Paris,
1955); Federal Republic of Germany: Bremen
Committee for Economic Research, Wirtschafts
daten, 1956 (Bremen) and current official sources;
France: Statistical Office, Annuaire Statistique de la
France, 1956 (Paris) and National Institute of
Statistics and Economic Studies, Bulletin de la
statistique generale de la France (Paris); Sweden:
Central Bureau of Statistics, Statistisk Arsbok for
Sverige, 1921, 1922 and 1938 (Stockholm) and
current official sources: United Kingdom: Nine
teenth Abstract of Labour Statistics, Cmd 3140
(London, 1928); Werner Schlote, British Overseas

While recent year-to-year increases in prices are not
out of line with past experience, it is, perhaps, the per-

Trade from 1700 to the 1930's (Oxford, 1952) and
current official sources; United States: Department
of Commerce, Historical Statistics of the United
States, 1879-1945 (Washington, D. C., 1949) and
current official sources; all other countries:
League of Nations, Statistical Yearbook (Geneva)
and current official sources. Data for the various
periods shown refer to the territorial boundaries
then in existence in each country; except that data
for the Federal Republic of Germany for 1938
relate to the 1937 boundaries.

• From 1900 to date, total industrial production;
for earlier periods, manufacturing production; in
the United States, manufacturing production up
to 1903.

b United Kingdom: export unit values for
manufactures.

sistence of such increases over a long period that should
be regarded as the ultimate cause of concern, giving rise
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to the expectation of an indefinitely continuing depre
ciation of the value of money.

Even this, however, is not an entirely new phenom
enon. Longer periods of upward trends in prices than
that since the Second World War can be found in the
past. One such period comprises the years from 1895
to 1913, during which time wholesale prices in the
United States rose at an average rate of 2.4 per cent per
annum, compared with 1.4 per cent per annum from
1948 to 1957.3 On this evidence it might seem that there
would have been more grounds for loss of confidence in
the value of money by, say, 1910 than in 1958.

Thus, if any distinction is to be drawn between the
recent inflation and previous peace-time inflations it
cannot depend simply upon either the extent or the per
sistence of price increases since the Second World War.
If the distinction is to hold, it must rest rather upon new
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features in the post-war situation, giving rise to the be
lief that modern inflations are different in kind, rather
than in degree, from those encountered in the past.

Since the Second WorId War, and to a growing extent
in recent years, the belief has been steadily gaining
strength that there is a new asymmetry in price move
ments, whereby prices of final goods, in particular, may
rise but can rarely, if ever, fall. A variety of institu
tional and other changes since the nineteen thirties are
thought to have combined to restrict the downward
flexibility of prices, so that there is an inherent tendency
to price inflation in all modern industrial economies. It
is the upward bias in final prices that, if well founded,
raises altogether new problems for policy consideration.
It is the objective of the following section to throw light
on this question through an examination of the nature
of the inflationary forces at work in the industrial coun
tries in recent years.

Causes of Inflation

NATURE OF PAST EXPERIENCE

An examination of relevant periods in the past sug
gests that not all the many situations which might be
regarded, in common parlance, as "inflationary" can
come within the framework of a single common defini
tion. Much of the difficulty surrounding contemporary
discussion of the problem of inflation derives from the
frequently made, implicit or explicit, assumption that
there is only one kind of inflation-and therefore only
one sort of remedy, or group of remedies, appropriate
to deal with it. Essential to an understanding of the
problem of inflation is the recognition that the differ
ences between one inflation and another may be at least
as important as the similarities, and should therefore be
taken adequately into account in the framing of anti
inflationary policy.

The great inflations of the past-those in which the
most powerful pressures were built up-do seem to have
had one basic element in common: a shortage of con
sumer goods in relation to private income brought
about by some sharp upward shift in the appropriation
of resources by one of the principal sectors of the
economy-usually the government. In time of war, for
example, governments would divert real resourees away
from production of consumer goods and use them for
prosecution of the war. At first, government claims
upon the economy could be satisfied simply by absorb
ing any excess labour and capacity available. Once full
utilization of resources was reached, however, any fur
ther increase in government requirements could be met
only by reducing supplies of goods for non-military
purposes.

These developments were inevitably accompanied by
higher taxation, but governments were usually unable

a The period of abnormal post-war price inflation from 1946
to 1948 is excluded from this comparison.

or unwilling to use taxes to reduce consumer incomes as
much as would have been required to maintain equilib
rium between the demand for consumer goods and the
supply at the existing level of prices. They generally
resorted to deficit financing,4 thereby permitting pri
vate income to rise to a level at which consumer demand
exceeded the available supply of consumer goods at
current price levels. Where the upward pressure on
prices was contained by a system of controls, demand
was brought into balance with supply through restric
tions upon consumers, preventing them from securing
all the goods that they would have been prepared to
buy at prevailing prices. Alternatively, in so far as
prices of consumer goods were allowed to increase,
profits of entrepreneurs tended to rise relative to wages
and salaries. The crucial point here is that a larger pro
portion of profits is customarily saved than of wages
and salaries. Thus the resources required for war pur
poses, over and above those set aside through higher
taxation, were secured either through involuntary sav
ings by consumers or by the limitation on real con
sumer demand accompanying the shift from contractual
incomes to profits.

Even where controls were not employed, inflations
might have been limited in scope if the changes in real
incomes which had taken place had been acceptable to
the population. Indeed, it could be argued that had a
new equilibrium in the market for consumer goods been
brought about by a once-for-all rise in consumer prices,
the situation could scarcely be characterized as infla
tionaryat all. For the term "inflation" implilOs a eumu-

4 In most cases it would have been necessary for governments
to collect substantially more in taxes than they were currently
disbursing if they were to eliminate excess demand altogether.
For a lesser reduction in disposable personal incomes would
probably have been offset in part by a fall in the proportion of
income saved.
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lative and self-sustaining process, while a single shift in
prices does not.

In practice, however, even where people recognized
the primary claims of war upon available resources,
they were not usually prepared to acquiesce in a major
redistribution of real income. Nor were they generally
in agreement among themselves as to the proportion of
the total burden which each group in society should
bear. Consequently, various groups in the community
would, in the absence of strong controls, seek to mini
mize the impact of income shifts upon themselves by
claiming advances in money incomes to compensate for
at least part of the primary rise in prices brought about
by the initial excess of demand over supply. These
increases in incomes would in turn affect final prices,
and in this way self-sustaining price spirals were read·
ily started.

It can be said, in fact, that almost as important in
determining the extent of war-time inflations as the
excess of demand over supply was the morale of the
population as a whole, and the degree to which they
were prepared to accept war-time controls and the
changes in absolute and relative levels of living brought
about in consequence of the war. It is striking that many
of the runaway inflations associated with war have
occurred not during the wars themselves, when govern
ments could appeal to patriotism, but afterwards, when
public morale could no longer tolerate the deprivations
engendered by war.

While the most acute inflations of the past have been
those associated with deficit spending by governments in
time of war, there are certain other forms of inflation,
on a lesser scale, which could logically be brought
under the same general heading. It has been seen that
the critical element in war-time inflations was the in
crease in the appropriation of real resources by the
government without a fully commensurate advance in
the appropriation of personal income through taxation,
thus leading to a shortage of consumer goods at existing
prices. Exactly the same situation could be brought
about in the consumer sector by an increase in the use
of resources by business for purposes of investment.
Given full utilization of resources, so that the only
growth in output is that which results from slowly rising
employment, capacity and productivity, any consider
able advance in investment must reduce the real re
sources available for the production of consumer goods
in relation to personal money incomes. This would tend
to generate the same sort of cumulative process as that
discussed above in the case of the war-time inflations.

An inflation could also result from a diversion of real
resources from the consumption sector for the purpose
of increasing net investment abroad-with similar
forces operating, once again, as in the case of a rise in
domestic investment or government deficit. While there
have been some instances in which an increase in net
foreign investment has provided the primary impetus
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to an inflation in an industrial country, the expansion
in the export sector has usually acted in combination
with forces operating elsewhere in the economy, or has
helped to promote an upsurge in domestic investment.

Thus far inflationary situations have been considered
in which resources are shifted from the consumption
sector of the economy to some other sector. However,
even with a given distribution of resources at full em
ployment between consumption and other uses of out
put, a shortage of consumer goods could develop if
consumers decided to spend a higher proportion of their
incomes than usual. With the aid of accumulated liquid
assets they might even decide to spend more on con
sumption than they were currently earning. A typical
instance of this occurred in the years immediately fol
lowing the Second World War, when consumers used
their war savings to replenish their stocks of items
which had been unobtainable during the war; but other
cases of significant relative increases in personal spend
ing have occurred even without large backlogs of de
ferred demand. Circumstances of this type could initiate
a conflict between various social groups for the limited
goods available-in a manner analogous to that already
discussed-in the process of which a more or less severe
upward spiral of factor incomes and prices would
develop.

The various situations described above, all of which
have in common the appearance of over-all shortages of
consumer goods, are referred to in the discussion which
follows as situations of "excess aggregate demand".
Under this heading should probably be included most,
if not all, of the most intense inflations of the past,
especially those associated with war.

In a second type of inflation the essential common
element is a shortage of certain specific items; the prices
of these items rise and thereby exert pressure on the
prices of other goods. The most characteristic situation
of this type is that in which supplies of raw materials
respond sluggishly to a general advance in demand.

The basic difficulty here is not, as in the first case,
that supply in general falls short of aggregate demand
at existing prices. It is rather that the pattern of supply
is ill adjusted to the pattern of demand; or, to put the
same point in another way, that the typical elasticities
of supply of various commodities are widely different,
depending upon whether they are products of agricul
ture or industry, whether the time taken to produce
them is long or short, whether there is excess capacity
and so forth. As before, the rise in prices becomes
cumulative because of its tendency to affect the level or
distribution of real income, and because of the resist
ance offered to this tendency by those adversely
affected. This second type of inflation, which may be
attributed to "excess sectoral demand", can occur under
conditions in which resources in general are far from
fully employed; experience during the economic re-
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covery of the nineteen thirties provides an ample
illustration.

The two forms of inflation discussed thus far both
arise from an excess of demand-whether global, as in
the first case, or sectoral, as in the second. A self-sus
taining process of price inflation may, however, also be
set in motion without any excess of demand. Various
social groups may seek to change the level of their
remuneration or their shares in total real income with
out any initial impetus such as would arise from gov
ernment appropriation of resources in time of war, and
this may prompt similar action by other groups. For
example, labour may feel in a particular situation that
its share of total real income, or, more simply, its level
of income ought to be higher. To this end it may seek
and obtain increases in money wage rates. This, how
ever, may be followed by a rise in prices, entrepreneurs
being unwilling to absorb the increase in costs them
selves. If, as a result of such a situation, factor incomes
begin to rise faster than productivity, prices will be
forced upwards by the increase in factor incomes per
unit of output. This sort of inflation is frequently de
scribed as "cost inflation" because it works through the
impact of rising factor incomes upon costs of pro
duction.

Production costs may also be raised by increases in
the prices of imports of food and raw materials. The
latter will have both a direct effect upon costs, and also
an indirect effect in so far as wages are increased in
response to any rise in the cost of living due to the
direct effect.

For the industrial countries as a whole, a rise in im
port prices could generally be regarded as coming
under the heading of "excess sectoral demand", since it
would normally be due to the inability of primary pro
ducing countries to increase supplies of primary prod
ucts as rapidly as the growth in demand from the
industrial countries warranted. But a single industrial
country might be confronted with rising import prices
even though its own demand was falling. This could
occur either because the demand of other industrial
countries important in world trade was rising, or be
cause the country in question had devalued its cur
rency. In either event, import prices, and hence costs of
production, would rise without any growth in domestic
demand.

The fact that cost inflation can-and, indeed, often
does-accompany demand inflation has sometimes been
thought to imply that the former is never present with
out the latter. It is argued that workers would not be
able to secure advances in money wage rates if there
were not excess demand for labour; or alternatively that
it is only in a state of excess aggregate demand that
entrepreneurs could succeed in passing on increases in
wage costs to the consumer in the form of higher prices.

With respect to the first of these contentions, it may
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be conceded that the ability of any factor of production
to raise its money income may depend to some extent
upon the level of demand for its services. Thus, wage
demands are not likely to be as aggressive nor as suc
cessful under conditions of mass unemployment as
under full employment. It remains doubtful, however,
whether wage demands are likely to be highly sensitive
to the percentage of unemployment, and most govern
ments are not prepared to see unemployment rise
beyond a certain level. It is, of course, quite possible
that wages might tend to increase somewhat faster when
unemployment represented, say, one per cent of the
labour force than at the level of 5 per cent; data ex
amined below suggest that this may be so. This is not
to say, however, that the rate of increase at the latter
level would be negligible, or that it would not exert an
upward pressure on prices.

Nor can it be assumed that wage increases can be
passed on to the consumer only when demand is already
excessive, and that a price spiral is therefore possible
only within the context of an inflation brought about
by other factors. Even under conditions in which output
is at less than capacity rates, it is entirely possible for
employers to apply a customary percentage markup to
their direct costs in fixing their prices, and thus to raise
their prices proportionally in response to any increase
in wage costs. Consequential changes in the level of
output and employment would depend on the effect of
higher wages and prices upon personal savings and
decisions to invest, which in turn would no doubt vary
with circumstances. Thus if output were already declin
ing and substantial excess capacity existed, price in
creases might well deter some expenditures which would
otherwise have taken place. Other situations can be
envisaged in which rising prices, by leading to the
expectation of still further increases at a later stage,
might accelerate expenditures for consumption and
investment. In an economy operating reasonably close
to full utilization of resources, wage and price in
creases, provided they were moderate, might have little
effect on the level of output and employment.

THE QUESTION OF EXCESS AGGREGATE DEMAND

Inadequacy of data unfortunately makes it difficult to
undertake a thoroughgoing comparison of the recent
inflationary period with corresponding periods prior to
the Second World War. However, data for the United
Kingdom and the United States for the Second World
War and early post-war years provide some striking
contrasts with more recent developments. There is, of
course, no suggestion that the inflationary forces en
countered during recent years have been of a magnitude
comparable with those experienced during the Second
World War. Nevertheless, the war-time and early post
war record is of interest in drawing attention to the
nature of the inflationary forces encountered in periods
during which there was unquestionably excess aggre
gate demand.
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It will be seen from table 2 that the outstanding
feature of war-time developments in these two countries
was a very large rise in the demand for private savings.
Private savings represent that part of gross private in
come after tax which the community does not consume,
but which it devotes instead to investment, domestic or
foreign, or to financing any excess of government ex
penditures over revenues. The main claim upon private
savings during the war resulted from the deficit financ
ing of governments, which rose to a level equivalent to
as much as 35 per cent of gross private income in the
United Kingdom in 1942-1944 and 21 per cent in the
United States in the same period.5

It is doubtful whether shifts in resources of this mag
nitude could have been achieved without general eco
nomic controls, one of the principal objects of which
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was to induce a larger volume of private saving than
would otherwise have been forthcoming. As a result of
the operation of these controls, consumers built up large
accumulations of liquid assets, which, once the war was
over, they began to use to purchase consumer goods
which had long been in short supply. In spite of the
fact that governments were rapidly releasing resources
to peace-time use during the early post-war years, infla
tionary pressures grew owing to the large-scale pur
chasing power in the hands of consumers, and the inevi
table delays before supplies of civilian goods could be
expanded sufficiently. The pressure of consumer demand
in the United States in 1947-1948 is reflected in the low
level of personal saving, as shown in table 2; the ratio
of personal saving would, in fact, have been consider
ably lower but for continuing shortages of durable con
sumer goods, particularly motor vehicles.6

Table 2. Gross Private Saving: Demand and Snpply, United Kingdom and United States

(Percentage of gross private income after tax a)

Item
1938

United Kingdom

1942-1944 1947-1948 b
afJerage average

1937

United States

1942-1944 1947-1948
average average

Demand for gross private savings
Gross domestic investment. .
Budget deficit, or surplus (-) .
Export balance. . .

Total demand for gross private saving .

Supply ofgross private saving
Personal disposable income .

Personal saving .
Gross corporate saving .

Total supply of gross private saving d •.••••••••••

15.2
1.2

-1.4
15.0

89.3
4.4

10.7
15.0

0.9 17.3 15.0 5.1 17.6
35.3 -4.7 -0.7 21.2 -6.8

-9.1 -2.8 0.08 6.4 4.2
27.0 9.8 14.3 32.7 15.0

89.9 89.6 90.0 89.3 88.4
16.9 -0.5 4.8 21.9 3.5
10.1 10.4 9.9 10.7 11.7
27.0 9.9 14.7 32.6 15.2

Source: United Kingdom: Central Statistical Office, Statisti
cal Digest of the War (London, 1951) and National Income and
Expenditure (London); United States: Department of Commerce,
National Income, 1954 (Washington, D. C., 1955).

• Gross private income after tax is defined as gross national
expenditure less current government revenue plus current
government transfer and interest Eayments.It is identically
equal to the sum of the export surplus, budget deficit (govern
ment deficit on current account), gross domestic fixed capital and
inventory formation, and private consumption (import and
budget surpluses being treated as negative items).

In the United Kingdom pressures were more intense
because per capita consumption was lower than before
the war and substantial resources had to be devoted to
the replacement of war damage. Thus even though sup
plies of goods were much more limited than in the
United States, consumption exceeded personal dispos
able income in 1947-1948. In these circumstances,
rationing and price controls were retained, pent-up
demand continued to affect the market for consumer
goods for many years, and the price inflation resulting

• The proportion for the United States would be 28 per cent
if economic and military aid furnished to other countries were
included in the government deficit instead of the export balance,
as in table 2.

b Data for 1947-1948 not fully comparable with data for
previous periods.

c In the United States, government investment is reflected in
the budget deficit, or surplus, rather than in gross domestic
investment.

d Equal to the sum of personal saving, corporate saving and
total capital consumption allowances less depreciation of general
government sector-the last two components being combined in
gross corporate saving. Apart from rounding error, supply of
gross private saving differs from demand by the amount of the
statistical discrepancy.

from the war was distributed over a much longer period
than in the United States.

It is no surprise to find that the inflationary forces
experienced in the industrial countries since 1950 have
been much less powerful than those of the war and early
post-war years. What is more significant, however, is
the implication of the data that cases of excess aggre
gate demand involving a rise in demand for saving in
relation to income have been fairly few and far between.

6 Consumption of passenger cars alone was equivalent to only
2.5 per cent of gross private income in 1947-1948, compared with
3.9 per cent in 1949-1950, on the average. The ratio of personal
savings to gross private income after tax averaged 6.3 per cent
in the United States from 1950 to 1956.
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If we consider first the inflationary upsurge from
1950 to 1951 associated with the Korean conflict, we
:.find that government expenditures did increase signi.
ficantly in a number of countries, and that in a few cases
this was accompanied by rising domestic investment.
Moreover, several countries in which no important ad·
vance occurred in the pressure of domestic demand
nevertheless received an inflationary impetus from
abroad in the form of a sharp rise in the demand for
their exports.

Some countries had a sufficient margin of productive
resources to enable them to meet a substantial advance
in total demand. Others drew upon their foreign ex·
change reserves to finance greater shipments of supplies
from abroad. But above all, the expansion of demand
was itself held in check by government action, particu.
larly in the form of substantial increases in tax rates.
Thus in many cases budget surpluses increased con·
siderably in 1951, as shown in table 3.
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Although most countries experienced an increase in
the total demand for saving out of gross private income
after tax in 1951, this did not, in general, bring ahout a
shift to profits, as is suggested by the data on gross
corporate saving in table 4.7 In several instances, more·
over, the absence of serious pressure upon the economy
in 1951 is suggested by a relative increase, or at least
stability, in personal savings,S even though labour's
share in private disposable income generally rose.

The salient point about the situation in 1951 was that
governmental anti·inflationary measures were based on
the assumption of a much larger rise in military ex
penditures than actually occurred. In practice, rearma·

1 The main exceptions are Sweden and the United Kingdom,
and probably also Norway. In Norway and Sweden the shift to
profits was the result of windfall gains in the export market for
wood products rather than of any excess of domestic demand.

S In France, however, pressure from consumer demand is sug
gested by a sharp relative decline in personal savings in 1951.

Table 3. Demand for Gross Private Saving, by Country

(Percentage of gross private income after tax a)

Country and item 1950 1951 1952 1953 1954

Belgium
Gross domestic investment ............ 19.2 19.3 18.1 17.9 19.4
Budget deficit, or surplus (-) ......... -0.3 -1.0 1.4 2.2 3.4

Internal demand for saving .......... 18.9 18.3 19.5 20.1 22.8
Export balance ...................... -3.1 2.5 2.6 1.2 0.3

Total demand for gross private saving 15.8 20.7 22.0 21.3 23.0

Canada
Gross domestic investment ............ 28.7 32.9 28.8 30.6 26.3
Budgef deficit, or surplus (-) ......... -6.9 -9.0 -4.9 -3.9 -2.9

Internal demand for saving .......... 21.8 23.9 24.0 26.8 23.4
Export balance. . .................... -2.4 -3.3 0.9 -2.2 -2.1

Total demand for gross private saving 19.4 20.7 24.8 24.6 21.2

Denmark
Gross domestic investment ............ 24.6 20.7 21.4 24.0 24.1
Budget deficit, or surplus (-) ......... -4.6 -3.8 -3.6 -4.5 -4.9

Internal demand for saving .......... 20.0 16.8 17.8 19.5 19.1
Export balance ...................... -4.5 -1.4 0.7 0.5 -2.2

Total demand for gross private saving 15.5 15.5 18.6 19.9 16.9

Federal Republic of Germany
Gross domestic investment ............ 28.0 28.9 29.3 27.9 28.7
Budget deficit, or surplus (-) ......... -4.8 -7.2 -8.4 -10.9 -H.3

Internal demand for saving .......... 23.3 21.7 20.9 17.0 17.4
Export balance ...................... -1.5 2.4 3.3 5.0 4.5

Total demand for gross private saving 21.8 24.1 24.2 22.0 21.9

France
Gross domestic investment ............ 23.5 22.6 22.8 21.1 20.7
Budget deficit, or surplus (-) ......... -4.4 -3.6 -1.7 -2.4 -2.8

Internal demand for saving .......... 19.1 19.0 21.1 18.7 17.8
Export balance. . .................... -0.4 -1.9 -2.1 -0.9 0.2

Total demand for gross private saving 18.7 17.1 19.0 17.7 18.0

Italy
Gross domestic investment ............ 23.1
Budget deficit, or surplus (-) ......... -1.6

Internal demand for saving .......... 21.5
Export balance. . . ................... -2.3

Total demand for gross private saving 19.2

1955 1956

19.0 20.2
1.0 0.3

20.0 20.4
3.1 3.4

23.1 23.8

29.5 34.5
-3.7 -5.2
25.8 29.3

-3.0 -5.7
22.8 23.6

33.2 31.3
-11.7 -H.8

21.5 19.5
3.1 4.5

24.6 24.0

21.8 23.0
-2.9 -2.2
18.9 20.8
0.7 -2.6

19.6 18.2

24.9 25.0
-1.7 -2.6
23.3 22.4

-2.0 -2.0
21.3 20.5
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Table 3. Demand for Gross Private Saving, by Country (continued)

(Percentage of gross private income after tax a)

Country and item 1950 1951 1952 1953 1954 1!J55 1956

Japan
Gross domestic investment b .•.•••••••• 31.6 39.7 33.7 34.5 29.7 29.4 34.5
Budget deficit, or surplus (-) c •••.•.••• -9.8 -13.2 -10.1 -9.1 -6.4 -5.2 -5.2

Internal demand for saving .......... 21.9 26.5 23.6 25.4 23.3 24.2 29.3
Export balance. . .................... 3.3 3.8 2.8 0.2 1.2 2.0 0.3

Total demand for gross private saving 25.2 30.3 26.4 25.6 24.5 26.2 29.5

Netherlands
Gross domestic investment ............ 36.3 32.5 24.7 28.4 33.7 31.5 36.8
Budget deficit, or surplus (-) ......... -10.8 -13.6 -16.4 -12.9 -10.3 -8.1 -11.3

Internal demand for saving .......... 25.5 18.9 8.3 15.5 23.4 23.4 25.5
Export balance ......... , ............ -7.0 -0.5 n.o 7.8 1.6 4.2 -2.7

Total demand for gross private saving 18.5 18.4 19.3 23.3 25.1 27.6 22.7

Norway
Gross domestic investment ......... , .. 34.1 34.6 35.3 36.8 36.3 36.7 33.7
Budget deficit, or surplus (-) ......... -8.3 -9.4 -9.9 -9.1 -8.0 -8.9 -8.6

Internal demand for saving .......... 25.7 25.2 25.4 27.7 28.3 27.8 25.1
Export balance ...................... -7.0 1.2 -0.7 -6.2 -7.2 -5.1 -0.4

Total demand for gross private saving 18.7 26.4 24.7 21.5 21.1 22.7 24.7

Sweden
Gross domestic investment ... , ........ 21.4 25.7 27.0 24.5 26.3 28.5 27.5
Budget deficit, or surplus (-) ......... -3.0 -5.7 -6.9 -6.7 -6.9 -7.7 -8.3

Internal demand for saving .......... 18.4 20.0 20.0 17.9 19.4 20.7 19.3
Export balance. . . ................... 0.7 3.2 0.6 1.2 -0.4 -Ll -0.3

Total demand for gross private saving 19.0 23.2 20.6 19.1 19.0 19.6 19.0

United Kingdom
Gross domestic investment ............ 13.8 20.6 16.4 17.6 17.4 20.3 20.0
Budget deficit, or surplus (-) ......... -5.3 -3.9 -1.5 -0.7 -1.1 -2.6 -1.9

Internal demand for saving .......... 8.6 16.7 14.9 16.9 16.4 17.7 18.1
Export balance, . . ... , ............... 3.0 -3.3 1.3 0.9 1.6 -0.3 1.6

Total demand for gross private saving n.5 13.4 16.2 17.7 18.0 17.4 19.7

United States d

Gross domestic investment, , .......... 24.3 24.7 21.7 21.9 20.5 23.1 23.2
Budget deficit, or surplus (-) ......... -6.5 -5.1 -1.7 -1.4 -1.0 -3.7 -3.9

Internal demand for saving .......... 17.8 19.6 20.0 20.5 19.6 19.4 19.3
Export balance. , ... , . , ............ , . 0.8 1.4 0.9 0.1 0.5 0.4 1.0

Total demand for gross private saving 18.6 21.0 20.9 20.6 20.0 19.8 20.3

Source: Statistical Office of the United Nations and Bureau of
Economic Affairs.

a See footnote a to table 2.
b Prior to inventory valuation adjustment.

ment programmes were scheduled over considerably
longer periods than had originally been contemplated in
the latter months of 1950. Consequently, the measures
of restraint tended to over-compensate for the growth in
demand, with the result that industrial production, after
allowance for seasonal movements, levelled off or de·
clined before the end of 1951 in all the industrial coun
tries. This was true even of France and the United
Kingdom, where pressures appear, from data in tables 3
and 4, to have been greater than in the other countries
listed.

If, despite the absence of serious demand pressures,
prices nevertheless rose considerably, this was due
largely to the effect of the upsurge in business activity
upon the prices of primary products, supplies of which
did not respond readily to the growth in demand. The

c General government and public corporations.
d In the United States all government investment other than

construction is reflected in the budget deficit, or surplus, rather
than in gross domestic investment.

impact of this development upon the general structure
of prices is indicated further below.

Unlike the boom of 1950-1951, which was primarily
the result of actual or anticipated increases in defence
expenditures, the new expansion in economic activity
which began in 1953 or 1954 was due entirely to devel
opments in the private sector. The main source of pres
sure in this case seems to have been a growth in fixed
investment and in the consumption of durable goods.
Part of the increase in demand reflected purchases
deferred from the period of the Korean conflict, when
measures had been taken to free enginering resources
for defence purposes. As the government absorption of
military hardware levelled off or declined at the end of
this period, it became possible to supply larger quan
tities of producer and consumer durables, and various
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Table 4. Supply of Gross Private Saving,a Selected Countries
(Percentage of gross private income after tax b)

Country and item 1950 1951 1952 1953 1954

Canada
Personal disposable income ............ 85.5 87.7 84.5 84.0 83.2

Personal saving ... , ... , . , , , , .. , . , . , 4,9 8.8 8.6 8,5 5.0
Gross corporate saving c ••••• , •• , ••••• , 14.5 12.3 15.5 16.0 16,8

Total gross private saving 19.4 21.2 24,1 24.5 21.8
Denmark

Personal disposable income .... , , , ... , . 92,6 92.3 91.9 91.3 90,3
Personal saving ..... , . , .. , ..... , ... 8.1 7.8 10.5 11.3 7.2

Gross corporate saving ......... , ..... , 7.4 7.7 8.1 8.7 9.7
Total gross private saving 15.5 15.5 18.6 19.9 16,9

France
Personal disposable income, ........ , .. 86.8 86.3 85.8 86.0 85.9

Personal saving .. , ............. , ... 5.5 3.5 4.8 3.7 3.9
Gross corporate saving. , ....... , ... , . , 13.2 13.7 14.2 14.0 14.1

Total gross private saving 18.7 17.1 19.0 17.7 18.0
Japan d

Personal disposable income .... , , , ..... 87.5 86.9 89.4 86.5 87.6
Personal saving...... , , .. , .... , . , , . 12.5 16.7 16.2 10.9 10.8

Gross corporate saving e ••...• , •• , , ••• , 12.5 13.1 10.6 13.5 12.4
Total gross private saving 25.1 29.8 26.8 24.4 23.1

Sweden
Personal disposable income. , ... , , ... , . 82.8 79.9 85.5 86.5 87.0

Personal saving. , , ............ , .. , . 1.9 3.1 6.2 5.7 6.0
Gross corporate saving, , ..... , ... , ... , 17.2 20.1 14.5 13.5 13.0

Total gross private saving 19.0 23.2 20.6 19.1 19.0
United Kingdom

Personal disposable income, ... , . , .... , 87.1 85.7 87.7 86.5 85,5
Personal saving, ...... , .. , , . , . , .. , . -1.2 -1.0 3.1 3.4 2.9

Gross corporate saving, , ..... , . , .. , ... 12.9 14.3 12.3 13.5 14.5
Total gross private saving 11.7 13.3 15.4 16.9 17.4

United States
Personal disposable income, . , . , , ... , .. 86.8 86.4 86.9 87.2 86.8

Personal saving. , .... , . , .. , , . , .... , 5.4 7.0 7.2 7.1 6.3
Gross corporate saving, .... , . , , .. , .... 13.2 13.6 13.1 12.8 13.2

Total gross private saving 18.5 20.6 20.4 19.9 19.6

1955 1956

83.3 83.5
5.7 6.8

16.7 16.4
22.4 23.2

85.9 86.5
5.5 4.7

14.1 13.5
19.6 18.2

86.9 85.4
13.7 15.4
13.1 14.6
26.8 30.1

89.1 89.5
8.7 8.5

10.9 10.5
19.6 19.0

86.5 86.5
4.4 6.7

13.5 13.5
17.9 20.2

86.0 86.3
5.2 6.2

14.0 13.7
19.3 19.9
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SOUTce: Statistical Office of the United Nations and Bureau of
Economic Affairs.

• Equal to the sum of personal saving, corporate saving and
total capital consumption allowances, less depreciation, of general
government sector-the last two components being combined in
gross corporate saving. Apart from errors of rounding, the failure
of details to add to total demand for saving shown in table 3 in
some countries is attributable to one or more of the following:

restraints on private demand, including taxes, were
therefore relaxed.

These sources of higher demand were, however,
counterbalanced by other factors. Personal saving
tended generally to advance in relation to total private
income, without any significant shift in the distribution
of such income. Furthermore, a mildly anti-inflationary
influence was exerted by the government sector. As
shown below, this was mainly because of the relative
stability or decline of government expenditures while,
at given tax rates, government revenue rose more than
incomes by virtue of the operation of progressive per
sonal tax systems. In those cases in which domestic
demand nevertheless pressed upon supplies, over-all
shortages were avoided through larger imports. The
cushioning effect of supplies from abroad upon infla
tionary tendencies at home was felt more freely in

residual error, inventory valuation changes not adjusted for, or
lack of conceptual comparability between the national and the
United Nations system of accounts.

b See footnote a to table 2,
c Mter inventory valuation adjustment for non-corporate as

well as corporate stocks.
d Before inventory valuation adjustment,
e Excluding public corporations.

1955-1957 than in 1951 because of the much smaller
degree of governmental control over imports.

The net effect of the interplay of these various forces
was that, while demand for savings frequently rose in
relation to gross private income from 1953 or 1954 to
1956, the increases were relatively small, on the whole.
Moreover, in few cases was demand pressure appre
ciably higher than in 1951 or 1952, when output and
income had been lower; and in several countries pres
sure was lower. In these circumstances there was gen
erally sufficient elasticity in the consumption sector to
absorb whatever increases in demand pressure took
place during the recent boom. Thus the pressure from
demand in 1955 and 1956 did not cause a general shift
to profits; on the contrary, the rise in savings often
accompanied a change in the distribution of income
unfavourable to profits. Such data as are available for
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1957 point to a considerable relaxation in demand pres
sure in that year in nearly all countries, as shown in
chapter 4.

Indications on the side of demand are, therefore, that
the usual symptoms of excess aggregate demand are not
readily discerned in most of the industrial countries
during the recent boom. However, some temporary
pressures were experienced in the Netherlands, and a
more acute situation developed in France.9 Both coun
tries allowed temporary deficiencies in supply to be
made good through imports, though in France pressures
in the second half of 1957 were aggravated by the need
to impose import restrictions. In the Netherlands the
peak of demand pressure was reached in 1956, probably
as a result of a fall in personal savings in relation to
disposable income as indicated by a 9 per cent rise in
the volume of consumption in that year. French re
sources were severely strained by rising defence ex
penditures and private investment in 1956-1957; at the
same time expectation of rising prices led consumers to
devote a higher proportion of their incomes to con
sumption than in 1955. Despite these pressures of de
mand, the distribution of income shifted in favour of
wages in both France and the Netherlands in 1956,
owing to the introduction of price controls.

An examination of the supply situation in the indus
trial countries during the recent boom confirms the
conclusions reached in the foregoing analysis of de
mand. While output rose in relation to capacity in the
early stages of the expansion, there was little or no
indication of significant pressure upon supplies of con
sumer goods. As may be seen in chart 1, by 1956, and
still more in 1957, the rate of increase in total output
was slackening, owing mainly to a slowing in the growth
of demand, partly induced by government action.

No shortages of food emerged anywhere, and in
North America heavy food surpluses accumulated.
While the food component of the cost of living in·
creased substantially in a number of western European
countries, this was due to government policy with reo
spect to farm prices and to higher costs of processing

• In the United Kingdom the demand for private savings in
creased fairly steadily in relation to income throughout the
period from 1950 to 1956. It was possible for this to occur with
out aggregate demaud becoming excessive, maiuly because of a
correspouding rise in personal saving without any major shift in
income distribution. The later retention of rationing, as well as
of various forms of restraint on consumer supplies, caused
elements of pent-up demand to persist in that country much
longer after the end of the war than in most other countries.
In fact pent-up demand for consumer durables probably lasted
well into the nineteen fifties, saturation of this demand being
further postponed by diversion of resources to defence after
1950. As supplies of all types of consumer goods returned to
normal after the end of the Korean conflict, while the ratio of
cash balances in the hands of the public to the national product
declined by 1956 to something like the pre-war level, the per
sonal savings ratio in the United Kingdom reached a magnitude
much more comparable with similar ratios in other countries
than had been the case in 1950-1951. The rising trend of the
personal savings ratio in Sweden also reflected some of the same
factors as indicated above.
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rather than to any shortage of supplies.10 World export
prices for food scarcely changed in the course of the
boom, and raw materials were in sufficiently good sup
ply to prevent prices from rising very much, except for
the metals. There is, moreover, no evidence of any
unusual pressure upon service facilities in any of the
industrial countries nor of any difficulties in meeting
transport requirements, except in so far as this was
caused by the shortage of petroleum products and of
shipping associated with events in Suez.

In manufacturing, no pressure upon supplies de
veloped in the non-durable sector. Total textile produc
tion in western Europe averaged little or no higher
during the period of strongest over-all demand in 1954
1955 than at the end of 1950, when production in the
Federal Republic of Germany was still relatively low;
and while a substantial advance in the output of textiles
took place at the end of 1956 and the first half of 1957,
there was still no indication of a textile shortage. In
North America, textile production remained below pre
vious post-war peaks throughout the recent boom.

It was mainly in the sector of the economy producing
durable manufactures that significant shortages were
encountered-if indeed, the term "shortage" can be
used to describe the situation which developed tempo
rarily in some countries during 1955 as a result of the
clash between the growing claims of investment and of
durable consumption upon the metals and engineering
industries. The significance of these developments in
generating price increases during the recent boom will
be considered further in connexion with the examina
tion of excess sectoral demand below.

Data on employment and unemployment confirm the
general view of demand pressure in the industrial coun
tries set forth above. Non-agricultural employment rose
significantly in the course of the boom, although gen
erally not more so than in the 1950-1951 upswing. In
most countries, moreover, the rise in employment in
manufacturing was not so marked as in 1950-1951. In
fact in Denmark manufacturing employment at the
high point of the boom in 1954 was lower than in 1950,
while in Sweden such employment in 1954-1956 rose no
higher than in 1951. In the United States total manufac
turing employment during the recent boom did not
regain the level reached at mid-1953.

In those western European countries for which data
are available, average hours worked per week in manu
facturing appear to have increased only slightly in'
1954 and 1955-at which point they were generally
little higher than in 1950-1951-and to have declined
once more thereafter except in France. Although the
same sort of movement occurred in Canada and the

10 The poor harvest experienced by some western European
countries in 1954 was largely offset by increased food imports.
In Sweden, however, a poor harvest contributed to rising food
prices in 1955, since government policy was designed to compen
sate farmers for loss of income.
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United States,11 average weekly hours worked rose no
higher than the level recorded in 195L

Relatively few countries recorded lower unemploy
ment percentages than in 1951, even in 1955. Although
unemployment percentages in Belgium and the Federal
Republic of Germany were substantially lower than in
previous years and certain types of skilled workers were
in great demand, neither country was confronted by an
over-all shortage of labour. Unemployment in Denmark
and Italy remained high. In Canada, Norway, Sweden
and the United States unemployment percentages never
declined to the level of 195L Only in France, the Neth
erlands and the United Kingdom was the percentage of
unemployment in the recent boom not only relatively
low but also lower than in 195L

It is worth emphasizing that the degree of flexibility
in supply may easily be underestimated if unemploy
ment percentages which appear very low are inter
preted too literally. Real output did not tend to level off
to any greater extent in 1956 in countries with very low
unemployment than in countries with higher or even
very high unemployment. Where the demand for labour
is relatively strong, employers in particular industries
experiencing slack demand may prefer to retain work
ers in the expectation of a rise in activity later on rather
than dismiss them and run the danger of going short
of labour subsequentlyP Moreover, there has been a
considerable growth in recent years in the importance
of technical and supervisory personnel, who on the one
hand cannot readily be dispensed with in the absence of
major declines in output, and who also may be capable
of servicing a much greater rate of output without sig
nificant reinforcement when demand rises. The fact that
the service sectors of the economy were able to maintain
or increase their share of the total labour supply, while
in several countries manufacturing did not draw off
labour from other sectors, is yet another indication that
pressures in the labour market were not particularly
severe during the recent boom.13 For these reasons there
was a much greater potential for the expansion of pro
duction, and even for shifts in the pattern of produc
tion, than might be deduced on the basis of some of the
very low prevailing unemployment figures, in them
selves.

11 Except that average weekly hours worked in manufacturing
dropped in 1954, owing to the recession.

12 In explaining the failure of productivity to rise in the
Netherlands in 1957, the Government, in its reply to the United
Nations questionnaire on economic trends, problems and policies
for 1957/58, stated that "... owing to demand factors, produc
tion did not further increase in the second half of 1957, without
this having resulted in a proportionate discharge of workers."
The United Kingdom Treasury, Bulletin for Industry (London),
January 1958, stated, regarding recent productivity trends, that
"If firms generally had concentrated on using their improved
capital equipment to the full, the same output could have been
achieved with fewer men ..." Similar phenomena have occurred
in most other industrial countries in recent years.

" In the United Kingdom, for example, the distributive trades
and professional, financial and miscellaneous services together
have been continuously increasing their share of total civilian

THE CHARACTER OF RECENT PRICE INFLATION

Three main elements may be distinguished in the
price inflation in industrial countries during the recent
boom. As demand increased, certain specific shortages
or bottlenecks were encountered, especially in the basic
metal and metal-using industries, which led to advances
in the prices of the items affected; these increases ex
erted an upward pressure on the general level of prices
through their impact upon the costs and prices of other
sectors. Further pressure on prices was brought to bear
through the tendency of wage increases granted in
dynamic industries during the recent upswing to spread
to the rest of the economy, where productivity was not
increasing sufficiently rapidly to prevent wage costs
from advancing. Finally, certain autonomous increases
in the cost of living, due to such factors as the realign
ment of rents, gave added momentum to the wage-price
spiral through their effect on wage demands.

The effect of excess sectoral demand

Increases in demand may lead to shortages of par
ticular products long before the point is reached at
which total demand exceeds total supply. Even where
there is heavy unemployment and large-scale excess
capacity, a general rise in demand will usually en
counter differing elasticities of supply in various sectors
of the economy, depending upon how quickly produc
tion can be expanded in each of them; furthermore,
demand for some goods may rise much more rapidly
than for others. This may result in temporary shortages
in certain sectors, and consequent price increases in
those sectors. Developments of this type certainly con
tributed to the rise in prices which occurred during the
upswing from 1932 to 1937, despite the fact that at no
point during that upswing did output as a whole press
against capacity.

There are two ways in which shortages in particular
sectors of the economy may lead to general price infla
tion, without any over-all excess demand. Costs may
increase in the sectors experiencing shortages, and the
resulting price increases may raise the costs-and hence
the prices-of other sectors. In this way upward pres
sures of costs on prices may spread throughout the econ
omy, and may become cumulative and self-sustaining.
On the other hand, shortages of particular raw materials
or types of equipment may limit the expansion of output

employment throughout the period since mid-1951, albeit some
what more slowly from mid·1954 to mid-1955 than in other years.
This contrasts with the year from mid"1950 to mid-1951, when
the share of these sectors dropped significantly. The share of
manufacturing rose from mid-1954 to mid-1955, though less
rapidly than from mid·1950 to mid-1951; its share declined in
1956 and further in 1957. In Norway likewise, the share of trade
and miscellaneous activities in total employment was maintained
or increased during the recent boom. The share of industry in
Norway also rose up to 1956 but much more slowly than from
1950 to 1951; its share declined in 1957. In Canada and the
United States the share of manufacturing in total civilian em
ployment at the peak of the boom was lower than in 1953; in the
United States, in fact, employment in manufacturing in 1955
1956 was less than in 1953, absolutely as well as relatively.
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Chart 1. Production and Employmenta
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(Indices, 1950=100; unemployment in percentage)
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in sectors dependent upon them, thus leading to a shift
to profits in the latter sectors through price increases
that are independent of, or greater than, the accompany
ing rise in costs. The two kinds of price effect are to
some extent alternative, the one reflecting merely in
creases in costs and the other involving higher profit
markups induced by shortages of supply.

As indicated above, it was primarily in the durable
goods industries, and in the basic industries supplying
them, that the question of sectoral demand pressure
arose during the recent boom. There were two aspects
of this question. The basic industries in western Europe
were unable, during certain phases of the boom, to meet
all demands placed upon them, and time had neces
sarily to elapse before additional investment could corne
to fruition in the form of enlarged capacity. On the
other hand, the capital goods industries, even though
able to supplement their supplies of raw materials
through imports, could not always expand their own
output as rapidly as demand increased, because the
period of production in these industries is characteris
tically much longer than in other industries. The maxi
mum pressure in the capital goods industries was
experienced relatively early in the boom; it was pri
marily in 1955 or even 1954 that shortages in these
industries were of sufficient importance to become a
matter of public discussion. By 1956, and still more in
1957, new capacity was becoming available more rap
idly than demand was expanding, and the problem
became one of increasing costs and prices rather than
of inadequacy of supplies.

In the United States the excess of new orders for
machinery over deliveries averaged about 8 per cent
during 1955 and the first half of 1956. This, however,
appears to have been due primarily to the long lead
time typical in the production of machinery. It seems
clear that output was lower in relation to capacity in
the durable goods industries at the peak of the boom in
1956 than at the previous peak in 1953;14 moreover,
employment in these industries was 3 per cent lower,
while the total labour force and total unemployment
were both higher than in 1953. There was, however, a
grey market in steel structural shapes in 1955, though
this was limited to special items. Whatever shortages
there may have been in specific items were not serious
enough to prevent total exports of steel mill products
and of machinery from rising appreciably in 1955 and
still more in 1956; nor did they suffice to prevent output
per man-hour from advancing considerably in both
steel-producing and steel-using industries.

In western Europe the growth of demand for engi
neering products led to pressures for supplies of coal
and steel which could not be satisfied in full from
western Europe's domestic resources. The deficiency
was, however, met by higher imports from North
America. There were, likewise, indications of heavy

14 See chapter 4 for further discussion.
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demand for the output of the engineering industries,
notably the accumulation of new orders. in excess of
deliveries in the Federal Republic of Germany, the
Netherlands and the United Kingdom. In the Federal
Republic the peak of the build-up of excess orders was
passed in 1954, and the backlog was already being
rapidly reduced in 1955. Here again, the problem may
have been primarily one of the length of time required
for production to mature. In Belgium and Sweden,
backlogs of orders in the engineering industries de
clined continuously from 1951 to the end of 1955. In
bo~h countries orders picked up in 1956, but not enough
to warrant the conclusion that demand was pressing on
capacity. In Italy domestic production of engineering
products rose more than domestic consumption through.
out the boom.

Aside from France and the Netherlands, where, as
noted above, there was some pressure of aggregate de·
mand upon supply, it was probably in the United
Kingdom that the durable goods sector was hardest
pressed, mainly in 1955 ;15 the fall in production in
1956 occurred entirely in the consumer durable sector,
but even in the capital goods sector the backlog of
orders began to decline. Even in the United Kingdom,
however, shortages were not sufficiently serious to pre
vent output per man-hour and the volume of exports16 in
the engineering industries from rising at about the same
rate in 1955 as in the previous year, when output was
lower in relation to capacity.

On the whole, therefore, while specific shortages
were experienced temporarily in certain countries dur
ing the recent boom, they were not sufficiently wide
spread or prolonged to impede aggregate output sig.
nificantly anywhere. It does not, of course, follow from
this that shortages did not influence developments in
prices or balances of payments.

Increasing demand for coal, steel or engineering
products was reflected in the imports of many Euro
pean countries, and contributed to the balance of pay
ments difficulties experienced by the Scandinavian
countries and the United Kingdom in 1954 or 1955,
by the Netherlands in 1956 and by France in 1956
1957. As shown below, it was this fact which accounted
for the relatively stronger anti-inflationary measures
introduced in these countries than elsewhere.

The magnitude of changes in the prices of coal, steel
and machinery is shown in table 5. The price of coal
did not increase in 1955, but did rise sharply in 1956

10 The United Kingdom, Economic Survey, 1956, Cmd 9728
(London), characterized the situation in 1955 as follows:
"Demand for capital goods remained high and, for the first time
since 1950, new orders exceeded deliveries ... Shortages of steel,
which appeared during the year, were responsible for some
restrictions of activity and, more frequently, lack of special
shapes and sizes led to the accumulation of work in progress".

16 After adjustment for the effect of the dock strike towards
the end of 1954 on the distribution of exports between 1954 and
1955.
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and again in 1957. Steel and machinery prices likewise
rose little in 1955, in most countries, but accelerated
their advance in 1956-1957. To what extent these price
increases represent a delayed reaction to the increase
in demand pressure, to what extent relative decreases
in productive efficiency arising from the attempt to
expand output, and to what extent rising wages is diffi
cult to determine. It is worth noting, however, that in
the basic metals and metal-fabricating industries direct
unit costs generally rose as much, in 1956, as prices.
Comparable data are not available for mining, but
there are some indications that costs rose there too.
The data on physical output per man-shift in coal pro
duction generally failed to show any substantial in
crease during this period, whereas average hourly
earnings were rising sharply, so that wage costs per
unit of output also rose. The greater utilization of im
ported coal and steel further increased costs, owing
to high transport charges.

Table 5. Wholesale Prices of Coal, Steel and
Machinery, Selected Countries

(1953=100)

llem and country 1954 1955 1956 1957

Coal
Canada ....................... 98 98 104 109
Federal Republic of Germany .... 98 99 106 112
France ....................... 100 99 102 103"
United Kingdom............... 96 99 129 140
United States ................. 94 94 106 116

Steel
Belgium...................... 97 113 124 132
Federal Republic of Germany .... 97 98 100 105
France ....................... 98 99 107 114
Japan ........................ 91 109 145 147
United Kingdom............... 78 86 110 122
United States ................. 103 104 III 119

Machinery
105Federal Republic of Germany .... 98 100 106

Norway ...................... 99 100 103 104
Swedenb .••.•.••••••••.••.•.•. 92 94 101 106
United Kingdom· .............. 101 103 108 115
United States ................. 102 105 113 121

Source: Statistical Office of the United Nations; Organisation
for European Economic Co-operation; machinery prices are
calculated from national sources.

" Eight months.
b Including transport equipment.
• Export unit value.

It will be noted that if, in an attempt to avoid in
flationary manifestations of this sort, total demand is
reduced, the price paid for elimination of excess de
mand in the hard-pressed sectors of the economy will
be reduction, of output in all other sectors, where de
mand is not pressiug upon capacity. This difficulty may,
of course, be avoided by measures designed to limit
demand for the goods in short supply while maintain
ing total demand. Even this kind of measure suffers
from the shortcoming that the greater the restraint
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placed upon demand, the smaller the incentive to enter
prise to remedy the specific shortage through creation
of the necessary additional capacity. It is for this reason
that it is important, in devising measures to deal with
sectoral shortages, not to lose sight of the fact that
relative increases in prices of goods in short supply
may be an essential part of the mechanism to increase
supplies in line with growing demand.

The process of cost inflation

It has already been explained that the extent and
duration of any price inflation, whether it originates
in excess aggregate or sectoral demand, depends on
the degree to which the various income earning groups
are willing to accept changes in their absolute or rela
tive shares of income resulting from the primary price
increase or seek to protect themselves against such
changes by offsetting wage and price increases. It was
also noted that cost-price inflation is possible without
any excess of aggregate or evensectoral demand if the
earnings of labour rise more rapidly than productivity,
or if import prices go up for reasons unconnected with
the level of demand in the importing country. In so
far as entrepreneurs pass on to consumers the full
amount of any increase in wage costs, the object of the
original advance in wages is frustrated, and this tends
to lead to a repetition of the cycle, and hence to a wage
price spiral. Some absorption of increased wage costs
without any jump in prices is, of course, possible in
the event that other costs decline or entrepreneurs de
cide to accept a cut in profit margins. When, however,
total costs increase beyond a certain point, entre
preneurs are bound to raise their prices, and this,
again, may provoke a further round of wage and there
fore price advances. Increases in import prices have a
direct effect upon the price level in proportion to the
significance of imports in the economy, but they may
also provide the occasion for a wage-price spiral
through their impact upon the cost of living and thus
upon wage demands.

It is in the very nature of wage-price spirals that it
is difficult to determine ultimate responsibility for the
starting of the spiral. However, autonomous increases
in the cost of living have been of considerable import
ance in a number of countries in recent years in con
tributing to the upward spiral of wages and prices.
It was noted earlier that in countries where rationing
and other direct controls were retained for a relatively
long period after the end of the Second World War,
the price increases resulting from the war took very
much longer to work themselves out than in countries
where controls were withdrawn relatively early. Even
in the latter countries rent controls were retained after
other controls had disappeared, and they are still to
be found in many countries. The recent realignment of
rents with other consumer prices is reflected in table
10 below, where it can be seen that in every country
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except the United Kingdom17 rents rose significantly
faster than consumer prices as a whole from 1953 to
1956. The raising of indirect taxes and reduction in
subsidies have also had important effects in pushing
up the cost of living in a number of countries.

The importance of autonomous factors of this type
in affecting the cost of living may be illustrated by a
comparison between developments in the Federal Re
public of Germany and the United Kingdom. While
retail food prices in the United Kingdom rose by about
50 per cent from 1950 to 1956, the corresponding in
crease in the Federal Republic was less than 20 per
cent, despite the fact that prices paid to farmers in the
two countries increased in about the same proportion.
The main reasons for the difference were that food sub·
sidies were reduced during that period in the United
Kingdom, whereas they had been of minor importance
in the Federal Republic in 1950; and that, with the
expiration of government trading, the United Kingdom
was no longer able to purchase food abroad on par
ticularly favourable terms, while the Federal Republic
was paying world market prices throughout. In con
sequence, the latter's import prices scarcely changed,18
while United Kingdom food import prices rose 20 per
cent.

Apart from the effects of spontaneous advances in
the cost of living on wages, cost inflation may start, as
noted above, wherever a conflict arises between various
groups in the effort to maintain or improve their shares
of total real income; such a conflict may result from
pressure of excess aggregate or excess sectoral demand,
but may also occur in the absence of any such pressure,
depending upon the character of wage demands of
employees and of price policies of entrepreneurs. The
following section analyses the manner in which cost·
price spirals have developed in the manufacturing sec
tor of the economy in recent years.~9

Prices and costs

Prices in manufacturing have, for the most part,
conformed roughly to changes in costs throughout the
period since 1950.20 An examination of the year-to-year

11 Control of rents in the United Kingdom was greatly eased
in the Rent Act of 1957.

18 For a more complete account of these developments, see
United Nations, World Economic Survey, 1956 (sales number:
1957.ILC.I), page 85.

19 Similar studies cannot be made in most other sectors of the
economy. In some cases, the problem arises from lack of ade
quate data on such sectors as distribution and trade. In other
cases, such as government, services, and finance, there are in
tractable conceptual problems involved in identifying prices and
products. Such difficulties also limit the usefulness of any
aggregative analysis of cost-price relationships.

20 The derivation of price and cost components is discussed in
the footnote to table 6. It should be noted that the term "price",
as used here, has a special meaning. It represents the average
price of transactions iliat occur at all stages of the productive
process and is, therefore, conceptually akin to the general whole
sale price index; the latter, however, is a base-weighted price
index, selective in coverage, whereas the former is current-
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changes in individual countries shown in table 6 indio
cates that with very few exceptions the change in price
fell between the change in wage cost and the change in
materials cost. Gross margins2~ between direct costs
and price tended to contract about as frequently as they
tended to widen. Although the variations were freD
quently quite large in relation to the margins them·
selves, they were,- on the whole, small in relation to
price.

For all countries as a group, gross margins between
prices and direct costs did not show any greater
tendency to widen in the industries that are commonly
considered to have administered prices22 than they did
in other industries; in fact, during the latter part of
the period there was, if anything, a balance in the other
direction. In only one of the "administered price" in·
dustries did margins widen in more countries than they
narrowed; this was petroleum and coal products, and
in the particular period under review the widening mar
gins may have been due to changing technology and
product mix.23 Nor does it appear that there was any
widespread tendency for margins to widen in the indus
tries where prices increased most. Industries where
widening margins were associated with increasing
prices or narrowing margins with decreasing prices
were no more common than industries showing the re
verse relationship.

It is often argued that the importance of adminis
tered prices lies not in their quantitative significance
but in their key position in such industries as the steel
industry, where they play an important role not only
in terms of their effect upon the costs of other industries
but in setting a pattern for the economy as a whole.
It has not been possible to test this proposition at the
level of detail which would strictly be required. How
ever, data for the two broad groups of industries pro
ducing basic metals and engineering products do not

weighted and covers the pricing of all inter-plant flows of pri
mary materials, intermediate and final products in manufac
turing. The extensive duplication that results from considering
the pricing process at all stages of production is reflected in the
preponderant share of materials cost in gross value of product.
In 1950, cost of materials and fuel ranged between 52 and 65
per cent of gross value of product among the eight industrial
countries considered here. In view of this, changes in the mate
rials cost component can be expected to exert a substantial
influence on changes in price purely as a result of duplicating
transactions. On the other hand, wage cost in these countries in
1950 ranged between 14 and 19 per cent of gross value of pro
duction; were the value of supply of only final products con
sidered, as measured by the gross national product plus imports,
the range of variation in the share of wages (compensation of
employees) would rise to between 29 and 52 per cent. Similarly,
the gross margin over direct costs would represent a larger share
of gross national product plus imports than of the gross value of
production.

21 Gross margins differ from profit margins in that they in
clude overhead costs.

22 Including metals and metal processing, products of petro
leum and coal, transport equipment, chemicals and tobacco.

23 In all countries, the proportion of petroleum products, which
have extremely low direct costs, has been increasing, and the
technology of petroleum refining itself has become increasino-Iy
capital-intensive. b
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Table 6. Indices of Price and Cost Components in Manufacturing, a Selected Countries
(1950=100)
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Canada
Price.... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 112
Direct cost per unit of output , 113

Wage cost per unit of output. . 112
Materials cost per unit of output. . . . . . . . . . . .. 113

Denmark
Price. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 117
Direct cost per unit of output. . . . . . . . . . . . . . . . .. 122

Wage cost per unit of output. . . . . . . . . . . . . . .. 109
Materials cost per unit of output. . . . . . . . . . . .. 126

Federal Republic of Germany
Price....................................... 114
Direct cost per unit of output. .

Wage cost per unit of output. . . . . . . . . . . . . . .. 107
Materials cost per unit of output .

Netherlands
Price.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 117
Direct cost per unit of output. . . . . . . . . . . . . . . . .. 119

Wage cost per unit of output. . . . . . . . . . . . . . .. 108
Materials cost per unit of output. . . . . . . . . . . .. 122

Norway
Price..... 125
Direct cost per unit of output. . . . . . . . . . . . . . . . .. 125

Wage cost per unit of output. . . . . . . . . . . . . . .. 110
Materials cost per unit of output. . . . . . . . . . . .. 129

Sweden
Price............................ 137
Direct cost per unit of output. . . . . . . . . . . . . . . . . . 133

Wage cost per unit of output. . . . . . . . . . . . . . .. 118
Materials cost per unit of output. . . . . . . . . . . . . 138

United Kingdom
Price.......... .. 127
Direct cost per unit of output. . . . . . . . . . . . . . . . .. 128

Wage cost per unit of output. . . . . . . . . . . . . . .. 115
Materials cost per unit of output. . . . . . . . . . . .. 131

United States
Price. .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 109
Direct cost per unit of output. . . . . . . . . . . . . . . . .. 112

Wage cost per unit of output. . . . . . . . . . . . . . .. 110
Materials cost per unit of output. . . . . . . . . . . .. 113

1952 1953

113 112
114 III
120 123
112 108

120 116
125 118
118 120
127 118

117 112

110 107

117 III
112 109
III 108
112 109

128 123
130 125
123 124
132 125

137 129
144 134
139 137
146 133

Country and item 1951

109
110
114
109

112
112
118
110

1954 1955

115 119
114 117
123 122
112 116

115 118
116 120
119 122
115 119

III 113
118
105 104
120

113 114
III III
116 119
110 110

123 130
125 134
122 128
126 135

137 142
142 147
144 149
141 146

130 136
129 136
128 134
129 136

113 114
112 112
115 116
112 112

1956

126
125
128
124

116

109

120
120
127
118

135
140
134
142

143
144
144
144

117
114
119
114

Source: United Nations Bureau of Economic Affairs.

• Indices of price and cost components in manufacturing
obtained by dividing appropriate value indices, based on data
derived from national industrial censuses, by indices of the

generally show a widening of margins during the re
cent boom.

The approximate proportionality of changes in
prices and direct costs does not imply that the former
are determined by the latter. This fact in itself is just
as consistent with a situation in which wage movements
are highly sensitive to profit movements as with a situa
tion in which gross margins, including profits, respond
passively to changes in the combined cost of wages and
materials. The discussion below of the determinants of
direct costs cannot therefore be interpreted as implying
any particular view as to the relative responsibility of

volume of production. Cost of materials includes fuel and elec.
tricity. Except for the Netherlands, wage cost is defined to
exclude salaries. In the case of Norway, data cover manufactur
ing and mining, the latter sector comprising 2 per cent of the
total gross value of production of both sectors in 1955.

the various groups of income receivers for the cost·
price spiral of recent years.

Various factors have tended to raise direct costs dur
ing the period under review. From 1950 to 1951, owing
to the Korean commodity price boom, materials costs
rose more than prices, and more also than wage costs.
From 1951 to 1954 materials costs generally declined.
Wage costs at first registered a substantial further ad
vance in 1952; in several countries this involved a
process of catching up, partly or wholly, with prices.
There followed a period of two or three years in which
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Table 7. Inter-industry Variations in Hourly Earn
ings and Productivity in Manufacturing,
1950-1956

Italy 0 , ••••••••••••••••••• 22 76 9.5
Belgium ................. 21 10.1
Canada ........... , ...... 19 118 3.5
Denmark d •••••.....••••• 19 89 9.8
United States ............. 18 95 4.1
Netherlands" ............. 13 99 2.1
Federal Republic of Germany 12 38 7.3
Sweden! ................. 11 62 2.4
United Kingdom .......... 10 81 1.5
France" ...... " .......... 9 88
NorwaY" ................. 9 86 1.2

Source: United Nations Bureau of Economic Affairs, based on
official national statistics. Owing to differences in definition, un·
employment percentages are not in all cases entirely comparable
between countries.

• Countries ranked in descending order of the relative disper
sion of percentage changes in earnings.

b Coefficient of variation is the standard deviation expressed
as a percentage of the mean change. It measures the extent to
which percentage changes in hourly earnings and output per
man-hour in various industries are clustered about the mean
percentage change for all manufacturing industries.

01951-1955. "1950-1955.
d 1951-1956. ! 1952-1955.

The behaviour of wage costs per unit of output must,
of course, be the resultant of interactions between two
types of movements-those in average earnings per
man-hour and those in average output per man-hour.
The greater the rise in hourly rates of production, the
higher the hourly earnings that can be paid without
any increase in unit wage costs, and vice versa. Stability
in wage costs thus requires one simple condition: that
changes in average hourly earnings move in proportion
to changes in average output per man-hour. Such a
condition does not imply that hourly earnings must
move proportionally to productivity in every industry;
all that is required is that, on the average, increases in
earnings should not exceed increases in productivity.
As is shown below, however, earnings tend to move
more or less in the same proportion in all industries,
while productivity usually rises very much more in the
rapidly expanding industries than in the rest of the
economy. Consequently, the pace set for the economy
as a whole by wage increases in the dynamic sectors
may well be in excess of the average rate of increase
in over-all productivity. Even if earnings in the dy
namic industries do not rise to the full extent of the
productivity advances in those particular industries,
they may still set a target rate of wage increases for
other industries which is well in excess of the produc
tivity growth achieved.

Experience in recent years indicates that rates of
increase in hourly earnings have varied far less between

Coefficient of varialionb

- Average annual
Average hourly Output por percentage of

earninos man-hour unemployment

(Percentage)

Country It

24 Although table 6 shows no data for the United Kingdom for
1952 and 1953, wage costs per unit of output in manufacturing
were unchanged from 1952 to 1954 according to data contained
in Economic Survey, 1958 Cmnd 394 (London), page 18. The
sharp rise in wage costs in the Netherlands in 1954-1955 resulted
from wage movements compensating for the previous policy of
wage restraint.

Determinants of direct costs

On the whole the behaviour of materials costs re
flects demand and supply conditions in a fairly simple
way. For agricultural materials with inelastic supply,
the level of demand will determine the price, although
for individual countries representing a small par,t of
world demand, domestic demand may have little or no
effect upon prices of goods entering into foreign trade.
For materials derived from sectors of the economy
where the major direct cost is labour, changes in prices
will depend upon changes in wage costs, unless supply
is inelastic here also, owing to insufficient capacity.
However, certain of the minerals with a relatively high
value per ton appear to behave more like agricultural
products than like manufactures. As was pointed out
in the discussion of sectoral excess demand above, mate
rials costs in all of the metal and metal-using indus
tries in western Europe rose significantly during the
course of the recent boom. In North America, where
capacity in these industries was less fully utilized over
most of the period, the rise in materials costs was
less important. '

It cannot be said that the explanation of wage cost
behaviour is as simple as that of materials costs. The
most that can be done is to indicate the broad tenden
cies that seem to emerge from the data available, with
out attempting to bring all the institutional and other
complexities of wage determination into the framework
of this brief exposition.

wage costs were in general approximately stable.24
,

Thus prices also were fairly stable or even falling from
1951 to 1954. Wage costs resumed their advance in
1955 in Norway, Sweden and the United Kingdom,
and in 1956 in Canada, the Federal Republic of Ger
many and, to a lesser extent, in the United States.
This advance was accompanied by an upturn in mate
rials costs beginning in 1954. Prices continued to fol
low the broad over-all movement in direct costs.

Such data as are available for 1957 indicate that
the rise in wage costs generally continued, and in
Canada and the United States it may have accelerated.
Prices of primary products, however, generally turned
down in the course of the year, and in a number of
countries-Belgium, Denmark, Italy, the Netherlands
and Norway-prices of manufactures followed, al
though the decline was smaller than the drop in raw
material prices. Prices of manufactures levelled off
during the year in the Federal Republic of Germany,
Sweden and the United Kingdom, but continued to in
crease throughout the year in the United States.
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industries than rates of increase in output per man
hour, as shown in table 7.25 Not all countries exhibit
the same degree of inter-industry uniformity, or cohe
siveness, in wage movements. As table 7 shows, there
seems to have been some tendency for the uniformity

25 This is not to suggest that changes in hourly earnings have
been completely insensitive to changes in demand. In the United
Kingdom, for example, during the upswing in economic activity
from 1953 to 1955 and again over the period 1955·1957 when
demand slackened, differential inter-industry changes in earn
ings were significantly associated with differential inter-industry
changes in the demand-supply position for labour as measured
by the changing ratio of unfilled vacancies to applicants for
work. At the same time it should be noted that the range of
changes in earnings was much smaller than that of changes in
the ratio of unfilled vacancies to applicants for work. In Sweden,
inter-industry changes in earnings over the period 1947-1954 have
been found to be related to the "state of the labour market",
that is, the demand for labour in relation to the supply (see
Bent Hansen and Gosta Rehn, "On Wage Drift-A Problem of
Money-Wage Dynamics", in Twenty-Five Economic Essays in
Honour of Erik Lindahl (Stockholm, 1956)).

37

to be greatest where the labour supply has been tightest,
as in the Netherlands, Norway, Sweden and the United
Kingdom, and least where there has been persistent
unemployment, as in Belgium, Denmark and Italy.26

Output per man-hour has generally grown fastest
under the stimulation of rapidly expanding output. In
part, differences between industries in rates of growth
of output per man-hour depend upon the pace of tech-

26 It is impossible to evaluate quantitatively the influence of
institutional arrangements in the lahour market upon the rela
tive cohesiveness of the wage structure, but it would appear
that such considerations as the system of trade union organiza·
tion and the size of its membership, the industrial area of col·
lective bargaining, the policies followed in respect of wage
demands and the extent to which government participates in
wage determination are all significant. The national collective
bargaining system in Sweden and the role of government in
wage determination in France and the Netherlands may have
contributed to the uniformity of wage changes in these three
countries. These institutional factors impart a degree of cohe
siveness to inter·industry wage variation that has no counterpart
in the inter-industry variation of output per man-hour.

Table 8. Determinants of Wage Cost in Manufacturing, by CountryS

Average annual percentage change, 1950-1956 b Average annual percentage change, 1954-1956 b
Country and item

Wage cost OutputOutput Average Average Wage cost
per hourly per unit

Output
per hourly per unit

Output man-hour earnings of output man-hour earnLngs of output

Belgium
6.0 4.4 0 4.4 d 9.5 6.4 0 -1.8All manufacturing ............... 4.4 d

Canada
Average of highest quartile ........ 10.1 6.8 8.1 0.9 14.5 7.1 4.2 -2.5
All manufacturing ............... 4.2 2.4 7.7 4.7 7.0 1.9 3.8 1.8

Denmark
Average of highest quartile ........ 7.0 3.5 4.5 0.8 11.5 6.3 3.8 -2.2
All manufacturing ............... 2.2 1.5 4.7 3.0 5.0 3.1 4.0 0.9

Federal Republic of Germany
7.0 8.6 1.1 18.6 6.3 8.4 1.8Average of highest quartile ........ 28.4

All manufacturing ............... 16.5 6.7 8.9 1.5 13.0 5.4 7.9 2.2
France

All manufacturing ............... 7.3 7.0 15.0 5.6 9.5 9.3 11.9 2.2
Italy

8.9 6.4 -1.6 8.0 7.1 6.6 -0.4All manufacturing ............... 10.5
Netherlands

Average of highest quartile ........ 11.3 4.8 6.4 1.3 14.3 7.0 10.2 2.8
All manufacturing ............... 7.0 2.6 6.8 3.8 9.5 4.1 9.6 5.0

Norway
9.5 5.1 9.3 3.4 11.9 7.5 5.6 -1.6Average of highest quartile ........

All manufacturing ............... 5.6 3.0 9.5 5.7 6.5 3.8 5.5 1.6
Sweden

Average of highest quartile ........ 7.8 6.4 15.6 7.0 11.6 7.2 7.2
All manufacturing ............... 2.8 2.8 14.0 9.8 5.5 2.0 6.4 4.4

United Kingdom
5.6 1.7 9.5 7.2 4.6 3.0 9.2 5.8Average of highest quartile ........

All manufacturing ............... 3.5 1.2 9.1 7.4 3.0 1.9 8.4 6.3
United States

Average of highest quartile ........ 8.7 3.0 6.0 2.6 11.0 5.0 5.1 0.1
All manufacturing ............... 4.7 2.3 5.8 3.1 7.0 3.1 4.7 1.5

Source: United Nations Bureau of Economic Affairs. b For Denmark: 1951-1955 and 1953-1955; for Netherlands,
• Wage cost per unit of output for Belgium, France and Italy Norway and Sweden: 1950--1955 and 1953-1956.

derived from data for average hourly earnings and output per
o Output per man.man-hour. In all other countries, wage cost data are based on

industrial censuses as indicated in table 6. d Average daily earnings.
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nological change in each of them, and hence upon the
rate of investment in new plant and equipment.27 In
addition, however, output per man-hour will grow even
without technical advances whenever rising demand
makes it possible to increase the degree of utilization of
capacity. The extent of the differences in rates of in
crease in output per man-hour between the most rapidly
expanding industries and the average for all manufac
turing is shown in table 8. In all countries, the 25 per
cent (or upper quartile) of industries recording the
greatest increases in output also experienced somewhat
larger increases in output per man-hour than the aver
age, both over the whole period from 1950 to 1956 and
in the course of the expansion from 1954 to 1956. The
countries range from Canada, where the average rate of
growth in productivity was less than a third of that in
the expanding industries, to the Federal Republic of
Germany, where it was only about 15 per cent less.28

For the most part, where there were large differences in
rates of expansion of output among industries, there
were also large differences in productivity growth.

Since the inter-industry dispersion in rates of growth
in output per man-hour is in most countries much
greater than that in earnings, it is to differences in
productivity growth that one must look in the first in
stance for an explanation of inter-industry differences
in the behaviour of unit wage costs. As may be seen in
table 8, wage costs have tended to increase least in the
rapidly expanding industries-which in most countries
include metals and engineering and mineral processing
-because productivity increases have heen greatest
there, and most in the relatively stagnant industries
such as textiles and food processing-where produc
tivity increases have been smallest.

In the absence of a coherent national wage policy
endorsed by all participants, workers in the most rap
idly developing industries are likely to try to secure for
themselves as much of the benefits of productivity
growth in these industries as they can, and employers
are likely to be prepared to grant such benefits. Any
tendency for workers in such industries to gain in
creases in hourly earnings in excess of the average
productivity advance for the economy as a whole would
imply an inflation of wage costs, because earnings in all
other industries would follow the lead set by the dy
namic industries. Thus, even though unit wage costs
declined in the most rapidly expanding industries, the
average for all industries taken together might still rise

27 In theory new investment may merely add to capacity with
out adding to productivity, but in practice new installations
usually incorporate at least some improvement over old ones.
Rates of new investment tend to be highest where rapidly in
creasing output and increasing pressure upon existing resources
provide the necessary incentive.

28 In the Federal Republic of Germany productivity increased
rapidly from 1950 to 1956 even where output grew most slowly
although this is perhaps attributable to the extremely low level
of utilization of capacity in all industries in 1950; the relation
ship for the latter part of the period is not out of line with the
experience of other countries.
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because of the smaller productivity gains in the less
rapidly expanding industries.

Furthermore, even in the expanding industries in
creases in earnings have frequently exceeded increases
in productivity, so that unit wage costs have risen. There
has been a tendency for increases in unit wage costs in
the expanding industries to be larger during periods
when demand has slackened. An examination of the
relationship between the two time-periods shown in
table 8 provides evidence of this; for all of the coun
tries shown, except the Netherlands and the United
Kingdom, average annual increases in wage cost were
greater in the period in which the average annual in
crease in output was smaller.29 The rate of increase in
hourly earnings appears to have been less sensitive to
changes in output than has the rate of increase in output
per man-hour. Except in the United Kingdom, the rate
of increase in output per man-hour was greater in each
country in the period in which the rate of increase in
output was greater. Hourly earnings, on the other hand,
did not generally increase faster when output increased
faster; only in the Netherlands did this happen, and
here the time pattern of wage increases reflects pri
marily the timing of the removal of wage controls.
Thus, contrary to what has often been assumed, wage
costs have tended during the period under review to
increase less the greater the increase in output, and
vice versa.

This result cannot, of course, be interpreted as imply
ing that for any given country or industry at any given
time wage cost will increase less when demand rises by,
say, 50 per cent than it will when demand increases by
only 10 per cent, unless there is sufficient idle capacity
to permit output also to rise by 50 per cent. If pressures
develop in the labour market, the rate of increase in
earnings will eventually be affected, even if not very
sensitively. Once increases in demand have taken up the
slack in the labour and product markets, further ad
vances in productivity will be limited by the pace of
technical progress and the rate of additions to capacity.
Under these conditions, hourly earnings and unit wage
costs may rise significantly in response to further in·
creases in demand. Thus, a rise in demand may lead to
a reduction in unit wage costs when an industry, or the
economy as a whole, is operating below capacity, and
to an increase when all spare resources have been abo
sorbed. Nevertheless, the relationship indicated above
does serve to focus attention upon the prime importance
of labour productivity in the determination of wage
costs, and upon the fact that reductions in demand may
slow down the rate of increase in hourly earnings much
less than they depress the rate of progress in output per
man-hour.

29 An examination of year·to-year changes in output and wage
costs in individual manufacturing industries confirms the ex
istence of such an inverse relationship over the whole period
under review.
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Table 9. Relative Changes in Wage Cost, Mate
rials Cost and Gross Margins in Manu.
facturing Industries, 1950-1956a

Source: United Nations Bureau of Economic Affairs.
• A plus sign indicates that in a majority of the industries

within the group, there was a rise in the share of the specified
component in the value of product; a minus sign indicates a
decrease in the component share, and an equal sign, no change.
The table is based upon frequency distributions of the behaviour
of one hundred individual industries in eight countries. The
basic data were derived from industrial censuses of the countries
concerned, for some of which the relevant period is 1950-1955

The behaviour of product prices, both in particular
industries and for the manufacturing sector as a whole,
follows from the behaviour of wage costs, materials
costs, and gross margins. Table 9 shows how changes in
the constituents of product prices have been related for
various industry groups. The table relates to the period
1950-1956 as a whole, but for most industries the pic·
ture is the same for shorter periods.

In the rapidly expanding industries, such as metals
and engineering, wage cost rose less than the average,
because of the greater increase in productivity in these
industries. Materials cost in these industries, however,
rose more than the average, and more than wage cost,
partly because of inelasticities of supply, and partly
because of increasing costs of production in materials
producing industries as output advanced. The increase
in product prices in these industries fell between the
increase in wage cost and the increase in materials cost;
where the increase in materials cost was greatest, mar·
gins decreased somewhat, but the change in the share of
gross margins was smaller than that in either wage cost
or materials cost. In the industries where demand grew
least rapidly, such as food processing and textiles, on
the other hand, wage cost rose more than the average
because of the slower growth of productivity. Where
these industries use agricultural materials, costs of
materials generally fell after the Korean boom, owing
to slackening demand. The change in product price lay
again between that in wage cost and materials cost. The
behaviour of margins varied from industry to industry
in this group; on balance, the share of margins fell dur
ing the Korean boom and rose thereafter, so that there
was little change over the period as a whole. Finally, in

Dynamics of price inflation

It emerges from the foregoing discussion that prices in
the manufacturing sector have generally moved about
in proportion to direct costs during the period under
review. Several factors have tended to raise direct costs
at various times during the period. The cost of materials
in inelastic supply has risen in response to higher de
mand. During the Korean commodity price boom it was
the industries using agricultural materials that were
most affected by higher costs of materials, but during
the recent boom agricultural materials were in adequate
supply, while materials for the engineering industries
rose most in price.

Wage costs increased substantially in certain coun
tries, but not in all, at the beginning and end of the
period studied. They were stable in most countries dur
ing the middle years. The combined effect of the
changes in hourly earnings and in productivity dis
cussed above upon differential wage cost changes
among the industrial countries is reflected in the aver·
ages for all manufacturing shown in table 8.

Considering the period from 1950 to 1956 as a whole,
increases in wage cost were smallest in countries where
rapidly rising demand was combined with substantial
excess capacity at the start-as in the Federal Republic
of Germany, Italy, and in the latter part of the period,
Belgium; in these countries it was possible for output to
grow rapidly, and with it productivity. Indeed, wage
cost in manufacturing in Italy appears to have fallen,
and in Belgium it remained unchanged, over the period
from 1950 to 1956. Where, however, there was little
spare capacity, so that the scope for output and produc
tivity increases was to a greater extent limited by the
pace of technical progress, as in Sweden and the United
Kingdom, productivity did not keep pace with earn
ings, on the average; even if productivity moved in line
with earnings in the dynamic industries, it was likely,
because of the cohesiveness of the wage structure, to fall
behind in other industries where growth was slower. In
countries where substantial unemployment was asso-

the industries using non-agricultural materials that
were not in short supply, such as chemicals, the change
in materials cost itself primarily reflected wage cost,
and all three constituents of price moved together.

There appears, in fact, to be something akin to a
compensatory relationship between wage costs and
materials costs. When output grows rapidly, wage costs
are likely to be held down by correspondingly rapid
advances in productivity; on the other hand, there is a
greater danger that raw material bottlenecks will be
encountered and hence that materials cost will rise. If,
alternatively, output grows more slowly, supplies of
raw materials are likely to be adequate, but wage cost
increases may well be greater because of the depressing
effect of slow growth on productivity.

+

+

+
+

+
+
+
+

Number of
industries Wage Materials' Margin

covered cost cost
Industry

Leather and leather products 9
Tobacco products. . . . . . . . .. 5
Food processing. . . . . . . . . .. 8
Textiles and clothing 14

Paper and wood products. . .. 18
Chemicals and rubber 10
Stone, clay and glass. . . . . .. 7

Metals and engineering. . ... 22
Petroleum and coal products 3
Printing.. .... . .... .. ..... 4
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ciated with slow growth of output, or where tight labour
markets were associated with rapidly expanding output,
the increase in wage cost falls in the middle of the
ranking.

It must be borne in mind that while, within each
country, increases in earnings in individual industries
tend to be bunched closely about the mean rate of in
crease for all industries, there are substantial differ
ences between countries in the mean rate of increase of
earnings. Consequently, differences among countries in
the behaviour of earnings appear to exert a somewhat
greater influence upon differential wage cost behaviour
than is evident within each country. Changes in hourly
earnings were affected to some extent by the pressure of
demand upon supply in the labour and product mar·
kets; it sufficed, however, if such pressures developed in
one or two sectors of the economy, since the rigidity of
the inter-industry wage structure served to ensure that
the whole system of wages would move in line with the
tempo set by the wage leaders. There were also many
instances in which wages responded to autonomous
changes in the cost of living. This was particularly
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important in 1951, when money wages rose to offset the
effect of rising prices of materials on the cost of living,
while real wages generally were little changed. But
similar developments were observable during the recent
boom in certain countries as a result of the abandon
ment of controls persisting from war-time, or of govern
ment policy regarding indirect taxes and subsidies.

The process of price determination observed in the
manufacturing sector applies equally, with appropriate
modifications, in other parts of the economy, although
it is more difficult to document this empirically. In gen
eral, the cohesiveness of wage structures found within
the manufacturing sector extends beyond that sector to
other areas of the economy. Thus, there is usually a
fairly close relationship between increases in earnings
in manufacturing and in non-manufacturing industries.
On the other hand, the scope for productivity increases
has probably been smaller in other sectors of the econ·
omy than in manufacturing, and hence the upward
pressure of wage costs during periods of rising demand
may have been greater. This has been especially evident
in some of the service industries and in construction.

Table 10. Components of Price Change, by Country, 1953-1956
(1953=100)

Country
Total

Private consumption

Food Clothing Durables Rent Other

Fixed capital formation
Public Gras.

Total Producer Construc- consump- national
durable. tion tion product

Belgium ................... 103 102 97 96 115 104 103 103 104 110 106
Canada.................... 103 101 99 95 114 103 109 108 108 113 106
Denmark .................. 112 116 110 111 115 111 106 105 108 113 112
Federal Republic of Germany. 104 107 102 112 112 106
France .................... 107 108 101 100 130 108 105 101 109 112 107
Italy ...................... 108 111 101 93 149 105 104 103 106 115 108
Netherlands ................ 106 109 95 101 126 106 110 103 118 120 110
Norway ................... 107 110 100 104 120 108 108 106 111 119 114
Sweden.................... 109 113 100 100 114 110 107 107 108 111 109
United Kingdom ............ 110 116 106 106 111 108 110 109 110 115 III
United States .............. 103 99 101 101 106 106 107 109 105 110 105

Source: United Nations Bureau of Economic Affairs; based on Organisation for European Economic Co·operation, General Statistical
Bulletin, No.1, 1958 (Paris).

Relative changes in the prices of finished output have
generally followed a pattern consistent with the pre·
ceding analysis.3o It may be seen from table 10 that
among the smallest increases in final prices from 1953
to 1956 were those recorded in consumer and producer
durables, where rapidly increasing productivity offset
the effect both of rising hourly earnings and of increas
ing materials costs resulting either from inelastic sup-

30 In interpreting the changes shown in table 10, it must be
borne in mind that hitherto what has been considered is average
price developments at all stages of manufacturing-including the
stages producing intermediate goods~rather than prices of fin
ished goods and services. The latter, since they reflect only the
very last stage of the productive process, embody a relatively
larger labour content and gross margin, and a relatively smaller
input of primary materials.

plies or from the pressure of wages in materials-pro.
ducing industries. Price increases were also moderate in
clothing where, although wage cost increases were
greater, materials cost rose less than in the durable
goods industries or not at all. Available evidence sug·
gests that prices of other non-durable consumer goods
dependent upon agricultural raw materials also rose
less than the average.

In construction and the service industries, on the
other hand, price increases were in general relatively
greater than for manufactures such as the above. Pro
ductivity advances in construction seem to have been less
than in manufacturing while earnings rose at least as
much, so that wage costs increased relatively more; at
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the same time the costs of construction materials rose
considerably owing to expansion of demand. The
"other private consumption" category shown in table
10 includes some consumer non-durables as well as
services, but the increase in price was nevertheless
somewhat greater in most countries than in the manu
factured goods components; where it is possible to
isolate services, the data show significantly larger in
creases in prices, as was to be expected.31
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Government policy contributed to the considerahle
advances in rents, and, in some countries, in food prices.
As was pointed out above, rents went up in most COUll'

tries as the remaining war-time controls were gradually
removed; and food prices increased markedly in some
countries owing partly to government measures affect
ing farm prices and partly to higher costs of food
processing-where output and productivity rose less
than in other sectors of manufacturing.

International Aspects of Inflation32

International transactions provide a safety valve for
the economy of each country, whereby any rise in in
ternal inflationary pressures tends to be mitigated
through a rise in imports relative to exports, while
declines in internal demand are offset, at least in part,
by higher net exports. This process provides the essen
tial mechanism whereby inflationary or deflationary
pressures are communicated from one country to
another.

In theory, any level of demand, however great, could
be satisfied without danger of inflation provided a suffi
ciently large volume of goods and services could be
imported. In practice, however, conditions of inelastic
supply or limitations on the ability of a country to
finance an import balance beyond a certain point im
pose a limit on the extent to which the external sector
can serve as an outlet for rising demand pressures. In
the course of the foregoing discussion the question
whether particular countries had been suffering from
excess aggregate demand was analysed after taking the
role of the external sector as an equilibrating factor
fully into account. It is important to note, however, that
a country-or group of countries-may experience a
deterioration in the balance of payments when its
demand increases, even without any excess pressure of
total demand against productive capacity developing,
simply because demand in some other country or group
of countries is not rising as rapidly.

What is important in the present discussion, there
fore, is to examine the course of internal demand in
each country, rather than the course of total demand,
including the export sector, as was done previously. The
internal pressure of demand is reflected in the third line
for each of the countries listed in table 3 under the
heading "Internal demand for saving", while the export
balance provides an indication of the extent to which
the export sector modified changes in internal demand
alone.

An examination of table 3 demonstrates the existence

31 The rise in the implicit "price" of public consumption
shown in table 10 simply indicates the average increase in wage
rates of government employees, in accordance with convention.

32 For a fuller discussion of this subject, see United Nations,
World Economic Survey, 1956 (sales number: 1957.II.C.1),
chapter 2.

of a compensatory relationship between domestic de
mand pressures and the balance of payments on current
account. In all the countries listed there seems, in gen
eral, to have been a strong tendency throughout the
post-war period for relative increases in the combined
pressure on resources arising from domestic investment
and the budget deficit to be accompanied by declines in
the export balance, and conversely for an easing of
domestic pressures to be associated with greater buoy
ancy in the foreign trade sector of the economy.

Fluctuations in internal demand and the export bal
ance are most sensitively related, taking both magni
tude and direction of change together, in the Nether
lands, Norway, Sweden and the United Kingdom; on
the other hand, in such countries as Belgium, the Fed
eral Republic of Germany, France and the United
States, the relationship is a less sensitive one. The for
mer group of countries includes those which have gen
erally experienced the highest rates of utilization of
available labour and equipment during the post-war
period. This has meant that their elasticity of supply
has been on the whole significantly lower than in the
second group of countries, where the margin of unused
or under-utilized resources has usually been much
greater. Increases in total demand have therefore fre
quently confronted the first group with the need for a
choice between the various claims upon their resources
and for relatively sharp adjustments in one or another
of the components of demand so as to avoid undue pres
sures. For the second group, on the other hand, the
choice has usually been less clear-cut because of the
possibility of drawing upon their reserves of labour and
capacity, and thereby of meeting the higher demands of
one sector of the economy without necessarily encroach
ing upon the supplies going to any other sector.

Nevertheless, even in the countries in the second
group, there is evidence of interaction between domestic
demand pressures and the export balance, largely, no
doubt, because short-term elasticities of supply may be
significantly lower than long-term elasticities even
where abundant resources are available; and temporary
bottlenecks in specific items or types of skilled workers
may arise despite the absence of general pressure on
labour or capacity. The relationship between internal
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demand and external balance is weakest of all in the
United States. This is only to be expected in view of the
critical role of the United States Government's eco
nomic aid and overseas military expenditure policies
and of the exchange and trade control policies of other
countries in determining the year-to-year changes in the
balance of goods and services.

The effects of demand pressures may also be propa
gated internationally to the extent that they generate
increases in prices. Reference has already been made
to the profound effect of the Korean commodity price
boom in promoting cost-price spirals in the industrial
countries as a result of rapidly soaring raw material
import prices. Similar developments in the recent boom
were confined to the metal-using industries. By the same
token industrial countries which have substantially
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raised their export prices have contributed to cost infla
tion in their trading partners. As can be seen in table 11,
increases in the export prices of some of the industrial
countries were quite considerable during the recent
boom.

Changes in prices may also affect the external balance
of a country, and hence the relationship between total
demand and total supply. For example, a rise in the
prices of a given country at a time when world prices
were stable would tend to reduce the volume of world
demand for that country's exports and to increase the
volume of that country's demand for imports. The effect
on the current value of the external balance would de
pend on the relevant elasticities. If the proportional
decline in the volume of world demand for the country's
exports turned out to be less than the proportional rise

Table n. Indices of Export and Import Prices of Industrial Countries

(1953=100)

Country and item 1950 1951 1952 1954 1955 1956 1957

Belgium
Exports ....................... 89 120 119 94 97 103 106
Imports ...................... 87 109 106 96 96 99 102

Canada
Exports ....................... 92 104 103 97 99 103 103
Imports ....................... 101 115 101 100 101 103 107

Denmark
Exports ....................... 89 99 105 99 100 104 102
Imports. '" ................... 89 113 111 97 98 102 103

Federal Republic of Germany
Exports ....................... 78 98 103 98 98 101 103
Imports ....................... 98 123 113 98 100 102 103

France
Exports ....................... 83 97 103 94 95 99 106
Imports ....................... 87 114 112 99 98 102 111

Italy
Exports ....................... 94 112 105 99 98 104 105
Imports .. " ................... ' 87 114 110 98 100 105 110

Japan
Exports ....................... 82 122 108 96 91 94 97
Imports ....................... 90 124 114 96 94 97 103

Netherlands
Exports ....................... 91 109 109 98 100 102 106
Imports ....................... 89 112 III 98 99 102 108

Norway
Exports ....................... 83 115 115 99 107 115 119
Imports ....................... 85 102 105 98 100 102 109

Sweden
Exports ....................... 75 117 115 98 102 103 105
Imports ....................... 82 104 109 99 99 103 106

United Kingdom
Exports ....................... 84 99 104 99 101 105 110
Imports ....................... 84 112 110 99 102 104 106

United States
Exports ....................... 88 101 101 99 100 103 107
Imports ....................... 88 111 105 103 102 105 105

SOUTce: Statistical Office of the United Nations, Monthly Bulletin of Statistics.
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in export prices, the value of exports would increase
possibly enough to offset or more than offset the increase
in the value of imports. In this case the balance of trade
might remain unchanged or even improve as a result of
the relative rise in prices. On the other hand, if the
responsiveness of volume changes were proportionately
greater than the price changes giving rise to them, the
balance of trade would deteriorate. While a substantial
literature has developed since the war devoted to at·
tempts to measure the responsiveness of volume changes
to price changes in world trade, the statistical obstacles
have proved very great, and views continue to differ
widely regarding elasticities in international trade. This
is not an area, therefore, in which dogmatic conclusions
are possible.

The spectrum of export price increases in industrial
countries since 1950 has been relatively wide - the
maximum spread between the extremes being of the
order of 30 per cent, as shown in table II. This has not
prevented the countries recording the largest price in
creases from going quite far in the liberalization of
their external transactions. Available export data are
consistent with the proposition that those countries
whose export prices have risen least have been able to
achieve the largest increases in the volume as well as
in the value of exports. But this result is highly uncer·
tain and subject to many qualifications, owing to sta
tistical shortcomings in the data; and such information
as is available on absolute prices suggests that some of
the divergencies in price movements between countries
since 1950 may have tended to produce a greater equali.
zation of absolute prices rather than the opposite.aa

The interrelationships between countries have not
been so strong or intimate in the post-war period as to
make it altogether impossible for individual industrial
countries to pursue economic policies involving some·
what different degrees of utilization of resources from
those considered appropriate by their neighbours. It is
only necessary to compare the very low average ratios
of unemployment prevailing in certain of the countries

in northwestern Europe in recent years with those en
countered in other countries.to obtain an indication of
this fact (see table 7). Nevertheless, the limits to such
freedom of action cannot be altogether avoided, and it
is no accident that the former countries are among
those which have experienced the most frequent recur·
rence of balance of payments difficulties. Moreover, the
more these countries have sought to eliminate their
trade barriers, in harmony with other countries, the
more they have, in effect, reduced their defences against
inflationary or deflationary pressures emanating from
abroad.

Liberalization of international transactions conse·
quently depends upon the assumption that all countries
will move approximately in line as regards the level
and rate of change of business activity. Otherwise there
cannot fail to be persistent disequilibrium between
countries. It cannot be taken for granted that any and
every balance of payments deficit is prima facie evi·
dence of inflation in the country concerned. It is just as
likely to be evidence of deflationary pressures in other
countries. The greatest international disequilibrium
that had ever occurred prior to the Second World War
was that which took place during the depression of the
nineteen thirties, when no country was in a state of
inflation but when balance of payments difficulties were
caused by differing degrees of deflation.

The disequilibrium in intra·European payments duro
ing the recent boom was undoubtedly due in part to the
internal pressures which developed in such countries
as France, the Netherlands and the United Kingdom.
But the opposite side of the coin was the course of
internal demand in the surplus countries, especially
the Federal Republic of Germany. As may be seen
from table 3, the pressure of domestic demand for save
ings in the Federal Republic in 1955·1956 was rela·
tively lower than in 1950, when recovery had barely
begun and real output was 40 per cent less; this devel
opment was due primarily to a very large relative
increase in the budget surplus.

Government Anti-Inflationary Policies

POST-WAR SHIFTS IN EMPHASIS

The emphasis of policies pursued by governments to
curb inflation has undergone radical change in the

course of the post·war period. In the early post·war
years many governments relied principally on efforts to
tax away excess spending power, and some of them

l.27
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1.41
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1.45
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1955 .

Source: Organisation for European Economic Co-operation,
Comparative National Products and Price Levels, by Milton Gilbert
and associates (Paris, 1958).

1.61
1.43

1.22
1.14

aa For example, the following table shows the dollar value in
the United States of the investment goods that could be bought
in the following countries (which are exporters of these goods) ,
if one United States dollar were changed into these countries'
currencies at the official exchange rate:

B 1
. In terms of United Slates In terms of European

e gwm quantity weights quantity weights
1950. . . . . . . . . . . . . . . . . .. 1.18 1.51
1955. . . . . . . . . . . . . . . . . . . 1.21 1.29

Federal Republic of Germany
1950 .
1955 .
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extended war-time controls so as to hold inflation in
check. All industrial countries sooner or later relin
quished most of their direct controls over the economy,
hut in addition, in more recent years, governments have
preferred to use monetary rather than fiscal controls
as the major instruments of anti-inflationary policy.

Fiscal and monetary policies are not alternatives in
the sense that they operate upon the level of demand
in the same way. Fiscal policy influences the demand
for all goods and services by regulating the spending
power of individuals and companies through the
mutual adjustment of public revenue and expenditure.
Monetary policy, on the other hand, seeks to influence
the level of business investment in fixed capital or
inventories by changing the cost of borrowing or vary
ing the total volume of credit available. While fiscal
policy may directly affect the total volume of consump
tion, the direct impact of monetary policy on the de
mand for consumer goods is limited to those areas in
which consumer credit is important-principally hous
ing34 and consumer durables. For the rest, monetary
policy aims to influence consumption only indirectly,
that is, through its effect upon the incomes generated
by business investment expenditures, or possibly upon
the willingness to save at a given level of income.

The emphasis placed on direct and fiscal controls in
most countries immediately after the war does not, of
course, imply that monetary policy was altogether inac
tive. But it proved impossible in most countries for the
banking system to aid in curbing private expenditure
under conditions in which such spending was being
sustained by abundant liquid assets available from
war-time accumulation. The "cheap money" policies of
the time reflected the view that, in the interests of as
rapid an economic recovery as possible, investment for
reconstruction and reconversion should be facilitated
by low borrowing costs. There was also a desire to limit
the burden on the national exchequer of servicing the
public debt. It should be noted that in countries where
a significant proportion of the public debt was in for
eign hands, particularly the United Kingdom, the main
tenance of low interest rates was seen as a means of
holding down at least one of the sources of pressure on
the balance of payments.

Of greatest importance, perhaps, were considera
tions based upon the very nature of fiscal and credit
policies as indicated above. While the urgent needs of
reconstruction implied that investment should receive
priority over consumption, it seemed that credit policy
VfaS not well adapted to secure the desired allocation
of resources between these two purposes. In fact, in
view of the heavy pressure of pent-up demand for con
sumer goods, there was an obvious danger that restric
tive credit policy, if it succeeded at all, could do so
only by depressing investment, thereby giving con-

34 While housing is usually classified as investment, the de
mand for housing stems mainly from consumers.
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sumption priority over investment rather than the re
verse.

For all these reasons the cornerstone of government
anti-inflationary policy in North America and several
countries of western Europe in the early post-war years
was the setting of taxation at a level higher than was
necessary to finance current outlays of the government.
In some countries additional direct measures were taken
to control investment and consumption. At the same
time structural disequilibrium in international trade
and payments, combined with inflationary pressures
which were unevenly distributed among countries,
prompted many governments, especially those in which
the pressure of domestic demand was greatest, to main
tain tight controls upon their external transactions.

The outbreak of hostilities in Korea found govern
ments at various stages in the process of decontrol.
In North America and some of the western European
countries, most of the domestic war-time controls had
been abandoned; and while countries in western Europe
still maintained restrictions on their trade and payments
for balance of payments reasons, these restrictions had
in general been substantially eased. In north-western
Europe, however, there were several countries in which
controls even on domestic transactions had not yet dis
appeared and in one or two cases partial rationing was
still in force.

The first response of governments to the inflationary
forces released by the events in Korea was generally
in line with their earlier post-war policies. Thus, steps
were taken to limit consumption through higher taxa
tion. Increases in taxes on business, as well asalloca
tion by governments of certain industrial raw materials,
helped to hold down private investment in sectors out·
side the scope of defence activities. In addition to such
measures, the United States Government reintroduced
general price and wage controls early in 1951.

These policies were reinforced by limitation of bank
advances to industry, reduction of consumer credit
facilities and increases in interest rates. Indeed, for
many of the industrial countries which had hitherto
placed relatively little stress upon credit policy, the
year 1951 marks a significant change in official atti
tudes. This may be seen in the gradually increasing
independence shown by central banks, and by the bank
ing system generally, of national governments~even

where central banks were nationalized-and in the much
greater role assigned to banking policy in the manage
ment of the economy. At first these changes were
scarcely perceptible and it might be difficult, in many
cases, to point to concrete evidence of the shift. One
development is, however, beyond dispute-namely that
even when inflationary pressures subsided in 1952 and
1953, interest rates remained higher than they would
have been under the previous constellation of policies.

At the same time, governments did not hesitate to
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reduce taxes whenever they felt that the general situa
tion and the state of the national finances warranted
such action. Once the Korean conflict came to an end,
government expenditures tended to level off or de
cline, and pressure for the lowering of tax burdens
mounted. Thus it came about that the balance of eco
nomic policy since 1951 has, in most countries, been
struck at a higher level of interest rates-and a more
severe degree of credit restriction-combined with a
lower level of tax rates than would have prevailed
under corresponding conditions before 1951.

By the time the recent boom was gathering momen
tum, the revival of monetary policy was complete and
the banking system, headed by the various central
banks, was playing a prominent role; there was no
longer any doubt that the centre of gravity of economic
policy had shifted appreciably. In several instances the
nature of the shift was dramatized when central banks
adopted policies which went even further in the direc
tion of monetary restraint than their national treasuries
desired.35 Nevertheless in general the policy of mone
tary stringency was widely adopted in harmony with the
policies of governments, which looked upon credit re
striction as providing them with a generally acceptable
alternative to higher tax burdens. In fact, in a few cases,
taxes were even reduced at the same time as credit
policy was being tightened.

Where taxes were increased, it was usually indirect
taxes, or in some instances corporate taxes; in no case
were personal tax rates raised. It is debatable whether
the deflationary effect on demand of higher indirect
taxes or of lower subsidies compensated fully for the
tendency to accelerate the wage-price spiral, bearing in
mind particularly the earlier finding that total demand

3. The raising of the discount rate by the Federal Reserve
System in the United States early in 1956 and by the Sveriges
Riksbank in Sweden in 1957 was known to be in conflict with
Treasury views in the two countries; and in October 1957 the
National Bank of Belgium prevailed upon the Government to
bring its overdraft with the Bank gradually down to the agreed
level, which had been exceeded.
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was not generally excessive in the recent period and that
the source of the trouble was rather to be found on the
side of costs.

The raising of interest rates since 1950 and the
tightening of credit during the recent boom have not
caused any decline in fixed investment relative to con
sumption; an examination of table 12 suggests that,
if anything, the tendency has been the reverse of this
throughout the period since 1950.36 This may be due in
part to the rise in the share of national product allocated
to defence, since the capital outlays required to support
a given level of expenditure on military hardware are
probably larger than those needed, on the average, for
a corresponding value of output of civilian goods and
services. However, in many countries mvestment rose
relative to consumption from 1954 to 1957, although
military expenditures were no longer advancing after
1954, and this was the period of strongest government
measures affecting investment. The manner in which
these measures operated will be explored further below.

ROLE OF MONETARY POLICY

Measures employed

In the course of three years, from 1955 to 1957, all
the industrial countries, with the single exception of
Italy, increased their discount rates, as shown in chart 2.
Altogether over forty such increases were effected,
which brought interest rates in a number of countries
to new highs unsurpassed in decades. In addition, in the
few countries where the money market was well devel
oped, sale of government securities in the open market
helped to compress bank reserves and reduce market
liquidity.

The monetary authorities did not, however, limit
themselves to the orthodox weapons of control. An in-

3. Data on fixed investment in table 12 exclude residential
construction, which, as indicated below, appears to have been
significantly affected by special restrictions affecting housing,
and to some extent also by general credit policy. However, the
trends shown in table 12 are not much affected by inclusion of
residential construction in fixed investment.

Table 12. Ratio of Consumption to Investment, a by Country

Counlry 1950 1951 1952 1953 1954 1955 1956

Belgiumb.................. '" 4.4 4.7 5.0 4.6 4.5 4.2 4.1
Canadab................... '" 3.2 3.1 3.0 2.9 3.1 3.0 2.8
Denmark ..................... 5.0 4.9 4.7 4.6 4.6 4.8 4.7
Federal Republic of Germanyb ... 2.8 3.0 3.1 3.0 2.9 2.6 2.7
France" .................. '" . 4.4 4.7 5.1 5.4 5.3 5.2 5.1
Italy ......................... 5.0 4.8 4.7 4.8 4.6 4.5 4.4
Netherlands ................... 3.8 3.8 3.7 3.6 3.2 3.0 3.0
Norway ...................... 2.8 2.6 2.7 2.7 2.8
Sweden ...................... 4.6 4.5 4.6 4.2 4.0 4.2 4.3
United Kingdom............... 6.8 6.9 7.2 7.1 6.6 6.1 5.7
United States ................. 5.7 5.4 5.6 5.6 5.7 5.7 5.4

Source: Statistical Office of the United Nations.
a In constant prices. Investment comprises total

fixed investment less residential construction,
except where indicated.

b Ratio of consumption to total fixed investment.

" Data for 1950 to 1954 in 1952 prices; for 1955
and 1956 in 1954 prices.
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Chart 2. Changes in Interest Rates, 1929·1957
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ventory of the multifarious measures adopted in recent
years would, indeed, appear quite alien to the central
banks of pre-war days. Even the instrument of variable
cash reserve or cash ratio requirements, long familiar
in the United States, was a post-war development in a
number of other industrial countries. Unlike the United
States, however, most of these countries also provided
for varying liquidity ratios, which take into account
bank holdings of near substitutes for cash, notably
short-term government securities.37 Furthermore, the
traditional discount rate mechanism was frequently re
inforced by unofficially discouraging rediscounting, by
applying penalty rates of interest to excess borrowing,
or even by imposing absolute ceilings on rediscounting
by individual banks.

A more potent measure - representing a clear de
parture from orthodox procedures - was the outright
limitation of bank loans, as introduced at certain times
in the Scandinavian countries and the United Kingdom.
In such cases the volume of bank credit became quite
independent of the bank's own ability or willingness to
lend; reserve ratios had, therefore, little significance
during the periods concerned.

Finally, various selective controls were also used in
a number of countries, notably on mortgage financing
and consumer credit for passenger cars or durable
household equipment.3s In the United Kingdom the
Capital Issues Committee scrutinized large bank loans
in 1957 in addition to discharging its usual function of
regulating access to the capital market.

In view of the variety and complexity of the measures
employed, it could not be expected that their impact
on economic activity would be uniform in the various
countries. Broadly speaking, however, the effect of the
measures may be traced through their influence on the
cost and availability of credit and on business expec
tations.

Impact of higher interest rates

While the cost of credit did not always move in unison
with the discount rate, available evidence points to a
fairly close relation between short-term rates and the
official rate during the recent boom. The sizable spread
between the Treasury bill rate and the discount rate in
earlier years in Canada, the Netherlands, the United
Kingdom and the United States has been narrowed con
siderably during the recent period of hard money,
owing to the pressures brought to bear upon the money
market by open market operations and other means.
Only in extreme cases, such as the raising of the bank

37 The establishment of liquidity reserve requirements was
prompted largely by sizable bank holdings of short-term govern
ment securities as a result of war-time government deficits. These
securities constituted a powerful potential source of credit
expansion. In some countries, however, these liquidity require
ments also facilitated cheap financing of further government
deficits by bank credit.

38 In several countries increases in indirect taxes on these
items were introduced to supplement the effect of the selective
credit restrictions.

47

rate to 7 per cent in the United Kingdom in September
1957, did the market rate lag considerably behind the
official rate. The short-term loan rates, moreover, which
had tended to be sluggish during previous phases of
low interest rates, have in more recent years moved in
harmony with the discount rates. In the Federal
Republic of Germany and the United Kingdom, move
ments in the loan rates usually followed closely those
in the discount rates, so that the spread between these
rates was kept within narrow limits. Although in the
United States the rise in commercial bank rates on
short-term business loans appeared to lag behind money
market rates, effective rates were actually much higher.
The raising of standards of credit-worthiness, the im
position of minimum deposits, discounts or extra
charges and recourse to higher-cost sources of credit
outside the regular channels all tended to raise the
actual cost of credit to the borrower both in the United
States and elsewhere much more than is suggested by
the published rates.

Long-term rates did not move as steeply as the short
term rates, reflecting the expectation that sllOrt-term
rates were bound to be reduced in due course. In fact,
in a number of countries, such as Canada, the United
Kingdom and the United States, the normal rate struc
ture became inverted so that the long-term rates failed
to reach the level attained by the short-term rates.
Chart 3 illustrates the general upward movement of in
terest rates of different maturities as well as the signi
ficant changes which took place in the rate structure.

The effectiveness of a rise in the cost of credit in
restraining demand naturally depends on the sensitivity
of the various components of demand to interest
charges. Inventory building was relatively moderate
during the recent boom, owing mainly to the absence of
any general expectation of rising commodity prices.
This in turn reflected not only the absence of the type of
circumstances which encouraged speculation in com
modities in 1950-1951, but also the fact that the rate of
growth of total output, and especially of industrial out
put, was much smaller during the North American re
covery from the 1954 recession than from the 1949
recession. It seems hardly likely that changes in interest
rates can have been of more than secondary importance
in this connexion.39

Nor does it seem that interest rates exerted any con
siderable influence on fixed investment. In so far as a

39 There is, moreover, no evidence that traders were more
sensitive to interest rates in fixing the size of their inventories
than manufacturers. In any case wholesalers account for only
14 per cent of non-farm inventories in the United States; their
share in the United Kingdom is also small. Nor do limitations
on the supply of credit seem to have acted as the main restrain
ing influence on inventories in 1954-1957. It will be noted that
rates of inventory accumulation were modest in practically all
countries, although the degree of credit restriction varied greatly
from country to country. Moreover, an examination of the data
country by country does not suggest that inventory accnmulation
responded at all sensitively in the course of the boom to changes
in the cost or availability of credit, except possibly in Japan.
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Source: Bureau of Economic Affairs; based on national sources.

There was a marked decline in residential construc
tion in relation to total fixed investment in several
countries during the recent boom, as shown in table 13.
There is little doubt that active government policies in
this field, taken as a whole, contributed materially to
this decline. Even here, however, the role played by the
interest rate was overshadowed by other considerations.
In the United States, it was the limitation on the maxi
mum rate of interest of government-insured mortgages
and not the high level of the mortgage interest rate
that appeared to be the main obstacle to mortgage

'0 In answer to a question that was asked of manufacturers in
the 1956 annual survey of business investment, approximately
one-third thought prices of capital outlays would be higher than
they were at the beginning of 1956 and almost no one expected
lower prices. See United States Department of Commerce,
Survey of Current Business (Washington, D. C.), January 1957.

41 Investment by public utilities also expanded faster than
total fixed investment in certain other countries, but here it was
often influenced by government programmes largely sheltered
from cost considerations.

high proportion of total fixed investment was deter
mined by governments and public corporations on the
basis of general public policy, the area of possible influ
ence by interest rate considerations was to that extent
limited. Even with respect to private fixed investment,
as business optimism increased, companies were pre
pared to raise the level of investment outlays corre
sponding to any given rate of interest. What happened,
therefore, was that a moderate rise in long-term interest
rates was accompanied by an advance in fixed in
vestment. Fixed investment might, of course, have been
larger if the rate of interest had not been raised.
It should be noted, however, that interest charges con
stitute a relatively small proportion of the total cost of
investment, owing particularly to the preponderant im
portance which business attaches to future uncertainties,
so that most investment outlays are expected to yield
their economic return in a relatively short time. More
over, the high rates of corporate income taxes prevalent
in industrial countries mean that only part of the in
crease in interest cost is borne by enterprise.

Whatever deterrent effect high interest rates might
have had is likely to have been more than offset by
expectations of higher prices40 or by fears of supply
difficulties. Even privately owned utility companies did
not demonstrate much sensitivity to interest rate
changes, despite the fact that the interest element in
their total costs is relatively high. In Canada and the
United States it was the public utilities which raised
their fixed investment most rapidly during the recent
period of monetary restraint.41 The long lead time
required for investment decisions in such industries
renders revisions of investment plans in response to
temporary changes in interest rates highly imprac
ticable. Moreover, public utility regulations implying
cost-plus pricing meant that there would be no difficulty
in recovering any additional costs due to higher interest
rates.
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Table 13. Ratio of Residential Construction to Gross Domestic Fixed
Capital Formationa

(Percentage)

Country 1950 1951 1952 1953 1954 1955 1956

Belgium..................... 25.5 22.5 21.1 23.7 25.4 22.2 19.7
Canada ...................... 22.6 18.6 16.6 19.5 21.7 24.4 20.5
Denmark .................... 16.7 16.0 15.7 16.6 17.5 15.8 15.2
Federal Republic of Germany .. _ 24.1 27.2 27.6 25.4 24.9
France ...................... 15.9 19.1 22.9 24.1 25.0 25.4 24.4
Italy ........................ 16.4 16.9 20.0 20.7 23.6 26.0 26.4
Japan ....................... 6.2 7.7 8.0 8.8 8.8 8.3
Netherlands .................. 17.3 16.6 17.0 17.5 16.1 14.1 15.9

~~~d:~: .' ::::::::::::::::::: 18.3 19.9 21.5 20.5 18.7 18.3 16.0
24.7 23.4 22.4 23.2 24.3 24.6 25.2

United Kingdom .............. 19.7 20.3 23.8 27.1 26.2 22.8 21.3
United States ................ 27.2 22.9 22.9 22.6 24.4 26.5 22.5
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Source: Organisation for European Economic
Co-operation, General Statistical Bulletin (Paris);
reply of the Government of Japan to the United

financing. 42 In most other countries, where the direct
role of public authorities in the financing of housing is
important, the mortgage rate was often pegged, but the
volume of housing construction was directly influenced
by the supply of credit made available for this sector,
the amount of subsidies granted, the number of building
permits issued, and the construction activities of the
authorities themselves.43

Interest rates on consumer credit did not change very
much, on the whole. Effective rates were usually at a
considerably higher level than other loan rates so that
consumer credit remained relatively attractive to
lenders during periods of tight money, without any
substantial rise in charges.44

Availability of credit

Aside from influencing the cost of credit, monetary
policy seeks to impose restraints on economic activity
through the availability of credit. It is true that the rise
in the cost of credit often serves to indicate market
pressure on existing availability of credit. Moreover,

., This is indicated by the precipitate relative decline in gov
ernment underwritten mortgages as compared with conventional
mortgages.

43 In the United Kingdom, where public housing was reduced
continuously from 1953 to 1957, the growth of private house
building appears to have been slowed by a shortage of mortgage
funds. This, however, was due to the unwillingness of building
societies to raise deposit rates to attract savings; mortgage rates
were in fact kept at a relatively low level.

.. Changes in interest rates have affected international as well
as domestic transactions, especially through their influence upon
movements of short-term capital in search of high yields and
more generally, upon the state of confidence in particular cur
rencies. In most cases it is difficult to separate the effect of
interest rate differentials from those of other factors. Thus, the
raising of the bank rate to 7 per cent in the United Kingdom in
September 1957, which was followed by a cessation of specula
tive capital outflow, was only one of a whole series of measures,
which included declarations by the Governments of the Federal
Republic of Germany and of the United Kingdom of their inten
tion to maintain current exchange parities.

Nations questionnaire of 1957 on national accounts.

a Based on data in current market prices.

where pressure has been exerted on the availability of
bank credit through sales of government securities in
the open market, the yields of the securities have been
affected. The restraining influence of open market opera
tions has thus stemmed not only from the direct reduc
tion of bank reserves but also from the decreased liquid.
ity of the banks resulting from the depreciated asset
values of their holdings of government securities:
Available evidence does not, however, lend support to
the view that an increase in yields of government obli
gations tended to make bank lending to the private
sector less attractive on account of the rigidity of loan
rates of interest or the reluctance of banks to realize a
capital loss on government securities. Private lending
turned out to be sufficiently profitable to justify heavy
liquidation of government securities in such countries
as Canada, the United Kingdom and the United States.45

Where limitations on the availability of credit were
introduced by means other than open market opera
tions, the distinction from interest rate influences was
more apparent. A clear illustration is the case of
Norway, where the Central Bank saw no need to raise
the discount rate in view of the imposition of an abso
lute restriction on bank credit. Some of the selective
controls affecting consumer or mortgage credit provide
additional examples of the independent role of the
availability of credit, as distinct from its cost.

An indication of the tightness of credit may be
obtained by examining changes in the cash or liquid
reserves of the banks. Chart 4 shows that a sustained
decline in liquidity took place in the Netherlands, Nor
way, Sweden and the United States. Where minimum

<5 In the United Kingdom, however, the attractiveness of
yields of Treasury bills in relation to those of bank deposits,
and the consequent shifts of assets by alert depositors, did
create significant pressure on the liquidity of banks and their
ability to lend early in 1955. Later the imposition of absolute
limits on bank credit resulted in excess bank liquidity.



50 PART I. INFLATION IN THE NINETEEN FIFTIES

Chart 4. Changes in Bank Liquidity
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Table 14. Changes in Bank Advances, by Country
(Percentage change from previous year; end-of-year figures)

Country 1950 1951 1952 1953 1954 1955 1956 1957

Belgium........................ 13 21 9 -3 11 17 5 1-
Canada ........................ , 20 8 11 17 19 10 1
Denmark ....................... 9 8 5 8 7 2 6 6
Federal Republic of Germany ...... 42 18 17 12 15 16 5 4
France ......................... 20 6 18 15 17 15 8 16

}~~I~: ::::::::::::::::::::::::: 17 18 26 21 15 16 16 12·
46 53 40 26 9 10 27 24

Netherlands ..................... 13 19 2 24 24 21 14 -1
Norway ........................ 21 19 8 4 8 3 -1 6
Sweden ........................ 14 10 -3 1 12 -5 1 2
United Kingdom................. 8 17 -9 -2 11 -2 3 -2
United States ................... 21 11 11 5 5 16 9 4

Source: Organisation for European Economic Co-operation, General Statistical Bulletin, and national sources .
• Third quarter.

liquidity ratios were imposed or suggested by the au
thorities, bank liquidity either failed to decline, as in
Belgium, or recovered after an initial drop, as in
Canada and the United Kingdom.

On the other hand, where bank liquidity declined,
this reflected in part the strong willingness of banks to
lend, partly induced by prevailing high returns on
loans. It should also be noted that, to the extent that
banks were committed by existing unused lines of credit
or overdraft facilities, possibilities for curtailing the
volume of lending were correspondingly limited. Con
sequently, the pressure on bank reserves or liquidity
did not, or perhaps was not intended to, result in an
immediate decline in bank credit, although a slowing
down in the rate of increase over time was inevitable.
Table 14 shows that in a majority of countries substan
tial bank advances were extended even after the initial
measures of restriction were introduced, but that the
rate of increase in advances invariably declined. The
continued credit expansion was made possible either
because banks had previously been very liquid, or
because large shifts in the portfolio in favour of loans
were made, or because of recourse to the facilities of the
central bank. All these had their practical limits, which
were reinforced by such measures as the imposition of
liquidity requirements or of discount ceilings; and in
countries adopting outright limitations on bank credit,
the expansion of loans was quickly arrested or even
reversed.

The extent to which a restraint on bank credit affects
economic activity evidently depends on the relative im
portance of such credit in business finance. There is
some evidence that other financial intermediaries have
been growing more rapidly than the commercial banks,
and that self-financing has become more prevalent.
This would imply that policies impinging mainly on
the commercial banking system, without direct influence
on the capital market, insurance companies and internal
company finance, have correspondingly lost some of
their effectiveness.

Available data indicate that the ratio of bank loans
to total business sources of finance has declined recently
in the Federal Republic of Germany, the Scandinavian
countries, the United Kingdom and the United States.46

In several countries there was an increase in the relative
importance of the capital market. Thus sharp advances
in the equity market apparently aided equity financing
in the Federal Republic of Germany. In the United
States, bond financing remained predominant, the new
issues being largely absorbed by insurance companies,
which provided more funds for the corporate sector in
1956 than did banksY

Internal company resources in the form of undis.
tributed profits and depreciation charges together with
external funds from the capital market were not in
general sufficient to finance the expansion; it was nec
essary for corporations to dip into their own liquid
funds, especially government bonds. This was possible
because the liquidity of the corporations was relatively
high at the start of the expansion, though it was greatly
reduced as the expansion proceeded. In the United
States, corporate liquidity declined by the middle of
1957 to the lowest level in the post-war period, reaching
a level about comparable with that of the pre-war years.
A similar tendency appears to have prevailed also in
the United Kingdom and in years of major expansion
in Belgium, Japan and the Netherlands. Significant as
these declines were, it is doubtful whether, even by the

46 In the Federal Republic of Germany the contribution of
banks to the finance of enterprises declined in 1956 to less than
one-third of the total, and in the United States to only 10 per
cent (see Deutsche Bundesbank, Monthly Report (Frankfurt),
November 1957 and Board of Governors, Federal Reserve Sys
tem, Federal Reserve Bulletin (Washington, D. C.), October
1957). Japan is probably the only country where bank lending
supplied as much as half of total business finance during the
recent expansion.

47 Board of Governors, Federal Reserve System, Federal
Re8erve Bulletin, October 1957. The reliance on bond financing
in the United States, despite a relative decline in yields of
equities beginning in 1955, reflected the asymmetry of treat
ment with respect to corporate taxation between interest cost
and equity yields.
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end of the boom, the state of corporation liquidity was
the principal obstacle to further expansion. At the end
of 1956, corporate liquid assets in the United States
were still almost twice as high as outstanding corporate
indebtedness to the banks, and in the United Kingdom
four times as high. Moreover, pressure on liquidity had
not reached the point at which corporations were de
terred from increasing the rate of disbursement of
dividends.

Use of selective credit controls
Various types of selective control over the cost and

availability of credit have already been mentioned.
Their purpose was either to prevent restrictions from
affecting those economic sectors considered especially
important, such as the export industries or national
defence, or to pinpoint those sectors, such as consumer
durables or residential building, in which demand was
thought to be postponable and which were therefore
called upon to playa compensating or anti·cyclical role.
There seems to be little doubt that such selective mea
sures, when pursued vigorously, have brought about
quicker and more sharply focused results than general
credit restraints, though to some extent-as long as there
was fluidity in the credit system-the privileged indus·
tries could always redistribute part of their benefits to
the non-privileged industries.

The extraordinary growth of consumer credit in the
post-war years has opened up a new avenue for selective
credit control, especially since the sizable year-to-year
fluctuations in credit have apparently exerted a desta
bilizing influence on the economy. Restrictions on con
sumer credit, either through the limitation of credit
available to finance companies or through the terms of
consumer loans, were introduced in most western Euro
pean countries and Canada during the recent boom.
These restrictions, coupled with increases in indirect
taxes in some cases, achieved prompt results, especially
in the field of consumer durables. The sharpest impact
was registered in the United Kingdom in 1956, when
restrictions on hire·purchase credit together with higher
purchase taxes led to a drop in sales of consumer
durables.

Even in this area, however, important limitations
have become more and more evident. Bank control over
the resources of sales finance companies was obviously
limited by the access of these companies to the capital
market, as in the case of Canada; where such access was
also controlled, finance companies could still obtain
public deposits and other liquid assets by offering at
tractive yields or by exchanging assets with highly
liquid companies, as in the case of the United Kingdom.
There was also some question whether restraint on con
sumer purchases even of durables would release the
right kind of resources. Apparently the drop in demand
for passenger cars in the United Kingdom in 1956 was
not followed by a shift of resources to the investment
goods industries, and subsequently the restrictions on
consumer credit were relaxed. It is aho noteworthy that
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the demand for consumer durables slackened consider
ably in the United States, as elsewhere, in 1956-1957,
even though selective controls on consumer credit were
not reimposed in that country. The United States deci
sion not to interfere with consumer credit probably
reflected the fact just mentioned.

These considerations point to a significant difference
between the effect of general credit controls and of
selective credit controls; while the full impact of the
former tends to be considerably delayed, that of the
latter is much more immediate, but likely to weaken as
time goes on, owing to the many ways of circumventing
the controls. So long as selective controls are used only
for short-term anti-cyclical purposes, they are likely to
achieve significant results. If they were used over a
lengthy period, however, the control measures would
have to become more and more comprehensive and
complicated if all loopholes were to be eliminated.
This raises the further question as to whether in the
longer run such controls might not also be a serious
deterrent to growth of the durable consumer goods
industries, where very favourable opportunities exist
for achieving high productivity and for propagating
technological development to the rest of the economy.

Perhaps the most widespread form of selective credit
control employed was in the field of residential
building. Controls on the availability or on the terms
of residential finance were supplemented in some cases
by reductions in government subsidies to housing, as
well as by tight limitation of building permits-border
ing on direct physical controls. These measures were the
primary cause of the relative decline in residential con
struction noted earlier.

The over-all effects of credit policy

The over·all effect of monetary policy on economic
activity can best be summarized by comparing changes
in the money supply and in the current value of gross
national product during recent years. It may be seen
from table 15 that in practically all countries which
introduced tight money policies, the gross national
product increased relatively more than the supply of
money. In other words, the effect of restrictions in
money supply on economic activity was offset, at least
in part, by economies in the use of money-which may
be viewed either as a reduction in liquidity (the ratio
of money supply to the gross national product) or as an
increase in the velocity of circulation of money.
Moreover, despite an almost continuous decline in
liquidity during the post-war period in a majority of
countries, a limit to the decline was apparently not
reached even during the recent period of hard money.48

48 Inasmuch as close substitutes for money were not subject to
the same control by the monetary authorities as money itself,
they were not included in the calculation of liquidity. If they
had been, the decline in liquidity would be somewhat less steep,
owing to the faster rate of growth of substitutes for money in
the post-war period, but the conclusions reached in the text
would be unaltered.
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Table 15. Changes in Gross National Product and Money Supply,S by Country
(Percentage change from previous year)

Country and item 1950 1951 1952 1953 1954 1955 1956 1957

Belgium
Gross national product ...... 2.8 14.6 4.7 0.5 3.4 6.0 6.3
Money supply ............. 1.9 3.8 6.9 2.5 2.5 4.0 4.1

Canada
Gross national product ...... 8.9 17.9 11.7 4.6 -0.1 9.5 10.6 3.6
Money supply ............. 9.1 2.5 3.6 4.3 1.2 9.3 1.9 -2.3

Denmark
Gross national product ...... 15.0 8.0 5.6 7.9 4.7 3.2 6.1 5.6
Money supply ............. 0.9 -Ll 5.9 4.9 2.0 -2.1 3.0 3.3

Federal Republic of Germany
Gross national product ...... 23.0 12.2 7.1 7.1 14.1 9.6 7.5
Money supply ............. 15.2 15.0 10.9 12.7 10.8 9.0 11.4

France
Gross national product ...... 14.1 23.3 19.2 2.8 6.2 8.9 8.3 9.7
Money supply ............. 19.5 18.5 15.2 11.4 10.8 13.7 13.5 8.1

Ita&
ross national product ...... 10.6 16.1 6.0 9.4 6.8 9.5 7.2 6.9

Money supply ............. 18.3 11.3 4.5 10.3 8.9 6.6
Japan

15.2Gross national product ...... 16.3 7.4 7.6 12.9 9.4
Money supply ............. 16.5 31.0 22.4 18.6 4.3 7.2 20.7 11.4

Netherlands
Gross national product ...... 10.9 ILl 5.5 5.8 9.9 9.8 6.8 7.3
Money supply ............. -1.2 -3.4 10.3 7.3 7.7 7.4 1.7 2.5b

Norway
25.1 6.8Gross national product. ..... 10.8 10.9 0.3 7.0 9.8 8.4

Money supply ............. 12.0 3.8 4.9 -0.2 0.9 2.1b

Sweden
Gross national product ...... 6.9 23.0 9.8 2.2 5.4 8.1 7.1 6.0
Money supply ............. 5.1 12.3 11.5 5.4 3.8 Ll 2.3 4.9

United Kingdom
5.7 10.5 8.4 6.8 6.1 5.6Gross national product ...... 6.5 7.8

Money supply ............. 0.8 2.8 -1.0 2.1 4.0 Ll -0.4 0.7
United States

Gross national product ...... 10.8 15.3 5.4 5.1 -0.5 8.4 5.8 4.8
Money supply ............. 2.8 5.0 5.1 2.4 1.3 3.8 Ll 0.4

Source; United Nations Bureau of Economic Affaires .
• Gross national product at current prices. Money supply represents the annual average of monthly data, except for Denmark,

where it represents the quarterly average.
b Nine months.
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In a number of countries, notably Canada, the Scan
dinavian countries, the United Kingdom and the United
States, the decline in liquidity in recent years has been
closely associated with a rise in interest rates, as shown
in chart 5.49 The implication of this for monetary policy
is that rising interest rates, accompanying restraints
upon the supply of money, also induce a more economi
cal use of money. Consequently, whatever effect a hard
money policy may have on aggregate demand is at least
partly offset by the tendency of the economy to make do
with a lower level of liquidity.

40 The interest rate is represented by the yield on long.term
government bonds, because such data are available for most
countries. The observations in the text hold true for those
countries where Treasury bill rates can be substituted for long
term bond yields, although the shape of the curves is affected by
pegged Treasury bill rates in several countries during the early
post-war years, and by the lesser advance in long-term rates
than in short-term rates during the recent boom.

From the foregoing discussion it can be seen that the
economic system was sufficiently flexible during the
period reviewed to permit expansion to continue, at
least for a considerable time, despite various substantial
monetary constraints. It is hardly necessary to go on to
consider the question whether restrictive credit policies
could by themselves ultimately slow down a boom that
was not tending to lose momentum for inherent reasons.
There seems little doubt that such restrictive measures,
if applied stringently enough and over sufficiently long
a period, could arrest an upsurge in business activity in
due course, if only because of their depressing effect on
business expectations. Where banking liquidity re
mained high, cash or liquid reserve requirements could
be increased. Where credit expansion could not be CUT

tailed by conventional methods, absolute limits could
be imposed. And if credit policy were frustrated by the
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Chart 5. Relationship between Interest Ratea and Liquidity,b
Selected Countries

(Double logarithmic scale)
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activities of financial institutions outside the banking
system, they too could be brought under control, and
pressures could be intensified by use of selective
measures. The actual combination of policies adopted
would depend on the degree of effectiveness desired and
on the alternatives preferred in a given social setting.

The real question, however, is whether monetary pol.
icy provides a sensitive instrument of control in the
short run. In so far as the monetary authorities rely
simply on the orthodox weapons hallowed by tradition,
the consequential restraints upon business activity may
be so slight as to be barely perceptible, unless these
weapons are pushed very far. On the other hand, to the
extent that the authorities move away from conventional
and general monetary weapons, monetary policy begins
to lose much of its appeal from the standpoint of sim.
plicity and of the absence of any need for continuous
direct government intervention or discrimination.50

Furthermore, inasmuch as monetary policy may be
expected to exert its influence on price stability largely
through the medium of whatever restraints it effectively
imposes on aggregate demand, its appropriateness in
dealing with a cost-price spiral must be open to serious
question. For if, as has been seen, such a cost-price
spiral takes place not only in periods of rapid economic
expansion but also in periods of more moderate rates
of growth, the question arises as to whether a tight
money policy is to be accepted as a more or less perma
nent feature of the economic landscape. Similarly, reli
ance on monetary policy to achieve balance of payments
goals, especially where it is desired to accumulate
foreign exchange reserves over a period of years, would
likewise increase the chances of prolonged restraint on
credit. In this way, the flexibility regarded as charac·
teristic of monetary policy might be lost, and the
dangers of a long-term downward shift in productive
investment accentuated.

The foregoing discussion has dealt with the influence
of monetary policies upon business activity exerted
through their direct effect upon the cost and availability

'0 Bank authorities themselves have stressed the limitations of
monetary policy. In a speech before the Bond Club of New York,
16 October 1957, the president of the Federal Reserve Bank of
New York, Mr. A. Hayes, voiced concern that "perhaps too much
of the responsibility for combating inflation has been placed on
monetary policy". Mr. C. N. Shepardson, a member of the Board
of Governors of the Federal Reserve System, pointed out that
"If there is not enough demand for cotton and too much demand
for steel, there is little that monetary policy can do about it
d.irectly". In a speech before the Dutch Association for Political
Economy, November 1957, Dr. M. W. Holtrop, President of the
Netherlands Bank, expressed the view that, while the central
bank had means at its disposal to put a brake on inflationary
developments and in the end to curb them entirely, the bank
hardly had such means available as would enable it to com
pensate inflationary impulses cropping up in one place by con
trary activities in another. Lord Rowallan, Governor of the
National Bank of Scotland, remarked at the annual general
meeting in December 1957 that "Credit squeezes and manipu
lation of bank rate, necessary though these may be, will never
of themselves solve our problems: taken in isolation, they
savour of an attempt to make the tail wag the dog;"
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of credit. It has not attempted to evaluate explicitly the
impact of such policies upon business expectations. The
importance of this aspect of the policies would probably
depend upon the general economic situation, the char
acter of the measures adopted and the manner in which
the measures were presented to the public. In the nature
of the case there is no method of measuring, with any
degree of precision, the subtle changes in business con·
fidence which may take place over an extended period of
time. By the same token, however, the more the authori·
ties rely on the psychological factor, the less certain are
they likely to be as to the precise consequences to be
expected of any given action. Above all, the difficulty of
correct timing comes very much to the fore. Shifts in ex·
pectations may begin to emerge in the form of observ
able changes in activity-particularly in fixed invest
ment requiring substantial advance planning - only
when the point is long past at which a recasting of
monetary policies would have been desirable. Under
such conditions, the withdrawal of restraints may take
place much too late to avoid a downturn in economic
activity of much greater dimensions than had been an
ticipated or intended, and possibly greater than could
be overcome by the reversal of monetary policies alone.

THE CHARACTER OF RECENT FISCAL POLICY

Available evidence points to some reluctance on the
part of governments to use fiscal policy to curb demand
during the recent period of price inflation. On the
whole, government restraints on demand through the
budget seem to have been relatively mild.

Government current and capital expenditure on
goods and services were both generally stable or declin
ing as a proportion of gross national product from
1953 to 1955, the main exception being Japan, as shown
in table 16. However, the trend in government current
expenditure was due more to the end of the Korean
conflict and the consequent tendency for defence ex
penditures to level off or decline than to any deliberate
attempt at disinflation. There was less uniformity in
the trend of government transfer, interest and subsidy
payments, though in most cases these were also tending
to decline as a proportion of national output.51

Thus in most countries total government expenditure
either declined or changed very little from 1953 to 1955
as a proportion of gross national product. Only in
Belgium and Canada in 1954 and Sweden in 1955 was
there an increase in total government expenditure equi
valent to more than one per cent of national output. The
number of countries in which government expenditures

01 Notable exceptions were provided by the rise in transfer
payments in Canada and the United States during the 1954
recession owing to increased unemployment compensation.
In Belgium increased rates of pay to the unemployed accounted
for a sharp rise in transfers in 1954, and in Sweden transfers,
interest and subsidies all increased in relation to output from
1953 to 1956, though subsidies to housing were reduced early
in 1957.
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Table 16. Government Alpropriation of National Income
(In percentage 0 gross national product)

Country and item 1950 1951 1952 1953 1954 1955 1956

Belgium
16.4 17.5 16.5 16.4Total tax receipts ......................... 17.2 16.4 16.7

Government property income ............... 0.2 0.1 0.2 0.5 0.4 0.3 0.2
Less transfer, subsidy and interest payments ... -6.7 -6.0 -6.3 -5.8 -7.1 -6.2 -5.7

Net appropriation of income .............. 9.9 11.6 ILl ILl 9.8 10.4 11.2
Less government consumption ............. -9.9 -10.7 -12.3 -13.0 -12.9 -11.4 -11.4

Balance on current account ............. 0.9 -1.2 -2.0 -3.0 -0.9 -0.2
Canada

Total tax receipts ......................... 22.3 25.4 24.6 24.4 24.2 23.7 24.2
Government property income ............... 2.0 1.9 1.9 1.9 2.1 2.0 2.0
Less transfer, subsidy and interest payments ... -8.5 -7.5 -8.0 -8.3 -9.2 -8.6 -8.2

Net appropriation of income .............. 15.8 19.7 18.5 18.0 17.1 17.1 18.0
Less fovernment consumption ............. -10.0 -12.5 -14.5 -14.8 -14.7 -14.0 -13.7

Ba ance on current account ............. 5.8 7.2 4.0 3.2 2.4 3.0 4.3
Less government investment" ........... -3.2 -3.1 -3.6 -3.1 -3.4 -3.6 -3.8

Total balance 2.6 4.1 0.4 0.1 -1.0 -0.5 0.5
Federal Republic of Germany

33.5Total tax receipts ......................... 30.2 31.1 33.0 33.9 32.6 33.0
Government property income ............... 1.4 1.5 1.8 1.8 2.0 2.2 2.2
Less transfer, subsidy and interest payments ... -12.4 -11.5 -12.1 -12.0 -11.8 -11.7 -12.2

Net appropriation of income .............. 19.3 21.1 22.7 23.8 23.7 23.2 22.9
Less government consumption ............. -15.4 -15.4 -16.2 -15.4 -15.1 -14.1 -13.8

Balance on current account ............. 3.9 5.7 6.5 8.3 8.6 9.0 9.1
France

Total tax receipts ......................... 28.9 29.6 29.8 31.6 31.3 30.5 31.4
Government property income ............... 0.3 0.5 0.4 0.5 0.6 0.7 0.6
Less transfer, subsidy and interest payments ... -11.9 -12.8 -13.1 -14.0 -14.6 -15.2 -15.8

Net appropriation of income .............. 17.4 17.3 17.2 18.1 17.4 16.0 16.3
Less government consumption ............. -13.9 -14.5 -15.9 -16.2 -15.2 -14.0 -15.0

Balance on current account ............. 3.4 2.8 1.3 1.8 2.3 2.0 1.3
Less government investment" ............ -5.6 -4.4 -4.4 -4.6 -5.0 -4.8 -4.7

Total balance -2.2 -1.6 -3.2 -2.8 -2.7 -2.8 -3.4
Japan

Total tax receipts ......................... 22.2 21.7 22.2 21.2 21.2 20.3 19.8
Government property income ............... 0.6 0.8 0.7 0.9 0.7 0.8 0.7
Less transfer, subsidy and interest payments ... -3.8 -2.7 -3.9 -4.6 -5.4 -5.2 -4.8

Net appropriation of income .............. 19.0 -9.2 19.1 17.5 16.6 15.9 15.7
Less government consumption ............. -ILl -9.2 -10.9 -10.0 -11.3 -11.5 -11.3

Balance on current account ............. 7.9 10.6 8.1 7.5 5.3 4.4 4.4
Less government investment" ............ -4.0 -6.3 -7.0 -8.0 -7.0 -7.8 -6.6

Total balance 3.9 4.3 Ll -0.4 -1.6 -3.4 -2.2
Netherlands

Total tax receipts ......................... 31.0 32.4 34.0 32.0 30.6 29.5 31.9
Government property income ............... 1.7 1.7 1.8 1.8 1.8 1.7 1.8
Less transfer, subsidy and interest payments ... -11.3 -10.6 -10.0 -10.0 -10.4 -10.4 -10.5

Net appropriation of income .............. 21.4 23.5 25.7 23.8 22.1 20.8 23.2
Less government consumption ............. -13.5 -13.7 -14.0 -14.4 -14.5 -14.8 -14.9

Balance on current account ............. 7.9 9.8 11.7 9.4 7.6 6.0 8.3
Less government investment" ............ -1.7 -1.6 -1.7 -2.8 -2.7 -2.3 -2.8

Total balance 6.2 8.2 10.0 6.6 4.9 3.7 5.6
Norway

Tollal tax receipts ......................... 27.7 26.9 28.6 29.5 28.7 28.8 28.4
Government property income ............... 1.0 0.6 0.7 0.8 0.7 0.8 0.7
Less transfer, subsidy and interest payments ... -10.7 -9.1 -10.0 -10.3 -10.3 -10.6 -10.4

Net appropriation of income .............. 18.1 18.4 19.2 20.0 19.1 19.0 18.8
Less f.0vernment consumption ............. -11.4 -10.9 -11.4 -12.9 -12.8 -11.9 -12.0

Ba ance on current account ............. 6.7 7.5 7.9 7.1 6.4 7.1 6.8
Less government investment" ............ -2.8 -3.7 -3.8 -3.7 -3.4

Total balance 5.0 3.4 2.6 3.4 3.4
Sweden

Total tax receipts ......................... 22.6 23.6 26.4 26.7 27.2 28.7 29.7
Government pr0f:erty income ............... 2.2 1.9 1.8 2.1 2.2 2.4 2.4
Less transfer, su sidy and interest payments ... -8.3 -6.9 -7.2 -7.0 -7.3 -8.2 -8.7

Net appropriation of income .............. 16.4 18.6 21.1 21.8 22.1 22.9 23.4
Less government consumption ............. -13.9 -14.0 -15.6 -16.6 -16.6 -16.9 -17.1

Balance on current account ............. 2.5 4.6 5.5 5.2 5.4 6.0 6.3
Less government investment" ............ -2.1 -2.3 -2.8 -3.1 -3.2 -3.2 -3.2

Total balance 0.4 2.3 2.7 2.1 2.2 2.7 3.1
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Table 16. Government Appropriation of National Income (continued)
(In percentage of gross national product)
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Country and item 1950 1951 1952 1953 1954 1955 1956

United Kingdom
Total tax receipts .
Government property income .
Less transfer, subsidy and interest payments .

Net appropriation of income .
Less government consumption .

Balance on current account .
Less government investment" .

Total balance
United States

Total tax receipts .
Less transfer, subsidy and interest payments .

Net appropriation of income .
Less government consumption .

Balance on current account .
Less government investment" .

Total balance

32.6

-13.4
19.2

-15.9
3.2

-0.9
2.3

24.2
-6.6
17.6

-12.3
5.3

-2.0
3.3

31.9 31.2 29.6 28.8 29.0 28.3
0.4 0.6 0.8 0.8 1.1

-12.6 -12.4 -12.0 -11.8 -U.5 -11.3
19.3 19.2 18.3 17.8 18.3 18.0

-17.2 -19.1 -18.8 -18.0 -17.2 -17.4
2.1 0.1 -0.5 -0.1 1.1 0.6

-3.2 -3.5 -3.5 -2.0 -1.6 -2.1
-1.1 -3.4 -4.0 -2.1 -0.5 -1.5

25.9 26.1 26.0 24.8 25.7 26.2
-4.9 -4.6 -4.5 -5.3 -5.2 -5.6
21.0 21.5 21.5 19.6 20.5 20.6

-16.9 -20.2 -20.4 -18.8 -17.5 -17.5
4.0 1.3 1.1 0.8 2.9 3.1

-2.1 -2.1 -2.1 -2.3 -2.2 -2.3
2.0 -0.8 -1.0 -1.5 0.7 0.8

Source: Statistical Office of the United Nations and Bureau of
Economic Affairs.

"For Canada, France and Norway, government investment
includes all net capital formation in government enterprises and
general government together with capital grants to finance
domestic capital formation in the private sectors. For Japan, the
Netherlands and the United Kingdom, government investment
includes only net capital formation (of general government,
government enterprises and public corporations in Japan, of
general government in the Netherlands, and of general govern-

rose in 1956 was larger than in the two preceding years
but even so the changes continued to be small in relation
to total output except in France.

Most governments took advantage of the relative sta
bility of government expenditures to ease taxes. Under
conditions in which government expenditures are stable
as a proportion of total output while money incomes are
growing, there is a persistent tendency for the budget
surplus to rise. This is because, under progressive tax
systems, personal taxes advance more than in propor
tion to personal money incomes.52 Owing to reductions
in tax rates or increases in exemptions, in all countries
listed in table 16 except Sweden, the ratio of tax re
ceipts to gross national product was stable or declined
from 1953 to 1955.53

52 Hypothetical estimates have been prepared for three coun·
tries to show the effect upon the income tax yield of a given
increase in personal incomes. The estimates were based upon the
distribution of personal taxes, and of incomes by size, prevailing
in Canada in 1951, in Norway in 1955/56 and in the United
Kingdom in 1955. In all three cases it was found that a hypo
thetical increase of 5 per cent in personal incomes at all levels
would, under the conditions prevailing in those countries in the
years indicated, have generated an increase of approximately
10 per cent in personal income tax yields.

53 In Sweden both direct and indirect taxes had been some
what reduced in 1953/54, but not sufficiently to lower the ratio
of yields to incomes even in 1954. By the end of 1954 fiscal policy
had once again become restrictive; no further reductions in
direct taxes were made, and indirect taxes were raised in the
course of 1955. The rise in tax receipts from 1954 to 1955 in
the United States was due to the recovery from the recession,
tax rates having been reduced during 1954.

ment and government enterprises in the United Kingdom). For
Sweden, government investment includes gross capital formation
by general government, government property income being gross
of depreciation. For the United States, government jroperty
income represents a deduction from transfer, subsidy an interest
payments, and is gross of depreciation and net interest paid;
government investment, consisting solely of construction, is
gross of depreciation. All investment by general government and
government enterprises other than construction is, in the case
of the United States, included with government consumption.

In 1956, on the other hand, most countries report an
increase in the ratio of tax receipts to national output,
and this probably continued in 1957.54 In some coun
tries, this reflected a change in tax policy which began
as early as 1954 in a few cases, becoming more wide
spread in 1955 and 1956. In a number of countries
indirect tax rates were increased and depreciation
allowances were reduced, while Norway and Sweden
introduced taxes on investment. Several countries also
raised profits taxes.

The unwillingness of governments to use an ag
gressive tax policy to curtail demand is strikingly illus
trated by the fact that, in general, only those govern
ments faced with balance of payments difficulties re
sorted to active use of this weapon. In Canada, the
Federal Republic of Germany, Italy and the United
States, none of which encountered serious balance of

54 The relative decline in the yield of taxes in the United
Kingdom in 1956 was due at least in part to the tax reductions
provided in the budget of April 1955. Subsequently, in October
1955, rates of indirect and profits taxes were raised, and the
latter were further increased in April 1956. Thus while profits
taxes paid declined in relation to output from 1955 to 1956,
profits taxes accrued increased considerably. In Norway the
slight relative decline in tax yield was due to the fact that
private consumption and investment rose less than in proportion
to output in 1956, the main stimulus to the economy coming from
exports; consequently indirect tax revenue rose less than in
proportion to output. In Japan the yield of direct taxes in 1956
continued to be affected by the raising of exemptions and
reductions in rates introduced in the previous year, while the
slower rise in consumption than in total production caused, as in
Norway, a relative decline in revenue from indirect taxes.



58

payments pressure up to the end of 1957, no increases
in taxes were imposed.55 In the Federal Republic of
Germany, in fact, personal taxes were reduced in the
budget for 1956/57. However, no reductions in tax
rates occurred in Canada and the United States in 1956
or 1957 and where automatic tax reductions had been
scheduled, these were postponed. Only in Belgium were
taxes increased in 1955 simply on account of the do
mestic situation and without any pressures on the bal
ance of payments at that time.

Where, however, countries were beset by actual or
potential balance of payments difficulties, as for ex
ample in Denmark, Norway and Sweden in 1954, the
United Kingdom in 195556 and Belgium, France and
the Netherlands in 1957, governments did feel com
pelled to employ fiscal as well as monetary restraints.
In previous years many of these countries had fre
quently fallen back upon import and exchange controls
when confronted with severe pressures on their foreign
exchange positions. While France continued to employ
direct controls on external transactions, the other coun
tries mentioned had progressively relaxed their controls
-and abolished the corresponding administrative ma
chinery - to the point at which they could no longer
provide a significant barrier to losses of foreign ex
change. At the same time they wished to maintain their
exchange rates at existing levels-a point on which par
ticularly strong emphasis was placed by the United
Kingdom Government, because of the widespread use of
sterling as an international means of payment. In these
circumstances it was felt that the whole burden of
defending the external balance could not be placed
solely on monetary policy which, even if it proved
effective in the long term, might not yield results suffi
ciently quickly to prevent a critical TUn on the foreign
exchange reserves.

In spite of this, there was one form of taxation on
which no government ventured. As mentioned previ
ously, in no case were tax rates on personal income
raised.57 This suggests either that governments felt that
public opinion would not tolerate a rise in personal tax
rates, or that they recognized the inappropriateness of
such a measure under conditions in which effective
demand was inadequate to keep the industries produc
ing consumer goods fully employed. In so far as the
latter explanation holds true, however, it affects any
policy designed to reduce total demand.

"Tax receipts nevertheless rose in relation to output in
Canada, the Federal Republic of Germany and the United
States, as in other countries, in 1956, because of the operation
of progressive tax systems.

6. Although the United Kingdom again encountered balance
of payments pressures in 1957, no increases in taxes were im
posed as a result, presumably because the external current ac
count was still in surplus.

6' The nearest approach to this was the introduction by
Denmark in mid-1957 of compulsory savings at progressive rates
on personal incomes exceeding 14,000 Danish kroner in taxable
income, as one of the measures to deal with a renewed deteriora
tion in the balance of payments.
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The total result of the revenue and expenditure poli
cies of governments was that, in general, a mildly ex
pansionist influence upon the economy was exerted
from 1953 to 1954, following the end of the Korean
boom, and an equally mild anti-inflationary influence
was felt from 1954 to 1957. The only countries in which
government operations were tending to accelerate
rather than retard activity over the period from 1954
to 1957 as a whole were France and Japan, though there
were years in which the policies of other governments
departed temporarily from the general pattern.

There were relatively few cases in which the rise in
the budget surplus, or reduction in budget deficit
whether on current account only or on current and
capital accounts together-was equivalent to more than
one per cent of the gross national product in anyone
year. One exception was the United States in 1955,
where the effect on tax receipts of recovery from the
recession together with a slower rise in expenditures
by the government than by the private sector meant
that the budget exerted a fairly substantial restraining
influence on expansion in that year. Belgium was also
tending to curtail total demand fairly strongly in 1955
through cuts in government expenditure, and the Neth
erlands sought the same objective in 1956 through
higher taxation. Otherwise fiscal restraints on the econ
omy were much weaker, and certainly less active than
they had been in the early post-war years.

DIRECT WAGE AND PRICE RESTRAINT

The tendency for money incomes to rise faster than
real output per head during the recent phase of infla
tion has highlighted the basic dilemma confronting the
industrial countries in seeking price stability under
present conditions. On the one hand, the logic of a free
market requires that each economic unit be at liberty to
make the best bargain that it can, whether in the market
for goods and services, or in the market for labour.
On the other hand, the exercise of this freedom in recent
years has frequently resulted in factor incomes rising
more rapidly than productivity. In such circumstances
there is no reason to expect anyone group to moderate
its demands for higher incomes in the absence of assur
ances that other groups will behave likewise. It is
doubtful whether the appeals for wage restraint which
were made in a number of countries during the recent
boom could have had much influence on the course of
the inflation.

In some cases, governments went a step beyond moral
suasion. In the United Kingdom, for example, the
Government not only resisted a rise in the wages of its
own employees in 1957 but also showed strong resis
tance to wage demands in public enterprises. A growing
number of wage disputes were therefore submitted to
arbitration. It is almost inevitable, however, that there
should be some doubt as to how far arbitration ma
chinery should be concerned with stabilization as dis-
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tinct from mediation. Moreover, even if the arbitrators,
over whose decisions the government has no control,
should be concerned with stabilization, it would appear
to be difficult to find suitable criteria for this purpose
on a piecemeal basis. Attempt to use such machinery
for wage stabilization on a broad scale in other coun
tries in the past have also encountered major obstacles.

Attempts at a national wage policy have been made
in the Netherlands 58 and, to a lesser extent, in Sweden
and other Scandinavian countries. In these countries,
bargaining has been conducted on a nation-wide level
and the governments have intervened in the wage settle
ment to a greater or lesser extent. On several occasions
the wage settlement was apparently much lower than it
might otherwise have been. In 1950, in fact, no nego
tiated increase took place in Sweden, while an absolute
cut in real wages was taken in the Netherlands in 1951.
Nevertheless, it is not entirely accidental that in Sweden
actual earnings increased at a much faster rate than
negotiated earnings-the so-called wage-drift-Iargely
because entrepreneurs were willing to pay premium
wages. Although the phenomenon of wage-drift has not
been marked in the Netherlands, owing to stricter super
vision of wage rates within the framework of detailed
job classifications and penalty provisions for overpay
ments, a period of wage restraint (in the early nineteen
fifties) was followed by sharp increases, as in Sweden.
Consequently, the average rate of increase in earnings
in these countries in the post-war period has not been
lower than in other industrial countries (see table 8) ;
what the government gained mainly was the ability to
influence the shape rather than the average slope of
the rising curve of wages over time. This is not without
important advantages, however, in averting temporary
difficulties, and in avoiding an acceleration of the
wage-price spiral at particular times.

In evaluating the experience of a national policy of
wage restraint in the Netherlands, it should not be
assumed that the Government ever had the power to fix
wage rates. The mechanism of wage negotiation was
essentially tripartite-the Government did set national
targets, but the ultimate solution depended on accept
ance by labour as well as by business. It was significant
that, in an attempt to minimize discontent and promote
the mobility of labour, the established principle of a
national wages policy underwent an important change
when separate bargaining within each industry was
allowed in the March 1956 settlement. This change
appeared to have far-reaching implications because
once the wage level was made subject to the ability to
pay and the bargaining strength of particular industries,
it was likely to be more difficult to uphold the principle
of equal pay for equal work so meticulously imple
mented by refined job classifications, and to determine
the average wage rate in advance. There is also some

68 Cf. International Labour Office, "National Wage Policy:
the Experience of the Netherlands", by Bert Zoeteweij, Interna
tional Labour Review (Geneva), February 1955.
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doubt as to how far the target level of wages in any
particular year really depended on domestic price
objectives and how far on balance of payments con
siderations. Thus, an exceptionally favourable balance
of payments position seems to have provided a sufficient
justification for generous wage increases, despite the
repercussions on prices.

Appeals for wage restraint were almost always ac
companied by appeals for profit and price restraint.
It is doubtful whether moral suasion met with any
greater degree of success in this field than in respect of
wages. In some cases, the government made use of its
investigating power, especially in connexion with anti
monopoly legislation, to probe into the reasons for
higher prices. These investigations were generally in
conclusive with respect to price policy, but the incon
venience involved and possible adverse publicity cre
ated by the often extended proceedings may have had
some deterrent effect on prices. In Denmark and
Norway, measures for the direct control of monopolistic
prices were instituted or strengthened.

In certain countries proposals for profit sharing have
been made as an inducement to moderation in wage
demands. Where profit sharing requires subscription by
employees to the equity capital of a company, the profit
accruing to the employees is likely to be limited,
although there are cases where employees have actually
gained control of their companies over a period of
years. Alternatively, a variable or fixed proportion of
profits may be distributed to the employees, inde
pendently of any capital subscription. The workers have
not usually looked upon these proposals favourably
since in so far as the companies are able to pay, wage
earners prefer definite wage advances to the uncertain
outcome of profits.59 Another plan for "collective profit
sharing" seeks a national redistribution of profits rather
than profit sharing on an industry basis. 60 There is little
experience on which to judge what practical signifi
cance such plans might have in influencing the devel
opment of cost-price spirals.

Although direct controls over profits and prices in
troduced during the war and in the immediate post-war
period were subsequently discontinued in most indus
trial countries,61 they re-emerged in 1956-1957 in the
Netherlands when wage restraint was again made a
cornerstone of government policy. However, the price
controls were not applied stringently, and increases in
prices took place as a result of the introduction of
higher indirect taxes-as well as of the realignment of
rents with other prices-evidently without any fear by

" In January 1958, a profit-sharing plan was put forward by
the United Automobile Workers of America, but the industry
has declared the proposal unacceptable.

60 Advocated by the Secretary of the Netherlands Federation
of Trade Unions (International Labour Office, International
Labour Review (Geneva), June 1953).

61 However, certain features of the profits tax introduced in
times of wage restraint persisted in some countries.
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the Government that this might 'start a serious wage
price spiral.62

In countries where there is a strong link between
wages and price indices, attempts to peg prices have
frequently been made. Revival of subsidies previously
abolished in Norway, and introduction of a require
ment for governmental approval of increases in certain
prices in Belgium, are clear examples of recent attempts
at pegging price indices. Obviously such measures are
likely to be successful only when accompanied by more
fundamental measures of restraint. The most conspicu
ous case of a breakdown in price pegging and control,
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after an initial period of apparent success, when the
necessary accompanying restrictive measures were
largely absent, is provided by France. By the middle
of 1957, it became clear that the fiscal system was over
burdened with subsidies and the balance of payments
position had reached a danger point. The remedial
measures adopted, involving reduction of subsidies and
increases in indirect taxes, together with a de facto
devaluation, clearly implied retreat from price sta
bility. Successive waves of substantial price increases
had to be allowed in the face of rising domestic costs,
despite decrees initially freezing prices and requiring
a partial absorption of higher costs by the producers.

Conclusion

Price increases in industrial countries in recent years
cannot in general be attributed to an excess of aggregate
demand. Even during the period of greatest pressure of
demand, most sectors of the economy other than those
producing durable goods had surplus capacity, and
could have increased output significantly in response
to higher demand.

It is true that unemployment was generally low dur
ing the period of greatest demand. But the demand for
labour was not so strong as to prevent the service in
dustries from continuing to increase their share of total
employment. Moreover, the labour bottleneck was gen
erally much less serious than it appeared from unem
ployment data because employers frequently preferred
to hold on to their workers in the expectation of better
economic conditions in the future rather than run the
risk, by dismissing them, of subsequent difficulty in
recruitment. Thus the slackness in demand for labour
outside the durable goods industries was for some time
expressed more in a fall in the rate of increase of pro
ductivity than in a growth of unemployment. In many
countries, moreover, no significant shortage of labour
occurred even at the peak of the boom.

Undoubtedly there was, in certain countries, consid
erable pressure of demand upon supplies of durable
goods for investment and consumption. What happened,
in effect, was that the pattern of demand for consump
tion and investment was substantially different from the
pattern of supply of consumer goods and investment
goods made possible at full employment by the existing
distribution of productive resources. In other words,
the community was demanding more durable goods

62 In 1957 the trade unions in the Netherlands agreed not to
press for wage increases to compensate for increases in prices
that might be brought about by reductions in certain subsidies
and increases in indirect taxes. In Denmark, the escalator clause
on wages did not apply when the rise in prices was a result of
higher indirect taxes. Similarly, the clause providing for reopen
ing of negotiations when prices exceed a certain limit, set forth
in the two-year wage settlement in Sweden in 1957, would not
apply if the price increase were brought about by fiscal
measures.

than could be supplied, and could have supplied more
by way of other goods than was being demanded.

Average prices generally moved approximately in
line with the total of wage and materials costs. Exami·
nation of the period from 1950 to 1956 shows that wage
costs in manufacturing were relatively stable from
1952 to 1954, and that they were not the most important
initiating factor in the price inflation which began dur
ing the Korean conflict and which was due in the first
instance to soaring costs of materials. The role of wage
costs was probably much more important during the
price inflation of 1955-1957, though even here part of
the rise in wage costs represented a response to other
factors, particularly autonomous increases in the cost
of living brought about by such developments as gov
ernmentally administered changes in food prices, de
control of rents, and the raising of indirect taxes or
reduction of subsidies.

While, therefore, increases in wage costs are statis
tically the most important element in the price inflation
over the whole period from 1950 to 1956, this fact can
not be interpreted to mean that the price inflation was
always wage-initiated. On the contrary, it is only dur
ing a relatively brief part of the period, at the end,
that increases in wage costs may have been the major
causal element in price increases.

What is true, on the other hand, is that in modern
times, especially in a full employment situation, the
cost-price structure is generally in a position of unstable
equilibrium, in the sense that it takes only a relatively
small disturbance to move the whole system upwards.
The most important element contributing to this situa
tion is the cohesiveness of the wage structure, and the
fact that variations from one industry to another in
earnings are much smaller than those in productivity.
Wages will not necessarily advance more rapidly than
productivity if all other conditions are stable. But once
anything happens to force up prices in a particular
sector of the economy-such as a rise in the pressure of
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demand in the labour or product market in that sector
the whole economy is likely to follow suit. For if the rise
in prices in the initiating sector is due to higher labour
earnings, the rigidity of relationships among industries
will mean that earnings in other sectors will follow suit,
irrespective of whether productivity has also risen to
that extent. And where the original price increase is
due to higher materials costs, this too may set the sys
tem in motion through the effect on the cost of living
and hence upon wage demands in general.

Moreover, so long as full employment is maintained,
it cannot be expected that prices will ever fall appre
ciably, unless there is reason to expect a secular down
ward trend in materials costs due to a more rapid
expansion in the output of materials relative to manu
facturing than has prevailed during the past twenty
years, as a whole. There is no means of projecting past
experience regarding commodity terms of trade into the
future. What is clear, however, is that wage costs are
not likely to decline very much so long as full employ.
ment is maintained. Consequently, each phase of wage
cost inflation starts out near the point at which the pre
vious comparable phase left off. Any decline in wage
costs in the interim is not likely to compensate fully for
the increase in the upward phase if only because de
clines are not likely to spiral, whereas increases are.
These, then, are 'the factors which give modern price
inflation its distinctive characteristics, and which raise
new problems for government policy.

Differences between countries in the pull of home
demand have caused substantial swings in balances of
payments. Where domestic demand rose most, balance
of payments difficulties usually followed. It is not clear
what part was played in this process by relative changes
in domestic costs through their effect on export prices,
but it seems doubtful whether this was a major factor
during the period under review. Some of the balance of
payments problems encountered were the result of the
inadequacy of foreign exchange reserves for absorbing
short-term speculative capital movements. This, how
ever, was superimposed upon a deeper disequilibrium
resulting from failure of countries to keep in step in
the growth of internal demand.

The policies adopted to counter inflation were cen
tred mainly on action by the monetary authorities to
raise the cost and limit the quantity of credit. Only
where balance of payments difficulties were experi
enced were taxes raised, and even here the increases
were confined to indirect taxes, which tended to accele
rate the price inflation, and corporate taxes, so as to
reinforce the effects of the credit squeeze on investment.
No government was prepared to curb demand by raising
personal income taxes. Most governments did, however,
slow down the rise in expenditures, or reduce special
categories of expenditure, and this, together with the
effects of progressive taxation in a period of rising
incomes, gave a mildly anti-inflationary character to
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fiscal policy. Few countries engaged in any frontal
attack on prices and wages.

The effect on economic activity of using interest rates
and general restrictions on the availability of credit
seems to have been limited by several factors. Higher
interest rates did not prevent investment from rising
and even accelerating, where business expectations were
optimistic. The share of the banking system in the flow
of funds to business enterprises was, in general, suffi
ciently small so that curtailment of bank credit could
be offset by use of accumulated liquid reserves, by
flotations on the capital market, or by resort to facilities
of financial institutions other than banks. Even after a
substantial period of credit restraint, there was no indi
cation of any serious concern on the part of corpora
tions that further industrial expansion might have to
be limited because of inability to secure the necessary
finance. It is, of course, possible that general credit
policies may exert their influence primarily through
their effect on business expectations, rather than
through the cost or availability of credit. However, cir
cumstances may be favourable for eliciting the desired
response in one situation and not in another. Since in
this and other ways psychological factors are notori
ously hard to predict and to control, it was not unnatural
that the policies pursued were uncertain in their impact.

Greater immediate results seem to have been secured
by the use of selective credit controls to discourage
housing and the purchase of consumer durables. There
is some doubt as to how far the consequent relative de
cline in these sectors released resources which could be
used elsewhere in the economy. In some countries, how
ever, simultaneous fiscal and monetary restraints on the
consumption of durable goods did contribute to an
improvement in balances of payments.

It seems fairly clear that, except in one or two of the
Scandinavian countries, the policies were not designed
to adapt the pattern of demand to the pattern of output
possible with existing resources. Since the aim was to
limit total demand and not simply the demand for in
vestment, industries operating with surplus capacity
were bound to experience a drop in demand along with
industries where capacity was currently inadequate.
In most countries no attempt was made to devise a com
bination of fiscal and monetary policies which would
restrain excessive demand for goods in short supply
while increasing demand for other goods.

Much less success seems to have been achieved in
controlling the rise in prices than in curbing the level
of demand, in the course of the period reviewed.63

The cost-price spiral acquired a momentum of its own

"The Norwegian Government, Central Bureau of Statistics,
in Okonomisk Utsyn Over Aret 1957 (Economic Survey for
1957) (Oslo, 1958), states that "It seems quite clear that the
better balance between supply and demand attained during the
last few years has been practically without effect on the devel
opment of wages. This is ,an experience Norway shares with a
good many other countries".
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and did not appear responsive,- at any rate in the short
term, to a slackening in demand. The data suggest, in
fact, that in so far as the slackening of demand may
have slowed down the growth in productivity more than
the granting of wage increases, the restrictive policies
may even h~ve had some perverse effect on cost
inflation.

Inasmuch as the balance of payments difficulties of a
number of industrial countries occurred at different
points of time, the relatively greater restraint in do
mestic demand introduced in these countries was suffi
cient to arrest further deterioration in their external
positions. There is, however, little evidence that ilidi
vidual governments took the situation of other countries
into account in determining their own economic poli
cies. The opposite movements in bank rate in the
Federal Republic of Germany and the United Kingdom,
in September 1957, seem to have been virtually the only
instance of concerted action, and even this cannot be
regarded as having a very powerful effect on disequi
librium within Europe. In this sense the world economy
seems to operate with even less efficiency than under
the nineteenth-century gold standard. In those days,
governments which "played the game according to the
rules" were expected to allow the internal supply of
money to rise in response to an increase in the export
balance, financed by an inflow of gold, and to fall in the
opposite case when gold flowed out. There is room for
argument as to whether changes in the supply of money
were in fact the most important equilibrating forces in
the nineteenth century. But it is in any event clear what
the intention of the system was-namely that surplus and
deficit countries should participate equally in the
mutual adjustment of their balances of payments.

In modern times the domestic economy is to a con
siderable extent insulated against foreign disturbances
and none of the creditor countries in the recent past has
taken an increase in the export balance as a signal for
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raising the level of internal demand; indeed, the largest
European creditor sought to offset the effect on domestic
demand of its large unintended export balances. Thus
the burden of correcting international disequilibria has
not been shared between surplus and deficit countries;
rather, the degree of deflation required, in the deficit
countries has been increased by the limits placed on
demand in the surplus countries. This has inevitably in
troduced a significant deflationary bias into the process
of international balance of payments adjustment.

The most important issue raised by recent experience
in the industrial countries, however, relates to the im
plications of restrictive policies for long-term growth.
Since price increases during the recent boom were not
due to an over-all excess of demand, it could not be
expected that they would be particularly sensitive to
measures designed to restrain the growth of demand.
Thus prices continued to rise when the rate of business
expansion slowed down and even, in some cases, when
production began to fall. Under such conditions, which
are typical of modern times, attempts to secure price
stability through curtailment of demand may not be
able to stop short of bringing any advance in economic
activity to a standstill if the objective is pursued vig
orously. At the very least, such policies may necessitate
a rate of growth much slower than that to which the
post-war world has become accustomed. Moreover, in
so far as sectoral excess demand has to be eliminated
without any attempt to match the pattern of resources
with the pattern of demand, the degree of utilization of
labour and capacity in the economy as a whole may also
have to be substantially lower than in the recent past.
Even if such policies can be implemented successfully
without the danger of sliding into a serious downturn
in economic activity-which is far from certain-they
raise the gravest questions for governments regardinO'
h

. b
t e vanous economic goals which they wish to pursue,
and the balance that they wish to strike between these
goals.



Chapter 2

INFLATION IN PRIMARY PRODUCING COUNTRIES

The Nature of Inflation in Primary Producing Countries.

Inflation in the primary producing countries during
the post-war years has generally proved to be a more
severe and intractable problem than in the industrial
countries. Prices have in most cases advanced almost
without interruption. Though the pace was somewhat
slower in the immediate postwar years than during the
Second World War, the widespread devaluation of
currencies in 1949 and the outbreak of Korean hos
tilities in 1950 led to a renewed acceleration of price

inflation. Following collapse of the Korean boom in
mid-1951, domestic prices levelled off or even fell in
some instances, but only for a short period. After 1954,
an upward movement in prices once again became gen
eral among primary producing countries. Up to the
present, this recent advance has shown few signs of
abatement, although it has been more moderate than
in the earlier post-war years, as may be seen from the
indices of the cost of living in table 17.

Table 17. Movements of Cost of Living Indices in Forty Primary Producing Countries:&
Average Annual Rate of Increaseb

Number of countries

Pre-war 1946 1.950 1954
to to to to

Annual rate of increase 1946 1948 1953 1957

26 per cent and abote ............. 13 7 6 2
21 to 25 per cent .. : .............. 5 1 4
16 to 20 per cent. ................ 4 6 1
11 to 15 per cent ................. 4 4 5 1
6 to 10 per cent ................. 9 12 12 9
1 to 5 per cent .................. 5 5 10 18
oor decrease ................... 6 5 6

TOTAL 40 40 40 40

Source: Statistical Office of the United Nations,
Statistical Yearbook andMonthly Bulletin of Sta
tistics.

• Argentina, Australia, Belgian Congo, Bolivia,
Brazil, Burma, Ceylon, Chile, Colombia, Costa Rica,
Cuba, Cyprus, Egypt, EI Salvador, French Equa
torial Mrica, Honduras, India, Indonesia, Iran,

Cost of living indices do not, of course, provide a
strictly accurate and comparable measure of inflation.
Since they usually relate to the cost of living for wage
earners in a major city and cover only a limited range
of commodities, they may reflect local market condi
tions rather than the inflationary experience of the
country as a whole. In countries where governments
exercise control over prices, the indices may also be
misleading because they are often b<J.sed upon official
prices, which, owing to difficulties encountered in en
forcement of controls, may not truly represent prices
paid in actual markets. Nevertheless, the cost of living
indices do provide an approximate measure of the vary
ing degrees of inflation which different countries have
experienced over a number of years. When inflation has
persisted for some time, the distortions in the indices
lose much of their importance; the effects of inflation
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Iraq, Israel, Jamaica, Lebanon, Mexico, Morocco,
New Zealand, Pakistan, Paraguay, Peru, Philip
pines, Northern Rhodesia, Southern Rhodesia,
Sudan, Thailand, Tunisia, Turkey, Union of South
Africa, Uruguay, Venezuela and Viet-Nam.

b Arithmetic average.

cease to be confined to particular localities or markets
but spread instead throughout the economy, and even
officially controlled prices have to be revised upwards.J.

As a measure of inflation, these indices reveal a much
greater diversity of experience among the primary pro
ducing countries than is to be found among industrial
countries (table 18). At one extreme, countries such as
Ceylon, Cuba, Egypt, the Philippines and Venezuela
have exhibited a degree of stability in their domestic
price levels between 1950 and 1957 that has not been
paralleled by any industrial country. At the other ex
treme, the price levels of such countries as Bolivia,

1 An alternative measure, the wholesale price index, is avail
able only for a limited number of primary producing countries.
For most of these countries, a comparison of the wholesale price
and cost of living indices does not reveal significant differences
in the magnitude of increase between 1950 and 1957.
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Table 18. Rate ofIncrease in Cost of Living Indices, 1950-1957, and Rates in 1954-1957
- compared with 1950-1953

Rate of increasefll,
in cost of living index,

1950-1957 Falling

Rale in 1954-1957 compared wilh 1950-1953

Conslanl Rising

l
r~~~~~fJa

. Indonesia
High. . . . . . . . . . . . . . . . . . . . .. Israel

Viet-Nam
Uruguay
Thailand
Australia
Peru
French Equatorial Africa

High to moderate. . . . . . . . . .. Tunisia
Morocco
New Zealand
Sudan

i
~~ro~v~tsouth Mrica
Northern Rhodesia
Ghana
Jamaica

Moderate to low. . . . . . . . . . .. Southern Rhodesia
Pakistan
Belgian Congo
Honduras
Guatemala

Stable {~~~~~~ela
Cuba

Iran
Cyprus

Bolivia
Chile
Brazil

Mexico
Turkey
Colombia

Burma
Costa Rica
Lebanon
India
Iraq

Philippines
Egypt

Source: Statistical Office of the United Nations,
Monthly Bulletin of Stalistics. In descending order
of 1957 index.

• High rates of increase in cost of living indices
have been defined as rates of increase exceeding

Chile and Paraguay have increased tenfold or more.
While the chronic inflation besetting these countries has
also been evident, but fo a lesser degree, in such other
countries as Argentina, Brazil and Indonesia, in most
countries the advance in prices since 1950 has been
more moderate. It has, however, ranged up to 10 per
cent per annum and has thus frequently exceeded the
rate of increase generally experienced in the industrial
countries.

These differences in the pace of advance in prices
have also been associated with considerable variation
in the rates of increase within the period. In only a few
countries has the advance been at the same rate in the
period since 1954 as in the earlier years from 1950 to
1953. Most countries have experienced a somewhat
slower advance in prices during the more recent period.
In several instances, this represented a continuous
reduction in inflationary pressure throughout the years
since 1950; in Paraguay, for example, the pace of
advance in prices fell from an average rate of about
75 per cent per annum in 1950-1953 to about 20 per
cent in 1954-1957, and in Israel, a decline from 30 to 7
per cent occurred between the same two periods. Gen
erally, however, the change in tempo from one period to

10 per cent per annum; high to moderate rates,
between 9.9 and 5 per cent per annum; moderate
to low rates, between 4.9 and one per cent per
annum; stable indices are those which have in•
creased less than one per cent per annum.

the other did not signify a continuous decline in the rate
of advance in prices since 1950; rather, it reflected the
resumption of price inflation at a lower rate after a short
interval of relative stability in 1953 or 1954. In a few
countries, the rate of advance in prices during recent
years has exceeded that of earlier years. This has oc·
curred both in countries where prices advanced quite
sharply during the earlier period and in countries
where prices had been relatively stable. In Bolivia and
Chile, for example, the steep rise in prices in 1950-1953
was greatly accelerated in 1954-1956.2 On the other
hand, prices also moved upward after 1954 in countries
such as Burma and India, where the price level had been
relatively stable or had even declined in the earlier
period.

The forces underlying the advances in prices in the
primary producing countries do not differ, in essence,
from those which generate inflation in the industrial
countries and which have been discussed in the previous
chapter. It may be said, however, that, in the primary
producing countries generally, one of the most perva·
sive sources of inflation has been the effort to accelerate

2 During the course of 1957, however, prices tended to become
more stable in both countries.
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the pace of economic growth. Governments have fre
quently resorted to deficit spending in order to add to
the capital facilities necessary for development, and, in
periods of buoyant demand, upsurges in private invest
ment expenditure have likewise added to the rate of
capital formation. Increases in total expenditure from
these domestic sources, however, have often been aug
mented by increases originating in changing external
circumstances. When activity in the industrial countries
has expanded, export earnings of primary producing
countries have commonly risen; and, though these in
creased earnings have been partially saved or have
eventually been absorbed by a larger volume of imports,
their initial effect has often been to swell the flow of
domestic expenditure.

Increases in expenditure generated by budget deficits,
private investment or the export balance provide addi
tions to private incomes that have a special significance
in the inflationary process. For, as these additions to
private incomes are not derived from the production of
consumer goods and services, the expenditure which
they generate heightens demand for consumer goods
and services in relation to available supplies. Accord
ingly, if no excess productive capacity is available,
prices tend to rise under the pressure of increasing
demand. The rise in prices, however, tends to change the
distribution of income in favour of groups with rela
tively higher rates of saving out of income. When pri
vate savings have increased to the point where they
match the increase in demand for private savings gen
erated by the budget deficit, private investment or the
export balance, a new equilibrium is reached; at this
point the demand for, and supply of, consumer goods
and services are again in balance.

Increases in demand for private savings, however,
have not been the only source of inflation in primary
producing countries. At times, an excess of aggregate
demand ?ver aggregate supply has emerged, not from a
rise in the demand for private savings, but from a de
cline in the community's willingness to save. When, for
example, there has been some relaxation of direct,
physical controls on consumption, the community has
sometimes responded by increasing its expenditure rela
tive to current income.

·Advances in prices and costs have often taken place
even in the absence of excess aggregate demand. Impor
tant though such demand has been as a cause of inflation
in primary producing countries, it has rarely been pres
ent as continuously as excess demand within particular
sectors. As real income has risen, the changing level
and composition of demand have called for a continuing
readaptation in the structure of production. By com
parison with the industrially advanced countries, how
ever, greater difficulties have been encountered in the
transformation of the productive structure and, conse
quently, prices in particular sectors have often been
very sensitive to advances in income and expenditure.
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Such disproportions between demand and output have
been variously occasioned by circumstances that are
characteristic of the economies of under-developed
countries. An instance is the lack of adequate credit
facilities, which tends to restrict the flow of capital into
many sectors of the economy. Again, the development
of new industries may be impeded by insufficient and
unreliable supplies of energy or by shortages of skilled
labour. Or, supply and demand throughout the economy
may be imperfectly related by reason of inadequate
transport facilities.

It is not to be supposed, however, that the difficulties
giving rise to maladjustments between the composition
of production and of demand have necessarily resulted
in low rates of increase in aggregate output. A number
of under-developed countries have experienced rela
tively high rates of growth in recent years. These rates,
however, have sometimes reflected the rapid develop
ment of particular sectors of production rather than
balanced growth throughout the economy. In some
countries, where growth has stemmed primarily from
expansion of the export sector, the capacity to import
has been enlarged, so that flexibility in domestic supplies
has been achieved through increased imports. In most
instances, however, economic growth has not been
heavily weighted in favour of exports; in such cases
changes in the level and composition of demand asso
ciated with rising real incomes pose the need for corre·
sponding changes in the structure of domestic produc
tion if advances in prices are to be avoided.

Numerous countries have, in fact, experienced some
imbalance in the rates of increase in output of the
various sectors of their economies. Agricultural pro
duction, in particular, has frequently lagged markedly
behind the growth in output of other sectors during
recent years, and if the comparison is continued back
to the years before 1950, this la~ is seen to have been
even more pronounced in some countries (see table 19).
The relatively slow rate of growth, or the stagnation,
of the agricultural sector has commonly underlain the
deficiencies in food supplies that have been a frequent
source of inflationary pressure in under-developed
countries. The pressure of demand against insufficient
supplies of foodstuffs has, moreover, often been height
ened by the rapid growth of urban populations; even
where the output of foodstuffs has been increased, urban
supplies have not necessarily kept pace with the high
rates of increase in urban population, since producers
have often increased their own consumption, and dis
tribution facilities have frequently been inadequate.

Neither excess aggregate demand nor excess sectoral
demand, however, wholly explains the magnitude of
the price inflation experienced by the various primary
producing countries. The primary inflationary impulses
generated by excess demand have also initiated sec
ondary cumulative advances in prices and costs. The
magnitude of these advances has varied with the
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Table 19. Growth Rates and Share of Gross Domestic Product, by Sector, Selected Countries
(Percentage)

Average annual rate of growth Share in total production.

Transport, Transport,
communica-

Agricul-
communica-

Agricul- lions and lions and
Country ture Industryb trade Services tare Industryb trade Services

Pre-l950 period"
0.1 7.4 -6.0-- 24.5 26.9 -~48.6 --Argentina ...........

BraziL .............. 2.3 10.6 5.8 5.8 36.6 15.6 20.8 27.0
Chile ............... 2.3 5.6 4.6 6.2 18.1 25.3 24.3 32:3
Colombia ............ 2.1 8.9 16.3d 4.4- 48.9 22.7 3.4 25.3
Mexico ............. n.5 5.8 7.0 8.6 18.1 27.4 39.4 15.1
India ............... 1.1 1.9 1.9 49.1 17.1 18.5 15.5
Turkey ............. 1.0 3.2 2.6 4.0 55.4 14.2 15.1 15.3

Post-1950 period!
3.3 1.4 --2.2-- 15.5 31.7 --52.6--Argentina ...........

Bolivia .............. -1.9 2.7 6.3 -1.1 31.8 39.1 14.7 14.3
BraziL .............. 2.7 8.6 --5.8-- 29.0 21.4 21.6 28.1
Chile ............... 1.6 1.4 --2.2-- 14.9 26.2 23.7 34.9
Colombia ............ 2.6 7.3 --8.9-- 39.6 29.6 6.3 24.5
Ecuador ............. 6.9 10.6 12.9 7.6 38.9 21.5 15.0 24.8
Honduras ............ -0.6 7.5 5.3 3.2 52.4 14.6 16.9 16.1
Mexico ............. 4.9 6.8 7.3 6.0 20.6 25.4 38.4 15.6
Burma.............. 6.4 8.7 46.4 ----53.6
India ............... 2.9 3.6 3.7 4.7 49.0 16.7 18.8 15.7
Pakistan ............ 2.0 13.9 3.1 2.9 60.8 7.3 12.2 19.6
Turkey ............. 5.9 8.3 10.0 10.4 48.9 16.2 16.3 18.5

Source:United Nations Bureau of Economic Affairs, based on
data published in official sources.

• Beginning of period.
b Including mining and construction. . ..
C The period covered in each country depends on avaIlabIlIty

of data. It refers to 1935-1938 to 1950 in Argentina; 1939 to 1950
in Brazil; 1940 to 1950 in Chile; 1938-1940 to 1950 in Colombia;

economic structure and institutions of the under·
developed countries.

A major inflationary mechanism activated by the
primary inflationary impulses has been the wage-price
spiral. By raising prices and redistributing incomes in
favour of groups with relatively higher rates of saving,
excess aggregate demand has encroached upon the real
income of wage earners. The labour unrest created by
such a situation has commonly given rise to demands
for increased money wages, and these increases have
then been the occasion for renewed increases in prices.
Excess aggregate demand, however, has not even been
a necessary condition for. the activation of wage'price
spirals. Advances in wage costs have also taken place
because of the presence of excess sectoral demand.
In view of the importance of food in the consumption
of wage earners and of the widespread inflexibility in
the supply of food, real wages in the under-developed
countries have been very susceptible to reductions occa·
sioned by rising food prices. Moreover, at times an
advance in money wages has. been the outcome, not of
domestic supply and demand conditions, but of a rise in
foreign prices of imported commodities or of a change
in governmental policy affecting domestic prices. Thus,
rising foreign prices of imported commodities have not

1945 to 1950 in Mexico; 1948 to 1950 in India; and 1938 to 1950
in Turkey.

d Transport only.
e Including commerce.
! Generally 1950 to 1956; however, in Bolivia, Honduras,

India and Turkey, it refers to 1950~1955,and in Ecuador, 1950
1954.

only had direct effects upon the level of domestic prices
and costs but have sometimes been sufficient to activate
a wage-price spiral; and similarly, changes in govern
mental policy regarding price controls, exchange rates,
indirect taxes and subsidies have had both direct and
indirect effects upon the level of domestic prices and
costs.

Apart from the wage-price spiral, the final effect upon
prices produced by excess demand has been magnified
by the' operation of another mechanism. This has its
origin: in the means whereby increases in expenditure
in the primary producing countries have been financed.
Increases in private investment, in budget deficits or in
wage bills have been mainly financed by borrowing
from the banking system. This has usually involved a
rising supply of money, which has increased the
liquidity of the community. In the absence of organized
capital markets and in the face of the ever present
danger of inflation, however, there is little incentive
to hold increases in the money supply in idle balances
and these increases have therefore tended, in time, to
augment the flow of total money expenditure.

The inflationary experience ofthe primary producing
countries has. thus been shaped by a multiplicity of
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circumstances that have varied, not only from country
to country, but also for the same country over time.
Though changing external circumstances have often
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generated demand pressure or advances in costs, infla
tion, as will be seen below, has been largely of domestic
origin in recent years.

The Role of Demand Pressures

EXCESS AGGREGATE DEMAND

An excess of aggregate demand, relative to supplies,
has been a potent force in the inflationary experience
of many primary producing countries. This is in marked
contrast to the situation in industrial countries examined
in chapter 1. The origins of excess demand have been
diverse. The vigorous drive to attain higher income
levels has been a major factor: private and public in
vestment have expanded rapidly in many· countries.
Governments have also sought to provide needed social
welfare and other services. In addition, the rapid expan
sion of economic activity in industrial countries has
made possible higher levels of exports in many primary
producing countries, and thereby added to their demand

. for savings. Where the demand for savings rose, and
this was not matched by an increase in the supply of
savings at prevailing prices, the result was inflationary
pressure on the supply of consumption goods and
services.3

The emergence of excess aggregate demand may also
have been due, in some instances, to a decline in the
desire to save in relation to the demand for savings.
In addition, there were probably instances where infla
tionary pressure reflected the liquidation of demand that

, An unchanged supply of savings or its sluggish growth has
at times been the consequence of income rising too slowly to
generate a sufficient margin between income and consumption
expenditure. In addition, since per capita incomes are very low
in many primary producing countries, even a considerable in
come growth often yields little excess over consumption require
ments.

had been pent up in an earlier period. The extent to
which excess aggregate demand may have exerted pres
sure in these ways cannot readily be determined owing
to lack of adequate supporting data in most primary
producing countries.

From 1953 onward the pattern of changes in external
or internal demand varied not only from year to year
but from country to country. In 1951 and 1952, how
ever, there appeared to be similar causal influences at
work in a large number of countries (see table 20).
In 1951 the demand for savings expanded in far fewer
cases than in most other years when inflation occurred.
The principal explanation is to be found in the sharp,
and at the same time, widespread foreign trade changes
associated with the Korean boom. The balance of ex
ports over imports. of most countries deteriorated in
1951. This occurred despite the fact that the boom in
commodities brought primary producing countries an
increase in export receipts, and resulted in an improve
ment in the terms of trade of a significant majority of
countries. The most general single factor in the decline
of the foreign balance is to be found in the substantial
expansion of the volume of imports. While this was in
some cases partly induced by increases in real income,
an important consideration was the widespread desire,
in the face of the uncertainties associated with interna
tional developments, to build up inventories. Without
exception, the volume of imports rose in each of the
countries for which data are available, the increases
ranging to over 20 per cent in a number of countries.
At the same time, the generally large increases in both

Table 20. Demand for Gross Private Saving, by Country
(Percentage of g,ossprivate income after tax)

Country and item 1950 1951 1952 1953 1954 1955

Argentina
Gross private fixed investment .......... 18.2 17.4 15.9 12.8 13.0 15.6
Change in private inventory ............ -1.3 2.4 2.7 -1.9 1.7 1.6

Gross private investment ............. 16.9 19.8 18.6 10.9 14.7 17.2
Budget deficit, or surplus (-) .......... 2.0 1.6 1.4 2.0 4.6 4.0

Internal demand for saving ........... 18.9 21.4 20.0 12.9 19.3 21.2
Export balance ........................ 0.7 -3.9 -4.2 2.0 0.7 0.1

Total demand for gross private saving 19.6 17.5 15.8 14.9 20.0 21.3
Australia-

Gross private fixed investment .......... 19.0 23.8 18.8 19.7 21.2 21.0
Change in private inventory ............ 7.5 12.3 -4.0 2.2 4.4 3.1

Gross private investment ............. 26.5 36.1 14.8 21.9 25.6 24.1
Budget deficit, or surplus (-) .......... 2.6 4.0 4.9 2.8 3.5 4.2

Internal demand for saving ........... 29.1 40.1 19.7 24.7 29.1 28.3
Export balance ........................ 3.3 -18.9 5.8 -0.2 -6.1 -5.2

Total demand for gross ,private saving 32.4 21.2 25.5 24.4 22,9 23.1

1956

19.7
-1.0

--.,18.7
2.2

20.9
1.9

22.8
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Table 20. Demand for Gross Private Saving, by Country (continue(/)
(Percentage of gross private income after tax)

Country and item 1950 1951 1952 1953 19M 1955 1956

Burmab

Gross private fixed investment .......... 8.8 9.3 11.0 10.0 10.8 9.2 10.8
Change in private inventory ............ 1.9 1.8 0.2 1.8 -0.1

Gross private investment ............. 10.7 9.3 12.8 10.0 11.0 11.0 10.7
Budget deficit, or surplus (-) .......... -2.3 0.4 2.0 7.6 10.9 5.7 10.3

Internal demand for saving ........... 8.4 9.7 14.8 17.6 21.9 16.7 21.0
Export balance ....................... 5.7 6.9 6.3 7.4 -2.6 0.8 2.9

Total demand for gross private saving 14.2 16.6 21.2 25.1 19.3 17.5 23.9

Ceylon
Gross private investment ............... 5.3 8.1 7.6 6.2 5.0 6;(') 6.2
Budget deficit, or surplus (.,-) ........... 2.1 0.8 6.6 4.3 -1.9 -2.6 0.3

Internal demand for saving ........... 7.4 8.9 14.2 10.5 3.1 3.4 6.5
Export balance. . . .................... 3.0 2.2 -9.3 -6.1 6.8 5.5 3.7

Total demand for gross private saving 10.4 ILl 4.9 4.5 9.9 8.9 10.3

Chile
Gross private investment ............... 7.6 7.0 5.2 8.4 2.2
Budget deficit, or surplus (-) .......... 3.0 1.3 2.0 5.0 3.4

Internal demand for saving ........... 10.6 8.3 7.2 13.4 5.6
Export balance ....................... -0.5 -1.7 0.5 -0.7 -1.0

Total demand for gross private saving 10.1 6.6 7.6 12.7 4.7

Colombia
Gross private fixed investment .......... 9.4 11.3 11.7 14.4 14.4 13.2
Change in private inventory ............ 1.8 3.0 0.7 0.3 0.3 0.7

Gross private investment ............. 11.2 14.3 12.4 14.7 14.7 13.9
Budget deficit, or surplus (-) .......... 2.4 2.0 2.8 3.8 3.9 8.8

Internal demand for savillg ........... 13.6 16.3 15.2 18.5 18.6 22.7
Export balance .......... / ............ -0.1 -0.8 0.1 -0.3 -1.6 -3.4

Total demand for gross private saving 13.5 15.6 15.3 18.2 17.0 19.3

Ecuador
Gross private fixed investment .......... 7.0 9.4 7.3 8.5 10.9 9.4
Change in private inventory ............ 2.8 2.3 1.3 3.4 2.9 2.9

Gross private investment ............. 9;8 11.7 8.6 11.9 13.8 12.3
Budget deficit, or surplus (-) ........... 2.2 1.4 1.6 2.5 1.4 1.8

Internal demand for saving ........... 12.0 13.1 10.2 14.4 15.2 14.1
Export balance ....................... 4.5 -1.8 2.4 -1.4 -1.9 -2.4

Total demand for gross private saving 16.4 n.3 12.6 13.1 13.2 11.7

Ghana
Gross private fixed investment .......... 5.7 5.3 5.7 6.9 5.4 6.6
Change in private inventory ............ 3.6 0.7 0.4 -1.7 0.8 2.3

Gross private investment ............. 9.3 6.0 6.1 5.2 6.2 8.9
Budget deficit, or surplus (-) ........... -2.5 -3.0 -0.1 -0.3 -10.0 -0.8

Internal demand for saving ........... 6.8 3.0 6.0 4.9 -3.8 8.1
Export balance. . ..................... 11.3 10.9 4.3 2.0 18.0 2.0

Total demand for gross private saving 18.1 13.9 10.3 6.9 14.2 10.1

Honduras
Gross private investment ............... 13.2 15.9 18.0 15.0 11.3 13.0
Budget deficit, or surplus (-) .......... -1.Q -1.0 0.1 0.8 3.0

Internal demand for saving ........... n.7 14.9 18.1 15.8 14.3 13.0
Export balance. . . .................... 0.2 -0.8 -4.0 -1.8 0.4 -2.2

Total demand for gross private saving n.8 14.0 14.0 14.0 14.7 10.8

India-
Gross private investment ............... 7.5 8.1 8.1 7.6
Budget deficit, or surplus (-) ........... 1.3 0.7 1.9 2.4

Internal demand for saving ........... 8.8 8.8 10.0 10.0
Export balance. . . . ................... -2.1 -0.1

Total demand for gross private saving 8.8 6.7 10.0 9.9

Israel
Gross private investmentd •.•..••••...•. 22.4 24.4 25.7 2Ll 20.0
Budget deficit, or surplus (-) ........... 16.2 12.3 11.3 12.6 9.6

Internal demand for saving. . . . . . . . . .. 38.6 36.7 37.0 33.7 29.6
Export balance ....................... - 24.5 -21.6 -28.8 -27.2 -24.1

Total demand for gross private saving 14.0 15.1 8.2 6.5 5.5
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Table 20. Demand for Gross Private Saving, by Country (continued)
(Percentage of gross private income after tax)

Country and item 1950 1951 1952 1953 1954 1955 1956

Mexico
Gross private fixed investment .......... 9.2 9.2 9.2 10.2
Change in private inventory ............ 0.0 -0.4 4.9 3.3

Gross private investment ............. 9.2 8.8 14.1 13.5
Budget deficit, or surplus (-) .......... 0.2 0.7 0.1 -0.2e

Internal demand for saving ........... 9.4' 9.5 14.2 13.3
Export balance. . . .................... -0.4 -1.5 -0.5 0.3

Total demand for gross private saving 9.0 7.9 13.8 13.6
New Zealand f

Gross private fixed investment .......... 12.5 15.5 15.8 15.0 17.2 18.1
Change in private inventory ............ 8.3 6.3 2.1 -3.0 3.8 2.4

Gross private investment ............. 20.8 21.8 17.9 12.0 21.0 20.5
Budget deficit, or surplus (-) ........... 2.7 0.5 5.7 5.6 1.9 3.1

Internal demand for saving ........... 23.5 22.3 23.6 17.6 22.9 23.6
Export balance. . . . ................... 5.1 -5.1 -0.8 4.0 -5.2 -3.8

Total demand for gross private saving 28.5 17.2 22.8 21.6 17.8 19.7
Peru

Gross private investment ............... 20.4 26.4 24.8 23.0 22.6 24.0
Budget deficit, or surplus (-) ........... -0.1 -0.6 1.1 0.4 0.4 0.2

Internal demand for saving ........... 20.3 25.8 25.9 23.4 23.0 24.2
Export balance. . . . ................... -0.4 -3.1 -3.9 -5.5 -1.0 -2.9

Total demand for gross private saving 20.0 22.7 21.9 17.9 22.0 21.2

Philippines
. Gross private fixed investment .......... 4.8 4.9 4.8 5.4 5.4 5.7 6.4

Change in total inventoryg.............. 1.4 1.0 1.0 1.4 2.1 2.1 1.5
Gross private investment ............. 6.2 5.9 5.8 6.8 7.5 7.8 7.9

Budget deficit, or surplus (-) ........... 3.2 0.9 0.5 1.2 0.7 0.9 1.3
Internal demand for saving ........... 9.4 6.8 6.3 8.0 8.2 8.7 9.2

Export balance. . . . ................... 0.8 -1.5 -1.7 -1.4 -2.2 -4.1 -1.6
Total demand for gross private saving 10.2 5.3 4.6 6.5 6.0 4.7 7.5

Rhodesia and Nyasalandh

65.6Gross investment ..................... 53.2 58.2 43.7 38.5 41.6
Budget deficit, or surplus (-) .......... -5.4 -6.5 -11.8 -10.1 -8.4 -9.7

Internal demand for saving. . . . . . . . . .. 47.8 59.1 46.4 33.6 30.1 31.9
Export balance ....................... - 26.3 -36.6 -27.5 -14.1 -6.3 -5.3

Total demand for gross private saving 21.5 22.5 19.0 19.4 23.8 26.5

Turkeyi
15.6Gross investment ..................... 11.3 17.9 17.0 16.4 16.5

Budget deficit, or surplus (-) .......... 2.2 2.7 0.6 -0.6 -0.8 0.1
Internal demand for saving ........... 13.5 18.3 18.5 16.4 15.6 16.6

Export balance ....................... -0.8 -2.1 -4.0 -2.9 -3.3 -3.0
Total demand for gross private saving 12.7 16.2 14.5 12.3 13.6

Union of South Atica
15.6 18.3Gross private xed investment .......... 21.0 19.2 19.7 18.7 16.3

Change in private inventory ............ -2.5 8.1 -5.7 -2.5 1.7 3.3 1.7
Gross private investment ............. 13.1 26.4 15.3 16.7 21.4 22.0 18.0

Budget deficit, or surplus (-) .......... 5.8 6.5 8.7 . 8.9 7.1 5.8 6.9
Internal demand for saving ........... 18.9 32.9 24.0 ~5.6 28.5 27.8 24.9

Export balance ....................... -0.9 -10.5 -5.2 -3.0 -3.2 -0.9
Total demand for gross private saving 18.0 22.4 17.8 20.4 25.6 24.5 24.0

Source: Statistical Office of the United Nations, Bureau of c Fiscal year beginnin.g'l April. All figures are percentages of
Economic Affairs and national sources. Components of demand net yrivate income.
for gross private saving may not add up to total because of d ncluding investment of public enterprises.
rounding. e Federal d~cit only.

Gross private income after tax is defined as gross national f Fiscal ye~beginning 1 April.
expenditure less current government revenue plus current g This component al}d also gross private investment include
government transfer and interest payments. It is identically changes in private a~ public inventory.
equal to the sum of gross rrivate fixed investment and changes h Gross investment includes private and public sectors. Budget
in private inventory, the udget deficit (government deficit on deficit or surplus excludes lublic investment.
current account ~us public fixed capital and inventory forma- i Gross investment inclu es ~rivate anI! public sector. Bu,dget
tion), the export alance andlrivate consumption (import and deficit or surrus excludes pub ic investment. Chan~es in total
budget surpluses being treate as negative items). inventory (w ich includes Eublic sector) are availab e only for

• Fiscal year beginning 1 July. 1950-1953; they are 0.6, 4. ,4.4,3.0, respectively. Internal and
total demand for saving include changes in total inventory only

h Fiscal year ending 30 September. for 1950-1953.
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exports and imports permitted substantial increases in
government revenues. Since the indirect taxes which
constitute the bulk ~f tax receipts in most primary pro
ducing countries depend in large measure on foreign
trade activity, government incomes expanded substan
tially and deficits commonly declined. In some instances,
moreover, as in Ceylon, Indonesia, Malaya and Thai
land, export duties were raised in order to cut down the
profits of exporters. Reductions of public investment
expenditure, while a less significant factor than the rise
in indirect taxes, were also a contributing element in
numerous cases and helped to offset the increases in
private investment associated with the generally higher
levels of export profits.

In 1952 likewise, similar foreign trade experiences in
numerous countries contributed to widespread declines
in the demand for savings. In many cases private in
vestment either declined materially or absorbed an un
changed share of private income in 1952. In some
instances this was attributable to the declining export
receipts and profits associated with sharply falling
prices of many commodities. In addition, balance of
payments difficulties had emerged in a number of coun
tries in 1951 and early 1952, and had led to the impo·
sition of direct restraints on imports and to restrictive
credit and fiscal measures aimed at reducing pressure
on the foreign balance. The consequence of these polio
cies was a reduction in investment, which was due in
large measure to a decline in inventory accumulation;
the drop in the latter was also partly a reaction to the
over-expansion of inventory accumulation in the pre
vious year.

While these external factors brought about a high
degree of uniformity in experience in 1951, and a
lessened, but still considerable similaritYip 1952, the
period as a whole was characterized by considerable
diversity of national experience.

The fiscal activities of governments constituted a
major determinant of the demand for. savings and,
thereby, of price movements. While g6vernment ex·
penditure and revenue often changed in response to
essentially short-term influences, in particular to fluc
tuations in tax yields from changing levels of foreign
trade, the presence of fairly general trend factors is
suggested by certain broad similarities in the behavIour
of the budget deficit. For the most part governments of
primary producing countries didllot succeed in raising
their revenues sufficiently to cover their expenditures.
While the direct effect of increases in the deficit upon
the demand for savings was at times corr~J,!derable, the
impact of deficits upon the level of prices went beyond
this. The increase in money supply associated with
deficits, financed by bank borrowing, increased the
liquidity of the community and this increase in liquidity
generated secondary increases in the money flow of
expenditure on goods and services.

As shown in table 20, while the relative size of deficits
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differed considerably from country to country, there
was little variation in the frequency with which deficits
were experienced; most governments showed deficits
repeatedly and some in every year without exception.
The persistent tendency towards deficits reflected the
broadened role of governments in accelerating the rate
of economic growth, providing social services, altering
the distribution of income and wealth, and, in general,
determining the allocatio.n. of resources.

Both current and investment expenditure of govern
ments frequently exhibited rising trends. The increase
in public capital formation was especially marked in
Burma, Colombia, Ecuador, Ghana, India and Turkey,
as the result of government efforts to speed up the rate
of economic growth. In India, for example, with the
intensification of investment activities under the second
five-year plan, the deficit rose rapidly in 1956 and 1957
and became the most important single inflationary
factor.

Private investment was stimulated by growing re
quirements for working stocks, for residential and in·
dustrial facilities, transportation equipment and other
capital goods. Increases in the level of investment in
many Latin American countries were favoured by rising
export receipts, rapid growth in income and the growing
consumer market which was in part the consequence of
rapid urbanization. The same influences stimulated
higher investment levels in Australia and New Zealand;
in these countries, another factor of considerable im
portance was the large influx of Europe~m immigrants
and their requirements for housing and other facilities.

To a considerable degree, the extent to which private
investment expanded was determined by the direction
of government policy. Governments sought to promote
investment in order to stimulate economic activity and
accelerate economic development. In the Asian coun·
tries, for example, both the level and direction of private
investment have been influenced considerably by active
efforts of governments to accelerate capital formation.
Moreover, in many countries, central banks appear to
have pursued a generally liberal credit policy in order
to facilitate investment. Although it is true that, in
varying degrees, both domestic savings and foreign capi·
tal facilitated investment, bank credit was widely used
in long-term financing of private investment activities.

It is not surprising, in view of its importance in de
termining income, expenditure, and supply availabilities
in the primary producing countries, that the balance of
payments was also a significant factor underlying the
intermittent swelling and subsiding of private invest
ment. In 1951, for example, a year of rapidly rising
export incomes in primary producing countries, in
creases in the ratio of investment to income were more
common than at any other time during the period.

Inventory investment likewise responded to both in
ternal and external influences. Occasionally, a rise in
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inventories resulted from exceptionally high production
or a weakening in demand. In other cases, it reflected
speculative influences, as fairly generally in 1951, or an
improvement in investment prospects, as in the case of
Mexico in 1954. Inventory investment was frequently
affected by a country's balance of payments position.
The link between import controls and inventory change
has been a strong one in a number of countries. A not
able example was provided by the experience of the
Union of South Africa, where the sharply rising ratio of
inventory investment to income in 1951 was facilitated
by relaxation of import controls. With the tightening
of import controls in 1953, imports, especially of tex
tiles, declined markedly, and a large depletion of in
ventories took place. This pattern was again repeated in
1954 and 1955.

In addition to these indirect influences, changes in the
external balance have also directly determined changes
in the demand for savings. On the whole, increases in
the external balance contributed to inflationary pressure
through intermittent, rather than sustained, advances.
There were, however, a few countries such as Rhodesia
and Nyasaland, in which the external balance as a pro
portion of gross private income rose in most years, as
well as a few such as Argentina and Chile, in which it
generally declined.

In a world setting of rising levels of consumption and
industrial production, trade in foodstuffs and industrial
raw materials generally expanded. Of course, demand
grew at various rates for different commodities, and this
was an important factor underlying the export experi
ence of individual countries within this generally
favourable enviroI).ment. Between 1950 and 1955, for
example, while the volume of world fuel exports ex
panded by about 80 per cent, increases of less than
10 per cent took place in such groups as agricultural
raw materials, beverages, and food, oils and tobacco.4

There were also considerable variations in prices of
primary products. Thus, during the recent boom in
industrial countries the rise in the prices of primary
products was concentrated mainly in minerals, while
prices of agricultural raw materials rose only slightly,
and prices of foodstuffs, after a sharp and temporary
increase in 1954 occasioned by shortages of beverages,
remained weak.

Export earnings in domestic currency were also
affected by exchange rate policy. In a number of coun
tries, upward adjustments of the exchange rate were
granted to exporters during the period. In Colombia,
for example, although the rate applied to coffee exports
continued to be a penalty rate, a number of upward
adjustments were made after 1951, so that the substan
tial increases in export earnings which occurred in those
years resulted in more than proportionate increases in
exporters' income. In Brazil, devaluation of both the

4 See World Economic Survey, 1956 (sales number: 1957.11.
C.l), page 103.

export and import rates followed the introduction of
multiple rates in 1953; however, since the import rate
was devalued to a greater extent, the net effect on the
economy was deflationary.

Changes in levels of domestic income and economic
activity were an important underlying determinant of
the demand for imports. Rising demand for consumer
goods, expansion of capital facilities and increased re
quirements for industrial raw materials on the part of
domestic industry provided stimuli to higher levels of
imports. Similarly, falling income levels and the com
pletion or downward revision of investment pro
grammes were among the factors occasionally depress
ing imports.

The extent to which import demand of individual
countries was in fact realized depended mainly upon
their capacity to import. Among the countries studied,
there were sharply differing changes in capacity to
import, as measured by the import value of foreign
exchange receipts. Some showed marked increases in
their ability to finance imports out of export earnings,
but for many, developments were not very favourable
during the nineteen fifties. Iraq, Israel, New Zealand·,
Mexico, Peru, Philippines, Union of South Africa, and
Venezuela experienced rather steady and substantial
increases, which from 1950 to 1956 totalled from 20 to
some 200 per cent, and which in every case resulted
more from increases in the volume of exports than from
favourable shifts in the terms of trade. A few other
countries showed small over-all increases in the capacity
to import during the period, but over one-third experi
enced a decline after 1950. While the volume of exports
fell in several of the countries in this latter group, in
every case the major part of the decline was due to un
favourable movements in the terms of trade. In this
connexion it should be borne in mind, however, that
1950 reflected to a considerable degree the raw mate
rials price boom of the Korean conflict, so that for many
countries the terms of trade were very favourable in the
year which is here used as a base. The over-all decline
was particularly severe in Argentina, Egypt, and Pakis
tan, amounting to 30 per cent or more in each case; and
while import capacity remained approximately steady
in Egypt since 1952, in both Argentina and Pakistan the
decline continued through 1956.

EXCESS SECTORAL DEMAND

Frequently, it has been an excess of demand for spe
cific commodities, rather than aggregate excess demand,
which has been the primary cause of inflation. The in
sufficient adaptation of supply of certain commodities
to the corresponding growth in demand has had, at
times, wide inflationary repercussions throughout the
economy.

.Of the various consumer goods, it is the supply of
foodstuffs which has proven to be most inflexible in the
primary producing countries; and this inflexibility has

\
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acquired special significance in their inflationary ex
perience. Where income levels are low, an important
part of any increase in personal incomes is spent on
food; and if supplies are inadequate, prices rise more or
less sharply. Higher food prices, since they substantially
affect the cost of living, lead to wage demands, and in
this way, a wage-cost spiral may start. It has, in fact,
been a common characteristic of the post-war inflation
ary experience of these countries that food prices have
been a dominant element in the advance of their cost of
living indices. While this imbalance in output has com
monly manifested itself in countries undergoing rapid
growth, such countries as Argentina, Bolivia and Chile
provide evidence that it has sometimes also existed along
with a relatively stagnant total output.

The extent to which food supplies have laggec1<behind
demand is suggested by the fact that in almost all
primary producing countries food prices rose relative
to other components in the period between the pre-war
years and 1950-1951 (see table 21). Between 1950-1951
and 1955.1956, moreover, a further rise in the ratio of
food prices to other prices occurred in a majority of
countries; most of the countries which experienced a
relatively high degree of inflation were in this group.s

Among the factors influencing the demand for food
has been the increasing urbanization of many primary
producing countries in recent years. The growth of
urban communities and, at the same time, a relative
decline in agricultural labour force, have proceeded
with great rapidity in Latin America, in Australia,
New Zealand and the Union of South Africa, and in
Egypt and Turkey; in the Asian countries, however,
the proportions of rural and urban populations have
in general changed less rapidly.

In Latin America as a whole, the growth of the urban
populace between 1950 and 1955 accounted for some
60 per cent of the increase in total population, and for
the same period the rate of growth of urban communi
ties was double that of the rural population.6 In Egypt,
the urban populace has grown steadily in relative im·
portance for many years, and is now about one-third of
the total. In Turkey, the movement to urban areas ap·
pears not to have begun until after 1950, but since then,
slightly over half the total population increase has been
accounted for by urban growth, even though the urban
populace was only 25 per cent of the total in 1950.

• Changes in the relationship of food prices to other prices
are, of course, only an imperfect indication of the presence or
absence of a bottleneck in food supplies. Increases in the food
price ratio, for example, have sometimes reflected a removal of
price controls on foodstuffs or a withdrawal of subsidies; some
part of the advance in food prices in Australia and New Zealand
may be ascribable to this reason. On the other hand, where
food prices have risen less than the cost of living as a whole,
governmental measures to stabilize food prices have, in one or
two instances, partly accounted for the lag; in Israel, for ex
ample, the importation of foodstuffs at a favourable exchange
rate moderated the advance in food prices.

• Economic Commission for Latin America, Economic Btdletin
for Latin America, vol. II, No. 1.
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Table 21. Indices of Food Prices in Relation to
Cost of Living Index, Pre-war, 1950-1951 and 1955

1956: Selected Countriesa

1955-1956 1950-1951 1955-1956

Country
(1950-1951 (pre-war (pre-war

=100) =100) =100)

Bolivia ................ 126 122 153
Brazil ................. 116 101 117
Australia .............. 113 105 119
Uruguay ............... 112 102 115
Union of South Africa ... 108 108 117
Chile ................. 108 97 105
New Zealand ........... 108 108 116
Peru .................. 107 115 123
Iraq .................. 104 108 113
Israel ................. 104 III 115
Egypt ................. 104 113 117
Honduras .............. 103 125 128
Lebanon ............... 103 119 122
Mexico ................ 102 95 97
Costa Rica ............. 101 95 96
Ceylon ... " ........... 100 111 III
Philip~nes............ 100 100 100
Colom ia. '" .......... 99 109 108
India ................. 98 102 100
Iran .................. 98 99 97
Thailand .............. 98 150 147
Argentina ............. 98 107 105
Burma ................ 97 120 116
Turkey ................ 96 124 119

Source: Statistical Office of the United Nations, Statistical
Yearbook and Monthly Bulletin of Statistics. In descending order,
based on the relative food price change between 1950-1951 and
1955-1956.

• Pre-war refers to the average of 1937-1938, or to the years
nearest to 1937-1938 for which data are available.

Australia, New Zealand, and the Union of South
Africa appear to have reached the stage where even in
absolute terms the total in agriculture is declining.
In Australia (to 1954) and New Zealand (to 1956)
labour force data show a decline since the nineteen
thirties in the agricultural labour force,7 and while such
figures are not available for the Union of South Africa,
census data indicate that the entire population increase
from 1946 to 1951 was accounted for by an increase in
the urban populace.

The significance of these shifting structural settings
from the point of view of inflation is that they imply
shifting demand patterns. With substantial urbanization
in progress there may be a sharp increase in the demand
for marketed food, and, unless urban supplies increase,
considerable advances in the price of foodstuffs may
ensue.

As for food availability, the picture seems clear: over
the past two decades per capita food supplies have de.
teriorated or shown only slight improvement in many
countries; only a few have enjoyed a substantial

, Although most of the decline in Australia had taken place
by 1947, it continued, though more gradually, through 1954.
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Table 22. Per Capita Food Availabilities, Selected
Countries

(1934-1938 = 100)

increase (see table 22). It is true that since 1950 per
capita availabilities of food have risen in the majority
of countries, and quite substantially in some.s In no
country during the period between 1950 and 1956 was
there a steady or substantial decline, and in half the
countries for which data are available per capita avail
abilities rose from 5 to 10 per cent. In most countries,

Source: United Nations Bureau of Economic Affairs. In
descending order, based on the 1955-1956 index. Food availa
bilities were estimated on the basis of the index of food pro
duction of the Food and Agriculture Organization of the United
Nations, adjusted to take account of exports and imports of
important food items. In making these adjustments, the FAO
weights used to construct the production index were utilized
(Food and Agriculture Organization of the United Nations,
"Progress Report", Rome, November 1950). For Burma, Cey
lon, Cuba, Egypt, India, Indonesia, Malaya, Mexico, Pakistan,
Philippines, Thailand and Turkey, figures refer to crop years
1950751 and 1956/57.

Country 1950-1951

Thailand. . . . . . . . . . . . . . . . . . . .. 112
Union of South Africa. . . . . . . . .. 118
Colombia. . . . . . . . . . . . . . . . . . . .. 130
Peru... .. . ... . . .. . . .. . . . . .. .. 114
Philippines. . . . . . . . . . . . . . . . . .. 109
Mexico....................... 108
Turkey... .. .. . . .. .. . . . . . .. . .. 102
Argentina. . . . . . . . . . . . . . . . .. 101
Brazil , " . 99
Egypt. " . . . .. .. . . 100
Chile. . . . . . . . . . . . . . . . .. . . . . .. 103
Indonesia. . . . . . . . . . . . . . . . . . . . . 93
India. . . . 84
Pakistan. . . . . . . . . . . . . . . . . . . . . . 93
Burma. . 91
Ceylon. . .. .. . . .. . . .. .. 82
Cuba. . . . . 90
Malaya........ 83

1955-1956

127
124
123
118
115
114
114
111
109
108
107
101
95
92
88
88
88
84

this improvement in per capita food supplies was mainly
the result of expansion of domestic production.

However, when a comparison is made with the period
from pre-war to 1950-1951, it is clear that of those
countries for which estimates can be made, substantial
increases were achieved in only six cases. Nearly half
experienced significant declines in per capita availa
bilities and in several instances these ranged from 10 to
20 per cent. The result is that throughout the post-war
period per capita food supplies in many countries have
been below those which prevailed during 1934-1938.
In 1955-1956, these supplies remained below pre-war
levels in six of the eighteen countries shown. It is pri·
marily the Latin American countries where increases
have been achieved, while the Asian countries for the
most part have experienced a general decline in food
supplies.

Further, in view of the rapid urbanization in process
in many of these countries, it is not even sufficient to
achieve an over-all increase in supplies; marketing pat
terns must be altered so that a larger part of the total is
transferred to the urban communities. In countries
where, to varying degrees, agriculture is organized on
the basis of self-sufficiency rather than oriented in rela
tion to the market, this is apt to be difficult to achieve.
The significance of this point is illustrated by the expe
rience of the Latin American countries. Although per
capita availabilities have generally increased, the urba
nization process has also been rapid; as a consequence
some of the largest increases in relative food prices
have occurred in this region.

Significant though increases in food prices are in
themselves, their inflationary effects extend beyond their
direct impact upon the cost of living. As is brought out
below, food shortages in many instances have consti
tuted an important link in the mechanism of wage-cost
inflation.

Factors III the Price ,Spiral

COST PRESSURES

Excess aggregate or sectoral demand, though of major
importance, does not wholly explain the different de
grees of price inflation which the individual primary
producing countries have undergone. The differences
amongst these countries in the structure of their econo
mies and in their institutions have also, in affecting the
role of costs, considerably modified their inflationary
experience. The part played by import costs, wage costs
and indirect taxes net of subsidies in shaping the course
of prices, though often related closely to the develop-

• There have been large year-to-year fluctuations in some cases,
but too much weight cannot be given these shifts. It has not been
possible to incorporate stock changes into the estimates, so that
fluctuations in consumption may well have been less than year
to-year figures would show.

ments in demand, has also been determined by the dis
tinctive structural and institutional differences existing
amongst countries.

Import costs and indirect taxes

One structural difference that has clearly affected the
role of costs in the inflationary experience of these
countries has been the proportion that imported' com·
modities bear to total domestic supplies of goods and
services. As is well known, this proportion varies widely
amongst the primary producing countries. In India and
Pakistan, for example, imports have constituted about
5 per cent of total real product in recent years, whereas
in Ceylon and the Union of South Africa they have
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amounted to about 25 per cent or more.9 Obviously, the
domestic level of prices is likely to be more.sensitive to
an advance in the price of imported commodities in the
latter countries than in the former. In the Union of
South Africa, for example, the marked advance in
import prices during the Korean boom period was asso
ciated with a substantial increase in the cost of living
(see table 23). In India, on the other hand, though im
port prices also rose strongly, domestic prices remained
stable. Of covrse, the effect of an advance in import
costs upon the domestic price level may be obscured by
the simultaneous effect of other factors. In Ceylon, for
example, despite the large proportion of imported com
modities to total domestic supplies, the advance in im
port prices during the Korean boom period was not
associated with any marked rise in domestic prices, since
foodstuffs were heavily subsidised.10
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In most countries, rising import costs were of con
siderable importance during the period from 1950 to
1952 when a marked advance in the export prices of
industrial countries occurred (see table 23). In the
years since 1953, import prices of a number of countries
have been stable, or have even declined, and such in·
creases in their domestic costs as have taken place have
been due to other causes. It will be noted, however, that
in some Latin American countries, as well as in Indo·
nesia and Turkey, import prices have continued to rise
appreciably. This has reflected not so much rising
foreign prices of imports as the effect of exchange de
preciation upon the local price of imports. Depreciation
of the exchange rate in some countries as against its
stability elsewhere, has greatly magnified the diversity
of increases in import costs which the various countries
have experienced. In countries where the exchange rate

Table 23. Change in Cost of Living, Wages," Import Prices and Indirect Taxes Less Subsidies,b
Selected Countries

(Percentage)

Annual average Annual average
1950-1952 1953-1956'

Cost of Wage Import Rate of net Cost of Wage ImJ?Ort Rate of net
Country living earnings prices indirect laxes living earnings pnce, indirect taxes

Argentina ............... 44 28 55 40 9 15 6 9
Brazil. ................. 16 14 18 24 46 57
Chile ................... 26 21 32 29 72 28 54 80
Colombia ............... 3 -1 17 14 9 9 26
Mexico ................. 15 8 10 16 11 13 21 -6
Ceylon ................. 2 7 14 14 15
Egypt ............ " .... 4 10 18 -1 -4 9 -4 -13
India .................. 1 8 12 -4 -5 3 -3 9
Israel .................. 35 46 9 21 39
Philippines .............. 1 6 -32 1 -1 -3
Turkey ................. 2 4 11 -11 10 11 4 10

Australia ............... 21 21 11 23 3 7 1 4
NewZelliand ............ 10 8 14 4 4 4 1 6
Union of South Africa .... 9 9d 17 -3 3 1 8

Source: Statistical Office of the United Nations, Monthly Bulle
letin of Statistics and Statistics of National Income and Expendi.
ture, Series 4, No. 10; International Labour Office, Yearbook of
Labour Statistics, 1957 (Geneva) .

• Earnings in manufacturing except for Brazil, Ceylon, Colom
bia, Egypt, Turkey and the Union of South Africa, where general
wage level data are used.

has been devalued, the depreciation has not, of course,
been an independent cause of the advance in import
costs but has reflected the adjustment of the exchange
rate to a previous rise in the domestic level of prices.
It would be erroneous, then, to ascribe underlying

'For a detailed review of the share of imports, see United
Nations, World Economic Survey, 1956 (sales number: 1957.IL
C.U , pages 117 to 122.

10 A further complication that arises in comparing import
costs with the cost of living is that, since a large proportion of
the imports of primary producing countries consists of capital
equipment, an advance in import costs occasioned by prices of
capital equipment may not be directly reflected in the cost of
living index.

b This refers to indirect taxes less subsidies per unit of reae
national product.

C For Argentina, India, Mexico, Turkey and Union of Southl
Africa, data refer to annual average changes from 1953 to 1955;
for Chile, Colombia and Egypt, to the change from 1953 to
1954 only.

d Wage rates.

causal significance in the inflation of domestic prices to
a rise in import costs that has, in itself, been indirectly
a consequence of this inflation. It is none the less clear
that, in any analysis of the events in particular years
which have contributed to the advance in domestic
prices, account must be taken of changes in the exchange
rate; government policy, in determining whether the
exchange rate is to be held stable or devalued, may
considerably modify the relationship between import
costs and domestic prices from year to year.

Another aspect of government policy affecting the
movement of prices in primary producing countries has
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Table 24. Share of Labour in National Income,
Selected Countries .

(Percentage)

been change in the rate of indirect taxation and in sub
sidies. In a few countries, net indirect taxes per unit of
output have risen at about the same rate as domestic
prices in the years since 1950 (see table 23) . In Argen
tina, for example, the rate of indirect taxes net of sub
sidies advanced in line with prices both from 1950 to
1952 and from 1953 to 1956. In most countries, how
ever, the changes in net indirect taxes have either con
tributed to raise the level of domestic prices or, through
increased subsidies, have tended to moderate the ad
vance in domestic prices. In a number of countries,
during the period from 1950 to 1952, increases in sub
sidies relative to indirect taxes tended to restrain the
advance in domestic prices. In Ceylon, for example,
large food subsidies were important in countering the
influence of the rise in import costs, noted earlier, upon
domestic prices. In most countries, since 1953, the rate
of net indirect taxes, however, has more often con
tributed to raise domestic prices.

Country 1950

Argentina. . . . . . . . . . . . . . . . . . . .. 61
Brazil-. . . . . . . . . . . . . . . . . . . . . . .. 43
Chile. . . . . .. . . .. . ... .. .. .... .. 45
Colombia. . . . . . . . . . . . . . . . . . . . .. 50
Peru.......................... 37

Israel .
Philippines. . . . . . . . . . . . . . . . . . .. 43

Australiao . • . • • • • • • • • • • • • • • • • • •• 50
NewZealandd ••••..•••••••••• ,. 47

Source: Statistical Office of the United Nations.
• Excluding compensation of agricultural employees.
b 1954.
c Fiscal year beginning 1 July.
d Fiscal year beginning 1 April.

1955

58
42
46b

46
38

60
42

62
57

Wage costs

In a manner similar. to import costs, the role which
wage costsll have played in modifying the inflationary
experience of individual primary producing countries
has, in part, depended simply upon the proportion
which they bear to total costs per unit of total output.
Obviously, in a predominantly agricultural economy,
where farm incomes constitute the major component in
the price of each unit of total output, a rise in wage
costs will have less effect upon the average level of
prices than in a country where labour income is the
principal component. In Peru, for example, where
labour income is about 38 per cent of national income,
a given increase in wage costs will, in itself, have less
effect upon final price per unit of total output than in
Australia, where labour income in recent years has been
more than 60 per cent (see table 24) . And, were data on
labour's share of national income available for all
countries, even more striking contrasts would undoubt
edly emerge. But, in addition to this simple structural
consideration, the proportion of wage costs also acquires
importance from the fact that, unlike other costs, wage
costs tend to be inflexible in the downward direction.
While wages may lag behind an increase in prices and
other costs, induced, say, by the emergence of excess
demand, they will, once having been adjusted upward,
tend to remain at their higher level. They thus stand in
contrast to other factor incomes, such as profits, which
tend to contract when demand subsides. It is, in fact,
largely through wage costs that temporary increases in
prices and other costs tend to become permanently em
bedded in the domestic price and cost structure.

11 In this discussion, explicit account is not generally taken
of the effect of changes in productivity per man hour upon wage
costs, since such data are not usually available. However, in most
of the countries mentioned, the increases in wages have been
of such a magnitude as to be the predominating determinant of
changes in wage costs.

The role of wages in the inflationary process, how
ever, has been determined not only by the proportion of
wage costs to the total, but also by the nature and
extent of the institutions through which wage earners
may seek to protect or improve their levels of living.
In some countries such institutions have been developed
only in certain industries or areas, while in others, wage
earners throughout the economy are closely bound to·
gether by extensive trade union or political organiza·
tion. In the former countries the efforts of labour in the
organized sectors to raise their level of wages, whether
in compensation for losses in real wages or to secure
gains in real wages, have not necessarily been associated
with corresponding action on the part of labour in other
sectors. In the latter countries, by contrast, the exten
siveness of labour organization has, through the com
petitive action of unions in the various sectors or
through their co-ordinated action at the national level,
resulted in a tendency for wages to rise more or less
proportionately in all sectors. Thus, in the former
countries, the effect upon the general level of wages of
an advance in rates in certain sectors-say, in response
to a rise in the cost of living-has been limited by the
fact that similar increases have not taken place concur·
rently in other sectors. In the latter countries, however,
wages in the various sectors have been more closely
interrelated and action to raise wages in one sector has
either spread quickly to other sectors or has taken place
concurrently with similar action in other sectors; the
whole structure of wages has thus tended to rise, with
consequently greater effects upon the general wage-cost
level.

Some indication of these institutional differences is
provided by a comparison among countries of the extent
to which the annual changes in wages in the various
branches of manufacturing have been similar or dis
similar. For the limited number of countries for which
such data are available, it is evident that the annual
changes in wages which have taken place in the various
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branches of manufacturing since 1950 have corre
sponded much more closely to each other in some coun
tries than in others (see table 25). Of the countries
studied, wage increases in the different branches of
manufacturing were more closely alike in Australia,
New Zealand, Argentina and Chile than in Colombia,
Mexico and Peru. In the former countries, institutions
concerned with wage determination have clearly been
extensively developed and, much more than in the latter
countries, a wage increase in one branch of manufac
turing has tended to evoke corresponding increases in
other branches or has taken place as part of an adjust
ment in wages common to all branches.

Of the various institutional arrangements in primary
producing countries which have tended to bring about
conformity in the movement of wages in the different
branches of manufacturing,12 the most important has

12 It is also interesting to note that wages in other sectors of
production have moved more closely in line with mannfacturing
wages since 1950 in some countries than in others. In Australia
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generally been the linking of wages to prices. Through
the operation of such links in a period of price inflation,
wages have tended to rise concurrently in all branches.
In Argentina and Chile, for example, where wages have
been more or less formally linked to prices, the con
formity in the movement of wages within the various
branches of manufacturing has, in large measure, re
flected the rapid inflation of prices which these countries
have experienced. In a sense it may be said that the
relatively narrow dispersion of the increases in manu·

and New Zealand, wages in such branches of production as
agriculture, mining, construction and transport moved closely
in line with the changes in wages paid in manufacturing.
Similarly, in Argentina, wages in mining and services corre
sponded closely in their movement to manufacturing wages.
In Colombia and Peru, on the other hand, wages in such
branches as agriculture, mining, transport, construction and
services showed some tendency to rise relative to manufacturing
wages; and in Mexico, agricultural wages similarly underwent
a relative increase. In Chile, daily earnings in both agriculture
and copper mining increased more sharply than daily earnings
in manufacturing between 1950 and 1953.

Table 25. Wages in Manufacturing Industries : Average Change
Changes, a Selected Countries

(Percentage change from preceding year)

and Dispersion of
\

Country and item 1951 1952 1953 1954 1955 1956

Argentina
17.0 15.5Average change ............... 23.9 24.0 9.4 11.2

Dispersion of changes .......... 9.3 5.5 4.0 4.1 3.5 8.6
Relative dispersion of changes ... 39 23 43 24 31 55

Chile
Average change ............... 31.8 42.1 83.4
Dispersion of changes .......... 12.4 12.6 30.4
Relative dispersion of changes ... 39 30 36

Colombia
Average change ............... 6.9 -5.8 2.0 4.0
Dispersion of changes .......... 6.8 14.2 13.5 5.4
Relative dispersion of changes ... 99 245 675 135

Mexico
Average change ............... 10.1 4.2 9.8 8.8 14.1 6.9
Dispersion of changes .......... 10.6 8.1 10.8 10.5 8.4 8.7
Relative dispersion of changes ... 105 193 110 119 60 126

Peru
Average change ............... 8.2 12.3 12.0 10.9
Dispersion of changes .......... 17.3 25.5 12.3 17.7
Relative dispersion of changes ... 211 207 103 162

Australiab

Average change ............... 2.3.4 8.8 5.0 5.9
Dispersion of changes .......... 3.7 2.8 1.8 2.1
Relative dispersion of changes ... 16 32 36 36

New Zealandc

Average change ............... 5.1 8.7 8.3 6.9
Dispersion of changes .......... 3.4 4.3 3.5 4.1
Relative dispersion of changes ... 67 49 42 59

Source: International Labour Office, Yearbook of tralia: fifteen industries, annual earnings; New
Labour Statistics, 1957 and national publications. Zealand: twenty industries, annual earnings.

• The dispersion of changes is measured by the
Number of industries and type of wage data for standard deviation of the percentage chan~s of
each country: Argentina: sixteen industries, wages in each industry from the average c ange
monthly earnings; Chile: twenty industries, daily for all industries. The relative disfersion of changes
earnings; Colombia: eleven industries, daily earn· is measured by the coefficient 0 variation.
ings; Mexico: seventeen industries, monthly earn· b Fiscal year beginning 1 July.
ings; Peru: sixteen industries, daily earnings; Aus· C Fiscal year beginning 1 April.



CHAPTER 2. INFLATION IN PRIMARY PRODUCING COUNTRIES

facturing wages evident in these two countries has
merely been an indirect measure of their rapid price
inflation. But it is also true that price inflation has
fostered the introduction or extension of wage-price
links and that, in the absence of the institutional ar
rangements which have thus been developed, the disper
sion of the increases in wages would have been greater.
In Australia and New Zealand wages and prices have
also been more or less closely linked. In Australia a
formal link was enforced at the federal level up to 1953
and, while it was thereafter discontinued by the Com
monwealth, some states in the country have continued
to apply it. In New Zealand, the link has been less
formal, but prices have none the less been a major
consideration in the national determination of wage
awards. In Colombia, Mexico and Peru, on the other
hand, close wage-price links have apparently been
absent or have been confined to a limited number of
industries.13 Amongst other countries not studied above,
in which wage-price links have been of major im
portance in the determination of wages, are Bolivia and
Israel.

These differences amongst countries in the nature and
extent of the institutions concerned with wage determi
nation, which have been illustrated above, have con
siderably modified the role of wage costs in the infla
tionary experience of each country. Though the forces
impinging upon these institutions in the various coun
tries have often been similar, the institutional differ
ences amongst countries have modified the final effects
of these forces upon wage costs and prices.

In general, the effects upon wage costs of these differ
ences in the institutional systems of countries have been
brought into play by economic events outside the insti
tutional system itself. There have been a few special
instances, however, where the forces raising wage costs
have come from within the institutional system. A case
in point is Argentina, where, during the early post-war
years, an aim of governmental policy was the redistribu
tion of income in favour of labour; large increases in
money wages were decreed and labour's share of na
tional income, in fact, rose from 48 per cent in 1947 to
59 per cent in 1949. Again, in some countries where both
wages and prices have continuously advanced at a very
high rate, adjustments in wages have come to include a
large element of compensation, not merely for past but
also for expected increases in prices. The wage-price
spiral has thus acquired a momentum of its own, though
its pace has sometimes been accelerated, sometimes de
celerated, by the influence of other economic events.
Apart from such special instances, however, it is broadly

H It is possible that the relatively wide dispersion of wage
changes in these countries might also be the result of a long
term tendency for wage differentials to narrow as their economies
become more developed and integrated. But an examination of
the changes in wages among industries does not suggest that the
dispersions have been significantly influenced by this factor in
the short period under review.
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true that increases in wage costs in primary producing
countries have been initiated by forces outside the
system of wage determination itself.

Probably the most important single factor impinging
upon the wage structures of primary producing coun
tries and inducing increases in wage costs has been
excess demand; but it is important to realize that the
process whereby it has affected wages in these countries
has not been identical in manner to that in the industrial
countries. In the latter countries a situation of excess
demand has tended to raise wages through two channels.
On the one hand, since excess demand for final goods
and services has also implied excess demand for labour,
wages have been drawn up by the competition of em
ployers for scarce labour; and on the other hand, since
excess demand raises prices, wage earners 'have sought
to protect their level of living by securing increases in
remuneration. But in the primary producing countries
it has been mainly through the latter channel that excess
demand has impinged upon wages. While demand
induced wage increases have occurred in some advanced
primary producing countries, as, for example, Australia
and New Zealand, where acute labour shortages have
been experienced in most post-war years, in most pri
mary producing countries there exists a wide-spread and
persistent problem of open or disguised unemployment;
and, generally, it has been the scarcity of capital equip
ment, together with the lack of managerial and technical
skills, and not a scarcity of labour, which has restricted
output.

While, in the primary producing countries, however,
the effect of excess demand upon wages operates mainly
through one, and not two, channels, this does not neces
sarily render wages in these countries any less sensitive
to an expansion in demand. For though the supply of
labour may be responsive to an expansion in demand,
the supply of consumer goods tends to be inflexible;
in other words, though wages are insensitive to an in
crease in demand for labour, prices are highly sensitive
to an increase in demand for final goods and services.
Typically, in the primary producing countries as in
industrial countries, a rise in investment expenditure
has, through raising incomes and employment, increased
the demand for consumer goods. As a result of inflexi
bility in the production of foodstuffs, the rise in output
and employment in urban areas has not necessarily been
accompanied by a sufficient expansion in marketable
supplies-unless of course, an increase in imported
foods has taken place. Consequently, the expansion in
activity has been associated with some rise in food prices
and a corresponding fall in real wages. This has given
rise to compensatory increases in money wages, their
promptitude and scale being dependent upon the nature
and extent of the institutions concerned with wacre deter-tJ

mination. Unless food supplies have increased in the
meantime, however, the higher level of money wages
has simply transmitted a further upward thrust to prices.
In these circumstances a recovery in real wage rates may
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not take place until the rise in incomes and employment
in the urban areas has been reversed.

In illustration of this mechanism it is instructive to
note the experience of Argentina and Mexico in recent
years. For both of these countries data on industrial
employment are available, and these indicate that since
1950 both countries have experienced two major cyclical
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upswings in activity when the rate of expansion in
industrial output and employment, and hence, in urban
incomes, has accelerated. Although output per man
apparently increased in both countries during these
periods of rising activity, real earnings declined, or at
best remained stable; and a principal reason underlying
these movements in real wages was the inflexibility in

Table 26. Changes in Money Wages and Real Wages, a Selected Countries
(Percentage change from corresponding period of preceding year)

Country and item 1950 1951 1952 1953 1954 1955 1956

Argentina
Money wage ................. 18 28 24 9 14 11 18
Real wage ................... -7 -6 -10 5 10 -1 2

Brazil
Money wage ................. 8 7 16 2 47 32 23
Real wage ................... -2 -1 -3 -16 24 -10 23

Chile
Money wage ................. 16 11 29 13 28 70 57
Real wage ...•............... 2 -10 13 -16 -26 -2

Colombia
Money wage ................. 33 2 -3 3 9
Real wage ................... 10 -6 -1 -4

Mexico
Money wage ................. 9 11 4 6 10 15 8
Real wage ................... 2 -1 -9 9 5 -2 3

Peru
Money wage ................. 18 14 11 28 2 4
Real wage ................... 3 4 4 18 -3 -1

Burma
Money wage ................. 3 3 2
Real wage ................... 7 5 5

Ceylon
Money wage ................. 11 2 -2 3
Real wage ................... 6 3 -4 3

Egypt
15Money wage ................. 10 4 2 9 4

Real wage ................... 4 5 4 9 14 4
India

Money wage ................. -2 7 7 6
Real wage ................... -4 4 8 -3 5 12

Indonesia
Money wage ................. 6 14 10
Real wage ................... 9 13 -18

Israel
Money wage ................. 5 21 60 33 18 13 14
Real wage ........... '" ... , . 12 11 2 4 5 7 7

Philippines
Money wage ................. 7 4 3 -3
Real wage ................... 11 5 4 -5

Australiab

Money wage ................. 16 23 14 5 6 8 5
Real wage .. '" '" ........... 5 2 -2 1 5 5 -1

New Zealandc

11oneywage ................. 11 10 5 7 9 6
Real wage ... " ............ " 6 -2 -2 3 4 4

Source: International Labour Office, Yearbook of daily earnings, except for Indonesia, where data
Labour Statistics (Geneva), and national publi- refer to minimum rates.
cations.

b Fiscal year beginning 1 July.• Refers to general wage level or to wages in
manufacturing; wages are monthly, weekly or c Fiscal year beginning 1 April.
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supplies of foodstuffs in the face of rising aggregate
demand. In both countries, for instance, an acceleration
in the expansion of industrial employment and output
occurred during the Korean boom. In Argentina, where
a serious shortage of per capita food supplies had been
experienced since 1949, real wages fell sharply in 1950
and 1951 despite large increases in money wages (see
table 26). Although a decline in industrial employment
had set in by 1952, this coincided with a particularly
severe contraction in per capita food supplies, and real
wages again fell. Real wages recovered only in 1953 and
1954, when employment remained at a relatively low
level but per capita supplies of foodstuffs had increased.
In Mexico high levels of industrial employment and
output were recorded in the years between 1950 and
1952, but again, in the face of stagnation in per capita
food supplies, food prices rose more strongly than
money wages and real earnings fell. Employment, how
ever, fell in 1953 and 1954, while in 1954 there was
some increase in per capita food supplies. Accordingly,
in both years, although the advance in money wages was
more moderate than in 1950 and 1951, real wages rose.

A tendency for real wages to remain stable or to de
cline when urban employment rose was again evident in
both countries during the more recent upswing in ac
tivity. In Mexico this was associated with an acceleration
of the rate of increase in money wages and, at the same
time, with a rise in food prices in urban areas. In Argen.
tina, however, the stability of real wages was related less
to the inflexibility in urban food supplies than to that
characterizing the supply of other consumer goods.

The experience of these countries illustrates the cen·
tral role which the inflexibility in the supply of con·
sumer goods, and particularly, urban supplies of
foodstuffs, has played in the inflation of costs in under·
developed countries. Where expansion in the supply of
consumer goods has been sluggish, real wages have been
particularly sensitive to changes in the level of aggre·
gate demand; and where institutional arrangements de·
signed to secure compensatory adjustments in wages
have been extensively developed, the economy has been
especially prone to sharp increases in wage costs.

It is not an accident, then, that in numerous countries
high rates of increase in wages have been associated with
the presence of a structural imbalance in the rates of
increase in consumer supplies and in total output. That
a number of countries entered the present decade with
such structural imbalance present in their economies
has been pointed out in an earlier section. Though there
has generally been some improvement in food supplies
since 1950, such a structural imbalance is not readily
corrected, and the wage-price spirals thereby en
gendered have persisted down to the present.

The general importance of excess aggregate or sec·
toral demand in generating or accelerating wage-price
spirals should not, however, be allowed to obscure the
fact that independent changes in cost factors have some-
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times exerted a considerable, or even a predominant,
influence upon wages. Increases in costs of imported
commodities and in net indirect taxes have not only
directly affected domestic price levels, as noted above,
but have also thereby contributed indirectly towards the
generation or acceleration of wage-price spirals. Anum.
ber of countries have, at times, expressly utilized sub.
sidies and price controls in order to nullify or mod·
erate the effect of a rise in costs upon prices and wages.
In some countries multiple exchange rates have been
used for the same purpose; while very high rates have
been applied to some imports, the importation of food·
stuffs and other essential consumer goods has been
permitted at favourable rates of exchange. Conversely,
when preferential rates have been abandoned, when
price controls or subsidies have been withdrawn or when
indirect taxes have been increased, the advance in wages
has frequently been accelerated.

CHANGES IN MONEY SUPPLY

Thus far the price spiral has been viewed as being
propelled by pressures from the cost side, with both
prices and money supply adjusting passively to changes
in costs. Though such cost pressures have been sufficient
in many under-developed countries, as in the industrial
countries generally, to account for the magnitude of the
price spiral, this has not necessarily been true for all
the under.developed countries. Even in those in which
cost pressures may not have played an active role in the
price spiral, cumulative price increases may neverthe·
less have resulted from expansion of the money supply
in excess of the volume which the private sector was
prepared to hold at a given level of real income and
prices. In such instances, changes in the money supply
have been an active, rather than passive, factor in the
price spiral, with prices and wages adjusting to changes
in the money supply.

In most countries, the principal factor accounting for
increases in the money supply has been the expansion of
governmental borrowing (see chart 6) . As governments
have commonly assumed a major role in the economic
development of their countries, large budgetary deficits
have been incurred; and these deficits have been
financed mainly by borrowing from the banking system.
In some countries, the primary expansion in the supply
of money has originated, not in governmental borrow
ing, but in the foreign trade sector. Receipts of foreign
exchange in excess of payments, whether because of a
favourable balance on current account or because of
capital inflows, have provided the basis for an expan
sion of the domestic supply of money. This, for example,
has been the principal cause of the expansion of the
money supply in Iraq and Venezuela during the period
since 1950. In most countries, however, the foreign trade
sector has not been of major significance in such ex·
pansions since 1950. In fact, in a number of countries,
notably Australia, Brazil, Cuba, Ecuador, Egypt, India,
the Philippines and the Union of South Africa, the
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Chart 6. Components of Money Supply as Percentages of Total Increase, from 1950 to 1956"
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.. Re.fers to assets and claims of the banking system as a whole. In the case of Colombia, claims on the government sector include

those oil. the private sector.
b From 1950 to 19"55.
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Chart 7. Index of Money Supplya and Ratio of Gross National Productto Money Supplyb
(Index, 1950 =100)
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change in foreign assets has exerted a contracting influ
ence upon the money supply.

The proportion of the increase in money supply that
is accounted for by governmental borrowing has gener
ally been substantially greater in Asian countries than
in Latin American countries. Although, in both groups
of countries, increases in governmental borrowing from
the banking system-to the extent that they have not
been offset by central bank action-have provided a base
for the secondary expansion of credit by the commer
cial banks to the private sector, such a secondary expan
sion has generally assumed greater importance in Latin
American countries. To a considerable extent, this has
reflected the greater increase in the demand for working
capital generated in these countries by the prevalence
of wage-price spirals. But it has also reflected the larger
role played in them by private investment. For, in under
developed countries generally, it must be remembered,
the lack of organized capital markets renders the pri
vate sector heavily dependent upon the banking system,
not only for short-term credit to finance current trans
actions, but also for loans to undertake new, fixed
investment.

Because of the lack of organized capital markets and
the difficulties encountered in financing increased budg
etary expenditure through higher taxation, increases in
the supply of money have been a principal means
through which the advances in the level of government
expenditure and of private investment expenditure have
been financed; and increases in wages have similarly
been financed almost entirely by this means. To a con
siderable extent a greater supply of money has there
fore been a necessary-though, of course, not a sufficient
-condition of these increases in expenditure. But the
significance of the additions to the supply of money in
primary producing countries has apparently not been
limited to the fact that they have permitted such in
creases in expenditure. For, while the advance in output
would not have occurred except under the stimulus of
these increases in expenditure, the provision of addi
tional supplies of money to finance them appears, in
turn, to have induced further increases in expenditure.
The reason for this must be sought in the relatively
inelastic demand for liquidity, reflected in the absence
of organized capital markets in under-developed coun-
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tries; given the ever present danger of inflation in a
country seeking to develop rapidly, there is evidently
little willingness to hold increases in the money supply
in the form of idle balances or to increase holdings of
other liquid assets. Large-scale expansion of the stock
of money thus tends to augment the flow of total ex
penditure on goods and services. The unwillingness to
accumulate money in the form of idle balances is sug
gested by chart 7, which shows that the income velocity
of money has tended to remain constant even in coun
tries experiencing a large expansion in the money
supply.H It is true that a sharp fall in velocity was asso
ciated with the sudden increase in money supply that
occurred in a number of countries during the Korean
boom period, but the velocity tended to return to its
previous value within a relatively short period of time.

In most primary producing countries, while declines
in the income velocity of money may have tended, over
fairly short periods, to offset increases in the supply of
money, it is clear that large and continuous increases in
the supply of money have not been absorbed in idle
balances. There has, in other words, been a limit below
which the income velocity of money would tend not to
fall, and increases in the supply of money, after this
point has been reached, have tended to generate roughly
proportionate increases in money income and expendi
ture. It is true that the secondary increases in expendi
ture which ensue from increases in the money supply
may induce an expansion in real output and therefore
also raise real incomes. However, since the responsive
ness of output to increases in demand diminishes sharply
when productive capacity has once become fully utilized
or supply bottlenecks in key sectors have been en
countered, recurrent, secondary increases in money ex
penditure tend to exert inflationary pressure on prices.
In these countries, therefore, changes in the money
supply constitute an active factor in the price spiral,
with prices and wages adjusting to these changes. Thus,
even though the budget deficit, the export balance or
private investment may not change from year to year,
the financing of even such unchanged expenditure by
means of a continuous expansion in the supply of
money, in the face of an unwillingness to hold larger
cash balances and other liquid assets, tends to generate
a persistent upward pressure on the level of prices.

International Aspects of Inflation

It has already been noted that periodic increases in
the external balance arising mainly from changes in
world market conditions for primary commodities have
played an important role in exerting inflationary pres
sure upon prices in the primary producing countries.
Conversely, it would seem that deterioration in the
external balance should serve to alleviate inflationary
pressures arising from domestic sources. It has, for in-

stance, been shown in the preceding chapter that in the
industrial countries a deterioration in the external bal
ance, either through increased imports or through a

14 Long-tenn changes in the structure of the economy or the
habits of the community may, of course, affect the trend in
velocity. One important factor in under-developed countries is,
for example, extension of the market economy. If the supply of
money is not adjusted to the enlargement of the monetized
sector of the economy, this will tend to affect the trend in income
velocity.
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diversion of exports to home markets, constitutes a
fairly direct alternative to an increase in domestic prices
whenever inflationary pressure is intensified. Thus, a
close inverse relationship has been evident in the indus
trial countries between changes in the internal demand
for savings and the external balance.

In the primary producing countries, however, this
relationship and its significance as an offset to internal
inflationary pressures are considerably modified. It is
true that, in quite a number of these countries, a close
inverse relationship between changes in the internal
demand for savings and the external balance has existed,
but in others, it has been much less evident. However,
even where, as in Australia, New Zealand, Turkey, the
Union of South Africa and a number of Latin American
countries, a close inverse relationship has been dis
cernible, this has not always meant that the external
balance has in fact served as an outlet through which a
rise in the pressure of internal demand has been re
lieved. For, as explained in more detail below, the causal
sequence of events in these countries does not run in any
simple way from changes in the internal demand for
savings to changes in the external balance.

In contrast to most industrial countries, exports of the
primary producing countries consist of a very narrow
range of commodities, and generally these do not bulk
large in domestic consumption. Accordingly, the emer
gence of inflationary pressure may have little or no
effect upon the volume of exportable supplies absorbed
by the home market. This, at least, is certainly true
among countries whose major exports consist of mineral
or agricultural raw materials.

There are, nevertheless, a few countries-whose major
exports include foodstuffs-where the volume of ex
portable supplies may be affected by the emergence of
internal inflationary pressure, and several of these,
including Argentina, Australia, Burma, New Zealand,
Thailand and Turkey, have, in fact, experienced sub·
stantial degrees of inflation in recent years. Even in
these cases, however, clear-cut evidence of increases in
domestic consumption at the expense of exports is not
the rule (see table 27). In Argentina, for example, the
re-emergence of inflation in 1955 coincided with a sharp
increase in per capita beef consumption in the country,
and it might be thought that this took place at the ex
pense of exports. But, on the other hand, beef produc
tion expanded even more rapidly in 1955 and 1956, and
the export volume more than tripled during these two
years.15 Again, in Thailand, during recent years when
inflationary pressure has been manifest, rice exports

15 If the data for earlier years are considered, the evidence in
Argentina is more conclusive. From 1945 to 1947 beef production
increased sharply by over 25 per cent and then remained about
stable until 1951. Per capita consumption during this period
increased by nearly 40 per cent, so that exports rose only during
the two years of rapid increase in production, and by 1950 had
again fallen to the low level set in 1945. When production then
declined in 1951 and 1952, exports fell to a new low level. These
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have shown no increase in spite of higher production
levels, and per capita consumption appears to have
risen significantly. However, world marketing condi
tions facing rice exporters have also deteriorated in re
cent years, so that the evidence is not conclusive. Turkey
may be an important exception, however, for the data
strongly suggest that internal inflation has encroached
upon exportable supplies of wheat. Wheat production
expanded rapidly from 1950 to 1953, and the country
became an important exporter. In later years, although
production declined somewhat from the peak reached
in 1953, it remained at a high level, but exports fell
away almost to nothing. This reflects the diversion of
output towards consumption, induced, in part, by higher
domestic incomes.

Except in a few special instances, then, the emergence
of internal inflationary pressure has not much affected
supplies of exports. The inverse relationship between
the external balance and the internal demand for sav
ings which is evident in a considerable number of pri.
mary producing countries has thus turned almost
wholly upon fluctuations in imports. In fact, if changes
in the internal demand for savings to finance investment
and budget deficits are compared with changes in the
value of imports-both expressed as ratios of gross pri.
vate income-a close relationship in their movements is
apparent in many countries (see chart 8). It is obvious
that, whereas the narrow range of commodities exported
by primary producing countries severely limits the
extent to which they may be absorbed by the domestic
market, the same is not true of imports. Imports cover
a wide range of commodities, and an increase in demand
for almost any type of product can be satisfied by an
increase in imports. But it would be erroneous to sup
pose that imports have therefore played an entirely
passive role, fluctuating in response to changes in the
internal demand for savings and thus tending to mod
erate the impact of increased demand upon the level of
domestic prices. For imports and the internal demand
for savings have been more directly interrelated. On the
one hand, changes in the internal demand for savings
have largely reflected changes in the level of investment
activity. But, on the other hand, since there is little
production of capital equipment in primary producing
countries, changes in the level of investment activity

changes are shown below (with production and exports in thou
sands of metric tons) :

1~1~1~lWl~1~WW1Wl~

Production 1,620 1,454 1,696 2,055 1,999 2,063 1,044 1,880 1,788
Exports......... 291 176 227 338 176 318 174 120 103
Per capita con-

sumption (pounds) 146 152 174 193 205 209 204 200 183

Source: Commonwealth Economic Committee, lVIeat, a Review
(London).

Substantial price increases began in 1945, but were un
doubtedly moderated by this diversion of exports to the domestic
market, and by the large expansion of imports which took place.
Argentine authorities were well aware of the decline in meat
exports; and, jn 1949, attempted to restrict domestic meat
consumption.
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Table 27. Production, Exports and Domestic Consumption of Selected Commodities
(Thousands of metric tons except as indicated)

Country and commodity 1949 1950 1951 1952 1953 1954 1955 1956

Argentina
Wheat:

Production ...................... 5,200 5,144 5,795 2,100 7,633 6,200 7,690 5,250
Exports ............. '" ......... 1,861 2,740 2,550 104 2,257 3,046 3,607 2,641

Beef and veal:
Production ...................... 2,063 2,044 1,880 1,788 1,766 1,815 2,147 2,515
Exports .............. '" ....... 318 174 120 103 115 108 194 362
Consumption .................... 1,599 1,614, 1,608 1,513 1,535 1,584 1,732 1,900
Per capita consumption (pounds) ... 209 204 200 183 183 184 198 213

Turkey
Wheat:

Production ...................... 2,517 3,872 5,600 6,447 8,000 4,900 6,900 6,400
Exports ........................ - 24 483 605 1,400 159 177
Consumption .................... 2,878 2,948 3,949 4,068 4,200 3,772 4,628 4,700
Per capita consumption (pounds) ... 309 311 406 408 412 355 423 421

New Zealand
Beef and veal:

Production ...................... 181 188 180 195 185 203 230 254
Exports ........................ 60 60 44 58 45 61 96 120
Consumption .................... 96 99 106 104 100 103 103 110
Per capita consumption (pounds) ... 113 114 121 116 107 108 106 III

Mutton and lamb:
Production ...................... 323 337 297 354 338 333 352 358
Exports ......................... 261 258 212 300 256 281 271 276
Consumption .................... 61 63 66 69 70 71 77 79
Per capita consumption (pounds) ... 73 73 75 77 76 75 80 80

Butter and cheese:
Production ...................... 282 298 294 315 294 299 306
Exports ... , .................... 245 241 258 279 264 227 243
Consumption.................... 34 39 43 46 48 49 50
Per capita consumption (pounds) ... 39 45 48 50 51 51 51

Australia
Wheat:

Production ...................... 5,190 5,939 5,013 4,346 5,312 5,387 4,588 5,319
Exports ........................ 3,217 3,251 3,470 2,199 2,776 1,837 2,759 2,575
Consumption .................... 1,054 1,047 1,140 1,164 1,237 979 1,088 1,130

Beef and veal:
Production ...................... 617 662 594 686 715 732 763 817
Exports ........................ 82 72 44 39 158 114 149 124
Consumption .................... 454 496 475 474 462 480 504 549
Per capita consumption {pounds) ... 124 132 123 120 115 116 119 127

Mutton and lamb:
Production ...................... 364 278 281 402 371 394 386 362
Exports ........................ 87 24 14 42 64 60 57 35
Consumption .................... 267 238 247 310 316 323 318 312
Per capita consumption (pounds) ... 73 63 64 78 78 78 75 72

Butter and cheese:
Production ...................... 222 212 179 217 212 240 254
Exports ........................ 90 105 53 59 63 72 104
Consumption .................... 115 141 144 140 150 149 150
Per capita consumption (pounds) ... 32 37 37 35 37 36 35

Burma
Rice:

Production ...................... 5,253 5,283 5,588 5,934 5,706 5,897 5,962 6,566
Exports ........................ 1,199 1,217 1,288 1,281 986 1,484 1,665 1,967

Thailand
Rice:

Production ...................... 6,790 6,891 7,442 6,708 8,371 5,800 7,835 8,137
Exports ........................ 1,234 1,532 1,638 1,436 1,363 1,034 1,248 1,260

,
Source: Commonwealth Economic Committee, Grain Crops, a Meat, a Review (London); for Turkey, Central Statistical Office

Summary (London), Dairy Produce, a Review (London) and Agricultural Statistics, 1936-1956 (Ankara).
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Chart 8. Ratio of Gross Internal Demand for Savings, Imports and Investments to Gross Private Income"
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have been heavily dependent upon imported supplies;
imports may, in fact, account for as much as half the
value of investment in many countries. Thus, owing to
the economic structures of these countries, increases in
imports have, in themselves, often been a partial con·
dition of increases in the internal demand for savings.
Imports of investment goods have moved closely in line
with changes in the level of investment activity; and
accordingly, the greater the share of investment goods
in total imports, the more closely have total imports
moved in line with changes in the internal demand for
savings. This being so, it cannot be said that increases in
imports have simply served passively to absorb in
creases in the internal demand for savings. To a con
siderable extent, the latter could not have been realized
without such increases in imports. The deterioration in
the external balance that has tended to take place when
the internal demand for savings has risen must therefore
be considered less as an alternative to a rise in domestic
prices, than as a condition of the rise in the internal
demand for savings.

It is this interrelationship between imports and do
mestic investment which explains why, in a considerable
number of countries, changes in total imports and the
internal demand for savings have moved closely to
gether. In the Latin American countries and in Aus
tralia, New Zealand, Turkey, and the Union of South
Africa, the share of investment goods in total imports
has been high and, with the single exception of Chile,
total imports and the internal demand for savings have
shown a close correspQndence in their movements. In the
Asian countries, on the other hand, the share of invest
ment goods in total imports has been much smaller, and
the relationship between the internal demand for sav
ings and imports has therefore been less striking. Ceylon
has been an exception, in that a close variation between
the movement in the internal demand for savings and
imports has been evident.

If, in the countries where variations in imports and
the internal demand for savings are closely associated,
it is not an adequate explanation to describe imports as
acting simply as a safety valve for internal demand pres
sures, it is no less remarkable that there have been other
countries where changes in imports and the internal
demand for savings have been associated only loosely
or not at all. For this means that, in the primary pro
ducing countries generally, the movement of imports
cannot be described as simply a response to changes in
internal demand. What in fact has primarily determined
changes in the level of imports in these countries has
been variations in the availability of foreign exchange.
With only few exceptions, insufficiency in supplies of
foreign exchange has been a persistent problem facing
them, and imports have been subject to controls of one
kind or another. In such conditions, the emergence of
inflationary pressure has not necessarily led to increases
in imports, but may simply have added to the existing
excess of demand over supplies of foreign exchange.

89

In the absence of increased receipts, the increase in
imports which might be permitted to meet a rise in
domestic demand has been severely circumscribed by
the level of foreign exchange reserves. In almost every
country, changes in imports can thus be explained by
changes in foreign exchange receipts or in reserves, and
seldom simply by domestic economic developmentsY

It is within the limits set by the supply of foreign
exchange that official policy has determined the total
volume of imports. Official policy, however, has ac
quired additional significance from the fact that it has
been a major determinant of the composition of imports.
When imports have increased, their effect upon domestic
inflation has varied according to whether official policy
has permitted the increase to take the form of investment
goods or consumption goods. Increased imports of in
vestment goods have permitted an expansion of domestic
investment activity. But since part of the increase in
investment expenditure has been spent in the home
market upon employment of labour and purchase of
domestic commodities, this has increased the pressure
of demand on supplies of consumer goods and services,
and prices have tended to rise. In other words, the rise
in the internal demand for savings, partly induced by
the increase in imports, has not been wholly offset by
this increase, and inflationary pressure has therefore
mounted. On the other hand, when the increase in im
ports has consisted largely of consumption goods, infla
tionary pressure has tended to be relieved.

In many countries the relationship between imports
and domestic inflationary pressure has been obscured
by the impact of other factors, acting independently,
upon the domestic level of prices. Nevertheless, in a
number of countries, interesting relationships between
changes in imports and domestic prices have been evi
dent; and, in conformity with the pattern described
above, the nature of these relationships has varied with
the differences among countries in the composition of
their imports. Thus, in some, where changes in imports
have been largely in the supply of investment goods,
domestic prices and the volume of imports have ex
hibited a tendency to move together. For example, it was
primarily changes in the volume of imported capital
goods that accounted for the rise in imports after 1951
in Turkey, the decline from 1951 to 1953 and the sub
sequent rise from 1954 to 1955 in Argentina, and the

16 An illustration of the interaction between foreign exchange
earnings, imports and import restrictions is provided by the
experience of Australia. There, large export earnings during the
Korean boom permitted a rapid expansion in imports and, until
mid-1951, exchange holdings also rose. At that point export
earnings declined rather sharply, and the high volume of imports
led to a 50 per cent reduction in exchange reserves from mid
1951 to mid-1952. Import restrictions were tightened markedly,
and the volume of imports fell by one-half. This brought about
an improvement in the reserve position, and restrictions were
progressively eased in 1953, with a consequent expansion of
imports. In mid-1954 reserves again began to decline, and the
process was repeated, with imports falling from mid-1955 to
mid-1957. Similar illustrations could be drawn from the experi
ence of almost any of the primary producing countries.
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decline which began in Cuba in the latter part of 1952
and in Peru at the end of 1953; and these changes were
associated with corresponding changes in the pace of
advance in domestic prices. On the other hand, in sev
eral other countries, where changes in imports have been
primarily in the volume of imported consumer goods,
a clear inverse relationship between the cost of living
and the volume of imports has been evident. For ex
ample, in Burma the cost of living, which had been
declining since 1950, began to rise rapidly in the second
quarter of 1955 following a sharp reduction in imports
of consumer goods-largely textiles. The reduction in
Indonesia's imports in the latter part of 1954 and the
increase in the latter part of 1955; the increased food
imports in India in May of 1951, and the import cuts
in Pakistan in September 1952 were all closely followed
by opposing and relatively sharp changes in inflationary
trends.

While the emergence of internal inflationary pressure
has not been related in any simple and immediate way
to deterioration in the external balance, this does not
necessarily imply that, over a longer period, the ex
ternal balance has been unaffected by domestic inflation.
When domestic inflation has persisted for some time,
the volume of both exports and imports may undergo
changes as a result of changes in the relationship be·
tween their prices and the level of domestic prices and
costs. On the one hand, a rise in domestic prices and
costs relative to export prices may depress production
for export, or at least discourage its expansion; and,
on the other hand, a rise in domestic prices relative to
import prices may intensify demand for imports and
discourage domestic production of substitutes for
imports.

As regards exports, the process through which do
mestic inflation may reduce the volume of exports from
primary producing countries is clearly different from
that to be found in most instances in industrial countries.
In the latter, prices of export goods are largely deter·
mined in the same way as prices in domestic markets,
namely, by domestic costs of production; inflation, by
and large, leads to price increases in the export indus
tries of more or less the same proportion as the rise in
the general price level. In so far as a reduction in output
results, it is because higher prices make the goods less
competitive in export markets, and sales decline. In the
primary producing countries, however, prices of export
goods are largely determined in world markets, and
internal inflation has little effect on them. Internal in
flation, however, affects the profitability of export pro
duction, since it increases domestic costs relative to
world prices; and this may induce producers either to
curtail production or to shift resources-wherever
feasible-to other lines of production for domestic use
where prices do vary with domestic costs. In most cases
such changes may be made only gradually over a period
of years, but by the same token, once the change has
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been made, it may not be reversible except over a long
period.

This tendency for inflation to squeeze profits in the
export sector can be offset to the extent that producers
are granted more favourable rates at which their foreign
exchange earnings can be converted into domestic
currency. If these rates are adjusted in line with the
rise in domestic prices, the relationship between export
prices and domestic costs may not be disturbed. It is
changes in this relationship, then, which indicate the
extent to which inflation may affect the export sector.
Though itis not possible to obtain the precise indices
of costs desirable in this connexion, cost of living esti
mates may be used as a rough indication. In so far as
these are representative of the general price level, they
may also be taken for this purpose as sufficiently repre
sentative of the order of magnitude of production costs
in the export sector. '

Examination of data on the cost of living and the
exchange rates does not reveal many countries which
imposed new penalties on exports in recent years by
maintaining unfavourable exchange rates in relation to
domestic inflation during this period (table 28). Only
in Australia, New Zealand, and Turkey has inflation
advanced at a fairly rapid rate throughout the nineteen
fifties unaccompanied by any adjustment in the ex
change rateY In a number of other countries there were
intervals of several years when the cost of living rose
substantially more than the increases in the exchange
rate applicable to exports. This was the case in Argen
tina, Brazil, Malaya, Mexico and Thailand in the years
preceding 1953 or 1954, and in Burma from 1954 to
1957. In Indonesia there were sharp fluctuations in the
relationship between the cost of living and the exchange
rate; in the Union of South Africa the cost of living
rose rather slowly throughout 1950 to 1957 while the
exchange rate remained stable after the 1949 de
valuation. Among these countries, however, only in
Brazil was there any clear tendency over the whole
period since 1948·1949 for domestic prices to rise more
rapidly than the exchange rate applicable to exports.

Even in the countries mentioned exporters were not
always on balance penalized by rising domestic prices,
for the world prices of their export commodities were
sometimes rising at least as rapidly. In Brazil and New
Zealand-for which export price indices are available
this was clearly the case; and it was probably also true
of Thailand, although such an index is not available.

It is not, then, surprising to find little indication that
internal inflationary trends seriously affected the pro·
duction of export commodities during this period.18 The

11 The currency was devalued in Australia and New Zealand
in 1949, but in both countries rising prices had eliminated this
gain by 1951.

18 Only Malaya experienced a slight decline in production,
while Mexico, Indonesia and Turkey were among the countries
which achieved the largest increases.
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Table 28. Cost of Living and Average Effective Export Exchange Rates&

(1943=100)

Country and item 1937 1949 1950 1951 1952 1953 1954 1955 1956

Turkey
Cost of living ............. 29 110 104 102 109 112 124 134 153
Export rate .............. 45 100 100 100 100 100 100 100 100
Ratio ............. , ..... 65 110 104 102 109 112 124 134, 153

Australia
Cost of living ............. 68 109 121 146 171 179 180 184 193
Export rate .............. 82 108 144 144 144 144 144 144 144
Ratio ................... 83 101 84 102 119 124 125 128 134

Brazil
Cost of living............. 23 98 103 108 132 161 190 234 277
Export rate .............. 79 100 100 100 100 106 149 206 217
Ratio ................... 29 98 103 108 132 151 128 113 128

New Zealand
Cost of living ............. 71 103 108 119 128 133 140 144 149
Export rate .............. 86 110 122 122 122 122 122 122 122
Ratio ................... 82 93 88 97 105 109 115 118 122

Venezuela
Cost of living ............. 108 109 118 119 118 118 118 118
Export rate .............. 100 100 100 100 100 100 100 100
Ratio ................... 108 109 118 119 118 118 118 118

Malayab

Cost of living............. 100 125 127 123 116 112 114
Export rate .............. 100 100 100 100 100 100 100
Ratio ................... 100 125 127 123 116 112 114

Ecuador
Cost of living ............. 98 98 109 III 112 117 119 113
Export rate .............. 100 111 III III 111 III III 111
Ratio .............. '" .. 98 98 109 111 112 117 119 113

Pakistan
Cost of living ............. 99 95 99 101 112 110 106 110
Export rate .............. 100 100 100 100 100 100 115 114
Ratio ................... 99 95 99 101 112 110 106 110

Colombia
Cost ofliving............. 35 107 129 140 137 147 160 159 169
Export rate .............. 101 112 112 121 131 136 137 144 158
Ratio ................... 35 96 116 115 105 109 117 111 107

Burma
Cost of living ............. 26 135 117 115 109 105 100 102 118
Export rate .............. 63 103 III 111 111 III 111 111 III
Ratio ................... 42 130 105 103 98 94 90 92 106

Thailand
Cost of living............. 8 97 100 III 122 135 134 142 150
Export rate ....... , ...... 17 97 115 117 104 103 116 142 151
Ratio .............. " ... 48 100 87 95 117 131 115 100 99

Union of South Africa
65 104 116 126 130 132 136 139Cost of living............. 104

Export rate .............. 82 108 144 144 144 144 144 144 144
Ratio ................... 79 96 72 80 88 90 92 95 97

Philippines
106 98 95 94 95Cost of living ............. 25 94 97 93

Export rate .............. 100 100 100 100 100 100 100 100 100
Ratio ................... 25 94 97 106 98 95 94 93 95

Argentina
165 223 310 323 335 377 426Cost of living ............. 48 132

Export rate ............... 87 100 117 168 190 191 193 231 478
Ratio ................... 55 132 140 132 163 169 174 164 89

Cuba
Cost of living............. 38 87 84 94 93 92 89 89 89
Export rate .............. 101 100 100 100 100 100 100 100 100
Ratio ................... 38 87 84 94 93 92 89 89 89
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Table 28. Cost of Living and Average Effective Export Exchange Rates" (continued)
(1948=100)

Countryand·item 1937 1949 1950 1951 1952 1953 1954 1955 1956

Mexico
Cost of living ............. 27 106 111 125 144 141 148 172 179
Export rate .............. 64 139 154 154 154 154 199 222 222
Ratio ................... 42 76 72 82 93 92 74 77 81

Indonesia
Cost of living ............. 8 96 113 189 200 213 226 300 343
Export rate .............. 69 111 286 286 429 429 429 429 429
Ratio ........... , ...... , 12 86 39 66 47 50 53 70 80

Peru
Cost of living ............. 30 115 130 143 153 167 175 183 193
Export rate .............. 52 179 196 198 203 222 255 250 250
Ratio ................... 58 64 66 72 76 75 69 74 76-

Ceylon
Cost of living............. 42 99 104 109 108 109 109 109
Export rate .............. 81 111 144 144 144 144 144 144 144
Ratio ........... , ...... , 51 89 73 76 75 77 76 76 76-

India
Cost of living ............. 35 102 103 108 105 109 103 98 108
Export rate. . ............ 81 III 144 144 144 144 144 144 144
Ratio ................... 42 92 72 75 73 76 72 70 75

Egypt
Cost of living ............. 35 99 104 114 113 105 101 101 103
Export rate .............. 81 108 144 144 144 144 144 144 144
Ratio ................... 43 92 72 79 78 73 70 70 72

Ira~ost of living ............. 15 80 73 78 84 73 72 74 79
Export rate .............. 81 108 144 144 144 144 144 144 144
Ratio ................... 18 74 51 54 58 51 50 51 55

Source: International Monetary Fund, International Financial
Statistics (Washington, D. C.). Export rate series for Argentina
and Burma estimated from national sources, taking into account
prices paid by government boards for major exports.

impact on prices in local currency in relation to costs
appears rarely to have been substantial, and was nearly
always eased within a few years. In the short run at
least, the production of most primary products does not
appear to have been responsive to changes in costs in
relation to world market prices, but has rather been
largely dependent upon other factors, such as changes
in the pattern of world demand.19

It should not, however, be concluded that inflation
has not adversely affected the production of export com·
modities even over the longer term; there are several
extreme cases where changes in relative prices and costs
have been of such a magnitude and have continued for
a sufficiently long time to have had an adverse effect on
production. In Chile, for example, the rate at which
the large mining companies could acquire the pesos
needed to meet local costs remained unchanged from
1934 until 1952. During this time the cost of living and
wages multiplied tenfold. From 1952 to 1955 the rela
tionship between local costs and the exchange rate
changed little. Thus, even though copper prices rose
considerably over the period, the cost-price relationship

19 See World Economic Survey, 1956, chapter 3.

• Countries are arranged in descending order of the ratio in
1956.

b 1950=100.

was even less favourable to producers than that which
had prevailed during the depressed nineteen thirties.
This was but one aspect of a policy designed to increase
the contribution of the copper industry to government
revenue and to government supplies of foreign ex
change, a policy which held returns in the industry at a
relatively low level. As a result, even during years when
demand for copper was on the whole strong and world
price high, Chilean production stagnated and the coun
try's share of the world market declined. The revision
of policy in 1955, among other changes, granted a much
more favourable exchange rate to the copper companies
in an effort to bring about an expansion in production.
Again, in Brazil, there was almost no adjustment in
the exchange rate applied to coffee and cotton exports
from the late nineteen thirties until 1953, in spite of a
sevenfold increase in the cost of living. Although world
prices rose substantially for these commodities also,
this meant that coffee producers continued to be faced
with the same unfavourable relative price situation
which prevailed during the nineteen thirties, while for
cotton growers the lesser rise in the world price resulted
in an even further deterioration of their position. Coffee
production declined about 25 per cent from the pre-war
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level, and cotton production increased only slightly.
And in Argentina, the rate granted on wool and wheat
exports l~gged far behind cost of living increases from
the late nineteen thirties until 1952; the rate was less
than doubled, while the cost of living increased more
than sixfold. Again, increases in world prices were not
sufficient to compensate for this situation and the posi
tion of producers deteriorated even from the level of
the nineteen thirties. In this instance also export produc
tion lagged and policy had to be changed eventually in
an effort to stimulate output.

Similar changes in the relationship between domestic
prices and the exchange rate applicable to imports have
also probably intensified the demand for imports in
some countries, though this effect is, in practice, even
less easy to establish. As can be seen from table 29, since
1948 the cost of living has risen very much more than
the price of imported goods in a number of countries.
In Brazil to 1953, in Argentina to 1955, and in Indo
nesia and Turkey to 1956 this change in relative prices
was particularly severe. In each of these instances, the
cost of living had risen by about 60 per cent more than
import prices since 1948.
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If a longer time period is considered, the extent of
this shift in relative prices has in a number of instances
been quite extreme. Cost of living, import exchange rate,
and dollar import price changes indicate the following
approximate shifts from the 1937 relation. In Brazil,
from 1937 to 1953, domestic prices rose three times as
much as import prices; in Indonesia, domestic prices
were, relatively, four time as high as import prices in
1948 compared with 1937, and by 1956 were still two
and a half times as high; in Burma by 1949, in Chile
by 1954, in the Philippines by 1948, and in Bolivia by
1955-1956, the domestic price level had risen about
twice as much as import prices from 1937, and in
Colombia by 1950 the margin was about 75 per cent.
In Chile, Bolivia and Colombia recent devaluations have
restored the pre-war relationship, but in Indonesia
even after the devaluation in 1957-and in Burma and
the Philippines, the difference continues to be some 50
per cent. In Brazil domestic prices are still twice as high
as import prices, compared with pre-war. Price differ
entials of this magnitude have very probably been an
important factor in intensifying the demand for im
ports, necessitating strict controls to keep demand within
the limits set by foreign exchange earnings.

Government Anti-Inflationary Policies

During recent years, governments have become in
creasingly concerned with the problem of inflation, and
official policies have generally tended to assume a more
restrictive character. While in some countries the cur
rent phase of governmental restraint has been a con-

tinuation of a trend begun earlier, in many others it
has marked a reversal of previous post-war policies.
In earlier years, the strong inflationary tendencies were
closely connected with the efforts of governments to
accelerate the rate of economic growth. As inflation

Table 29. Ratio of Cost of Living to Import Prices in Local Currency
(1948=100)

Country 1949 1950 1951 1952 1953 1954 1955 1956

Indonesia' b .....•.•...•..••.•...•..• 100 121 133 128 146 137 167
Argentina .... " ....... , ....... , ..... 122 128 92 114 151 156 159

~~:~?: '. '. ::::::::::::::::::::::::::: 125 141 114 121 131 142 146 159
118 125 121 118 125 130 143 141

Venezuela .......... '" .. , , ....... , . 130 141 134 138 141 144 141 141
Australia .......... , .... , ........... 105 101 100 116 128 129 128 131
New Zealand, ............ , , ...... , .. 112 108 103 102 112 118 119 123
Honduras., ........... " ............ 110 107 110 110 116 125 118
Colombia .... " , ., . ,. ' ... , .. , .... , .. 100 115 98 92 103 113 110 116

~~:J~~ '. ":::::::::::::::::::::::::: 100 95 95 108 114 119 113 115
104 133 117 128 164 139 113 105

Philippines .......... , ...... , ........ 104 109 104 99 100 103 102 103
Cuba ....... ",.,., ....... , ....... , . 102 106 99 99 100 105 98
Mexicob ..•.••...•.•••••..•...•..... 100 98 109 106 86 93
Ceylon ...... " ., ., ............ , .... 103 106 94 86 97 III 107 97
India ..... , ......... , ...... , .. , ..... 108 97 82 80 91 92 89 96
Union of South Africa .............. , . 101 96 87 85 90 91 93 95
Chile, " .......... , ................ , 102 95 84 88 95 107 108 93
Peru ........... , .............. " ... 74 83 77 80 90 84 83 82
Egypt. , ..... , .. , .......... "., ..... 98 102 97 82 79 79 77 77
Pakistanb ..•• '" ........ , , •.•..• , ••. 100 81 95 108 106 84 63
Israelb , . , .. , •...•••...•.. , •.. , ....• 100 90 81 56 47 48

Source: United Nations, Monthly Bulletin ofStatistics and Inter- b 1950=100,
national Monetary Fund, International Financial Statistics.

• Ratio of food prices to import prices, c 1949=100.
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developed over the years, however, many countries be
gan to realize that their earlier policies had not only
had serious inflationary consequences, but had often
failed to foster rapid economic growth. In some coun·
tries which experienced severe price inflation, very little
economic growth was achieved; and even where there
was substantial growth, inflation gave rise to distortions
in the pattern of investment and production, tended to
discourage savings and exerted mounting pressure on
the balance of payments. Further, unremitting price
inflation invariably encroached upon the incomes of
some classes of society and thus aggravated social ten
sions and unrest. It was the emergence of such difficul
ties that prompted many governments to reappraise
their earlier policies.

There is, then, little doubt that government policies
have been increasingly reformulated to foster economic
development within a context of economic stability.
Restraining budgetary and monetary measures-and in
a number of instances exchange reforms-have been in
creasingly adopted to mitigate inflation. In some coun
tries which have experienced severe inflation, compre
hensive programmes of stabilization have been intro
duced. Anti-inflationary policies, however, have not con
sisted solely of measures designed to restrain the level
of aggregate demand. As has been seen above, a com
mon source of inflation in many countries has been the
emergence of imbalances between demand and supply
of particular commodities, especially foodstuffs; and
governmental action to facilitate the adaptation of the
domestic pattern of production to changing demand con
ditions has therefore been of considerable importance
in anti-inflationary policy.

Probably the most widespread single instance of gov
ernmental action in this latter respect has been the em
phasis placed upon expansion of food production.
Particularly in the Asian countries, post-war economic
development programmes have generally given priority
to such expansion of output. Although these efforts were
often motivated by balance of payments considerations,
the expansion of food production was also regarded as
necessary to meet the increasing requirements aTising
from population growth, urbanization and higher per
capita incomes. In many countries, there has been much
greater government investment in the agricultural sector
since 1950; in some it has constituted a substantial pro
portion of total investment. FOT instance, in India, gov
ernment agricultural investment under the first five-year
plan absorbed more than 40 per cent of its total invest
ment expenditure,2° and in Ceylon for the period 1954
1959 it is expected to account for about 37 per cent of
total government investment. In these countries the in
crease in government agricultural investment, through
providing farmers with additional irrigation water, im
proved seeds, farm implements, fertilizers, pesticides
and other supplies, has been instrumental in expanding

20 This estimate includes expenditure on community develop·
ment schemes and on power works.
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food production. Moreover, in a number of countries,
government price policy concerning rice has also tended
to stimulate production. Compulsory procurement by
the government, which was enforced in some of them
during the early post-war years when there was a food
shortage, has generally been discontinued. Upon the
abolition of such purchasing schemes, the official paddy
prices were fixed at levels generally regarded as fair
and adequate to the producers; and they have since been
adjusted upwards from time to time.

In Latin America, during the earlier post-war years
when attention was concentrated upon industrialization
-expansion of food production was commonly not em
phasized. But, in recent years, greater weight has been
given to it. The wheat development policy adopted by
many countries provides an example, the most striking
instance being in Mexico, where, because of an active
government development programme, production of
wheat, together with other agricultural products, has
increased rapidly in recent years. As a result, Mexico
has become more or less self-sufficient in wheat.
Similarly, in Brazil, the increased supply of fertilizers
and improved seeds provided by the Government to
farmers, combined with a price support scheme, has
resulted in a steady expansion of wheat production over
the past few years. Wheat production in Peru and
Colombia has also expanded, though to a lesser extent
than in Brazil and Mexico.

In Argentina and Chile, where stagnation of agricul
tural production has been an important factor contribut
ing to inflation, positive measures have also been taken
recently to stimulate expansion. In Argentina, measures
adopted in October 1955, which modified the exchange
rate and agricultural prices, were intended to revive
agriculture. In Chile, price controls affecting some agri
cultural products were completely or partially dropped
in 1953; and a long-term agricultural development plan
was drawn up in 1954.

Governmental action to achieve a more balanced dis
tribution of resources has not, however, been confined
to encouragement of food production. Similar reasons
have played some part in persuading a number of coun
tries to unify or simplify their multiple exchange rate
systems and devalue their currencies during recent
years. For, under the multiple rate systems, exports of
key commodities often tended to be discouraged by the
overvaluation of the applicable export rate, and do
mestic production of substitutes for imported commodi
ties was deterred by the low rates prevailing for certain
classes of imports. In fact, in countries such as Argen
tina, Brazil, Chile, Colombia and Indonesia, which have
utilized multiple rates over most years since 1950, the
spread between the rates applicable to the various cate
gories of exports and imports had widened with the
passage of time.21 In other words, while the rates appli
cable to some internationally traded commodities rose

21 See World Economic Survey, 1956, pages 122-126.
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in line with, or even ahead of, the general level of
domestic prices, the rates for others lagged increasingly
behind; and the incentive to domestic production of
major exports and certain classes of import substitutes
was thus steadily weakened.

It is true, of course, that, partly because preferential
rates have usually been granted on imports of essential
consumer goods, multiple exchange rate systems have
in the shorter term had disinflationary effects. This
aspect of multiple rate systems has, moreover, been rein
forced by the fact that the effective average rate appli
cable to exports has invariably been lower than that
applicable to imports in terms of national currency;
and, accordingly, the systems have provided a means
of withdrawing income from the community. But, in a
number of countries, the disadvantages of multiple rate
systems in discouraging production of essential goods
as well as encouraging illegal export of capital have
been found to outweigh their benefits, and the systems
~ave been abolished or greatly modified in recent years.
In Bolivia, for example, towards the end of 1956, ex
change rates were unified at a level that implied a sub
stantial devaluation. In Chile, the various import rates
were unified in mid·1956, the new rate being about three
times higher than the average effective rate prevailing
in 1955. In Israel, multiple rates were abandoned and
the currency devalued in 1954.22 Although there con
tinued to be two rates in Argentina-one being about
double the other-the exchange system was considerably
simplified in late 1955 and the effective import rate was
approximately tripled. Exchange reforms in such coun
tries have, it is true, invariably raised domestic prices
of imports and exports. But where these reforms have
also generally been part of an effective over-all stabi
lization programme, they have not given rise to cumu
lative inflation; and, as an integral part of these stabi
lization programmes, they have, in the longer run,
tended to foster a more balanced distribution of re
sources.

Policies designed to facilitate redistribution of reo
sources have necessarily been of a long-run character.
In the shorter period, efforts to curb inflation have de·
pended upon more immediate measures intended to
restrain aggregate demand or advances in costs.

In a few countries where the wage-price spiral has
been particularly acute, one of the more immediate
measures adopted by governments has been wage reo
straint. Restrictive wage policies, however, have usually
been introduced simply as one aspect of a broader anti
inflationary policy: for it is recognized that isolated
governmental efforts to halt or slow down the advance
in wages may encounter strong resistance and engender
serious social unrest.

Such a restrictive wage policy was introduced in
Bolivia during 1956 as part of a general policy of price

22 A separate rate for remittances was, however, retained.
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stabilization. However, since the programme entailed
removal of most subsidies and price controls, abolition
of the system of government stores and devaluation of
the exchange rate, the cost of living rose appreciably;
and in partial compensatiop for the increase, wages were
raised. They were thereafter frozen at the new level for
a year. Since this limitation on wages was accompanied
by other restraints imposed on demand, the new stabili
zation programme appeared to be successful, as the cost
of living declined during the greater part of 1957.

A similar limitation on wage increases was imposed
in Chile during the early part of 1956, and, again, this
measure formed part of a general anti-inflationary
programme. The automatic adjustment of wages in re
sponse to increases in the cost of living, which had been
in force for many years, was abandoned; the wage in
crease in 1956 was fixed at no more than 50 per cent
of the rise in the cost of living during 1955. This was
undoubtedly the most important single factor in ac·
counting for the appreciable slowing down of the
advance in prices during 1956, when the cost of living
rose by 33 per cent, as compared with 80 per cent during
the previous year. The practice of limiting wage in
creases was continued into 1957, when the increase was
limited to 80 per cent of the advance in prices during
1956. During the first nine months of 1957, however, the
cost of living rose by about 40 per cent; for, although
wages had been stabilized, the pressure of demand on
prices was sustained by a budget deficit.

Apart from such instances, however, policies of wage
restraint have been of minor importance as anti-infla
tionary measures. In the shorter period, budgetary and
monetary measures have thus been the most frequent
expressions of anti-inflationary policy.

BUDGETARY POLICY

During recent years, governments have increasingly
utilized budgetary measures as an instrument of anti
inflationary policy, seeking to arrest the rise in the
budget deficit as a proportion of gross national product.
In a number of countries, however, there has recently
been an increase in this proportion.

The recent trend towards tighter budgetary policies
has been widespread in Latin America, and it has been
particularly evident in countries experiencing acute
inflation. In these countries, budgetary restraints were
usually adopted as part of a general programme of
stabilization. In Mexico, for example, a more stringent
budgetary policy was introduced in 1954 upon devalua
tion of the currency, and it has since been maintained.
In other countries, where deficits arising from the oper
ations of autonomous government agencies or State en·
terprises constituted an important proportion of the
total deficit, central governments have sought to exer
cise stricter controls over the budgets of these agencies.
A notable example was provided in the Bolivian stabi·
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lization programme adopted in December 1956, with a
decree that the budgets of the official autonomous agen
cies would thereafter be consolidated in a single national
budget and that these agencies would no longer be
authorized to borrow directly from the central bank.
Control over the spending of such government agencies
has also been tightened in Chile in the past few years;
and, in consonance with the wage stabilization measures
adopted in 1956, the draft budget for 1957 was drawn
up to yield a surplus. In both Argentina and Brazil,
steps were taken in 1956 to reduce expenditure and to
increase revenue by raising existing tax rates or im
posing new taxes. That these countries have resolved
to employ budgetary restraints as a means of checking
inflation is a significant fact in itself, since these efforts
indicate a clear reversal of earlier policies.

Complete budget data are available for only nine of
the Latin American countries for the period between
1950 and 1955; these are shown in table 30. Although
in the period from 1953 to 1955, as compared with
1950 to 1952, the budget deficit as a proportion of gross
national product rose in most countries, it is clear that
this rising trend was arrested in 1955. Both restraints
on government spending and increases in revenue were
responsible for this stabilization. In 1955, government
total expenditure as a proportion of national product
declined in Argentina, Chile, Honduras, Mexico and
Peru. Characteristic of governmental expenditure policy
was the curtailment both of current consumption and
of investment expenditure. Reduction of current spend
ing was, however, limited, in part by the continuing
obligation to provide funds for the social welfare ser
vices prescribed by law. Moreover, as prices continued
to rise, higher salaries had to be granted to government
employees, and costs of materials consumed by govern
ments also increased. The curtailment of investment ex
penditure was especially sharp in Argentina, Chile and
Honduras after 1954.

Contrary to this movement, government expenditure
as a proportion of national product increased consid
erably in Colombia and Venezuela in 1954 and 1955.
In both cases, government expenditure policy was
heavily influenced by changes in the export sector.
The increased revenue from a favourable export situa
tion in these two years induced both Governments to
expand investment. There were also small increases in
government expenditure in Ecuador and Guatemala.

While government revenue has also risen in relation
to gross national product in a number of countries, this
increase has not generally been accompanied by basic
reform of the tax system. One of the fundamental rea
sons for the limited increase in revenue in relation to
national product is the regressive nature of the tax
systems. Direct taxation, which in the industrial coun
tries yields a high or substantial proportion of total
revenue, is generally not very important in the tax sys
tems of Latin American countries. In Mexico, for in-
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stance, direct taxes have been less than 3 per cent of
national product in recent years. In Argentina and
Chile, although the ratio has amounted to 8 or 9 per
cent, the burden must be considered relatively light in
relation to the level of real income. During recent years,
while there are instances where the rate of direct taxa
tion has been raised or new taxes, such as an excess
profits tax, have been imposed, any large increase in the
direct tax burden, especially on business, has generally
been avoided in government tax policy for fear that
such an increase would tend to weaken the stimulus to
private investment. Furthermore, in the absence of a
progressive tax system, the continuance of inflation has
itself tended-in striking contrast to its effects in devel
oped countries with progressive tax systems-to reduce
the tax yield in relation to national product. For in
stance, the failure to revalue urban and rural property
has led to a fall in yield relative to national product;
and the practice whereby tax obligations arising in one
year are paid in the next has necessarily meant a reduc
tion in the tax burden in a period of rising prices.

While, in Latin America, there has been a general
tendency to adopt stricter budgetary policies, trends
among the A'sian countries have been more divergent.
Where inflation has been severe, as in Indonesia and
Israel, a similar tendency towards tighter budgetary
policies is visible. In Israel, budgetary restraints were
tightened at the time when the currency system was
reformed in 1954. Taxes were raised and government
investment expenditures were cut; as a result, the
budget deficit declined. In Indonesia, after unsuccessful
efforts to reduce the budget deficit during the period
froIll 1950 to 1954, vigorous measures were taken in
early 1955 upon the renewal of a sharp rise in prices.
Restraints on spending, together with a rise in exchange
profits and surcharges, tended to stabilize the budget
deficit for a short period; in 1956, however, as a result
mainly of the increase in military expenditure, the
budget deficit appeared to rise again.

A restrictive budgetary policy has also been pursued
in Ceylon and the Philippines, and this has contributed
to the price stability evident in these two countries
throughout the period. In Ceylon, the Government
varied its expenditure as a counter-cyclical measure to
offset changes in the balance of payments, as, for ex
ample, during the tea boom in 1954 and 1955. In the
Philippines, upon completion of post-war reconstruc
tion around 1950, the Government adopted a restrictive
budgetary policy; and both expenditure and revenue
remained approximately constant in relation to national
product throughout the period from 1950 to 1956.

In contrast with these trends, budgetary operations
in the other countries have generally been the major
inflationary force. In India, Thailand and Turkey, as
well as in Ghana, total expenditure as a proportion of
national product has recently risen appreciably; this
was also true of Burma in recent years except that in
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Tahle 30. Government Revenue and Expenditure," hy Country, 1950 to 1956b

(Percentage of gross national product)

Ezpenditure

Country and year
Surplus or

Current Inoestment Total RefJenue deficit (-)

Argentina
1950-1952, average .......... 12.0 9.1 21.1 18.5 -2.6
1953 ....................... 13.1 8.2 21.3 18.8 -2.5
1954....................... 12.9 7.4 20.3 15.7 -4.6
1955....................... 12.1 5.8 17.9 14.0 -3.9

Chile
1950-1952, average .......... 11.8 4.5 16.3 14.5 -1.8
1953 ....................... 11.9 5.5 17.4 13.0 -4.4
1954....................... 12.3 4.8 17.1 14.1 -3.0

Colombia
1950-1952, average .......... 9.9 1.4 11.3 9.1 -2.2
1953 ....................... 10.8 1.8 12.6 9.1 -3.5
1954....................... 10.9 2.8 13.7 10.2 -3.5
1955....................... 10.5 7.3 17.8 9.9 -7.9

Ecuador
1950-1952, average .......... 13.7 3.3 17.0 15.4 -1.6
1953 ....................... 13.8 4.2 18.0 15.5 -2.5
1954....................... 13.1 4.9 18,0 16.5 -1.5
1955 ....................... 12.8 6.0 18.8 17.2 -1.6

Guatemala
1950-1952, average .......... 10.9 10.4 -0.5
1953 ....................... 11.5 11.9 0.4
1954....................... 13.1 12.0 -1.1
1955....................... 13.9 11.5 -2.4

Honduras
1950-1952, average .......... 6.8 2.4 9.2 9.9 0.8
1953 ....................... 6.8 3.4 10.2 9.2 -1.0
1954....................... 8.2 3.0 11.2 8.2 -3.0
1955 ....................... 7.5 2.3 9.8 9.6 -0.2

Mexico
1952 ....................... 4.8 4.8 9.6 8.9 -0.7
1953 .. , .................... 4.4 3.7 8.1 7.5 -0.6
1954....................... 5.1 5.3 10.4 8.1 -2.3
1955 ....................... 3.7 4.8 8.5 7.3 -1.2
1956....................... 2.9 3.4 6.3 5.6 -0.7

Peru
1950-1952, average .......... 9.3 2.1 11.4 11.7 0.3
1953 ....................... 10.0 2.3 12.3 11.2 -1.1
1954....................... 9.6 2.1 11.7 12.0 0.3

Venezuela
1950-1952, average .......... 20.9 20.8 -0.1
1953 ....................... 17.7 19.9 2.2
1954....................... 19.2 19.7 0.5
1955 ....................... 20.2 22.0 1.8

Burma
1950-1952, average .......... 9.5 4.3 13.8 13.8
1953 ....................... 11.4 10.4 21.8 15.3 -6.5
1954....................... 15.2 13.2 28.4 19.6 -8.8
1955 ....................... 13.3 12.5 25.8 21.3 -4.5
1956....................... 12.8 9.2 22.0 13.0 -9.0

Ceylon
5.6 17.91950-1952, average .......... 12.3 13.4 -4.5

1953 ....................... 13.8 6.8 20.6 14.9 -5.7
1954....................... 12.4 5.9 18.3 17.2 -1.1
1955 ....................... 12.1 6.4 18.5 18.1 -0.4
1956 ....................... 15.5 7.1 22.6 19.2 -3.4

Ghana
1950-1952, average .......... 4.9 3.6 8.5 14.3 5.8
1953 ....................... 6.1 5.8 11.9 17.1 5.2
1954....................... 5.7 5.0 10.7 25.1 14.4
1955 ....................... 7.0 5.0 12.0 20.1 8.1



98 PART I. INFLATION IN THE NINETEEN FIFTIES

Table 30. Government Revenue and Expenditure, a by Country, 1950 to 1956b (continue(£)

(Percentage of gross national product)

Country and year

India
1950-1952, average .
1953 .
1954 .

Indonesia
1950-1952, average .
1953 .
1954 .
1955 .

Israel
1950-1952, average .
1953 .
1954 .

Philippines
1950-1952, average .
1953 .
1954 .
1955 .
1956 .

Thailand
1950-1952, average .
1953 .
1954 .

Turkey
1950-1952, average .
1953 .
1954 .
1955 .
1956 .

Australia
1950-1952, average .
1953.; ; .
1954 .
1955 .
1956 .

New Zealand
1950-1952, average .
1953 .
1954 .
1955 .
1956 .

Union of South Africa
1950-1952, average .
1953 .
1954 .
1955 .
1956 .

Current

6.0
6.1
7.0

13.9
13.6
12.3
n.5

18.6
18.1
18.6

7.5
7.9
8.0
8.3
8.2

9.3
12.5
12.9

5.9
6.7
6.2
6.0
6.6

10.1
10.0
9.9

10.3
10.0

n.5
12.3
11.0
ILl
11.7

11.7
n.8
11.2
n.o
11.4

Expenditure

Investment

3.0
3.3
4.5

1.2
Ll
Ll
0.9

6.6
6.2
5.7

2.4
2.1
2.0
2.0
1.9

2.3
2.0
3.2

5.1
3.9
6.5
5.5
6.0

9.8
8.4
8.6
8.6
8.3

8.1
9.4
8.8
9.5
9.9

8.3
10.5
9.0
8.4
8.7

Total

9.0
9.4

n.5

15.1
14.7
13.4
12.4

25.2
24.3
24.3

9.9
10.0
10.0
10.3
10.1

n.6
14.5
16.1

n.o
10.6
12.7
11.5
12.6

19.9
18.4
18.5
18.9
18.3

19.6
21.7
19.8
20.6
21.6

20.0
22.3
20.2
19.4
20.1

Revenue

7.6
7.1
8.2

14.2
12.3
9.2

10.3

13.9
13.7
16.7

8.5
8.9
9.4
9.4
8.9

9.4
11.7
12.8

10.1
6.6

10.0
9.3
9.3

16.8
16.0
15.6
15.4
16.4

17.2
16.9
18.2
17.7
17.5

14.3
14.8
14.4
14.2
14.1

Surplus or
deficit (-)

-1.4
-2.3
-3.3

-0.9
-2.4
-4.2
-2.1

-11.3
-10.6
-7.6

-1.4
-Ll
-0.6
-0.9
-1.2

-2.2
-2.8
-3.3

-0.9
-4.0
-2.7
-2.2
-3.3

-3.1
-2.4
-2.9
-3.5
-1.9

-2.4
-4.8
-1.6
-2.9
-4.1

-5.8
-7.5
-5.8
-5.2
-6.0

Source: United Nations Bureau of Economic
Affairs; Statistical Office of the United Nations,
Statistical Yearbook, Statistics of National Income
and Expenditure, and national sources.

• Wherever possible, data are based upon national
income accounts; otherwise, cash budget accounts
are used. In the latter cases, the breakdown of
expenditure is approximate, as investment expen
diture often includes some miscellaneous expen.
ditures which cannot be separated. However, in
vestment expenditure refers only to "expenditure
on communication, public works and energy" in

Indonesia; "public works and other capital expen.
diture" in Peru; "capital outlays" in Turkey; and
"economic development expenditures" in Thailand.

b The number of years for each country is
limited by data available. Data for the budget and
gross national product generally refer to calendar
years. For India and New Zealand, they both refer
to fiscal years beginning April of the year stated;
for Australia, fiscal years beginning July; and for
Burma, fiscal years ending September. In Ceylon,
Guatemala and Venezuela, only budget data are
on the basis of fiscal years.
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1956 expenditure declined sharply. While there has
been a rising trend of expenditure throughout the post
war years, as government participation in economic
activity increased, the large increase in recent years
has been mainly the result of efforts to accelerate the
pace of economic development. In some cases, a rise in
military expenditure has also been a contributing factor.

Again, in contrast to other primary producing coun
tries, there has been a significant rise in government
revenue in relation to national product, but it has lagged
behind expenditure. The rise in revenue has been due
not so much to direct as to indirect taxation. Among the
indirect taxes, duties on both imports and exports have
generally constituted a high proportion of the total.
In view of the instability of foreign trade, however,
there has been a tendency to place increasing reliance
on domestic transaction and consumption taxes. In many
countries, revenue has been increasingly derived from
taxes on such essential consumer goods as sugar, salt,
matches and kerosene. In general, the scope of income
taxes on individuals and enterprises is still limited by
the under-developed nature of these economies, although
yields have been increasing as tax-collecting machinery
has been improved. While the bulk of direct taxes has
been derived from agriculture, agricultural taxes have
often failed to keep pace with increases in farm pro
duction and prices.

It was inevitable that in those countries where the
budget deficit rose, the pace of advance in prices should
tend to accelerate in recent· years. In order to reduce
the budget deficit, Burma resorted to curtailment of
investment expenditure in 1956. In India reliance was
placed upon higher taxation; in addition to an increase
in direct taxes, steps were taken in 1957 to authorize
the imposition of two new taxes-a tax on the net wealth
of individuals and companies and a tax on personal
expenditure.

In Australia, New Zealand and the Union of South
Africa, in contrast to the other primary producing
countries, the emphasis of government anti-inflationary
policy has been shifted appreciably during the period
under review. Since 1953, fiscal measures have generally
been relied upon only to complement monetary re
straints, which have become the principal instrument of
anti-inflationary policy. Total government expenditure
was strictly controlled in the period from 1953 to 1956.
As government investment in these countries has
amounted to 40 to 50 per cent of total government ex
penditure, a firm ceiling on investment expenditure has
been maintained. Because of this relative stability in
government expenditure, these countries have not felt
obliged in recent years to stiffen taxation in order to
curtail demand. In fact, Australia took advantage of this
stability to grant tax concessions in both the 1953/54
and the 1954/55 budgets. Although in the 1956/57
budget tax rates were raised, they were lowered again
in the subsequent budget.
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From the foregoing it is evident that, in the majority
of primary producing countries, budgetary operations
have been increasingly modified to exercise some re
straint upon the upward trend in total demand. How
ever, in many countries, inflation has been generated
as much by sharp and irregular increases in export
earnings as by domestic forces of a less variable
character. Budgetary measures to counter inflation aris
ing from this source have necessarily been of a flexible
and short-run nature. The strictest form of such meas
ures has been direct participation by the government in
trade in the main export commodity; this has permitted
it to set the price to domestic producers at a level sub
stantially lower than the world market price, so that
rising export profits have accrued to the government.
The method most commonly employed, however, has
been the absorption of rising export earnings through
the manipulation of export duties or the application of
penalty exchange rates.

Among the primary producing countries under re
view, such restraining measures have been exercised
mainly by Asian and African countries. In Burma, the
State Agricultural Marketing Board monopolized the
purchase of paddy from the farmer for sale on both the
export and home markets. The government purchase
price paid to farmers remained unchanged between
1948 and the crop year 1955/56, although the price of
rice in the world market rose sharply from 1948 to
1953, when the post-war peak was reached. In spite of
a decline after 1953, the world market price was still
above the procurement price fixed by the Government.
As a result, the rise in export profits during these years,
which would otherwise have gone to raise the income
of the private sector, accrued entirely to the Govern
ment. Similar operations covering the marketing of rice
in Thailand from 1948 to 1954 and of cocoa in Ghana
diverted increases in earnings to the Government to a
somewhat lesser degree. In Ghana there were some fluc
tuations in the procurement price. It was raised by 50
per cent in 1950 and a further 15 per cent in 1951, but
it was thereafter reduced to the 1950 level and held
approximately steady until 1955, when the price pre
vailing in 1951 was restored. This meant that somewhat
more than half the rise in the world price from 1949
to 1951 accrued to the producers, while the gains from
a sharper price increase in 1954 were diverted entirely
to the Government. In Thailand, although the price
paid to rice farmers remained unchanged, the Govern
ment had to use various incentive measures to acquire
the necessary quantity of exports, and the result was
equivalent to an increase in the procurement price.23

While Burma and Ghana have relied entirely upon
State monopolies to offset increases in export profits,

23 The State marketing of copra in Indonesia, though impor
tant in insulating prices to domestic consumers from the influ
ence of fluctuating world prices, is less significant in the present
connexion, because copra is not a major export. The cotton and
jute price support scheme in Pakistan was mainly for the pur
pose of subsidizing exports.
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Table 31. Ratio of Revenue Collected on Exports& to Total Value of Merchandise
Exports,b Selected Countries

(Percentage)

Country 1950 1951 1952 1953 1954 1955 1956

Burma .............. 37 32 36 46 42 31 24
Ceylon .............. 11 16 16 13 15 20 20
Ghana .............. 12 15 19 18 38 28
Indonesia ........... 16 27 17 11 6 7 4
Thailand ............ 16 18 27 19 19 11 18

Source: United Nations, Statistical Yearbook and
Economic Survey of Asia and the Far East, 1957
(sales number: 58.I1.F.l); Burma: Ministry of
National Planning, National Income of Burma
(Rangoon); Ghana: Ministry of Finance, Economic
Survey, 1955 (Accra).

a Revenue from exports refers to ~he net profi~s
of the State Agricultural Marketmg Board m

other Asian countries have mainly used export duties
to achieve the same purpose. Export duties have long
been an important source of government revenue, but
during or after the Korean period many countries also
began to use them as an anti-inflationary weapon. The
general practice has been to raise the duty on exports
when prices rise, either by means of frequent adminis
trative orders or in accordance with an automatic
sliding-scale formula; and, by such means, governments
have been able to absorb a part of increases in export
profits. Thus, for instance, during the course of the
Korean boom, export duties on jute and cotton in
Pakistan, on rubber in Indonesia and Thailand, and on
tea, coconut products and rubber in Ceylon were re
peatedly raised to offset the rise in world market prices.
In Ceylon, a sliding scale was also used for various
periods between 1951 and 1956. Variable export duties
have, however, been less effective than State monopolies
in neutralizing export profits, since the upward adjust
ment in rates has not only been generally smaller than
the rise in prices but has also tended to lag behind
prices.

Table 31 shows, for Burma, Ceylon, Ghana, Indonesia
and Thailand, the extent to which export profits have
been diverted to the government; this is reflected in the
ratio of government revenue collected on exports to the
total value of exports. There is clear evidence that these
countries have, in varying degree, succeeded in siphon
ing off income from the export sector during boom
years. In Burma, for example, the ratio rose sharply
during the rice boom between 1950 and 1953; and it
declined drastically after 1954 when there was a fall in
the world market price for rice. In other countries,
where government operations were less drastic, the
transfer of rising export profits from the export sector
was only partial. In Ghana, the largest proportion was
transferred in 1954, when the price of cocoa in the world
market reached its post-war peak. In Ceylon, variable
export duties had the effect of increasing the Govern·
ment's share of export profits during the Korean boom;
in the subsequent period, duties were at first lowered
but were later raised between 1954 and 1956 when tea

Burma; in Indonesia and Thailand it includes
monopoly profits, exchange profits and export
duties.

b Except in Burma, revenue figures are based on
fiscal years and export figures on calendar years. In
Burma, both figures refer to fiscal years ending in
September.

and rubber prices were buoyant. In Indonesia, however,
the decline in the Government's share of export earn·
ings, in the face of rising export prices for rubber after
1954, was mainly due to a shift towards greater reliance
upon import duties and exchange surcharges on imports.

With one or two striking exceptions, governments in
Latin America have not adopted measures to absorb
export profits to the same extent as governments in the
Asian and African countries; and the measures which
have been used have more often involved exchange pol.
icy than export duties. That less concern over taxation
of abnormal export profits has been manifested in Latin
America has been partly due to the fact that the com·
modity boom in 1951 affected their export prices less
than in most Asian and African countries; circum
stances in most countries have thus argued less power
fully for the adoption of such neutralization measures.24

While taxation of export receipts has not been uncom
mon, export duties have been used mainly as a source
of government revenue, rather than as an active anti·
inflationary weapon.

Probably the most comprehensive systems designed
to siphon off increases in export profits were those oper
ated in Argentina and Chile. In Argentina, the State
trading agency (lAP!), which operated up to 1955,
established fixed prices for major agricultural products,
and any gain resulting from rising world prices conse·
quently accrued to the Government. In Chile, a complex
set of measures, applied to the operations of the large
mining companies, yielded much the same result.
Because the companies tended to receive only a fixed
and rather low price for their products, the profits from
a rise in the world price of copper went to the Govern
ment. However, in both Argentina and Chile, concern
over the resulting lag in export production led to dis·
continuance of these measures in 1955.

In many countries, penalty exchange rates have been
applied to major exports, but they have not often been

.. Export prices for Latin America as a whole rose less than
15 per cent from 1950 to 1951, while the increase for Asian and
African countries over the same period ranged from 25 to 50
per cent.
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varied in line with changes in world prices. For ex·
ample, both Brazil since 1953 and Colombia since 1951
have applied a penalty rate to the sale of foreign ex·
change earned by coffee exporters; this policy has been
based upon a desire to absorb a part of the profits
resulting from the favourable price of coffee in world
markets. However, in both countries exporters were
granted somewhat more favourable rates in 1954, at a
time when world prices rose as much as 35 to 40 per
cent above the 1953 level. A similar policy has been
pursued in a number of other countries. For example,
in Venezuela, a penalty rate has been applied to the
conversion by petroleum companies of foreign exchange
into local currency; and in Chile the complex set of
measures applying to the operations of mining com·
panies, referred to above, included a heavy penalty
rate.25 Since such measures are in fact equivalent to an
ad valorem export duty, they have not prevented the
income of the export sector from rising proportionately
to earnings during boom periods. Furthermore, during
recent years, the more favourable rates granted by gov
ernments to exporters in the face of rising domestic
price levels have tended to have a short-run inflationary
effect. In Argentina in 1953, for example, a substantial
rise in export earnings coincided with an almost 50 per
cent increase in the official price paid to producers of
wheat.

Whether, on balance, this diversion of income from
the export sector to government has been anti-infla
tionary, has depended upon the extent to which the
increased revenue may have served to increase govern
ment expenditure. To the extent to which the level of
expenditure has been determined by considerations
other than the magnitude of government revenue, the
increase in revenue has had an anti-inflationary effect
since it has reduced private spending without increasing
public spending. In some countries, however, such trans
fers may, in fact, have been inflationary; these were
the cases where government spending was rapidly ad
justed upward when revenue increased, but in the sub·
sequent decline proved more resistant to cuts. The
situation was apt to be particularly serious when the
changes in revenue were proportionately large. For
example, in Indonesia, Bolivia and Chile, as a result of
a sharp increase in revenue in 1951, government spend
ing was rapidly adjusted upward, but, when revenue
fell off in succeeding years after the boom had subsided,
large deficits emerged.

Generally, however, during the periods within which
an export boom has occurred, the increase in govern
ment revenue from export earnings has reduced the
budget deficit or increased the surplus. Contributing to
this result in many instances has been the time lag which
frequently occurs before government spending is ad-

20 Although Bolivia has also applied a penalty rate to mineral
exports, the situation is not comparable to that of Venezuela or
Chile; the mining companies are State-owned and have received
heavy subsidies from the Government, which 'have tended to
offset the effects of this rate.
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justed to a change in receipts. This lag is often likely
to be longer than in the private sector since new esti
mates have to be prepared and there are unavoidable
delays before authorized increases in expenditure are
effected. An example is provided by Burma's experience
during the rice boom, when the upward adjustment of
investment expenditure lagged behind the rise in export
profits. In a few countries, this lag has been reinforced
by government action. In Ceylon, for example, where
the Government has pursued a counter-cyclical budg.
etary policy, government spending has, from time to
time, been deliberately prevented from rising to the
same extent as revenue.

The anti-inflationary effect of such lags in govern·
ment spending has been of more demonstrable impor
tance in countries where the export boom has not been
of a temporary nature, but has taken the form of a
continuously rapid expansion of exports. In this situa
tion, while government expenditure has increased stead
ily, revenue has run ahead, so that a more or less con·
tinuing budget surplus has emerged. This has been the
experience of Venezuela, Iraq, and, to a much smaller
extent, Peru.

MONETARY POLICY

In conjunction with budgetary policy, many coun
tries have also made increasing use of monetary policy
during recent years. Through a variety of means, central
banks have sought to restrain the expansion in the
volume of credit extended by the commercial banks to
private enterprises and private persons; and, in so far
as these restraints have been effective, monetary policy
has contributed to a lessening of inflationary pressure.
It is to be recalled that private investment in the primary
producing countries is heavily dependent upon financ
ing by the banking system; consequently, to the extent
that monetary policy restricts the demand for, or supply
of, credit, private investment expenditure may be re
duced. Moreover, since such restraints place some limi·
tation upon expansion in the supply of money through
out the country, the inflationary effect of an increase in
the liquidity of the private sector may also be curbed.
It must be recognized, however, that the efforts of
central banks to restrain the expansion of credit by
commercial banks have, in most countries, taken place
in circumstances where the cash reserves of the commer
cial banks have been continuously augmented through
increased governmental borrowing from central banks
or through rising receipts of foreign exchange; gen
erally, part of the primary increase in money supply
created by governmental borrowing or rising foreign
exchange receipts has been absorbed into the cash reo
serves of the commercial banks. Thus, while the central
banks have sought to limit the volume of credit, other
forces have been at work to facilitate its expansion.
In these circumstances, monetary policy has not reduced
the volume of credit but has, at best, only moderated its
rate of expansion.
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Table 32. Changes in Central Bank Rates, Selected
Countries, 1950-1957

Source: International Monetary Fund, International Financial
Statistics.

- Raised by successive steps to 5 per cent in July, 6 per cent
in September and 7 per cent in October.

It has, then, been mainly over the supply of credit
that central banks have sought to exert some control.
As one means of achieving this end, efforts have been
made to limit the increase in the cash reserves of the
commercial banks, since these reserves are the base
upon which an expansion of credit rests. In part, this
task has been rendered more difficult in some countries
by the presence of foreign. owned banks, which are able
to draw upon their head offices for additional funds. In
most countries where credit has expanded appreciably,

Central banks may seek to limit the volume of credit
through influencing both the demand for, and the sup
ply of, credit. If the cost of borrowing is raised, the de
mand for credit-at least for certain purposes-may be
moderated. In practice, however, in primary producing
countries, the direct influence of central banks upon
market rates of interest is severely circumscribed by
the lack of capital markets and other institutional
factors. Moreover, the increase in prices in many coun·
tries has been of such a magnitude that even substantial
changes in interest rates would not have significantly
deterred borrowers. In fact, during the period from
1950 to 1957 only seven of the countries under review
introduced changes in the discount rates of the central
banks (see table 32) ; and of these, it was only in India,
New Zealand and the Union of South Africa, and in
Turkey after mid·1955, that the changes were in the
direction of greater restraint.

however, the principal obstacle to more effective re
straints by the central banks has been the continued
augmentation of the commercial bank's cash reserves
through the effects of bu~get deficits and favourable
external balances upon the supply of money. In most
countries, primary increases in the supply of money
from these sources have been evident in the years since
1950; and in some countries, such as Bolivia, Brazil,
Chile, India and Turkey, the rate of expansion has
clearly accelerated in the recent past (see table 33).
By no means all of these primary increases in the money
supply, however, were deposited with the commercial
banks to swell their cash reserves and provide the basis
for a secondary expansion in the money supply. In
almost all the primary producing countries, partly be
cause of the extension of the monetized sector of the
economy and partly because banking habits are limited
to a small segment of the community, a substantial
part of the primary increase in the money supply was
held by the public in currency. Consequently, that part
of the primary increase in money supply which flowed
into the cash reserves of the commercial banks was
correspondingly reduced.

Nevertheless, in most countries during the period
from 1950 to 1957, commercial banks experienced ap
preciable increases in their cash reserves from these
sources. To offset these increases completely, the central
banks would have had to sell assets to the commercial
banks to an equal amount. Generally, however, opera
tions of the central banks only partially offset these
increases, and commercial banks in most countries there
fore did experience a rise in reserves, making possible a
secondary expansion of money through an enlarged
volume of credit26 (see table 34). But the experience of
individual countries varied greatly. Among the Latin
American countries, Chile was the only instance where
the action of the central bank resulted consistently in a
decline in the net cash reserves of the commercial banks
over a period of years. In the remaining countries, there
was generally a net accumulation of cash reserves by
the commercial banks over the period as a whole. In
Cuba, Guatemala, Honduras and Venezuela, where the
primary changes in money supply originated predomi
nantly in the foreign trade sector, the operations of the
central banks generally did not offset the impact of
these changes upon the reserves of the commercial banks,
though there were exceptions in individual years. In
Brazil after 1953 and in Mexico between 1952 and 1954,
liberal credit policies were pursued by the central banks,
and the cash reserves of the commercial banks increased

2G This is revealed by a comparison of the figures in lines
C and D of table 34. Figures in line C have been taken from
table 33; these measure the primary changes in the money sup
ply originating in governmental borrowing and in foreign assets,
net of the changes in currency in circulation. Figures in line D
measure the changes in the cash reserves of the commercial
banks exclusive of their borrowing from central banks. The
difference between lines C and D represents, if positive, sale of
assets by central authorities to commercial banks and, if nega
tive, sale of assets by commercial banks to central authorities.

2 to 1Y2

6 to 8
8 to 6

3Y2 to 4
4 to 4Y2

4 to 3
3 to 4Y2

4Y2 to 6

3Y2 to 4
4 to 7-

3 to 3Y2
3Y2 to 4

2Y2 to 3
3 to 2Y2

Change in intereat rate8
(per cent)Country and .rote

Brazil
May 1954 .
May 1955 .

Ceylon
July 1953 '" .
June 1954 .

India
November 1951 .
May 1957 .

New Zealand
November 1954 .
July-October 1955 .

Philippines
February 1954 .

Turkey
February 1951 .
June 1955 , .
June 1956 .

Union ofSouth Africa
March 1952 .
September 1955 .
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Table 33. Changes in Primary Supply of Money, hy Country
(Millions of national currency)

A. Changes in foreign assets and claims on government sectora

E. Changes in currency in circulation
C. Changes in the supply of cash available to commercial banksb

Country 1951 1952 1953 1954 1955 1956

Bolivia
A................. 770 2,070 14,610 4,660 26,390 159,590
B................. 610 2,200 5,370 8,420 18,630 107,790
C................. 160 -130 9,240 -3,760 7,760 51,800

Brazil
A................. -3,800 1,800 8,200 -5,300 8,600 12,800
B................. 3,300 3,100 6,400 11,100 8,100 10,4,00
C................. -7,100 -1,300 1,800 -16,400 500 2,400

Chile
A................. 3,240 4,630 6,750 -700 17,620 17,470
B................. 1,650 3,530 5,160 6,090 17,270 17,320
C................. 1,590 1,100 1,590 -6,790 350 150

Colombiao

A................. 159 119 107 314 26 345
B................. 54 97 74 81 20 158
C................. 105 22 33 233 6 187

Cuba
A................. 4 9 57 -14 39 101
B................. 46 35 -6 13 5 17
C................. -42 -26 63 -27 34 84

Ecuador
A................. -102 145 -16 45 -48 60
B................. -16 72 36 90 -37 88
C................. -86 73 -52 -45 -11 -28

Guatemala
A................. -1 5 2 -4 16 17
B................. 1 5 8 1 -2 7
C................. -2 -6 -5 18 10

Honduras
A................. 14 4 4 13 -11 4
B................. 5 4 4 6 -6 4
C................. 9 7 -5

Mexico
A................. 62 126 -65 312 2,836 524
B................. 543 193 220 777 451 609
C................. -481 -67 -285 -465 2,385 -85

Peru
A................. 130 114 245 107 -100 477
B................. 126 134 190 156 99 330
C.; ............... 4 -20 55 -49 -199 147

Venezuela
A................. 19 145 12 37 78 322
B................. 34 77 25 61 52 78
C................. -15 68 -13 -24 26 244

Burma
A................. 46 59 168 113 343 192
B................. 40 18 84 67 158 105
C................. 6 41 84 46 185 87

Ceylon
96 -53 -99 119 156 33A.................

B................. 51 -20 -22 7 42 17
C................. 45 -33 -77 112 114 16

Egypt
-13 -8 12 45A................. 27 3

B................. 14 3 -16 -1 -3 41
C................. 13 3 -7 15 4
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Tahle 33. Changes in Primary Supply of Money, hy Country (continued)
(Millions of national currency)

A. Changes in foreign assets and claims on government sector"
B. Changes in currency in circulation
C. Changes in the supply of cash available to commercial banksb

Country 1951 1952 1953 1954 1955 1956

India
A................. -880 -80 590 980 1,980 1,560
B................. -300 -520 100 590 1,610 1,000
C................. -580 440 490 390 370 560

Indonesia
A................. 90 2,420 -36 3,090 1,010 1,120
B................. 750 1,020 870 2,320 1,290 770
C................. -660 1,400 -906 770 -280 350

Iran
A................. -610 2,230 4,110 200 500 2,340
B................. -750 1,410 1,910 -20 150 940
C................. 140 820 2,200 220 350 1,400

Iraq
-6 -1 6 3 2 5A.................

B................. -2 -2 4 7 2 5
C................. -4 1 2 -4

Israel
A................. -11 8 -15 37 85
B.... ............. 18 18 21 24 56
C................. -29 -10 -36 13 29

Pakistan
A................. 495 68 280
B................. 203 415 477
C................. 292 -347 -197

Philippines
66A................. -181 23 -17 37 116

B................. -48 -3 27 10 4, 62
C................. -133 69 -4 -27 33 54

Thailand
A................. 688 32 712 578 525 566
B................. 713 -78 338 532 628 245
C................. -25 110 374 46 -103 321

Turkey
501A................. 218 19 208 754 728

B................. 139 94 151 40 490 490
C................. 79 -75 350 168 264 238

Australia
A................. 120 -109 222 -94 -7 135
B................. 39 29 18 19 21 6
C................. 81 -138 204 -113 -28 129

New Zealand
A................. 15 17 52 -20 -7 29
B................. 4 1 6 5 2 -2
C................. 11 16 46 -25 -9 31

Union of South Africa
25 1 20 -29A................. -47 9

B................. 8 6 8 4 4 3
C................. -55 19 -7 16 -33 6

Source: International Monetary Fund, Inter. changes in government deposits and for revalua.
national Financial Statistics. tion of foreign assets.

"Refers to assets and claims of the banking b Difference between rows A and B.
system as a whole. Adjustment has been made for ° Refers to Central Bank only.

appreciably. In Bolivia, there were large incr.eases in By comparison with the Latin American countries,
the primary supply of money, particularly In more the action of central banks in the Asian countries has
recent years, and operations of the central bank only gone further in nullifying the effects of a primary ex-
partially offset their effect upon cash reserves. pansion in the supply of money upon the position of
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Table 34. Changes in Cash Reserves of Commercial Banks, by Country

(Millions of national currency)
C. Changes in supply of cash available to commercial banks·
D. Changes in net cash reserves of commercial banksb

E. Commercial banks' borrowing from Central Bank

Counlry 1951 1952 1953 1954 1955 1956

Bolivia
C................ 160 -130 9,240 -3,760 7,760 51,800
D................ 580 820 1,890 4,730 4,370 32,120
E................

Brazil
C................ -7,100 -1,300 1,800 -16,400 500 2,400
D................ -100 2,100 -500 2,200 3,900 4,100
E................ 1,500 1,400 1,400 1,200 300 1,000

Chile
C................ 1,590 1,100 1,590 -6,790 350 150
D................ 780 -450 350 -1,630 -5,080 -3,010
E................ -140 1,320 2,180 4,860 6,880 7,770

Colombia
C................ 105 22 33 233 6 187
D................ 21 33 23 117 -227 68
E................ 14 16 -10 185 -12

Cuba
C................ -42 -26 63 -27 34 84
D................ -8 -44 17 -32 13 54
E................ 6 43 -24 19 7 -12

Ecuador
C................ -86 73 -52 -45 -11 -28
D................ -32 69 14 7 -9 35
E................ -2 -3 -1 5 2 5

Guatemala
C................ -2 -6 -5 18 10
D................ -1 -3 2 -1 12 9
E................ 1 3 1 1 -4 -1

Honduras
C................ 9 7 -5
D................ 6 -1 -3 4 -3
E................ -1 -1 1 1

Mexico
C................ -481 -67 -285 -465 2,385 -85
D................ -305 95 9 193 415 52
E................ 54 -48 10 -13 -7 4

Peru
C..............•. 4 -20 55 -49 -199 147
D................ 179 37 -143 281 -150 389
E................ -5 60 234 -259 154 -112

Venezuela
C................ -15 68 -13 -24 26 244
D................ 105 61 14 -9 50 185
E................

Burma
C................ 6 41 84 46 185 87
D................ -7 26 6 27 30 50
E................

Ceylon
C................ 45 -33 -77 112 114 16
D................ 27 -71 -64 41 38 14
E................

Egypt
C................ 13 3 -7 15 4
D................ -3 5 1 -14 12 -7
E................ 17 -12 9 4
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Table 34. Changes in Cash Reserves of Commercial Banks, by Country (continued)
(Millions of national currency)

C. Changes in supply of cash available to commercial banks'
D. Changes in net cash reserves of commercial banksb

E. Commercial banks' borrowing from Central Bank

22 4 19
44 -63 -33

-13.3 69 -4
-166 20 16

32 4 -27

-25 110 374
54 13 79

22

79 -75 350
26 -211 -51
83 214 85

81 -138 204
23 -14 10

11 16 46
1 15 19

-55 19 -7
-37 20 -16

1955 1956

370 560
-260 -710

230 610

-280 350
-770 190

350 1,400
610 -390

Country

India
C .
D .
E .

Indonesia
C .
D .
E .

Iran
C .
D .
E .

IraC .
D .
E .

Israel
C .
D .
E .

Pakistan
C .
D .
E .

Philippines
C .
D .
E .

Thailand
C .
D .
E .

Turkey
C .
D .
E .

Australia
C .
D .
E .

New Zealand
C .
D .
E .

Union of South Africa
C .
D ..
E .

1951

-580
-280

140

-660
-360

140
-40

-4
-1

8

1952 1953

440 490
-30 -10
-60 -10

1,400 -906
250 280

820 2,200
-90 230

1 2
1 3

-29 -10
6 8

1954

390
180
100

770
470

220
200

-4
-2

-36
-23

4

292
-113

146

-27
-30

45

46
-57
-10

168
-352

500

-113
-14

-25
-21

16
9

2

13
39
12

-347
16

-3

33
-15

30

-103
-7
-7

264
74
85

-28
1

-9
-10

-33
6

-1

29
22
19

-197
1

34

54
-61
108

321
37

238
17

246

129
-7

31

6
23

Source: See table 33.

• Row C of table 33.

the commercial banks. In some of them, moreover, such
action was intensified in the more recent period. In
India and the Philippines, for instance, the net cash
reserves of the commercial banks declined in 1955 and

b Changes in total cash reserves at the end of
the period, exclusive of borrowing from Central
Bank.

1956 despite a primary expansion in the supply of
money. In Ceylon, during earlier years, a neutral cen
tral bank policy was reflected in the close correspond
ence between the variations in the primary supply of
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money determined by changes in government borrowing
or the external balance and the variations in commercial
banks' reserves; in 1954 and 1955, however, the mone·
tary impact of the export boom was, to a large extent,
offset by central bank operations.

In Australia the policy of the central bank followed
a contra-cyclical pattern. When the primary supply of
money increased in 1951, 1953 and 1956, monetary
restraints were tightened. A contractionary tendency,
on the other hand, such as the decline in export receipts
in the aftermath of the Korean boom, was countered
by action to strengthen the liquidity of the commercial
banks. In New Zealand the action of the central bank
tended to moderate the expansion in cash reserves
throughout the period. The central bank did not offset
the loss in cash sustained by the commercial banks in
1954 and 1955 but took steps to prevent them from
gaining reserves in 1956.

In general, then, while central banks have not wholly
offset the effects of primary increases in the supply of
money upon the credit base of the commercial banks,
they have had some restraining influence. In a number
of countries, in fact, the commercial banks have so ex
tended their loan portfolios in relation to their reserves
that they have been required to resort increasingly to
their central banks for liquid funds. Though the neces
sityof such action has been brought upon them by the
expansion of their credits to the fullest extent, it is also
true that, if increases in the primary supply of money
had not been partially offset by central bank opera
tions, the need for such action might not have arisen.
Where such recourse to the central bank has proved
necessary, the control which the central bank could
exercise over further increases in credit was clearly
strengthened, since the central bank can vary the terms
or conditions upon which it is willing to permit use of
its rediscount facilities.

In recent years, a common practice among central
banks has been to set limits to the amount which com
mercial banks, either individually or in the aggregate,
could borrow. In some countries, such limits have been
supplemented by other conditions whenever there was
an increase in the use of the central bank's rediscount
facilities. In Colombia, for example, the rules governing
the types of commercial paper eligible for rediscount
were frequently stiffened; and in Mexico, requests by
commercial banks to utilize the rediscount facilities of
the central bank were, at times, granted only in the
event that the commercial banks' deposits were declin
ing. In Chile, the central bank has applied a selective
scale of rediscount rates; as the proportion of each
commercial bank's rediscounted paper to its capital and
reserves has risen, a progressively higher rediscount
rate has been applied.

In many countries central banks have exerted control
over the volume of commercial bank credit, not only
through efforts to limit cash reserves, but also by means
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of varying legal reserve requirements.27 This measure
was originally adopted in some countries as a means of
countering the effects of wide fluctuations in the balance
of payments upon domestic liquidity. In recent years,
it has been more generally utilized to offset the exces
sive increases in cash reserves of the commercial banks
that have resulted from repeated budget deficits. In a
number of countries, including Bolivia, Colombia,
Mexico, New Zealand and Peru, variations in legal reo
serve requirements were frequently introduced between
1950 and 1957.

Generally, central banks have authority to vary legal
reserve requirements within fairly wide limits. In
Burma, for example, the legal requirement of the
amount of cash to be held against demand deposits can
be varied between 8 and 40 per cent; in Colombia, it
may be varied from 10 to 30 per cent, and in New
Zealand, from 7 per cent upward. In some countries,
notably in Colombia, Mexico and Peru, supplementary
reserve requirements, amounting to as much as 100 per
cent, can be imposed against an increase in demand
deposits.

The experience of some countries does indicate that
variations in reserve requirements have been, at times,
an important means whereby the effect of large increases
in the cash reserves of the commercial banks upon the
volume of credit has been nullified or limited. In
Ceylon, for example, during the Korean boom, credit
extended by the commercial banks was increasing rap
idly, partly because of speculative inventory accumula
tion; but an increase in reserve requirements led to a
subsequent contraction. In Australia and New Zealand,
variations in legal reserve requirements tended to
counteract the effect of changes in the budget deficit or
surplus, or in the foreign balance, upon the commercial
banks' ability to lend. It also proved an effective meas·
ure in Peru during 1953 and 1956, when higher reserve
requirements brought about an appreciable deceleration
in the rate of increase in bank credit. In Brazil, on the
other hand, during 1954, increased use by the commer·
cial banks of the rediscount facilities of the central
bank tended to lessen the impact of an increase in
reserve requirements upon the volume of credit.

Through theseyarious means, used either singly or in
combination, central banks have, in varying degree,
sought to limit the expansion in credit extended by
commercial banks to the private sector. These controls
have not been consistently applied over the whole period
since 1950, but have been varied in accordance with
changing economic circumstances in each country.
Nor should it be supposed that the various controls,
when used simultaneously, have always been exercised

27 At present, among the countries under review variable legal
reserve requirements are in force in Bolivia, Colombia, Ecuador,
Guatemala, Peru and Venezuela in Latin AmeTica; Burma,
Ceylon, Egypt, India, Pakistan and Thailand in Asia and in.
Australia, New Zealand and the Union of South Africa.
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Table 35. Changes in Commercial Banks, Claims on the Private Sector, by Country
(Percentage)

Country 1951 1952 1953 1954 1955 1956

Bolivia........................ 21 30 1 54 89 179
Brazil. ........................ 8 8 19 18 12 22
Chile ......................... 21 20 30 36 46 33
Colombia- ..................... 17 14 16 31 27 27
Cuba ......................... 31 16 -6 9 6 5
Ecuador ....................... 1 19 16 26 10 14
Guatemala ..................... 11 -1 12 13 -6 27
Honduras ..................... -7 24 21 -8 9 21
Mexico ........................ 22 13 14 19 21 12
Peru .......................... 31 27 12 7 20 13
Venezuela ..................... 9 21 28 27 17 20
Burma ........................ 22 12 -10 32 2 16
Ceylon ........................ 55 -8 6 19 4 34
Egypt ......................... 3 -5 27 2 11
India ......................... 22 -7 -2 13 14 25
Indonesia ..................... 253 11 -1 18 42 26
Israel. ........................ 29 41 21 16 18
Pakistan ...................... 19 -14 1 23 20 6
Philippines .................... 33 11 11 18 13
Thailand ...................... 28 54 38 15 32 15
Turkey ........................ 39 49 32 20 19 12
Australia ...................... 24 -4 5 18 5 -5
New Zealand ................... 43 -9 -3 22 7 -7
Union of South Africa........... 49 -11 13 13 14 3

Source: See table 33.
- Including claims on the government sector, which have been small.

in the same direction. In some countries, when the in
crease in the cash reserves of the commercial banks has
been limited by central bank operations or when legal
reserve requirements have been raised, their effects
upon the volume of credit have been offset through re
course by the commercial banks to the rediscount facili
ties of the .central banks.

For such reasons, an accurate appraisal of the effects
of central bank policy would require an examination
of the experience of each country at a level of detail
outside the scope of the present study. At the broad level
of analysis presented here, it is, however, instructive to
note the rates at which increases in advances of the com
mercial banks have taken place against this setting of
central bank controls. For the countries for which such
information is available, the data do not, on the whole,
suggest any widespread tendency towards significant
deceleration in the rate of increase in advances over the
period since 1950 (see table 35). In fact, in countries
such as Bolivia and Chile, where inflation was severe
and of growing intensity in the years between 1954 and
1956, some acceleration was evident. The use of selective
credit controls, however, within this context of an ex
pansion in aggregate advances, may have had some anti·
inflationary effects in some countries. Instances can be
found where the increase in total expenditure was con
centrated particularly upon such activities as speculative
inventory accumulation or building; and since the
maintenance of these forms of expenditure was fre·

quently heavily dependent upon continuous increases in
the supply of credit, selective controls may have tended
to limit the rate of increase in aggregate expenditure.

While on the whole the rate of increase in aggregate
advances has not been retarded by the operations of
the central banks, it is, however, a fact that in a number
of countries the cash reserve ratios of the commercial
banks have tended to decline over the period; and
although the decline in this ratio may have been as
much a result of the expansion in advances as of the
influence of the central banks upon cash reserves, it can
at least be said that where it has occurred the poten
tial, if not the actual, influence of the central banks
upon the volume of credit has been strengthened (see
table 36).

Declining cash reserve ratios have been most con
sistently evident among Asian countries. In some of
them-for example, Indonesia and Thailand-the decline
was particularly noticeable in the past few years. Where
the cash reserve ratio of the commercial banks in
creased, as in Turkey, or deteriorated only moderately,
as in India or Pakistan, reserves were replenished by
increased borrowing from the central bank. A similar
situation of declining cash reserve ratios prevailed in
Australia, New Zealand and the Union of South Africa.

Developments in Latin America were generally simi
lar, though there were a few exceptions. In Guatemala
the liquidity of the commercial banks improved, while
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Table 36. Cash Reserve Ratios for Commercial Banks, by Country
(Percentage)

1. Ratio of total cash reserves' to total deposits
II. Ratio of borrowing from Central Bank to total deposits

Country 1950 1951 1952 1953 19M, 1955 1956

Bolivia
I. ............... 16 26 34 42 51 36 42
II ................

Brazil
I. ............... 19 20 22 20 20 21 21

II ................ 8 9 11 13 12 11 10
Chile

I. ............... 11 11 12 13 14 11 11
II ................ 16 11 14 14 17 17 17

Colombia
I. ............... 15 17 20 19 21 17 15

II ................ 23 20 20 16 11 22 15
Cuba

I. ............... 33 30 30 30 28 27 28
II ................ 1 1 7 4 7 7 4

Ecuador
I. ............... 41 39 42 41 35 35 35

II ................ 4 4 2 2 2 3 3
Guatemala

I. ............... 42 41 44 48 48 ,
52 51

II ................ 22 24 36 35 38 18 12
Honduras

I. ............... 38 53 44 33 42 37 30
II ................ 7 4 2 5 4 6 5

Mexico
I. ............... 40 31 30 27 26 25 24

II ................ 1 2 1 1 1
Peru

I. ............... 15 18 18 19 18 16 19
II ................ 6 5 6 12 4 7 4

Venezuela
I. ............... 33 38 35 30 26 24 27

II ................

Burma
I. ............... 24 19 33 27 24 22 25

II ................
Ceylon

25 28 23 14 17 19 18I. ...............
II ................

Egypt
26 33 27 27 22 27 24I. ...............

II ................ 11 3 3 7 7 9
India

I. ............... 12 11 10 9 11 10 9
II ................ 1 1 1 3 7

Indonesia
I. ............... 61 29 35 48 53 21 24

II ................
Israel

I. ............... 27 24 25 22 12 20 24
II ................ 1 3 6

Pakistan
I. ............... 13 14 12 9 10 10 11
II . ............... 8 9 6 3 8 10 11

Philippines
40 19 23 20 20 19 22I ................

II ................ 2 6 7 3 8 11 21
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Table 36. Cash Reserve Ratios for Commercial Banks, by Country (continued)
(Percentage)

I. Ratio of total cash reserves· to total deposits
II. Ratio of borrowing from Central Bank to total deposits

Country 1950 1951

Thailand
I. ............... 34 31

II ................
Turkey

I. ............... 10 17
II ................ 17 20

Australia
I. ............... 7 8

II ................
New Zealand

I. ............... 31 31
II ................

Union ofSouth Africa
16I. ............... 26

II ................

Source: See table 33.

in Brazil and Peru it remained approximately stable.
But in the remaining countries commercial banks have
generally been in a less liquid position in the past few
years than in the earlier period after 1950. In Chile
during recent years and in some other countries in
particular years, the decline in reserve ratio was moder
ated by increased borrowing from central banks.

It may be said, in conclusion, that some tendency
towards greater monetary stringency in the private
sector has been evident in many primary producing

1952

28

11
25

7

39

20

1953 1954 1955 1956

28 23 19 20
1 1

10 14 17 20
22 37 34 33

7 6 6 6

41 29 26 26

16 17 17 20

• Including borrowing from Central Bank.

countries. But in a number of them the control exercised
by central banks over the volume of private credit has
been greatly vitiated by the increases in the supply of
money that have taken place outside the private sector.
Further, it is to be borne in mind that, while restraints
on the supply of credit to the private sector may have
moderated the level of private investment expenditure
and thus exerted a disinflationary influence, a large part
of the actual expansion in credit was often necessitated
by rising business costs generated by inflationary forces
other than private investment expenditure.

Conclusion

Inflation in the primary producing countries cannot
be explained by anyone causal factor. Excess aggregate
demand, imbalances between sectoral demand and sup
ply, and various cost factors, including rising import
prices and money wages, were all, at one time or an
other, found in conjunction with inflation. Often, the
various influences were present together; in such cases,
it is difficult or impossible to distinguish unequivocally
the primary agent in the chain of causation. Neverthe
less, one conclusion emerging from the analysis is that
excess demand, at both the aggregate and sectoral levels,
has been a major force in the inflation occurring in
primary producing countries.

The widespread tendency for demand to exceed avail
able supplies of goods and services has frequently re
flected the deep-rooted aspirations of countries in the
early stages of development to achieve higher living
levels through capital formation. The heavy reliance of
governments upon deficit financing provides striking

evidence of the determination of countries to develop
their resources: But policies which ignore the dangers
inherent in fiscal and monetary instability provide, at
best, an uncertain foundation for growth, and, in recent
years, the trend towards greater restraint in the char
acter of official policies has borne witness to increasing
recognition of this fact.

Sectoral imbalance has also proved to be a major
problem for many countries. Food supplies in particular
have been at the root of inflation in numerous countries.
Not only have food prices risen absolutely, but in a
majority of countries they have risen more rapidly than
the generallevel of prices. In Latin America, especially,
where rapid urbanization has created additional pres
sure on food supplies, this has proved in many instances
to be a particularly acute problem.

Post-war experience has clearly demonstrated the
importance of an appropriately balanced expansion of
output in all major sectors. Adequate food supplies are
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an indispensable ingredient of stable long-term growth,
and success in achieving sustained economic develop
ment requires that due weight be given to expanded
agricultural output. Many countries, recognizing that
insufficient food supplies are a cause of inflation, have
taken energetic steps to remedy the situation. And yet,
while inflationary pressures have indeed been lessened
in many cases as a result of successful efforts to expand
food production, there remain a number of countries
where per capita food supplies in recent years have
shown no improvement since before the Second World
War, or have even declined.

The problem of food shortages has had widespread
repercussions upon the price structure of many
countries. While the institutional setting has also been
a major controlling element, a food problem has been a
significant link in the inflationary process: the decline
in real income resulting from increased food prices has
often provoked claims for higher wages. In large meas
ure, rising food prices together with the institutional
framework within which wages are determined have
accounted for the spiralling inflation of costs. The ad
vance in food prices,however, does not wholly explain
the magnitude of the wage-price spirals experienced by
many countries; excess aggregate demand and rising
import prices have also at times induced increases in
wages. And it has been mainly through advances in wage
costs that such inflationary influences have become per
manently embedded in the domestic price structure.

Even in countries where prices may not have been
affected by cost pressures, a price spiral has often been
engendered by increases in the money supply required
to finance budget deficits, private investment or the
export balance. When these increases have been in ex
cess of the amount which the community has been will
ing to hold at a given level of real income and prices,
they have assumed an active role in raising prices and
wages.

The problem of reconciling the dual aims of economic
growth and economic stability has been rendered diffi-
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cult for many primary producing countries by circum
stances outside their control. The instability of foreign
trade has been a factor of major consequence in inflation
in many primary producing countries. The particularly
close links in these countries between investment and the
foreign balance, and between government revenue and
trade developments, have often caused sharp fluctuations
both in supply availabilities of many key commodities
and in demand pressures. Moreover, the predominance
of agricultural production in the economies of these
countries means that total supplies-both for export and
for the domestic market-have been subject to the vaga
ries of weather conditions.

There is little doubt that removal or lessening of the
instability in export markets of primary products would
represent a major contribution towards greater price
stability in the economic activity of under-developed
countries. But the central problem of securing addi
tional resources to hasten the pace of economic develop
ment and, at the same time, avoiding inflation would
remain. Additional resources may be raised in various
ways, of which a major policy instrument is taxation.
It is true that in countries with very low per capita
incomes there is no prospect of achieving the record of
those with higher incomes where the tax burden often
approximates one-fourth or more of the gross national
product. Yet it cannot be said that the tax limit has been
reached in under-developed countries. A higher degree
of progressivity and greater reliance on income taxes
would seem to provide much scope for the mobilization
of additional resources.

While principal reliance must be placed on domestic
resources, foreign capital may considerably facilitate
the process of stable growth, both by supplementing the
supply of domestic savings and by financing imports of
capital equipment. Were the under-developed countries
able to augment their domestic resources by drawing on
a greater supply of foreign capital, they would be better
placed to counter the constant danger of inflation that
accompanies their compelling need to hasten the pace
of economic growth.



Chapter 3

INFLATION IN CENTRALLY PLANNED ECONOMIES

Despite State ownership of most productive capacity
and State planning of resource allocation, the centrally
planned economies have all experienced considerable
inflationary pressure during certain periods of their
history. It is of interest to consider how such pressure
can develop in a planned economy, where concentration
of economic power in the central authorities would seem
to have eliminated any obstacle to continual adjustment
of demand to the level of supply. If all goods and
services were subject to direct distribution by govern
ment agencies, no problem of imbalance between de
mand and supply could arise, although major shifts in
the allocation of national product from consumption to
accumulation might still create social tensions. The
problem of balance between demand and supply in the
centrally planned economies is created by the fact that,
as a rule, consumer goods and labour are not directly
allocated but exchanged, that is, incomes are paid in
money and used for purchases of goods. These payments
take the form of money flows which may generate in
flationary pressure if they are not in line with the flows
of consumer goods and services available for sale.

The problem of imbalance between flows of money
and of goods is confined to the consumption sector;
intra-industry transactions do not raise similar problems
of imbalance, since the bulk of producer goods, in the
centrally planned economies, is subject to direct allo
cation, and maladjustments in this sector have no direct
effect on prices. However, excess liquidity in individual
enterprises may result in lower efficiency, in piling up
of stocks and-most important from the point of view

of inflationary developments-in raising wages above
the planned rates. Naturally, any such inflation of the
wage bill may upset the planned balance between the
demand and supply of consumer goods.

Thus, though output and its allocation are centrally
planned, the use of money rewards creates the possi
bility of divergent movements of money incomes and of
supply of consumer goods. This duality of flows makes
it imperative to supplement production plans by finan
cial plans in order to co-ordinate money flows with the
physical flows of consumer goods. From the point of
view of inflationary developments, the most important
section of the financial plan is the "balance between
money income and expenditure of the population", the
purpose of which is to bring about the final co-ordina
tion of wage, output and allocation plans so as to bal
ance personal disposable income with the planned
supply of consumer goods.

The balance between demand and supply of consumer
goods may be upset, in centrally planned economies, by
changes similar to those which in private enterprise
economies generate inflationary pressure. Thus, a rise
in investment, net exports or government e:ll:penditure
in relation to national product will tend to generate
pressure of demand upon supply of consumer goods
unless the excess demand is eliminated by a rise in
savings or in direct taxation. Similarly, an increase in
income payments in relation to output will, other things
being equal, result in pressure on prices of consumer
goods.

Characteristics of Inflationary Pressure

Despite important similarities between the general
causes of inflation in private enterprise and in centrally
planned economies, significant differences exist both in
the process of inflation and its effects and in the mechan
ism of readjustment.

These differences reflect essential dissimilarities both
in the institutional framework of the two types of econ
omies and in specific economic policies which, though
not essential to central planning, have become a lasting
feature of the system.1

1 Recent changes in the methods of planning and management
have not resulted in any alterations of the methods of price
determination, relevant for the problem of inflation, although
they have given rise to extensive discussions of some aspects of
price problems.
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Since in the centrally planned economies virtually all
industry, building, transportation and trade as well as
most services are nationalized, almost all investment
expenditure is government expenditure and almost all
profits accrue to the government. Profits of enterprises
are either retained for future investment or transferred
to the budget; they do not, therefore, enter the stream
of private income and have no effect on consumer de
mand or on savings.

Personal income, in the centrally planned economies,

The system of planning and price formation described in this
section does not apply to Yugoslavia, which during the last five
years has granted to individual enterprises the right to plan their
output and to determine their prices without direct intederence
of the central authorities.
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is composed almost exclusively of wages, salaries,
peasants' income in money and kind, and transfer pay,
ments to individuals. This difference between the com
position of private income in centrally planned and in
private enterprise economies, and the existence in the
former of a single government-business sector, account
for significant dissimilarities in the part played by
various taxes, profits and savings in the two systems.

THE ROLE OF TAXATION AND WAGE POLICY IN

BALANCING DEMAND AND SUPPLY

The fact that almost all income represents income of
labour, together with the prevailing levels of consump
tion and the wide scope of State-financed social insur
ance, accounts for low average and marginal rates of
private savings. In consequence, private savings offset
only an insignificant part of investment and other gov
ernment expenditure; near!y all such expenditure is
financed instead out of government revenue from profits
and taxes. Income tax represents, in all centrally planned
economies, only a small proportion of government
revenue; and as a rule little reliance has been placed
on changes in the rate of income tax as a means of
restricting the growth of personal disposable income.
The only significant exception has been the tax in kind
paid by peasants in the form of compulsory deliveries
at prices considerably below market prices. The small
part played by direct taxation is closely related to the
existence of a single business-government sector and to
the structure of private income. Since the predominant
part of these incomes is composed of wages and salaries
paid by the government sector, it is largely a matter of
indifference whether the change in the distribution of
income in favour of the government, required by a rise
in investment or government expenditure, is brought
about by a curb on wages in relation to output before
tax or by a rise in income taxes; the effect of these
alternative measures on take-home pay is identical. All
centrally planned economies have attempted in the past
to restrict the growth of disposable income by restrain
ing the growth of wage payments rather than by raising
the income tax.

The largest part of government revenue is derived
from the turnover tax, which has an altogether different
role from that of indirect taxes in private enterprise
economies; indeed the turnover tax in centrally planned
economies is not easily distinguishable from enterprise
profits. Since the turnover tax and profits together rep
resent the difference between cost and market price and
since both accrue to the government sector, there is
little reason to treat them as distinctive economic cate
gories from the standpoint of the relation between
demand and supply. In fact, the turnover tax might be
considered at least partly as a profit tax rather than as
an indirect tax. The distinction between profits and the
turnover tax is important chiefly for administrative and
accounting purposes. Since unit cost of production and
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prices received by the enterprise are fixed by the plan,
changes in profits of the enterprise are an indication of
improvement or deterioration in the input-output ratio
of the enterprise and depend solely on its technical
efficiency. On the other hand, the difference between
the market price and cost is largely influenced by
changes in the allocation of resources in the economy
and other factors independent of the efficiency of indi
vidual enterprises. In these conditions it is considered
administratively expedient to define as profits of the
enterprise only a very small part of the difference be
tween cost and market price of consumer goods, and to
transfer the remainder of the difference to the budget
in the form of a turnover tax.2

Although the role of the turnover tax in centrally
planned economies bears some resemblance to that of
profits in private enterprise economies, it differs from
such profits in two important respects. First, it is im
posed almost exclusively on consumer goods; and
second, unlike profit rates in the private enterprise
economies, it has no effect on economic decisions. In
deed, a direct consequence of State ownership and
central planning is the elimination of the profit motive
as a determining factor influencing the growth of
output and the allocation of resources between end-uses.
Production and investment decisions in the centrally
planned economies are entirely unrelated to current or
prospective profits; and, therefore, wide discrepancies
between the relative rates of profit in the consumer and
producer goods sectors have no effect on their relative
rates of growth. The centralization of output and in
vestment decisions in the government severs all links
between movement of prices and profits in consumer
and investment sectors. Thus, a rise in the pressure of
consumer demand leading to higher prices, profits and
turnover tax in the consumer goods sector has no direct
effect on demand for investment goods and, therefore,
need not influence prices and profits in the investment
sector. A widening of the gap between the rate of profits
in these two sectors will not by itself lead to any shift
in resources towards consumption. High profits provide
no basis for diverting resources from investment or
from exports to consumption, nor for any change in
the allocation of resources that is not in accordance with
the plan.

THE PRICE SYSTEM AND INFLATIONARY PRESSURE

The lack of any definite relationship between prices
of producer and of consumer goods and the special role
played by the turnover tax in equating demand and
supply of consumer goods are reflected in significant
differences in price formation in these two sectors.

Prices of producer goods, sold almost entirely within
the government sector, are composed of cost, inclusive

2 Planned profits are calculated as a percentage of planned
cost; a part of planned profits and a much smaller proportion of
profits in excess of plan are transferred from the enterprise to
the government budget.
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total wage bill

shar<of consumption in national output.

volume of national output volume of national output
unit wage cost

Average unit price of consumer goods
volume of consumption

volume of consumption

5 Under the assumption specified at the beginning of the pre
ceding footnote, the combined effect, on the pressure of demand
on consumer goods, of changes in the unit wage cost and in the
allocation of resources as between consumption and other uses,
may be derived from the following equation:

total wage bill

4 Disregarding transfer payments, direct taxes and savings,
and treating income of peasants as equivalent to wages paid in
consumer goods industries, the value of consumer goods may
be assumed equal to the total wage bill in the economy, whereas
their cost equals the wage bill in consumer goods industries.
The ratio of value to cost will thus equal the total wage bill
divided by the wage bill in consumer goods industries, or setting
p = price of consumer goods, c = cost of consumer goods,W. =
wage bill in consumer goods and WI=wage bill in the rest of

p W.+WI WI
th.e economy: - =--- = 1+-. Since any shift in the

c W. W.
allocation of resources away from consumption will, if unit wage

WI
costs remain unchanged, raise the ratio-, it will require an in.

W.
crease in prices of consumer goods and in turnover tax.

investment workers in relation to the total wage bill and
will, therefore, call for a corresponding increase in con'
sumer prices and in the rate of turnover tax.4 Con
versely, an increase in the share of resources allocated
to consumption will lead to price reductions. Similarly,
for a given allocation of resources as between con
sumption and other uses, a change in unit wage costs
brought about by a disparity between the rates of in
crease in output per man and in wage rates will also
involve a change in demand for consumer goods in rela
tion to supply and will therefore require a change in
prices and in the rate of turnover tax on consumer
goods. Changes in unit wage costs may thus offset or rein
force the effect of changes in the allocation of resources.
On the one hand, a decline in wage cost may, for in
stance, be instrumental in reducing personal disposable
income in relation to total output, thereby offsetting the
effects of a reduction in the share of consumer goods in
total output; such a combined change would leave de
mand and supply in balance without necessitating any
adjustment of prices. A rise in money wages in relation
to total output, on the other hand, which in itself would
result in pressure on prices of consumer goods, might
be offset by a commensurate increase in the share of
resources devoted to consumption.5

One distinctive feature of the price system prevailing
in the centrally planned economies is that whether an
average rise or decline in unit wage cost occurs in the
investment or in the consumer sector, its effect on prices
of consumer goods will be identical so long as the ratio
of consumption to national product remains unchanged.
An increase in output per man in the investment sector
will, other things being equal, have the same effect on

3 Strictly speaking, not available for sale to consumers, since
some goods and services are made available to consumers free of
charge.

of depreciation allowances, plus a certain percentage
of cost defined as profits. These prices are, in general,
cost-determined, although their adjustment to changes
in cost may be delayed, resulting during the intervening
period in a change in the rate of profits or even in
losses requiring subsidies. Since the bulk of investment
is financed by the government sector and centrally allo
cated, any change in profits of investment goods indus
tries will be reflected only in government accounts and
will have little effect on the economy as a whole. From
the point of view of inflationary pressure the only rele
vant change in the investment goods sector is a change
in the wage cost, which may inflate private income and
raise effective demand for consumer goods.

The method of price formation in the consumer sector
differs basically from that prevailing in investment
goods industries. Unlike prices of producer goods, prices
of consumer goods include, in addition to a fixed percent
age markup over costs, a variable rate of turnover tax,
which is adjusted so as to clear the market for such
goods. Thus, the aggregate market value of a given
supply of consumer goods will tend to equal the total
income available for consumption, consisting of the
total wage bill plus transfers and payments to the
peasants after deduction of income tax and personal
savings. It follows from this method of pricing that
there must be a definite relation between the amount of
the turnover tax and the income paid out for producing
goods and services for other than consumption purposes.
If there were no transfer payments, income taxes and
personal savings, and if all workers were employed
only in the sector producing consumer goods, the aggre
gate market value of these goods would be set so as to
equal the incomes paid out in this sector, namely, the
wage cost. Since, however, part of the labour force is
engaged in activities which produce goods and services
not available for personal consumption,3 the wage bill
of these workers also adds to the demand for consumer
goods. It is therefore necessary to raise the prices of
consumer goods above their wage cost to a level which
will equate their aggregate value with the effective de
mand generated in the entire economy. The price-cost
ratio of consumer goods is therefore determined by the
ratio of the wage bill of the investment sector to the
wage bill of the consumer sector. Thus, setting aside the
adjustment for transfer payments less income taxes and
personal saving, the difference between the value and
the cost of the aggregate supply of consumer goods must
correspond to the wage bill in the investment sector.
This difference, apart from the small margin of profits,
is absorbed by means of the turnover tax imposed upon
consumer goods.

It will be readily apparent that a shift in the alloca
tion of resources toward uses other than consumption
will, other things being equal, increase the wage bill of
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prices of consumer goods as a corresponding6 increase
in output per man in the consumer sector; its effect in
either case would be a decline in the ratio of the total
wage bill to the supply of consumer goods. A rise in
wage rates in either sector, at a given ratio of consump
tion to national product, would have an opposite effect.

The differences in the methods of pricing producer
and consumer goods are also important in distinguish
ing between demand and cost inflation in centrally
planned economies. Demand inflation has no direct
effect on prices of producer goods, since these goods are
centrally allocated; on the other hand, cost inflation,
that is to say, a rise in unit wage costs, will directly influ
ence producer goods prices, although its effect may at
times be delayed by government subsidies. In contrast,
demand inflation directly affects prices of consumer
goods, and even cost inflation, that is, a rise in unit wage
costs, influences prices of consumer goods only indi
rectly through its effect on consumer income and de
mand_ In consequence, a rise in unit wage costs in the
centrally planned economies may be associated with a
decline in prices of consumer goods, if it is accompanied
by an increase in the share of national product allocated
to consumption.

PLANNING AND PROBLEMS OF IMBALANCE

Since both physical and monetary flows are subject
to planning, and there are specific plans to co-ordinate
the money income of the population with the supply of
consumer goods, it follows that any lack of co-ordination
between various output and income plans may result in
either an excess or a deficiency of effective demand. The
elimination of a deficiency of demand would not present
any difficulty in a centrally planned economy; a rise in
money wages or a reduction in prices would clear the
market and reduce government revenues from profits
and turnover tax without any detrimental effect on the
rate of investment and the rate of growth of national
product. The elimination of excess demand, however,
has proved a much more difficult problem during the
post-war period. In certain periods of extremely large
relative shifts in the allocation of resources in favour
of investment or armaments, the planning authorities
were aware at the onset that ex-ante adjustment of
money incomes to the available supply of consumer
goods would not be feasible and that the fulfilment of
plans of output and investment was bound to give rise
to inflationary pressures. Such inflation was allowed to
develop in situations when the fulfilment of plans re
quired very severe restriction on the rate of growth or
even a reduction in the absolute level of real wages.

As a rule, however, the planning authorities not only
attempted to avoid inflationary price increases but
tended to increase real wages through reducing prices
rather than through raising money payments. Under

6 Weighted by the share of wages in each sector in the total
wage bill.

such conditions, disproportions generating inflationary
pressures arose either from defective planning or from
failure to fulfil plans according to the original relation
ships that had been set among various targets.

The possibility of disruption of relationships orig
inally planned between various output and income tar
gets stems primarily from the fact that the planning
authorities do not have absolute control over factors
which are crucial from the point of view of their infla
tionary effect. Among them, the most important are the
plans for the supply of agricultural produce and the
plans for productivity. Failure to fulfil plans for a rise
in output per man entails an increase in employment
above the planned quotas and disrupts the originally
established balance of money income and outlays of the
population. On the other hand, the supply side of the
balance may be adversely affected by failure to fulfil
planned increases in agricultural output, as a result
either of unfavourable weather or of adverse effects of
government policy towards the peasants. The disruption
of plans for agriculture may in turn result in non
fulfilment of plans of industrially produced consumer
goods largely dependent on agricultural raw materials.
Furthermore, plans for the supply of agricultural prod
uce may be disrupted by the peasants' unwillingness to
deliver the prescribed compulsory quotas or by reducing
their free sales to the urban population.

An important factor tending to reinforce the infla
tionary effect of the disruption of plans for the supply
of consumer goods has been the general tendency to pro
mote the expansion of the investment sector regardless
of difficulties encountered in fulfilment of plans in other
sectors. At least until 1953, only in exceptional cases
were investment plans scaled down with a view of
eliminating imbalances caused by the non-fulfilment
of plans in consumer sectors or by larger-than-planned
increases in incomes. The fulfilment of investment plans
in such conditions, and even more, their over-fulfilment,
would obviously result in a decrease in the share of
consumption in national product below the ratio orig
inally planned, and would be reflected in a rise in the
total wage bill in relation to the supply of consumer
goods.

In the foregoing review of the inflationary effects of
non-fulfilment or over-fulfilment of production plans,
it was assumed that no disruption of wage-rate plans
occurred. However, this need not always be the case.
Inflationary demand pressure may also result from an
increase in wage rates in excess of the plan, unless it is
associated with a commensurate increase in output per
man above planned levels. A rise in wages in excess of
planned rates could be the result of deliberate decisions
of the central authorities or of unauthorized but often
tacitly approved decisions of management of enter
prises. It might also result from pressure of labour for
higher wages than those set in the plan.

As productivity and the supply of labour are not
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under direct control of the planning authorities, the
government may sometimes find it necessary to raise
wage rates above levels originally planned in order to
stimulate the inflow of labour from the countryside to
the cities and to induce a larger proportion of the urban
population to enter industrial occupations. Similarly, a
planned rise in output per man may prove difficult to
achieve without exceeding the planned wage rates, either
directly by increases across the board or indirectly by
a greater than planned differentiation of wage rates.

Pressure of labour for wage increases has taken
various forms, such as absenteeism, high turnover, reo
gistance against the upward revision of norms,7 and
outright demands for wage increases and cessation of
work. These pressures have frequently resulted in un
authorized wage increases, granted by managements of
individual enterprises. Such unauthorized increases in
wages have been stimulated-and often caused-by the
shortage of qualified workers and have taken the form
of competitive bidding up of wages by the managers.
This was made possible by laxity of "financial discip
line", which enabled managers to overspend the planned
wage fund by diverting resources earmarked for other
purposes, and by bank credits. Such transgressions were
at times tolerated, however, if not actually encouraged,
in cases when they were found necessary to fulfil pro
duction plans.s

The fact that, in spite of central planning of the wage
bill and of wage rates, wages may increase in excess of
planned rates, opens the possibility of a price-wage
spiral in the centrally planned economies. An initial
increase in cost of living caused either by a relative shift
in the allocation of national product in favour of uses
other than consumption or by failure to reduce unit
wage costs according to plan may generate pressure for
higher wages. If such wage increases are not granted,
workers may become restive and productivity may be
adversely affected so that governments have occasion
ally found it expedient to raise wages above originally
planned levels. By raising incomes, however, such wage
increases in turn generate new pressures of demand on
supply, which may have to be met by further increases
in prices, and thus a price-wage spiral may develop.

A rise in average prices received by peasants-either
through outright price increases or through a reduction
in the share of compulsory deliveries at lower prices
also has an inflationary effect similar to that of wage
increases. Such an increase, which disrupts the origi
nally established balance of income and outlays of the
population, has at times been unavoidable because the

, Upward revision of norms amounts to a reduction of piece
rates. When the attempt to impose a reduction of piece-rates
fails, the planned drop in unit wage costs will not be achieved
and the planned balance between the income and supply of
consumer goods will be upset.

S A more stringent financial control over the disposal of enter
prise funds has considerably reduced unauthorized wage in
creases in several countries.
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plans for the acquisition of agricultural produce at set
prices have proved to be inoperative.

As a general rule the authorities of the centrally
planned economies have tended to achieve a balance
between supply and demand without resort to rationing,
by setting prices of consumer goods at a level equating
supply and demand. Prices in State and co-operative
trade, however, have frequently been set below the level
warranted by the demand-supply situation, resulting
in shortages, queueing and speculation. Discrepancies
between State prices and the price level equating supply
and demand have at times also been reflected in a wide
spread between official and black market prices for in
dustrially produced consumer goods and between State
and free farm market prices for food. This duality of
prices was often permitted despite significant differ
ences between the effects of price increases in State and
in private trade. Whereas a rise in prices in State trade
is similar to a tax on profits in private enterprise
economies, and therefore has no secondary effect on
demand pressure, a rise in prices on free farm markets
or in unauthorized urban trade results in an increase in
income of peasants and urban traders, and since the
rate of savings of the population is generally low, espe
cially in a period of rising prices, such higher incomes
add to the pressure of demand on the supply of con
sumer goods. During periods of rising prices, this policy
of permitting dual prices may have been motivated by
a desire to hold State prices down as long as possible
even at the cost of haphazard distribution, on the as
sumption that lower paid workers would be more likely
to take advantage of the lower prices in the State trade
than would higher income groups. However, even dur
ing periods of general price reductions, prices of several
consumer goods were frequently reduced more than
changes in the supply-demand situation warranted, with
the result that some pressure of demand against supply
would remain. Although no conclusive information ex
ists about the reasons for such policy, it may be that such
imbalance was due to some miscalculation. Since the
planned reduction of prices must be related to planned
changes in output per man, in the wage bill and in
production of consumer goods, a failure to fulfil some
of these targets or over-fulfilment of others would nec·
essarily lead to an unexpected disequilibrium between
supply and demand.

Lack of correspondence between price levels and the
supply-demand position has frequently led to involun
tary accumulation of liquid savings in the hands of the
population. These savings have then continued to exert
pressure on the supply of consumer goods in subsequent
periods. In several cases demand pressure was reflected
mainly in specific shortages, especially in shortages of
meat and fats, while the supply of other consumer goods
seemed to be adequate at a given price level. This would
seem to lead to the conclusion that a change in relative
prices might have been sufficient to eliminate shortages
without affecting the general price level. Often, how-
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ever, especially in a period when demand was shifting
towards higher quality goods (for instance, from bread
and potatoes to meat), only a very substantial rise in
prices of goods in short supply would have absorbed
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the excess demand. In such conditions an increase in
prices of goods in short supply could hardly have been
compensated by a reduction in prices of other goods
sufficient to leave the cost of living unchanged.

Price Developments, 1949·1956

The intense inflationary pressures of the immediate
post-war years were followed in the centrally planned
economies by a relaxation of tensions towards the end
of the reconstruction period. This phase was in turn
succeeded by a new period of inflationary pressure,
associated, in most countries, with the inception of long
term plans of economic development. This second period
of inflation lasted, for most countries of the group, until
about 1953, and was followed by several years of de
clining prices.

The inflation between 1945 and 1949 differed in
fundamental respects from that which developed dur
ing the subsequent period. The problems faced by most
of eastern Europe during the years following immedi
ately after the end of the war were in many respects
similar to those of the western European countries which
had suffered war damage and occupation. The solution
of these problems was greatly facilitated by the exist-

ence of unused capacity and was aided by foreign
grants, two factors which in the later period were of
little importance in the centrally planned economies.
Nationalization of productive resources and central
planning were both still in their initial stages during
the earlier period, so that the inflationary processes of
that period cannot be considered as typical for the
planned economies. By 1949 the process of reconstruc
tion had been completed in almost all countries and
the framework of the new system was, broadly speaking,
established. The essential difference between the char
acter of inflationary developments during these two
periods, as well as the extreme scarcity of data relating
to the earlier period, makes it expedient to limit the
following analysis to the period from 1949 to 1956.

Despite the similarities in the institutional framework
and in programmes of economic development of the
centrally planned economies, the direction of changes

Table 37. Price Indices of Consumer Goods, by Country
(1953 =100)

76 92
62 85
85 86
91 93

100 100
127 132

133 118
136 120
99 100

145 115
167 123
113 93
134 126
100 100
107 107
109 106

Country and item 1949

Bulgaria
State and co-operative trade, retail prices. . . . . . . . . . . 74

Food .
Industrial goods .

Collective farm market prices .

China, mainland'
All trade, retail prices. . . .

Staple food .
Subsidiary food .
Textiles .
Fuels .
Daily "necessities" .

Czechoslovakia
State and co-operative trade, retail prices .
Cost of living index, urban familiesb ••••••••.••••••

Food .
Clothing ' .
Fuel and light .
Rent .
Other goods and services .

Eastern Germany·
All trade, retail prices, goods and services .

Goods .
Services .

Cost of living indexd ..••••.••••••••.••••••••••••

Food· " .
Clothing .
Fuel and light .
Rent .
Household goods .
Other services I .........•.......•.....•....•••

1950

94

86

1951

105

95

1952 1954 1955 1956

107 89 83 77
104 88 84 79
III 90 83 75

93 89 87

96 100 102 102
96 100 101 101
89 103 105 106

100 100 102 102
97 102 103 103
99 99 100 100

94 91 89
92 87 86 84
88 91 90 88
78 73 69 63

102 94 92 91
100 100 100 100
125 93 90 90

107 93 90 89
107 92 89 89
100 98 98 98
105 93 91 90
109 90 86 87
93 97 98 94

125 100 100 100
100 100 100 100
99 102 102 102

105 99 96 95
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Table 37. Price Indices of Consumer Goods, by Country (continued)
(1953=100)

Country and item 1949 1950 1951 1952 1954 1955

Hungary
96State and co-operative trade, retail prices ........... 97 96

Food .......................•................. 95 94 94
Industrial goods .............................. 100 98 98

Cost of living index ............................. 56 59 72 100 95 94
Food ........................................ 46 52 68 100 96 93
Clothing ..................................... 62 64 72 101 96 97
Fuel and light ................................ 81 82 86 89 104 104
Household furnishings ......................... 73 72 72 103 97 97
Services ..................................... 86 89 90 99 100 100

Poland
All trade, retail prices, goods and services ........... 52 56 62 71 94 91
Food.......................................... 45 49 53 67 95 95
State and co-operative trade ...................... 45 48 51 62 95 94
Collective farm prices ............................ 37 45 58 89 99 105
Catering..................................... ,. 51 53 60 80 93 92
Industrial goods ................................ 59 64 72 75 91 85
Services ....................................... 68 69 71 71 98 98

USSR
State and co-operative trade, retail prices ........... 158 127 116 110 95 95

Food........................................ 178 139 124 114 97 97
Industrial goods .............................. 137 114 108 108 92 92

Collective farm market prices ........ , ............ 107 108 107 110 110

Yugoslavia
124All trade, retail prices. . . ........................ 46 61 93 99 113

Cost of living index"............................. 118 96 98 III
Foodh •••••••••••••.•••••••••.••.••••••••••• 93 100 118
Clothing .................... '" .............. 102 83 89
Fuel and light ................................ 114 106 114
Rent ........................................ 57 112 130
Furnishings .................................. 94 96 99
Other services ................................ 88 111 123

1956

93
93
93

91
95
94

105
92
84
97

95
97
92

101

118
117
125
90

120
135
100
133

Source: Bulgaria: Statisticheski Godishnik na Narodna Republika
Bulgaria, 1956 (Sofia), and Statisticheski Izvestia, No; 1, 1958
(Sofia) .

China, mainland: Report on fulfilment of plan for 1956, State
Statistical Bureau (Peking).

Czechoslovakia: Statisticka Rocenka Republiky Ceskoslovenske,
1957 and Statisticke Zpravy, No.4, 1957 (Prague). State and co
operative retail trade price index derived from data on retail
sales in current and constant prices. Aggregate cost of living
index and the index of food prices, 1954-1956, from Statisticka
Rocenka, 1957; all other data on cost of living are estimates
published in United Nations, Economic Survey of Europe in 1953
(sales number: 1954.II.E.2) and United Nations, Economic
Bnlletin for Europe, vol. 8, No.1, 1956 (Geneva).

Eastern Germany: Statistisches lahrbnch der Deutschen Demok
ratischen Republik, 1956 (Berlin).

Hungary: State retail sales price index derived from the value
of retail sales in current prices and the volume index in 1955
prices reported in Statisztikai Evkonyv, 1949-1955 (Budapest).
Cost of living index, 1949-1955, from same source; that for
1956 from reply of the Hungarian Government to a United
Nations questionnaire.

Poland: Rocznik Statystyczny, 1957 (Warsaw).
Union of Soviet Socialist Republics: State retail prices:

Narodnoe Khozyaistvo SSSR (Moscow, 1956); collective farm
market prices: same source, and Sovetskaya TOTgovlya, 1956
(Moscow).

Yugoslavia: Statisticki Godisnjak, 1955 and 1957 (Belgrade).
a Eight cities.
b No official index of cost of living is available for the period

prior to 1954. The aggregate index for 1950 to 1953 and the
indices of prices of clothing, fuel, light, rent and other goods
and services for 1950 to 1956 are estimates based on prices in
December 1950 to 1952, June 1953 and April 1954 to 1956.
The aggregate index and food index for 1954 to 1956 are official

indices referring to April of each year. The difference between
the estimated and official indices for the years for which the
latter were available was insignificant. Similarly, there was little
difference between the average annual data and the indices
referring to April from 1954 to 1956. It is probable that owing
to much greater amplitude of changes between 1950 and 1954
the difference between the annual averages and data based on
prices referring to a single month were much greater. In con
sequence the indices for 1950 to 1954 may not reflect adequately
the· movements of the average price levels and should be con
sidered mainly as a rough indication of the direction and
intensity of changes.

c The indices. reproduced in the table are at variance with an
index of retail prices derived from data on retail trade in current
and constant prices published in Nenes Dentschland, 13 February
1958. The derived data seem to indicate that the decline in
prices between 1950 and 1956 was considerably smaller than
that shown by the index given in the table, particularly in 1951.
The lack of information on the cause of this discrepancy makes
it difficult to assess which of the two indices reflects more
accurately the price movements during that period.

d For an industrial worker's family with an average monthly
income of 396 Deutsche marks, and with four persons.

e Weighted average of food, and tobacco and beverages. The
weights (42.1 and 7.8 per cent) represent the share of these
expenditures in family budgets in 1955 (WiTtschafts Wissen.
schaft, No.5, 1956).

f Weighted average of education and entertainment, and
transportation. The weights (3.4 and 2.3 per cent) are from
WiTtschafts Wissenschaft.

g For a worker's family with four persons.
h Weighted average of food, and tobacco and beverages. The

weights (55.8 and 5.5 per cent) represent the share of these
expenditures in family budgets in 1955 (Statisticki Godisnjak,
1957).
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in price levels from 1949 to 1956, their turning points
and intensity varied from country to country. This will
not be surprising if account is taken of the fact that
at least at the beginning of the period the countries
differed considerably with respect to the stage reached
in development, the degree of government control, and
general economic, political and social conditions.

THE PATTERNS OF CHANGE

Three broad patterns of price change emerge from
the examination of consumer price movements during
this period (see table 37). In one group of countries
there was a strong upward movement of prices during
the first half of the period, followed by a declining
trend, tending to taper off at the end of the period. This
group includes Bulgaria, Czechoslovakia, Hungary,
Poland and Romania.9 In the second group, composed
of mainland China and Yugoslavia, prices were mount
ing throughout the period, although in Yugoslavia the
upward movement was interrupted in two instances by
temporary price declines. In the last two countries
Eastern Germany and the Soviet Union-consumer
prices were declining throughout the period. Here, even
to a larger extent than in the first group, the decline
tapered off and was almost brought to a halt iIi 1955.

There were also pronounced differences in the mag
nitude of changes among countries. In the first group of
countries, where the upward trend of prices was reversed
in the middle of the period, the rate of increase appears
to have been lowest in Czechoslovakia, where between
1950 and 1953 consumer prices rose by 32 per cent.
It was somewhat higher in Bulgaria, where between
1949 and 1952 prices in State and co-operative trade
increased 44 per cent, but much steeper in Hungary
and Poland, where the increase during the three years
preceding the peak was as high as 78 per cent and 79
per cent, respectively (see table 37). The decline in
prices during the following period was not sufficient, in
most of these countries, to bring the index down to its
former level, owing to the fact that wage earnings in
creased very substantially during the period of mount
ing prices and continued to climb after reversal of the

• Romania has not so far published any general price indices.
The scattered information on prices of specific commodities
indicates an upward movement until 1952. Thus, between June
1950 and December 1952, ration prices of food and clothing
increased while prices of similar goods on free sale in State
trade declined. Between December 1952 and September 1953,
these movements were reversed. Lack of information on the share
of rationed and non-rationed purchases precludes any definite
conclusion about the combined effect of these changes on the
average price levels, but it appears that the average level of
prices in September 1953, though below that of December 1952,
was considerably above that of June 1950. The elimination of
rationing at the end of 1954 was accompanied by a rise in the
average price level of about 15 per cent, as indicated by the
implied price index derived from data on retail trade in 1954
and 1955, in current and constant prices, given in Anuarul
Statistic, 1957 (Bucharest). In 1956, prices declined by 3 per
cent. The conclusion with respect to price increases prior to
1953 is supported by the fact that the revenue from the turn
~)Ver tax during that period was increasing substantially in relu
tion to the value of retail trade.

trend. Thus, the decline in prices between 1953 and
1956 amounted to 16 per cent in Czechoslovakia, 7 per
cent in Hungary and 8 per cent in Poland. Bulgaria
appears to be the only country where the price level of
consumer goods in State and co-operative trade was in
1956 close to the 1949 level.

In mainland China, which was able only in 1950 to
halt the hyper-inflation inherited from the civil war,
prices declined by 20 to 30 per cent during that year,
but from 1950 to 1956 they increased again by about
20 per cent. The largest part of this increase took place
in 1951 in connexion with the acceleration of indus
trialization and a rise in military expenditure asso
ciated with the Korean hostilities; since then the rate
of price increase has averaged less than one per cent
per annum.

Yugoslavia experienced the largest over-all increase
in prices between 1949 and 1956; the index for 1956
was 2.5 times higher than in 1949, although somewhat
below that of the highest level reached in 1951. The
maximum price increase, amounting to about 270 per
cent, occurred from 1949 to 1951, but this was followed
by a decline of 25 per cent in 1952. Consumer prices
rose again by 7 per cent in 1953 and remained at about
this level in 1954, but from 1954 to 1956 the index rose
again by 18 per cent.10

As mentioned above, the Soviet Union and Eastern
Germany were the only two countries of the group which
experienced a sustained decline in consumer prices
through most of the period. In the Soviet Union the
downward movement began after derationing and the
monetary reform of 1947, which eliminated the liquid
savings accumulated during the war. Prices continued
to fall until 1954. In 1955 and 1956, prices in State and
co-operative trade remained at their 1954 level, but the
decline in prices on collective farm markets in 1956
resulted in a further drop in the cost of living. This
sustained reduction in prices of consumer goods, in
conditions of continuous economic growth, brought
down the index of retail prices in State and co-operative
trade in 1954 by some 56 per cent as compared with
the fourth quarter of 1947; between 1950 and 1954,
prices declined by 26 per cent. The reductions in prices
in State and co-operative trade were not always accom·
panied by parallel movements on the collective farm
markets. From 1947 to 1950, prices on the collective
farm markets declined much more, and from 1950 to
1956 much less, than prices in State and co-operative
trade,u These divergent movements of prices on differ-

10 The cost of living index rose by 17 rather than 18 per cellt.
The data in the text refer to the index of retail prices, because
no index of cost of living is available for the period 1949-1952.

11 When compared with pre-war levels, prices on the collective
fann markets in 1947 were much higher than State prices. From
1950 to 1956 State prices declined by 26 per cent while prices on
collective farm markets, after considerable fluctuations, were
lower by 6 per cent.

The share of collective farm markets in total trade fell from
14 per cent in 1940 to 12 per cent in 1950, and 7 per cent in
1956; their share in total sales of food was 20 per cent in 1940,
18 per cent in 1950 and 12 per cent in 1956.
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ent markets were not, however, in the long run of such
a magnitude as to affect appreciably the changes in the
aggregate price level. Thus, the combined index of
consumer prices declined from 1947 to 1956 by 59 per
cent and from 1950 to 1956 by 25 per cent.12

In Eastern Germany between 1950 and 1956, the
official index of retail prices fell by 33 per cent and
the index of cost of living by 38 per cent. Most of the
decline took place between 1950 and 1954, while during
the two subsequent years, the over-all reduction did not
exceed 3 per cent. The actual decline from 1950 to
1956 was probably much smaller than indicated, as is
implied by new, presumably revised, data on retail sales
in current and constant prices.13

The causes of the considerable differences in direction
and magnitude of price movements in individual coun
tries will be analysed in the following section. At this
stage it suffices to mention that this disparity of price
movements reflected differences in changes in the rate
of investment and unit wage costs which in turn were
directly related to the availability of unused capacity at
the beginning of the period, to the character of organi
zation and planning, as well as to the abilities of gov
ernments to control the movement of wages and other
income payments to the population. Both in Eastern
Germany and in the Soviet Union an important role
was played by the availability, at the beginning of the
period, of unused or damaged capacity in industry as
well as in agriculture, which could be put into operation
without considerable outlays. In addition, in Eastern
Germany an important factor enabling the Government
to reduce prices was the elimination of reparation pay
ments, which made it possible to increase the share of
national product used for domestic consumption.

Despite considerable differences in the pattern of
price changes over the period 1949·1956 as a whole,
most of the centrally planned economies introduced sub·
stantial price reductions between 1953 and 1956. This
fall in prices in conditions of rising levels of output and
employment is in sharp contrast with price movements
in industrial private enterprise economies, where there
has been no important decline in price levels since the
war. The main reason for this dissimilarity seems to be
the difference in the way in which a rise in productivity
is passed on to consumers in the two systems. While in
the private enterprise economies an increase in produc-

12 Based on the following statement contained in the reply of
the Government of the Soviet Union to the United Nations
questionnaire of 29 October 1957 on inflation: "Taking into ac
count the decline in prices of goods acquired by the population
on the kolkhoz markets, the purchasing power of the rouble
increased, by the end of 1956, 2.44 times as compared to 1947,
and, compared to 1950, 1.33 times."

"' Neues Deutschland of 13 February 1958 published in
graphic form an index of retail sales in current and constant
prices, which seems to indicate that retail prices fell by only
15 per cent between 1950 and 1956. Lack. of information on the
methods of computation and the coverage of these indices makes
it difficult to derive a definite conclusion as to the actual rate of
decline of consumer prices during the period.
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tivity is generally reflected in higher money wages, in the
centrally planned economies the general tendency has
been to pass on the effects of rising productivity through
price reductions rather than through increases in money
wage rates.14 It is significant that no such policy could
be applied successfully in the presence of extreme
strains imposed upon the economies by rising rates of
investment and other government expenditure charac
teristic of the initial period of implementation of the
plans for rapid economic growth. Thus the Soviet
Union, which during the post-war years has achieved
very considerable price reductions, went through a
period of almost continuous inflation before the Second
WorId War, not unlike that experienced by most of the
centrally planned economies at the inception of their
plans of development between 1949 and 1953. The pat
tern of price movements, if not their amplitude, was
in many respects similar in both cases. In the Soviet
Union after the First World War, as in the other coun·
tries after the Second World War, inflation inherited
from the war was halted towards the end of reconstruc
tion, but, after a period of price stabilization, strong
inflationary pressures developed again under the impact
of the first stages of fulfilment of the long-term plans of
economic development. When the difficulties of the ini·
tial period of industrialization were over, prices began
to decline. In the Soviet Dnion prices of consumer goods
were rapidly increasing between 1928 and 1935, and the
derationing, which took place during that year, was
associated with the beginning of the period of declining
prices, which lasted until 1938. This trend was inter·
rupted by the internal changes related to the imminence
of the Second World War, and, from 1938 on, the up
ward movement of consumer prices was resumed. The
amplitude of price variations during that period cannot
be traced on a year-to-year basis, owing to lack of data;
but the magnitude of the rise in prices is roughly indio
cated by the following indices for isolated years, derived
from official statistics :15 1928 = 100, 1932 = 250/6

1937 = 525, 1940 = 625.

CHANGES IN COMPONENTS OF THE COST OF LIVING

A comparison of price changes of individual items
included in the general index, reproduced in table 37,
shows significant disparities between the movements of

14 Similarly, increases in real personal income, made possible
by a relative shift in allocation of resources from investment to
consumption, have also been frequently brought about by price
reductions rather than by increases in money wages.

15 Obtained by dividing the value index of retail sales by the
volume index. The value of retail sales in current prices is given
in Socialisticheskoe Stroitelstvo, 1936, and Narodnoe Khozyai
stvo SSSR (Moscow, 1956). The index of volume was published
in Voprosy Ekanomiki, No. 10, 1957 (Moscow). While these
data indicate the average changes in prices of rationed and non·
rationed goods in State trade, they do not reflect price move
ments in the collective farm markets. The inclusion of farm
market trade and prices in the index would probably accen
tuate the price increases between 1928 and 1932 and reduce their
rate of increase during the subsequent period.

16 Weighted average of "commercial" and ration prices.
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food prices, of industrially produced consumer goods,
and of services. In almost all countries the increases in
food prices were much steeper and their reductions less
pronounced than in those of manufactured goods, espe
cially of clothing, which represents the second largest
item in consumer purchases. This divergence is due to
the much slower rise in the supply of food than of other
consumer goods in relation to demand, and reflects the
difficulties encountered in almost all countries in raising
agricultural production. An exception to this pattern is
to be found in Eastern Germany, where food prices de
clined much more than those of manufactured goods
throughout the period. This was probably due both to
the very high level of food prices in relation to manu
factures in the beginning of the period, and to a con
siderable increase in imports of food. A rise in commer
cial exports of industrial goods, partly influenced by
declining reparation payments, made it possible to in
crease imports and raise the supply of food in line with,
or more than, that of industrial goods. Similarly,
although for different reasons, in the Soviet Union
prices of food also declined more than those of indus
trial goods between 1947 and 1953. During part of this
period, from 1947 to 1950, the greater decline of food
prices was due to a swift recovery of agricultural pro
duction. This recovery made it possible to lower the
ratio of food prices to those of industrial consumer
goods, which had been extremely high in 1947 owing to
particularly depressed conditions in agriculture. How
ever, from 1950 to 1953, the rise in agricultural output
and in State procurement of food, especially of items for
which demand was increasing rapidly, was rather lim
ited, and the decline in food prices during that period
does not seem to reflect adequately the change in supply
demand relations. This is partly indicated by the failure
of free market prices to follow the lead of State and
co-operative trade. From 1953 to 1956 food prices in
State and co-operative trade declined, although not as
much as prices of industrial goods, while food prices in
collective farm markets rose in 1954 by 10 per cent
above 1953 and returned only in 1956 to their 1953
level.

The prices of services in countries for which data are
available have shown a great degree of rigidity in the
periods of both mounting and falling prices. This re
sulted from the general policy of keeping rents and
prices of several communal and cultural services at a
very low level, frequently below cost. In Yugoslavia,
however, where the system of centralized fixing of prices
was abandoned after 1949 and individual enterprises
were allowed to price their goods or services according
to the market situation, prices of services, previously
also at relatively low levels, increased after 1952 at a
rate much steeper than that of the general cost of living.

PRICE CHANGES IN PRODUCER GOODS

It was pointed out earlier that whereas prices of con
sumer goods are as a rule demand-determined, those of
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producer goods are cost-determined. The consequence
of this method of price determination is that a rise or
decline in prices of consumer goods, induced by a
change in the allocation of resources between end-uses,
will not generally be associated with an increase or a
decline in prices of producer goods. The disparity of
price movements in these two sectors may be further
accentuated by the frequent use of budgetary subsidies
to keep prices of producer goods stable. The scarcity
of data on prices of producer goods in the centrally
planned economies makes it difficult to trace the move
ment of those prices over any length of time. However,
scattered information and implicit indices, derived from
data on output in constant and current prices, indicate
that prices of producer goods generally lagged behind
those of consumer goods; they increased much less dur
ing periods of rising consumer prices and either de
clined less or failed to show any drop during periods of
falling consumer prices. In Poland the implied index
of prices of investment goods shows an increase from
1949 to 1955 of about 21 per cent, and the implied
index of prices of consumer goods, a rise of about 68
per cent. In Hungary the implied price index for in
vestment indicates a rise between 1949 and 1954 of
8 per cent, and the implied price index for consumption,
a rise of 83 per centP

Information on price movements of producer goods
in the Soviet Union seems to indicate that although
prices of both producer and consumer goods were re
duced by approximately 40 per cent from 1949 to 1955,
the timing of these changes was not uniform. Through
out the war and until 1947, average retail prices in State
and co-operative trade had been increasing,1s whereas
producer goods prices had been kept at their 1941 level
with the aid of heavy subsidies. Prices of consumer
goods reached their peak in 1947 and began to decline
but prices of producer goods were maintained in general
at their former level up to January 1949 when they were
increased by 56 per cent.19 This move, associated with
the abolition of most of the subsidies, was followed by
successive reductions which brought the prices of pro
ducer goods down by 32 per cent below their 1949
level in January 1952 and by another 11 per cent in
July 1955, the total decline between 1949 and 1955
amounting to 40 per cent.

In Eastern Germany the decline in prices of consumer
goods was accompanied by very considerable increases
in prices of producer goods. While aggregate indices of
prices of producer goods are not available, their gen
eral trend is clearly indicated by data on prices of

17 The indices were derived from data on accumulation and
consumption in constant and in current prices as registered in
national income statistics.

18 As a result not only of increases in prices but also of a rise
in the share of non-rationed to total sales. Ration prices re
mained unchanged throughout the war, but were increased in
1946.

19 N. Kisman and 1. Slavnyi, Sovietskie Finansy (Moscow,
1956) .
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several investment goods,20 and by estimates based on
comparison of indices of consumer prices with the gen
eral price index derived from data on national income
in constant and in current prices. The rise of prices of
producer goods was mainly due to the gradual elimi
nation of subsidies, since unit wage costs during this
period were declining.

PRICE VARIATIONS AND CHANGES IN

SUPPLY-DEMAND POSITION

Since prices in State and co-operative trade are de
termined by the government, their movement does not

20 According to Statistische Praxis, No.3, March 1957, the
following price increases took place between 1950 and 1954:
Siemens-Martin crude steel ingots, 40 per cent; pre-rolled ingots,
30 per cent; flat bars, 81 per cent; seamless pipes, 12 per cent;
copper plate, 150 per cent; hot rolled steel plates, 19 per cent.
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necessarily reflect the changes in intensity of pressure
of demand upon the available supply on a year-to-year
basis. Upward adjustments of prices of consumer goods
frequently lagged behind the rise in demand, while
price reductions were often greater than justified by
the rise in supply in relation to effective demand. In ad
dition, changes in price levels were often the result of
measures aimed at correcting maladjustments between
supply and demand inherited from the past rather than
those generated during the current year. Thus, price
changes during a given year were influenced by meas
ures such as the introduction or elimination of rationing,
or as a monetary reform involving the cancellation of
liquid assets accumulated during an earlier period.
Price changes were also used occasionally as a means of
arresting or of promoting a change in the distribution
of income among various groups of the population.

Table 38. Indices of Consumer Prices, Wage Bill and Retail Sales, Selected Countries
(Preceding year = 100)

Country and item :1950 :195:1 :1952 1953 1954 1955 :1956

Bulgaria
State and co-operative trade, retail prices ........... 126 112 103 93 89 94 93
Wage bill ...................................... III 122 123 115 114 108 106
Retail sales in constant prices ..... _............... 114 89 122 114 124 112 115
Retail sales in current prices ...................... 143 99 125 106 110 106 105
Ratio of wage bill to volume of retail sales' ......... 98 137 101 101 92 95 92

Czechoslovakia
State and co-operative trade, retail prices ........... 94 97 98
Wage bill ............. " ................ , ...... 123 118 III 112 111 105 107
Retail sales in constant prices ..................... 118 110 109
Retail sales in current prices ...................... 111 107 107
Ratio of wage bill to volume of retail sales' ......... 94 95 98

Eas~ern Germany
Retail prices of goods ............................ 88 89 93 92 97 100
Wage bill ...................................... 114 III 111 114 103 103
Retail sales in constant prices ..................... 141 131 117 118 110 104
Ret~il sales in c,urrent srices ...... : ............... 134 124 117 109 109 106 104
RatIO of w&ge bIll to vo ume of retail sales' ......... 81 85 95 97 94 99

Hungary
State and co-operative trade, retail prices ........... 106 121 140 103 96 100 99
Wage bill ...................................... 132 123 144 116 112 104 109
Retail sales in constant prices ..................... 109 100 90 III 120 105 111
Retail sales in current prices ........... , .......... (115) (121) (126) 114 115 105 110
Ratio of wage bill to volume of retail sales' ......... 121 123 160 104 94 98 98

Poland
Retail Crees of goods ....................... , .... 108 110 116 143 93 97 99
Wage ill ...................................... 1:44 120 115 151 110 108 116
Retail sales in constant prices ..................... 109 10,6 104 97 119 III 115
Ret~il sales in c,urrent ~rices ...... : ............... 118 117 120 138 III 107 115
RatIO of wage bIll to vo ume of retaIl sales' ......... 132 114 III 156 93 98 100

Source: Annual price changes based on table 37 except as
indicated. Other data as follows: Bulgaria: Statisticheski Godish
nik na Narodna Republika Bulgaria, 1956, and Statisticheski
Izvestia, No. I, 1958.

Czechoslovakia: Statisticka Rocenka Republiky Ceskoslovenske,
1957 and Statisticke Zpravy, No.3, 1957. Eastern Germany:
Statistisches fahrbuch der Deutschen Demokratischen Republik,
1956. Retail sales in constant prices obtained by deflating the
current price data by the retail sales price index of goods.
Hungary: Statisztikai Evkonyv, 1949-1955, Statisztikai Havi
Kozlemenyek, No.7, 1957 (Budapest); United Nations, World

Economic Survey, 1955 (sales number: 1956.II.C.l). Retail sales
in current prices for 1949-1951 estimated by converting data
in constant prices by use of the cost of living index. For 1956,
retail sales in constant prices obtained by deflating data in
current prices by the cost of living index. Retail price index
from table 37, extrapolated by the cost of living index. Poland:
Rocznik Statystyczny, 1957. Retail trade in current prices ob
tained by converting data in 1956 prices by the index of prices
of goods.

• Indices of wage bill divided by indices of retail sales in
constant prices.
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Thus, in some instances wages and prices were raised
simultaneously with the aim of reducing the real income
of non-wage earners, particularly of peasants, and also
the real value of accumulated saving.

The influence of these factors makes it difficult to
assess to what extent price changes reflected variations
in the demand-supply position on a year-to-year basis.
Despite this, some insight may be gained by comparing
changes in the wage bill with those in the volume and
value of retail trade. Changes in the wage bill do not
reflect adequately the variations in aggregate demand
for consumer goods and services, but nonetheless they
give a rough indication of their direction and magni
tude.21

Since the wage bill is the major element in variations
of effective demand, a rise in the ratio of the wage bill
to the volume of retail trade indicates an increase, and
conversely a decline in the ratio suggests a decrease,
in the pressure of demand upon supply. On the other
hand, if the change in this ratio is compared with the
change in prices it will indicate whether retail prices of
consumer goods were set at a level corresponding to the
new supply-demand position.

The indices of annual changes in the wage bill and
the volume and value of retail trade, reproduced in
table 38, indicate that very frequently in periods both
of rising and of declining prices, changes in prices of
consumer goods did not adequately reflect current
changes in demand-supply relations. In Bulgaria, in
1950, the ratio of the wage bill to the supply of consumer
goods declined but prices were raised, probably with
the intention of eliminating the pressures of demand
generated earlier. In contrast, in 1951 and 1953 prices
increased less than the rise in the ratio of the wage
bill to the supply of consumer goods, and in 1954 price
reductions were greater than the decline in this ratio,
thus indicating a widening discrepancy between the
demand and supply at given prices. In Eastern Ger
many, price reductions were in general kept in line with
the change in the ratio of wage bill to supplies, but in
1953 and 1954 the pressure of demand seems to have
increased as a result of a more than warranted reduc
tion in prices. The fact that both in Eastern Germany
and Bulgaria, as well as in several other countries, the
gap between supply and demand appears to have been
widened in 1954 seems to reflect the non-anticipated
wage increases which were granted during this period
as a result of over-all changes in economic policy. In
Hungary and Poland the annual increases in the wage
bill between 194,9 and 1953 continuously exceeded the
increases in the volume and in the value of retail trade,
thus indicating that the price level was consistently
below the level required to equate demand and supply.
From 1953 to 1956 the changes in prices both in these

21 The wage bilI represents the major share of the money in
come of the population, the other two important items being
transfer payments and the money income of peasants.
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countries and in Czechoslovakia were more synchro
nized with changes in the ratio of the wage bill to that
of the volume of retail trade.

It has already been mentioned that conclusions de
rived from a comparison of indices of the wage bill
with those of the volume and value of retail sales must
be treated with caution, largely because they do not
reflect changes in peasants' income, transfer payments
and taxes. Since 1952, demand seems, in fact, to have
increased more than is indicated by the rise in the wage
bill. In connexion with measures designed to expand
agricultural output, such as the increase in prices paid
to the peasants and a reduction in delivery quotas and
in income tax, peasants' income rose considerably. In
addition, various transfer payments to the population
were increased, and subscriptions to loans were reduced.
It is, therefore, possible that the combined effect of these
measures was to increase the disposable income more
than is indicated by the rise in the wage bill. As a
result, pressure of demand evidently continued to per
sist in several countries notwithstanding the declines
in price indices of consumer goods. In most cases these
pressures were concentrated on specific items of crucial
importance, such as meat, fats and some industrial
consumer goods. Among the countries already men
tioned, the shortages were noted mostly in Poland and
to a lesser extent in Eastern Germany, the only country
of the group which was not yet able to abolish rationing
of several items. In Yugoslavia, where price fixing was
abandoned by the Government, the problem of discrep
ancy between the price levels and the demand and
supply position ceased to exist.

Lack of data on the wage bill in the Soviet Union
makes it impossible to apply to this country even the
very approximate gauge of changes in the demand
supply position used for other centrally planned econ
omies. However, it is evident from official statements
that, as in many other centrally planned economies,
price reductions in the Soviet Union were often greater
than justified by the change in the supply-demand ratio
and frequently resulted in an imbalance between de
mand and supply. According to a recent official state
ment :22 "a serious gap between the available quantity
of goods and the monetary incomes of the population
brings about a disproportion in circulation and ad
versely affects the Soviet trade. We now have every
possibility of eliminating this disproportion. Proper
planning enables us to prevent such cases of dispro
portion in circulation in the future and to eliminate
the queues and irregularities in supply, which exist in
some places, in the initial years of the new five-year
plan". Although the good harvest of 1956 resulted in a
narrowing of the gap between State-fixed and farm
market prices of certain food items, shortages of other
food items, particularly livestock products, persisted;

22 By the Minister of Trade, Mr. Mikoyan, Pravda, 18 Febru
ary 1956.



124

similarly shortages of certain manufactures, the farm de
mand for which had greatly increased, ~so remained.23

As mentioned previously, the movements of consumer
prices during the period of inflationary pressures were
frequently influenced by the introduction or abolition
of rationing, by monetary reforms aimed at the elimi
nation of pent-up demand through partial cancellation
of accumulated savings, and by wage-price reforms
intended to reduce the real value of cash holdings and
to bring about changes in the distribution of income
between the State and the population or between dif·
ferent groups of the population.

Since both the timing and the content of such policy
decisions varied from country to country, comparison
of price indices on a year-to-year or a country-to-country
basis does not always yield conclusive information
about the relative changes in the pressure of demand
upon supply. Between 1949 and 1954 all countries
abolished rationing, except the Soviet Union, which had
already done so, and most of them resorted to monetary
reforms which cancelled a considerable proportion of
liquid savings.24

Derationing was usually associated with an increase
in prices of goods that had been rationed and with a
reduction in prices of similar goods that had formerly
been sold at much higher prices without rations. The
effect of such changes on purchasing power of former
ration holders was usually compensated by wage in
creases. Their effect on peasants and other non-wage
earners depended on the direction and the rate of change
of prices of goods that had not been rationed. Under
these conditions, the new average price levels set after
derationing were the object of policy decisions, based,
among other factors, on the desired changes in the
distribution of income and on the ways and means of
dealing with problems of pent-up demand. In most of
the countries, pent-up demand was eliminated by mone
tary reforms which cancelled a large proportion of
involuntary savings accumulated during the period of
strong inflationary pressures. However, there was no
monetary reform during that period in Hungary, and
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the Polish reform of 1950 was already too remote to
have any effect on the situation which subsequently
developed. These differences in policy were to a large
extent responsible for the much greater price increases
in Hungary and in Poland than in other countries of
the group.

In Poland the abolition of rationing in 1953 was not
accompanied by a monetary reform. Instead, the Gov
ernment decided to raise prices by about 40 per cent
and wages by 15 to 40 per cent for various groups of
wage and salary earners. In fact, both prices and wages
rose during the year by about 40 per cent. The aim of
these changes was to reduce the real value of liquid
savings and, by raising prices of industrial goods sold to
the peasants, to reduce the real farm income per unit
of output and to bring to an end the relative shift in
distribution of income in favour of peasants. Obviously
this rise in prices was not entirely due to the current
deterioration in the demand-supply position in 1953.

Similarly, the 40 per cent rise in prices, which took
place in Hungary in 1952, cannot be entirely attributed
-although much more so than in Poland-to the changes
in the supply-demand situation during that year. Since
the abolition of rationing at the end of 1951 was not
accompanied by elimination of pent-up demand, the
average level of prices had to be raised much more
than in countries such as Bulgaria and Czechoslovakia
which had introduced a monetary reform. This initial
rise in prices, however, was followed during the second
half of the year by further increases, owing to a sharp
deterioration in the situation caused by a disastrous
harvest.

Finally, the doubling of consumer prices in Yugo
slavia, in 1951, was only partly due to the sharp decline
in food supply caused by the 1950 drought. To a large
extent it was also the result of derationing associated
with compensatory wage increases and of the abolition
of compulsory deliveries. In order to recover the losses
caused by the rise in average prices paid to the peasants,
the Government substantially increased the farm tax
and sharply increased prices of industrial goods sold
to the peasants.

Causes of Price Developments, 1949-1956

The changes in the relation between supply and de
mand for consumer goods, underlying the considerable
movement of prices in the centrally planned economies

23 According to Komunist, No. II, 1957 (Moscow): "In con
nexion with the lag in the rise in output of several goods behind
the rise in the income of the population, the demand of the
population for a series of foods, (meat, fats, sugar and others) ,
and some important industrial goods was not completely satisfied.
The good 1956 harvest considerably increased the supply of all
agricultural goods and the level of consumption increased over
1955. At the same time, the important measures introduced by
the party and the Government (such as increase in pensions,
increase in wages of the lower paid groups of workers and
employees, and elimination of payments for education) in-

between 1949 and 1956, were determined both by
changes in the proportion of national income going to
consumption and by changes in current wage cost. Such

creased considerably the purchasing power of the population
for consumer goods. The demand was not entirely satisfied in
1956 also."

24 Bulgaria and Hungary derationed partially at the end of
1951 and eliminated rationing entirely in 1952. Poland and
Czechoslovakia derationed in 1953, and Romania in 1954. In
Eastern Germany rationing was eliminated gradually, but even
in 1956 several items were still rationed.

Monetary reforms involving cancellation of liquid assets were
introduced in Poland in 1950, in Bulgaria and Romania in 1952,
and in Czechoslovakia in 1953.
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changes in cost, whether incurred in the investment or
consumer sector, influenced prices of consumer goods
primarily through their effect on the income of the
population and thus on demand for consumer goods.
The effect of relative shifts in the allocation of national
product, as between consumption and other uses, upon
the pressure of demand against supply of consumer
goods, was at times offset and at times reinforced by
changes in money payments in relation to output. A de·
cline in unit wage cost, owing to an increase in output
per man in excess of a rise in wage rates, acted as a
factor restricting the growth of demand for consumer
goods in relation to supply, and an increase in unit
wage cost had an opposite effect. While the movement of
prices between 1949 and 1956 was influenced both by
shifts in allocation of resources and by changes in cost,
there is little doubt that, in most instances, the para·
mount cause of price movements was the change in rela·
tive share of national product allocated to consumption.

Comparison of the data on relative changes in in·
vestment, retail sales, consumption and national income,
in constant prices, reproduced in table 39, with price
indices shown in table 37, indicates a high degree of
synchronization between the price movement and the
shifts in allocation of resources in most countries of the
group.

In Bulgaria, Czechoslovakia, Hungary, Poland and
Romania, the period of rising prices was generally one
of substantial increases in investment, armaments and
other government expenditure in relation to national
product, and the period of decline in prices was gen·
erally characterized by a fall in the share of such
expenditure. In Czechoslovakia, Hungary, and Poland,
the sharp increases in government expenditure in rela
tion to national income were partly due to revisions of
the original plans under the impact of rising interna·
tional tensions associated with the outbreak of the
Korean hostilities. All revisions of plans provided for
accelerated output of investment goods in relation to
total production.25 Between 1949 and 1953 investment
increased in Hungary three times, and in Poland more
than twice; during the same period, retail sales in·
creased only 16 per cent in Poland and even declined in
Hungary. In Czechoslovakia, investment rose 74 per
cent, but retail trade only 16 per cent. In Bulgaria,
investment also rose more than retail sales, especially
in 1951, when retail sales fell; and in Romania, for
which no data are available for the period prior to 1950,
investment rose considerably more than retail sales in
1951 and 1952.26 The resulting decline in the share of

2' Although for the period as a whole, the degree of fulfilment
of the plans was greater for consumer than for producer goods,
this was mainly due to changes in annual plans after 1953;
up to that year the more ambitious investment targets were
~enerally reached.

26 The rise in total retail sales was probably smaller than indio
cated by the data in table 39, which, since they relate only to
State trade, may reflect in part a shift from private to State
trade during this period.
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consumption in national income is clearly indicated by
the data on allocation of national income reproduced
in table 40, for countries for which such data are
available. Thus, in Hungary the share of consumption
in national product, in constant prices, declined from
66 per cent in 1949 to 46 per cent in 1953, and in Poland
from 79 per cent to 67 per cent.

Cost increases, on the other hand, played only a sec·
ondary role in the price movements of these countries.
A comparison of changes in output per man and in
average money wages indicates that in several cases out
put per man was increasing at a higher rate than aver
age money wages. In Czechoslovakia, output per man
increased more than average money wages in each year
between 1949 and 1953. In Bulgaria, during three years
out of five, output per man exceeded the rise in average
money wages, though the change in 1953 as compared
with 1949 was the same for both indices. In Poland and
Hungary, on the other hand, average money wages did
increase much more than output per man over the
period as a whole, largely as a result of price·wage
reforms associated with derationing; even so, however,
output per man rose more than average money wages
during two years out of four for which data are
available. Thus, it seems likely that, for the period as a
whole, rising wage cost was not a significant factor in
the price increases, although during certain years it
undoubtedly contributed to the increased pressure of
demand upon supply.

The policy of sharp increases in investment in rela
tion to national income was reversed in all countries of
this group around 1953, the year which marked a turn
ing point in price movements. The period between 1953
and 1956 was characterized by a continuous increase in
consumption in relation to national income (see
table 40). In Bulgaria the share of consumption rose
from 66 per cent in 1953 to 79 per cent in 1956.
In Hungary, during the same period, consumption more
than made good the previous relative decline, rising
from 46 to 76 per cent, and in Poland it recovered much
of the earlier loss, rising from 67 to 74 per cent.27

In Czechoslovakia and Romania, for which no data
on the percentage allocation of national income were
published, an increase in the share of consumption in
national income is clearly indicated by a comparison of
the indices of consumption or retail sales and national
income. Thus, in Czechoslovakia, personal consumption
rose between 1953 and 1956 by 37 per cent, while
national income increased by only 19 per cent. Fixed
investment, which in 1954 declined and in 1955 in
creased less than national income, rose more than na
tional income in 1956. The rise in fixed investment was
evidently offset by a decline in stock formation or in

27 In Hungary, the share of consumption in national product
in 1954 amounted to 58 per cent; the considerable increase in
that share in 1956 reflected in part a decline of 10 per cent that
year in the national product.
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Table 39. Indices of National Income, Fixed Investment, Retail Salesa and Consumption, by Country
(In constant prices; 1953 = 100)

Country and item 1949 1950 1951 1952 1954 1955 1956

Bulgaria
National income .................... 58 65 83 83 98 108 113
Total investment .................... 64 65 77 91 108 115 114

State investment .................. 67 67 82 91 114 119 122
Retail sales ......................... 71 81 72 88 124 139 160
Personal consumption ............... 84 109 125 135

China, mainlandb

National income .................... 85 109 115 121
Total investment .................... 57 115 132 215
Retail sales. . . . .................... 43 75 113 116 138

Czechoslovakia
National income .................... 72 79 86 95 104 113 119
Total investment .................... 58 69 84 98 98 106 129

State investment .................. 59 72 86 101 98 101 113
Retail sales. . ...................... 86 118 130 142
Personal consumption ............... 116 128 137

Eastern Germany·
National income .................... 69 83 94 106 III 114
Total investment .... '................ 47 61 80 91 101 133

State investment .................. 41 59 81 94 98 131
Retail sales. . . . .................... 63 78 91 109 115 119
Personal consumption ............... 68 81 92 110 115 118

Hungary
National income .................... 64 77 90 88 96 104 93
State investment .................... 33 61 89 101 69 65 58
Retail sales. . . . .................... 92 100 100 90 120 126 141
Personal consumption ............... 91 97 101 97 120 129 140

Poland
National income .................... 69 79 85 91 III 120 130
Total investment. ................... 47 66 74 87 107 111 115

Investment, socialist sector ......... 61 73 86 105 107 109
Retail sales. . ...................... 86 94 100 103 119 132 152
Personal consumption ............... 80 87 93 97 118 128 142

Romania
National income .................... 63 66 83 90 105 125 130
Investment, socialist sector ........... 42 59 79 88 98 110
Retail salesd •....•..•.............•. 63 79 79 114 125 141

USSR
National income .................... 61 73 82 91 112 125 141
Investment, socialist sector ........... 62 75 85 95 118 134 155
State investment .................... 64 76 86 96 118 129 151
Retail sales. . . ..................... 49 65 75 82 118 124 134

Source: Bulgaria: Statisticki Godishnik, 1956, and
reply of the Government of Bulgaria to the United Nations
questionnaire of November 1957 on economic trends, problems
and policies; China, mainland: Razvitie Narodnogo Khozyaistva
Kitaiskoi Narodnoi Respubliki (Moscow, 1956); Voprosy Ekono.
miki, No.7, 1957 (Moscow); People's Daily (Peking). Czecho·
slovakia: Statisticka Rocenka, 1957; Rude Pravo (Prague), 31
October 1957; United Nations, World Economic Survey, 1956
(sales number: 1957.ILC.l). Eastern Germany: Statistisches
Jahrbuch, 1955 and 1956; Statistische Praxis, Nos. 3 and 5, 1957
(Berlin); United Nations, Economic Survey of Europe in 1955
(sales number: 1956.ILE.2). Hungary: Statisztikai Evkonyv,
1949-1955; Statisztikai Havi Kozlemenyek, No.7, 1957; United
Nations, World Economic Survey, 1956 and data communicated
to the Secretariat of the United Nations. Investment in constant
prices, 1949-1955, obtained by deflating reported investment
valued in current prices by the implied price index for net
investment. The 1956 figure is based on the percentage change
in constant prices. Poland: Rocznik Statystyczny, 1956 and 1957;
1949 investment extrapolated by data in 1950 prices. Romania:
Anuarul Statistic, Al RPR, 1957 (Bucharest); speech by
Georghin Dej, 29 December 1955; United Nations, World
Economic Survey, 1955 and World Economic Survey, 1956. Soviet
Union: Narodnoe Khozyaistvo SSSR v 1956 Godu (Moscow, 1957);
Vestnik Statistiki, No.1, 1950 (Moscow); Pravda (Moscow), 18

January 1950 and 29 January 1952; Bolshevik (Moscow),
November 1951. Retail sales in constant prices for 1949 obtained
by deflating values in current prices.

• Excluding farm market sales.
b In current prices.
• In current prices. Indices of national income in constant

prices derived from data recorded in Statistisches Jahrbuch, 1955,
and indices of personal consumption, obtained by converting
the data on current prices reproduced in the table by the index
of cost of living, are as follows:

1950 1951 1952 1953 1954 1955
National income. . . .. 73.8 87.8 95.7 100.0 111.7 120.2
Personal consumption 50.2 67.4 85.8 100.0 117.1 129.4

The above indices were not reproduced in the table because of
an obvious inconsistency. They suggest an increase of 260 per
cent in ~eal yersonal consumption and a rise of 160 per cent in
real natlOna income between 1950 and 1955. On this basis
personal consumption, which in 1950 accounted for 69 per cent
of national income, would in 1955 exceed considerably the total
national income. The probable reason for this discrepancy is
the inadequacy of the official price indices, which seem to over·
state the actual decline in consumer prices.

d Excluding private non·farm market.
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Table 40. Percentage Distribution of National Income by Type of Expenditure,a Selected Countriesb

(Based on constant prices except as indicated)

Country and type of expenditure 1949 1950 1951 1952 1953 1954 1955 1D[j6

Bulgaria
Accumulation ..................... 26.7 28.0 18.9 16.5 14.0
Social consumption ................ 6.7 6.2 6.6 6.9 7.1
Personal consumption .............. 66.6 65.8 74.5 76.6 78.9

China, mainland·
Accumulation ..................... 15.7 18.3 21.6 20.5 22.8

Eastern Germany·
Accumulation ..................... 14.7 14.6 14.7 13.9 14.8 14.8 16.1
Social consumption ................ 16.6 18.1 17.5 16.8 14.2 13.5 12.5
Personal consumption .............. 68.7 67.3 67.8 69.3 71.0 71.7 71.4

Hungary
Accumulation ..................... 21.0 26.8 34.0 28.4 31.4 24.9 27.1 6.1
Social consumption ................ 13.0 15.1 14.3 20.9 22.4 17.3 16.4 18.2
Personal consumption .............. 66.0 58.1 51.7 50.7 46.2 57.8 56.5 75.7

Poland
Accumulation ..................... 15.4 20.5 20.1 22.6 27.7 23.0 22.2 20.0
Social consumption................ 6.0 5.6 6.1 5.5 4.8 5.3 5.7 6.3
Personal consumption .............. 78.5 73.9 73.8 71.9 67.4 71.6 72.1 73.7

Yugoslavia·
Accumulation ..................... 22.5 24.6 24.6 21.1 17.3
Social consumption ................ 16.3 16.9 18.6 20.8 23.4
Personal consumption .............. 61.2 58.5 56.8 58.1 59.3

Source: Bulgaria: Statisticki Godishnik, 1957; based on 1952
prices. China, mainland: People's Daily. Eastern Germany:
Statistisches lahrbuch, 1955; Statistische Praxis, Nos. 3 and 5,
1957. Hungary: Statisztikai Evkonyv, 1949-1955, and data
reported by the Hungarian Government to the Secretariat of
the United Nations; 1949-1954 derived from absolute values
given in 1949 prices. 1955,1956, estimated by extrapolating the
above values by the reported percentage increase of each com·
ponent in 1954 prices; export.import balance added to social
consumption. Poland: Rocznik Statystyczny, 1957, derived from
absolute figures given for 1955 and 1956 and indices 1949-1955;
export.import balance and losses added to social consumption.
Yugoslavia: Statisticki Godisnjak, 1956; United Nations, World
Economic Survey, 1956; export-import balance and statistical
discrepancy added to social consumption.

s As the percentage share of a given type of expenditure in
the total depends in part on relative prices used in the valuation
of a given expenditure, data in this table may be viewed only
as indicative of changes over time, to be used with caution in
any inter-country comparisons. Since in Bulgaria, Hungary and
Poland the ratio of consumer goods prices to producer goods
prices was highest in the middle of the period, and by the end
of the period it had presumably not yet declined to the 1949
level, the share of personal consumption in total income would
be highest when based on prices of the mid-period and lowest
when based on prices at the beginning. The effect of a change
in the base year of valuation can be illuetrated by Polish data.
Expressed in 1950 prices, the share of personal consumption
in the total declined from 69.1 per cent in 1949 to 55.4 per
cent in 1953 and increased to 62.8 per cent by 1956. The com·
parable movement, based on 1956 prices, was 78.5, 67.4 and
73.7 per cent, respectively.

The relative movements of prices of consumer and producer
goods should also be borne in mind when considering the data

social consumption, so that the share of expenditure not
devoted to consumption declined, as shown by the in
dices of personal consumption and national income.

In Romania, between 1953 and 1956, national income
rose by 30 per cent, retail sales by 40 per cent, and
State fixed investment by 10 per cent. While the data
on State investment and on retail trade do not reflect
adequately the changes in personal consumption and in

for mainland China and Eastern Germany, based on current
prices. Since in mainland China prices of producer goods
declined at a time when prices of consumer goods increased, the
increased share of accumulation would have been higher than
indicated in the table if expressed in constant prices. The
opposite is true for Eastern Germany, where producer goods
prices increased and consumer goods prices declined. Here the
increase in the share of personal consumption would be quite
substantial if the data were expressed in constant prices.

b The system of national accounting adopted in the centrally
planned economies distinguishes three major types of exrendi.
ture on national product: personal consumption, socia con·
sumption and accumulation. This classification corresponds
approximately to that of personal consumption, government
expenditure and net capital formation used in the national ac·
counting of other countries. There are, however, some major
differences, the nature of which should be borne in mind when
considering the figures given in the table. The most important
is the exclusion of services from the total national product and
consequently from consumption also. Thus, personal consump
tion represents goods acquired by individuals and, in some
countries, subsistence of armed forces and of persons in hos
pitals, rest homes and other State institutions. Social consump
tion is composed of consumption of goods by the government
and by establishments providing services to individuals. Govern
ment expenditure on military equipment and installations may
he allocated partly to social consumption and partly to accumula
tion. It is also probable that in some countries social consump
tion contains an adjustment for the foreign trade balance, which
in others is listed separately. In order to render the data com
parable in this respect, net foreign balance was included in social
consumption in all cases when it was given separately.

• In current prices.

total investment, the fact that retail sales increased four
times as much as investment clearly indicates a shift
towards consumption, although it yields little informa
tion about the magnitude of that shift. In contrast to the
situation in other countries, this shift was not continu
ous, the lack of continuity reflecting fluctuations both in

investment and in agricultural production. Thus, in
1954 the share of consumption in national product



128

seems to have increased substantially as a result of a
fall in fixed investment and of liquidation of agricul
tural stocks; in 1955, fixed investment and agricultural
inventories rose more than consumption; and in 1956 a
further rise in fixed investment in relation to national
product was probably offset by a fall in agricultural
stocks.2s

The effect of the rise in the share of consumption in
national product on the supply-demand position was in
some countries partly offset during this period by an
increase in unit wage cost and the resulting rise in
money income in relation to output. Between 1953 and
1956, output per man rose more than money wages
only in one country of this group, namely Czechoslo
vakia. In the other countries money wages increased at
a higher rate than productivity, except for Bulgaria,
where the over-all increase of both indices was identical
(table 41).

It is significant that in all countries money wages
increased much more than output only in 1954, the year
immediately following the changes in economic policies
introduced in 1953, while in 1955 and in 1956 either
output per man rose more than money wages or only
slightly less. In Poland and Hungary, however, money
wages increased much more than output per man in
1956 under the impact of political upheavals which
took place during that year in both countries. In Poland
this was due mostly to a rise in wages while in Hungary
output per man also fell sharply as a result of disrup
tion of work during the October fighting.

Other measures taken after 1953 in all countries of
this group also led to an increase in income payments
in relation to output. In particular, peasants' income
was raised both through reductions in compulsory de
liveries, which increased the share of their output sold

28 In countries where the share of agriculture in national prod
uct is large, a decline in agricultural output during a given year
will affect national product considerably but may have little
effect on consumption, since the latter depends largely on agri
cultural supplies produced during the preceding calendar year.
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at higher market prices, and through increases in official
prices paid for goods under delivery quotas.

The rise in money payments in relation to output did
not result in any rise in the pressure of demand upon
supply as long as it was associated with a relative shift
in the allocation of resources in favour of consumption,
and it was possible instead to reduce prices. It is signifi
cant, however, that the initial sharp increases in con
sumption in relation to national income, which occurred
in 1954, were in general followed by much smaller
shifts in subsequent years. Since money payments in
relation to output continued to increase, the downward
movement of prices slowed considerably. In two coun
tries of the group, the rise in money income in rela
tion to output was of such magnitude that an upsurge
of inflation could be avoided only by a reduction of
planned investment. In Hungary, in 1956, the rise in
income payments was associated with an absolute de
cline in national product; and, while output of con
sumer goods fell less than investment, inflation could
be avoided only by reduction of stocks. In Poland,
income of the population increased much more than
output in 1956, owing to a rise both in wages and
peasants' income in relation to production; but the
resulting gap between demand and supply at given
prices was considerably narrowed by a downward
revision of plans for fixed investment and stock
formation. Even after these revisions, retail sales rose
by 15 per cent while money income of the population
increased by 17 per cent, according to an official esti
mate. However, during this year, a substantial rise in
peasants' savings, mostly under the impact of the new
policies, had a restraining influence on the pressure of
demand upon supply.29

2. The rise in peasants' savings was mainly due to a growing
belief that the expansion of agricultural output would not result
in higher delivery quotas or taxes, and that the policy of col
lectivization had been abandoned at least for the near future.
This, together with the expectation of a future increase in the
supply of farm equipment and of fertilizer, induced peasants to
restrict their consumption with the view of raising their invest
ment in the future.

Table 41. Indices of Gross Output per Man, and Real and Money Earnings per Worker, in Industry, hy
Country

(1953 =100)

Country and item 1949 1950 1951 1952 1954 1955 1956

Bulgaria
Output per man ............................ 71 75 85 93 101 106 114
Earnings per worker:

Money .................................. 68 76 83 94 106 111 114
Real. ................................... 91 81 79 88 120 133 147

Ratio of real earnings to gross output- ......... 128 108 93 94 118 126 129
China, mainlandb

Output per man ............................ 90 114 125 15]
Earnings per worker:

Money .................................. 91 102 106 121
Real. ................................... 94 102 105 118

Ratio of real earnings to gross output· ......... 105 89 84 78
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Table 41. Indices of Gross Output per Man, and Real and Money Earnings per Worker, in Industry, by
Country (continued)

(1953 =100)

Country and item 1949 1950 1951 1952 1954 1955 1956

Czechoslovakia
Output per man ............................ 65 73 80 92 102 110 ll8
Earnings per worker:

~:al?·.:::::::::::::::::::::::::::::::: :
69 77 83 92 109 llO 113

101 90 100 124 128 135
Ratio of real earnings to gross output" ......... 138 ll2 109 122 ll6 ll4

Eastern Germanyd
Output per man ............................ 77 85 92 105 ll3 125
Earnings per worker:

Money .................................. 78 86 92 110 ll4 118
Reale .................................... 54 75 87 ll9 126 130

Ratio of real earnings to gross output" ......... 70 89 95 113 111 104
Hungary!

68 80Output per man ............................ 91 99 99 105 95
Earnings per worker:

Money .................................. 59 70 75 96 III 116 122
Real .................................... 110 122 107 95 ll6 122 131

Ratio of real earnings to gross output" ......... 163 151 ll8 96 117 116 139
Polandd

Output per man ............................ 65 70 80 91 107 114 119
Earnings per worker:

59Moneyg.................................. 48 65 71 106 110 122
Realg.................................... 92 104 105 101 113 121 135

Ratio of real earnings to gross output" ......... 143 148 132 112 106 106 113
Romania

Output per man ............................ 75 56 96 103 ll2 122
Earnings per worker:

92 IIIMoneyg .................................. 120 131
USSR

Output per man ............................ 71 80 88 94 106 ll5 123
Earnings per worker:

99 100 100Moneyg .................................. 101 104 107
Realg.................................... 67 78 85 91 105 108 112

Ratio of real earnings to gross output" ......... 94 98 97 97 99 94 91

YU6~~;~~aper man ............................ 94 100 103 106
Earnings per worker:

114 99 107
~:alrg ...... : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : :

III 121
97 103 109 100 103

Ratio of real earnings to gross outputs ......... 109 109 97 97

Source: Bulgaria: Statisticki Godishnik, 1956. China, mainland: market prices. The retail price index was derived from data on
People's Daily. Czechoslovakia: Statisticka Rocenka Republiky State and collective farm market ~rices weighted by the 1940
Ceskoslovenske, 1957. Eastern Germany: Statistisches Jahrbuch, shares of these two markets in tota trade. Since the retail price
1955 and 1956. Hungary: Statisztikai Evkonyv, 1949-1955, and index may not reflect adequately changes in cost of living, the
Statisztikai Havi Kozlemenyek, No.7, 1957. Poland: Rocznik index of money wages indicated in the table may involve certain
Statystyczll' 1957. Romania: Anuarul Statistic RPR, 1957; errors.
Probleme conomice, May 1957 (Bucharest) and table 42. Soviet " Real earnings Ber man divided by output per man.
Union: Narodnoe Khozyaistvo SSSR v 1956 Godu and reports on b Excluding sma I-scale and 8rivate industry.
fulfilment of plans. Yugoslavia: Statisticki Godisnjak, 1955 and c Since the index of cost of iving used to deflate money wages
1957 and Index 1957, No. 1. It was assumed that the increase for 1950-1952 relates to the price levels of December each
in money wages for the whole economy in 1956 was equal to year and the data on money wages are annual averages, it is
the increase in wages of industrial workers. possible that real wages declined less in 1951 and 1952 than

Real wages for Czechoslovakia, Eastern Germany, Hungary was shown by the index.
and Yugoslavia were obtained by deflating money wages by the d Including salary earners.
cost of living index; for Hungary, a cost of living index for wage e As indicated in footnote c to table 37, it is not certain
earners was used which differs somewhat from that given in whether price indices reproduced in that table were revised after
table 37. Real wages for Bulgaria, Poland and Mainland China the publication of the Statistisches Jahrbuch. It is, therefore,
were obtained by deflating money wages by the retail price possible that the increases in real wages obtained by use of these
indices shown in the same table. The index of money wages indices overstate the actual rise in real wages.
for the Soviet Union was derived by multiplying the index of ! Industry under the jurisdiction of central ministries only.
real wages by an estimated retail price index including free farm g Average in national economy.
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For mainland China and Yugoslavia, the two coun
tries where prices of consumer goods continued to
increase throughout the period under review, data on
changes in the allocation of national product are avail
able only for 1952 to 1956, and only in current prices.
In Yugoslavia, prices of consumer goods between 1952
and 1956 increased only slightly more than prices of
producer goods, so that the changes in the ratio of
consumption to national product in current prices may
be assumed to correspond approximately to the change
in the allocation of national product in physical
terms. Between 1949 and 1951, strong inflationary pres
sures were generated by a high rate of investment and
by a rising share of national income devoted to military
use. In 1952, for the first time, the pressures were
alleviated, mostly as a result of a considerable import
surplus financed by foreign lending and of the recovery
of agricultural output during the 1951 harvest.

During the following two years the share of con
sumption in national income was again reduced: in
1953, mainly under the impact of the poor harvest of
1952 and a further rapid rise of accumulation and
social consumption; and in 1954 because of a con
siderable rise in social consumption. Beginning with
1954, the share of accumulation declined; the effect of
this decline was partly offset, however, by an increase
in social consumption, so that the share of consumption
in national product remained practically unchanged.
Owing to a substantial rise in incomes in relation to
output, however, consumer prices, which declined in
1954, increased again sharply in 1955, and again,
though to a much lesser degree, in 1956. The rise in cost
of living during the last two years was mainly due to
increases in prices of food and services, while prices of
industrially-produced consumer goods increased much
less and, in the case of clothing, remained in 1956 below
their 1953 level. The rise in food prices reflected mainly
stagnation of agricultural production, while the rise in
prices of services was the result of increasing cost.

Mainland China was the only country in the group
where the share of consumption continued to decline
between 1953 and 1956. This difference in pattern of
changes reflects partly the fact that, unlike other coun
tries of the group, mainland China was in its first stages
of industrialization during this period. While no data
are available for the period prior to 1952, it is known
that the hyper-inflation, inherited from the civil war,
was arrested in 1950, and was followed by a short period
of declining prices. In 1951, however, the share of
consumption fell sharply in connexion with the acceler
ation of industrialization and the rise in armaments
associated with the hostilities in Korea. This trend con
tinued almost without interruption during the following
years. While the data on changes in the rate of accumu
lation in national income reproduced in the table are
based on national income statistics in current prices,
they seem to reflect adequately the actual changes in
the allocation of national product, since prices of in-
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vestment and consumer goods moved approximately in
parallel during the period to which they refer.30 Com
parison of these data with indices of national income,
investment and retail trade, reproduced in table 39,
indicates that the major factor in the inflationary pres
sures between 1952 and 1956 was the continuous rise
in fixed investment, which, in 1953 and again in 1956,
exceeded several times the rate of increase of national
income. However, the inflationary effect of these in
creases was considerably reduced by countervailing or
much smaller changes in the formation of stocks. Thus,
a rough estimate of changes in accumulation, derived
from the data related to the share of accumulation and
to the changes in national product, indicates that ac
cumulation rose by about 38 per cent in 1953, 27 per
cent in 1954, and 17 per cent in 1956. In 1955, it did not
increase at all. The data on retail sales in mainland
China are much less representative of changes in con
sumption than those in other centrally planned econ
omies, because the peasants' consumption out of their
own output in relation to the total is much larger than
elsewhere and because the rise in indices of retail sales
is much more influenced by increases in the share of
retail trade in total consumption. Thus, the estimate
derived from the data on changes in national income
and the share of accumulation indicate that consump.
tion increased much less than retail sales during each
year, except in 1955, when it seems to have increased
at a rate twice as high as retail sales. While sufficient
information is not available, it is probable that an im
portant part in these changes was played by the fluctu
ations of agricultural output and the ensuing accumu.
lation or decumulation of agricultural stocks. This was
certainly the case in 1956, when grain stocks, out of the
current harvest, declined from 12.6 million tons in 1955
to barely over 5 million in 1956.

The effect of this rise in accumulation in relation to
national income, on the supply.demand position, was
largely offset by severe restrictions imposed upon the
growth of the money income of the population in rela
tion to output. With respect to wage earners, this was
achieved by keeping wage increases substantially below
the rise in output per man. As indicated in table 41,
output per man rose between 1952 and 1956 by almost
70 per cent while money wages increased by only 33
per cent. At the same time the growth of peasants'
income and consumption was considerably restrained
by the introduction of compulsory deliveries of agricul
tural produce at prices fixed by the government and by
a virtual elimination of free sales of the most essential
agricultural goods. These measures were not, however,
sufficient to keep demand in line with supply, and ration
ing of several items, introduced in 1953, was extended
in 1954 and in 1955. Rationing of edible oil, meat and

30 In fact, prices of investment goods tended to decline while
those of consumer goods increased. The indicated rise 'in the
rate of accumulation somewhat understates, therefore the in
crease whi~h would be obtained if the data were exp;essed in
constant pnces.
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sugar was introduced in some areas and that of cotton
cloth and food grains was introduced on a nation-wide
scale. As far as may be judged from the data on retail
prices, the restrictions imposed upon the rise in income
payments, together with the partial rationing, were
effective in curbing the demand pressure generated by
the rise in accumulation in relation to national product.
In view of the magnitude of these shifts, the rise in
consumer prices was, during that period, remarkably
small.

The two countries of the group which witnessed an
almost continuous decline in prices of consumer goods
between 1949 and 1956 were Eastern Germany and the
Soviet Union. The statistical information on changes in
the allocation of national product in physical terms is
in general less adequate for the Soviet Union and for
Eastern Germany than for most of the other countries.
Nonetheless, the evidence seems to indicate that both
in the Soviet Union and in Eastern Germany, during
most of the period, the share of consumption in national
product was either increasing or remained unchanged,
and that the wage policy succeeded in restricting the
growth of incomes in relation to output.

For the Soviet Union, data on changes in the alloca
tion of national product are not available, and, there
fore, information on such changes must be derived from
comparing the volume indices of national income, fixed
investment and retail sales. However, in this country
both investment and retail sales show a greater increase
than national income for several years, and, therefore,
their comparison does not yield conclusive evidence
about the shifts in the allocation of national product
to or from consumption.

This apparent inconsistency of data evidently reflects
two facts: first, that changes in the rate of accumulation
are influenced not only by fixed investment, but also
by changes in inventories, and second, that the changes
in retail sales may not adequately measure those in total
consumption owing to variations in peasants' consump
tionof their own produce. Generally, however, for the
Soviet Union, there appears to be a closer correlation
between changes in retail sales and those in consumption
than between changes in fixed investment and those in
total accumulation.31 The relative movements of retail
sales and national income may, therefore, be considered
as more indicative of changes in the rate of consump
tion than are the relative movements of investment and
national income. On this basis, the data in table 39
indicate that from 1949 to 1951 the share of consump
tion in national product was probably increasing or at

31 The effect of the changes in State fixed investment may be
offset or reinforced by changes in other government expendi
ture, in investment of collective farms and especially, in case of
fluctuations of agricultural output, by changes in agricultural
stocks. On the other hand, in the Soviet Union, the share of
retail sales in total consumption is much greater, and the
changes in that share much less important, than in other
centrally planned economies.
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least remained constant. This trend seems to have been
interrupted in 1952, a year in which both the changes
in retail trade and the indices of fixed investment point
towards a shift in favour of accumulation, but in 1953
again the much larger rise in retail sales than in na·
tional income and fixed investment indicates a signifi
cant increase in consumption in relation to national
income. While no definite conclusion can be derived
from the data for 1954, the indices for 1955 and 1956
leave little doubt that during these two years the share
of consumption in national income fell. It is significant
that these are the only two years since 1947 during
which there has been no reduction in prices in State and
co-operative trade.

Thus, it appears that the period of declining prices
in the Soviet Union was characterized either by a rise
in consumption in relation to national income or by a
relative stability of this ratio, whereas an increase of
this ratio in 1955 and 1956 halted the price reductions.
The fact that the ratio of accumulation to national in
come r.emained approximately constant during the pe
riod of falling prices indicates that the main factor
VI hich made these reductions possible was the restric
tions imposed upon the growth of disposable income in
relation to total output. While no data on money wages
are available for the Soviet Union, the index derived by
inflating real wage rates by the index of retail prices
suggests that average money wage rates may have re
mained practically unchanged between 1949 and 1954,
although they rose afterwards (table 41) .32 During this
period, output per man increased very substantially, and
since the share of national product devoted to consump
tion remained unchanged, the supply of consumer goods
increased much more than the money wage bill, creating
conditions for a considerable reduction in consumer
prices. In 1955 and 1956, however, though output per
man continued to rise in excess of-the increase in money
wages, it was not possible to cut prices further, largely
because the share of resources allocated to consumption
was reduced instead. An additional factor was the rise
in other elements of income in relation to output. Thus,
prices paid to peasants for deliveries and contractual
purchases by government agencies were increased in
1953 and 1954; and in 1955 and 1956 higher basic
wages were granted to certain groups of workers, and
pensions and other transfer payments were increased
substantially. Also, during the same period, taxes on
peasants' income and on certain groups of urban popu
lation were reduced.33 Thus, in contrast to the earlier

32 It is evident that, since retail prices do not adequately re
flect the changes in cost of living, the use of such indices for
inflating real wages can give only a broad approximation of the
changes in money wages. Most probably the average money
wages increased slightly during the period, although it is not
unlikely that the inflow of new workers and changes in the
structure of the labour force could have resulted in a stable
level of average wages despite an increase in money wage rates
in some sectors or for some groups of workers.

33 For details see United Nations, World Economic Survey,
1956 and Economic Survey of Europe in 1956 (sales number:
1957.ILE.l) .
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years, the reduction in the unit wage cost did not result
in any reduction in consumer prices because its effect
was offset by a rise in other payments and by a reduc
tion in the share of resources allocated to consumption.
While prices in State and co-operative trade did not
rise and prices in the collective farm markets declined
in 1956, the pressure of demand upon supply at the
existing price level seems, in fact, to have increased.34

In Eastern Germany, another country where consumer
prices were declining during most of the period, the
share of personal consumption in national income in
current prices remained about unchanged from 1950
to 1952, and increased during the subsequent period.
These changes were mainly the result of a decline in
social consumption, from 18 per cent in 1951 to 12
per cent in 1954; the share of accumulation remained
virtually unchanged, except for a temporary dip in
1953 and a substantial increase in 1956. These data do
not, however, reflect adequately the real shifts in the
allocation of national product, because of differences
in the direction of price changes in the consumer and
investment ,sectors. As has been noted above, whereas
consumer prices declined considerably, prices of invest
ment goods were increased sharply owing to elimination
of subsidies. It appears, therefore, that in physical terms
both social consumption and accumulation declined
substantially in relation to national income and that the
rise in the share of personal consumption was more
pronounced than is indicated by the data in current
prices. This was most likely due to the fact that repara
tion payments during this period were first curtailed
and then abolished.

Restrictions imposed upon the growth of income pay
ments in relation to output contributed only to a limited
extent to the decline in prices. Between 1951 and 1953,
output per man increased slightly more than money
wages, and in 1954, wages rose much more than output.
Only in 1955 and 1956 were money wages increased
much less than output per man. Moreover, after 1953,
money income of the peasants rose more than output
and transfer payments were also raised.

It should be added that the rather unusual pattern of
changes in Eastern Germany, as compared to the other
countries of the group, was partly due to the situation
at the beginning of the period. While in most of the
other countries consumption had already recovered its
pre-war levels by 1950, in Eastern Germany real wages
were then still about 50 per cent below pre-war levels.35

While comprehensive data on total consumption are not
available, it is significant that in 1950 per capita con
sumption of meat and fats was more than 50 per cent
below the pre-war level, and even in 1956 it had not
yet reached that level.

" See statement referred to in footnote 22 in this chapter.
35 In the Federal Republic of Germany, by comparison, the

pre-we,r level was exceeded in 1950 by about 10 per cent.
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It has already been stated that inflation in the cen
trally planned economies had little effect on the allo
cation of resources between end-uses. The inflationary
price increases were the inevitable result of the failure
to prevent money incomes from rising faster than the
supply available for consumption, and they served to
bring about a redistribution of income between govern
ment and the population in accordance with shifts in
the allocation of resources away from consumption.
Another effect of inflationary processes, this one con
trary to the Government's objectives, was a shift in the
distribution of income from the urban to the rural
population. The introduction or extension of compul
sory deliveries at low prices, as well as various forms
of rationing benefiting the urban population, tended to
restrict such shifts, but in most cases were not sufficient
to prevent them altogether.

In certain countries and periods these shifts were
associated with a decline in over-all per capita con
sumption. Such decreases were exceptional, however,
and were usually the result of a particularly large drop
in agricultural output caused by bad weather. A more
frequent occurrence was a decline in per capita con
sumption of the urban population. In Hungary such
decreases occurred in 1951 and 1952 and in Poland
from 1951 through 1953.

Real wages fell in one period or another in all coun
tries subject to inflationary pressure, with the exception
of mainland China. Thus, in Bulgaria, real earnings
declined in 1950 and 1951, in Czechoslovakia in 1951,
in Hungary in 1951 and 1952, and in Poland from 1951
through 1953 (table 41). However, even in cases where
real wages did not decline, price inflation was instru
mental in restricting their increase whenever the attempt
to keep money wages down proved unsuccessful. An ap
proximate measure of the drop in the share of product
allocated to wage earners, during the period of inflation,
can be obtained by comparing the changes in real wages
with those in output per man (table 41).

Thus, real income of labour in relation to industrial
production declined between 1949 and 1952 by 27 per
cent in Bulgaria, and by 41 per cent in Hungary; and
between 1950 and 1953 by 27 per cent in Czechoslo
vakia, and 32 per cent in Poland. In mainland China,
between 1952 and 1956, it declined by 25 per cent.
It must be stressed that this decline resulted only in part
from price increases, since money wage rates were fre
quently kept below the rise in output per man.

Similarly, price changes were instrumental in bring
ing about the redistribution of real income in favour of
labour after the turning point of 1953. This was particu
larly important in 'Nhen there were unusually
steep increases in real wages owing largely to price
reductions. that year, the rise in real wages
considerably the incre3.se in output per rnan
in all countries experiencing a reversal of price trends.
In Bulgaria, Hungary and Poland, real wages continued
to rise faster than output per man between 1954 and
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1956, although the difference between these two rates
was considerably smaller than in 1954. In Czechoslo
vakia, however, output per man rose more than real
wages in 1955 and in 1956.

In Eastern Germany and in the Soviet Union the real
income of labour in relation to industrial output was
either increasing or remained unchanged between 1949
and 1954. Thus, in Eastern Germany, real wages were
increasing more than output per man except in 1955
and 1956, when the reverse was true. In the Soviet Union,
each year from 1949 through 1954, the rise in real wages
approximated the rise in output per man. In 1955 and
1956, however, the situation changed and in both years
real wages rose much less than output per man. It will
be remembered that during these two years price reduc
tions were negligible and the share of consumption in
national income had decreased.

While the shifts in the distribution of income in
favour of the State, which took place in the countries
subject to strong inflationary pressures between 1950
and 1953, was in agreement with government policy, the
redistribution of income in favour of the peasants was
contrary to the objectives of the Government during
that period. The attempts to prevent such shifts were
dictated by two reasons. First, it was believed that a rise
in peasants' money income in the presence of shortages
of industrial consumer goods and of agricultural imple
ments, would have a disincentive effect on increases in
agricultural output and sales, and would induce the
peasants to raise the share of their output devoted to
consumption. Second, it was believed that the shift of
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income in favour of the peasants would reduce the real
income of workers and would discourage increases in
productivity. In order to prevent such shifts, a pro
gramme of rationing was introduced on several occa
sions, associated frequently with a dual system of prices:
ration prices for the urban workers and much higher
non-ration prices for the rest of the population. At the
same time the free disposal of agricultural produce was
restricted by collectivization and compulsory deliveries
at low prices.

While the introduction of these measures had a re
straining influence on the shifts in the distribution of
real income among various groups of the population,
it was not entirely successful in preventing it altogether.
Thus, it seems that in the group of countries which,
prior to 1953, passed through a period of strong infla
tionary pressure, peasants' consumption increased more
or declined less than urban consumption. This is cer
tainly true in the case of food consumption. With respect
to total consumption, the available information relating
to Hungary and Poland, the two countries which suf
fered most intensive inflationary pressure, indicates
that there were such relative shifts during at least part
of the period. Thus, in Hungary in 1951, total consump
tion rose by 4 per cent, while retail sales did not in
crease, and in 1952, retail sales declined by 10 per cent,
while total consumption fell by less than 4 per cent.
In Poland, there was a similar change in 1951, when
total consumption rose more than retail sales, and in
1953, when retail sales fell by more than 3 per cent,
while total consumption increased by over 3 per cent.

Planning and Inflation

It was originally intended that a rise in the propor
tion of resources devoted to accumulation or social con
sumption should be achieved without price increases by
limiting the growth of money income in relation to
output. Although consumption was to increase less than
national product, all the plans provided for a rise in
real wages through both an increase in money payments
and a reduction in prices of consumer goods. The
planned reduction in prices or even their stability could
be achieved, however, only provided that the. rise in
personal income was kept within the limits set by the
plan and the supply of consumer goods was increasing
as planned.

None of the countries which went through a period of
considerable decline in the share of consumption in
national product was able to achieve these objectives.
The two major factors which upset the planned balance
between the income of the population and the supply of
consumer goods were failure to prevent a greater than
planned rise in money wages and non-fulfilment of the
plans of agricultural output and supply of food.
Although a rise in wage cost did not playa significant

part in the development of the pressures of demand on
supply, the failure to reduce unit wage costs in con
formity with the plan resulted in a much greater than
anticipated growth of disposable income and in conse
quence in a greater than planned rise in effective
demand.

In some countries, this was due to the fact that the
planned increase in output per man could not be
achieved, thereby giving rise to a larger than planned
increase in non-agricultural employment and in the
wage bill (table 42). However, even in such countries
as Czechoslovakia and Poland, where output per man
rose in line with or in excess of the planned quotas,
this result could be achieved only by raising wages more
than anticipated. The rise in wages in excess of the plan
was due either to the resistance of workers against the
upward revision of production norms without commen
surate increases in wages or, in cases of shortages of
qualified workers, to bidding up of wages by the man
agement of enterprises. Thus, whether or not the plans
of output per man were achieved, the planned reduc
tions of unit wage costs were not fulfilled and the
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Table 4~. Indices of Planned and Actual Increases in Employment, Output per Man
and Agncultural Production, during the Five-Year Plans Ending in or Prior to 1955 a

(Year preceding beginning of plan = 100)

Employment Output per man
Agricultural
production

Country Planned Actual
-

Planned Actual Planned Aclual

Bulgariab •••••••••••••••••. 138 153 160 166 157 117
Czechoslovakia ............. 130 112 160 173 157 113
Eastern Germany ........... 119 129 172 147 157 112
Hungary .................. 161 174 192 147
Poland .................... 160 161 166 170 150 120
Romania .................. 140 150 175 148 188 150
USSR..................... 113 129 150 144 145 120

Source: Reports on fulfilment of plans.

a The periods covered by the plans are as follows:
Bulgaria, 1949-1953; Czechoslovakia, 1949-1953;
Eastern Germany, 1951-1955; Hungary, 1950
1954; Poland, 1950-1955; Romania, 1951-1955;
Soviet Union, 1951-1955.

b The five-year plan of Bulgaria was officially
terminated one year ahead of schedule, that is, in

ensuing growth of money income in excess of the plan
upset the balance between the income of the population
and the supply of consumer goods.

On the supply side, the decisive factor of imbalance
was the failure to raise agricultural production and the
supply of food according to plan. It is significant that
not a single country of the group was able to fulfil its
plans of agricultural output (table 42). The consid
erable lag in the expansion of output and supply of food
resulted in shortages which, at least for specific items,
continued even during the period of declining prices.
Specific food shortages existed even in countries such
as the Soviet Union and Eastern Germany, where prices
were declining throughout the period.

The lag in agricultural production was crucial not
only because of its effect on the over-all balance of de
mand and supply, but also because of the importance of
food in workers' budgets. Shortages of food exerted a
much greater pressure on prices and wages than short
ages of less essential items. In addition, since a part of
total food supplies was sold on non-controlled markets,
a rise in prices on these markets had, in several coun
tries, a secondary inflationary effect, caused by the fact
that in most cases the additional profits of the peasants
were spent on consumer goods.

1952. During that year the index of employment
was 146, that of output per man 155, and that of
agricultural production 96. The index of actual
output indicated in the table refers to 1953. Al
though during that year both employment and
output per man exceeded the original targets set
for 1953, employment rose by 11 per cent more
than planned, whereas output per man rose by
only 3 per cent.

The effect of the lag in agricultural output on the
supply-demand situation was particularly important
during the period preceding 1953, when the rate of
increase in industrial production was the highest, while
agricultural output generally lagged far behind
(table 43). In Bulgaria, in 1952, when prices of con
sumer goods reached their peak, agricultural production
was lower than in 1948. In Czechoslovakia agricultural
output shows hardly any change between 1948 and 1952.
In Poland, agricultural output rose by 10 per cent in
1950, fell during the following years and again in 1953
reached the level of 1950. In Yugoslavia in 1953,
agricultural production did not exceed its 1948 level.
It is true that the stagnation of agriculture in these
countries during this period was partly due to un
favourable weather conditions. However, it appears that
the main reason was the scarcity of investment goods
allocated to agriculture, inadequate supplies of ferti
lizers, and the disincentive effect of government policy
towards the peasants, including compulsory deliveries
at very low prices and attempts to impose collectiviza
tion against the wishes of the large majority of peasants.

The effect of the stagnation of agricultural produc
tion on the supply-demand situation of the urban areas
was in general reinforced by the considerable shifts of

Table 43. Indices of Gross Industrial and Agricultural Output, by Country
(1953=100)

Country and item 1949 1950 1951 1952 1954 1955 1956

Bulgaria
Producer goods ............................. 47 56 66 89 120 128 149
Consumer goods ............................ 60 67 81 86 104 113 128

Total, industrial production 54 63 75 87 III 119 137
Crops ............................... , " ... 63 66 103 75 81 91 82
Animal products ............................ 88 80 92 99 101 108 106

Total, agricultural production 71 70 99 82 87 96 90
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Table 43. Indices of Gross Industrial and Agricultural Output, by Country (continued)

(1953 =100)

Country and item 1949 1950 1951 1952 1954 1955 1956

88

144
146

112

92

139
131
136
117
116
117

141
125
134
83

118
95

145
134
141
155

117

125
129
127
101
130
110

130
121
126

199
141
164

100

129
132

100

110

126
122
124
109
108
109

125
117
121
115
128
119

130
122
127
130

111

112

140
116
126

111

113
119
116
102
121
109

120
117
119

87

115
114

104

109

95

113
109
112
108
103
106

104
111
107
95

112
100

114
113
113
104

120
115
117

103

104
105
105

90
115
98

110
110
110

90

66

73
78
76

96

88
91
89

89
90

97

89
96
91

90
79

100
86

90
89
89

112

72

84
86
85

100
94
97

101

72
86
78

75
88
98
92

80
80
80
96

99

75
80
77

74

101
91

100

115

68
74
71
97
94
96

10184

61
79
68

103
94

97

62
64
63

69
69
69
99

58

97

55
60
57

107
97

103

57
63
60

91

54
60
56

43

46

21
37
30

65

52
69
59

94

50
49
49

107
92

87

43
45
44

106
81
96

USSR
Producer goods .
Consumer goods .

Total, industrial production
Crops· .
Animal products .

Total, agricultural production
Yugoslavia

Producer goods .
Consumer goods .

Total, industrial production
Crops .
Animal products .

Total, agricultural productiond

Romania
Producer goods .
Consumer goods .

Total, industrial production
Crops .•...................................
Animal products .

Total, agricultural production

China, mainland
Producer goods .
Consumer goods .

Total, industrial production
Crops .
Animal products .

Total, agricultural production
Czechoslovakia

Producer goods .
Consumer goods .

Total, industrial production
Crops .
Animal products .

Total, agricultural production
Eastern Germany

Producer goods .
Consumer goods .

Total, industrial production
Crops .
Animal products .

Total, agricultural production
Hungary

Producer goods .
Consumer goods .

Total, industrial production
Crops .
Animal products .

Total, agricultural production
Polandb

Producer goods .
Consumer goods .

Total, industrial production
Crops .
Animal products .

Total, agricultural production

Source: Bulgaria: Statisticheski Godishnik na Narodna Respub.
lika Bulgaria, 1957. China, mainland: Razvitie Narodnogo Khoz·
yaistva Kitaiskoi Narodnoi Respubliki, 1956; People's Daily.
Czechoslovakia: Statisticka Rocenka, 1957, and Statisticky Obzor,
No. 12, 1956 (Prague). Eastern Germany: Statistisches Jahrbuch,
1955, and report on _plan fulfilment, 1956. Hungary: Statisztikai
Havi Kozlemenyek, No.7, 1957, and Statisztikai Evkonyv, 1949
1955; estimations for 1956 by the Secretariat of the United
Nations. Poland: Rocznik Statystyczny, 1957. Romania: Anuarul
Statistic A1 RPR, 1957; plan fulfilment reports; Razvitie Ekono·

mii Stran Narodnoi Demokratii (Moscow, 1955), and United
Nations, World Economic Survey, 1955. Soviet Union: Narodnoe
Khozyaistvo SSSR v 1956 Godu. Yugoslavia: Statisticki Godisnjak,
1957; index of agricultural production comfiled by the Secre.
tariat on the basis of information on annua changes.

• Net product.
b 1949-1955, socialized industry; 1955-1956, all industries,

linked.
• Grain only.
d Rough estimate.
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the population from the countryside to the cities, not
accompanied by commensurate increases in the supply
of food. The tendency of the remaining rural population
to raise its per capita consumption was partly prevented
by the introduction or extension of compulsory de
liveries. However, these measures were not always suc
cessful and as a result, in the countries which prior to
1954 experienced inflationary pressures, per capita sup
ply of food to urban areas declined.36 However, even in
countries where no such decline took place, the defi·
ciency of agricultural output and of supply of food to
the cities was the most important factor in price in·
creases, first on free and unauthorized markets and later
in State and co-operative trade. The decline in prices
after 1953 was greatly facilitated by the improvements
in food supplies, owing to a rise in domestic output and
an increase in net imports. At the same time, shifts in
population to the cities were either arrested or slowed
down, and in some countries even a reverse tendency
appeared.

In Eastern Germany and in the Soviet Union, the
supply of food to the cities seems to have increased pro
portionately more than the urban population. However,
between 1950 and 1953, these increases took place in the
face of little, if any, increases in agricultural pro
duction. This would seem to indicate that the rise in

36 For instance in Hnngary, retail sales of food increased in
1951 by only 2 per cent and declined by 8 per cent in 1952;
in Poland between 1949 and 1953, urban population rose by
21 per cent but retail sales rose by only 13 per cent and sales of
food rose even less.
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supply was due to an increase in the share of agricul.
tural production devoted to urban consumption, or to
changes in foreign trade. After 1953, agricultural out·
put increased both in Eastern Germany and the Soviet
Union; in the latter, however, this did not result in an
acceleration of retail sales of food, probably because
of a greater increase in peasants' consumption.

The difficulties caused by the failure to raise the
supply of food and agricultural raw materials led to
radical changes in government policies towards agri
culture after 1953. In all countries, greater reliance was
placed upon income incentives as a means of increasing
output. Peasants' incomes were substantially increa.sed
by raising prices paid for the State purchases and by
reduction or elimination of compulsory deliveries.
In some countries collectivization of agriculture was
abandoned. Supplies of fertilizer and of agricultural
implements were substantially increased and in the
Soviet Union the area under cultivation was extended
by about one-fourth between 1953 and 1956, through
bringing under cultivation of virgin and fallow lands.
The current plans of economic development provide
generally for an increase in the share of investment
devoted to agriculture and for a much higher increase
in agricultural output in relation to that of national
product than earlier long-term plans. The greater at·
tention devoted to agriculture in the current plans of
development is associated with the increased importance
currently being attached to increasing levels of con·
sumption.



Part II

CURRENT ECONOMIC DEVELOPMENTS





Chapter 4

RECENT TRENDS IN INDUSTRIAL COUNTRIES

The recent slackening in economic activity in the in
dustrial group of countries ends the boom phase of a
production cycle which began, for the group as a whole,
in 1954, accelerated in 1955, maintained its advance,
albeit at a slower pace, in 1956, and reached its zenith
before the close of 1957.

Three major periods of expansion may be distin
guished in the post-war period of which the first two
were both, to a considerable extent, abnormal. The
exceptional upsurge of private demand in the early post
war years resulted from the release of resources by
governments at the end of the war, and the use by pri
vate business and consumers of accumulated liquid
assets to make good their arrears of investment· and
consumption. The second main period of rapid growth
was dominated by rising expenditures on defence mate
rial and associated production facilities necessitated by

the Korean conflict. From the end of that conflict, how
ever, governmental claims upon resources levelled off
or declined, and the way was open for the first post-war
phase of expansion which did not depend upon special
supporting factors.

The main features of this period of economic upswing
are delineated in table 44. The beginning of the period,
following the mild recession experienced after the
Korean boom, was marked by a rapid growth in resi
dential construction and personal consumption, which
played a dominant part in the revival of demand. Both
these components of demand, which had been restrained
during the Korean conflict, were now allowed and, in
many cases, encouraged by governments to expand
rapidly. This was followed by a revival in business in
vestment activity, which benefited in some countries
from special incentives provided by governments.

Table 44. Industrial Countries: Real Gross National Product and its Major Components, 1953-1957"
(At constant prices; as percentages of 1953 gross national product)

Fixed investment

Gross Machinery Exports and imports of goods and services
national Personal Government Residential and Change in

Y~ product consumption expenditure Total construction equipment inventories Balance Exports Imports

1953 .......... 100.0 65.8 15.7 17.3 3.8 8.3 1.0 0.2 9.3 -9.1
1954 .......... 101.2 67.6 14.7 18.1 4.2 8.1 0.2 0.6 10.2 -9.6
1955" ........ 108.5 72.2 14.5 19.8 4.7 8.6 1.6 0.4 11.1 -10.7
1956 .......... 112.2 74.8 14.8 20.8 4.5 9.5 1.2 0.6 12.1 -11.6
1957 .......... 114.4 76.6 15.1 21.2 4.3 9.9 0.7 0.9 13.0 -12.1

Source: United Nations Bureau of Economic Affairs.

• Including Denmark, Federal Rep'ublic of Germany, France,
Italy, Netherlands, Norway and the United Kingdom in western
Europe; and Canada and the United States in North America.
Calculated, except for Canada, on the basis of purchasing power

As business expenditure on plant and equipment
grew, there was a tendency for residential construction
to slow down, especially where governments, concerned
to prevent the boom from developing excessive momen
tum, imposed credit and other restrictions designed to
limit the expansion of demand and release resources for
other purposes. Nevertheless a rapid increase in per
sonal consumption, especially of durables, together with
the growth in business investment, generated a powerful
upsurge of demand in the industrial group of countries
in 1955, more than offsetting the slackening in residen
tial construction in western Europe as shown in table 45.
The sharp rise in production led to an increase in the
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parities, as established for the purposes of table 32 of Organisa
tion for European Economic Cooperation, Comparative National
Products and Price Levels, Milton Gilbert and Associates (Paris,
1958). Data for Canada included on the basis of the official
exchange rate. Exports and imports of goods and services
represent the sum of the figures for the individual countries.

degree of utilization of capacity, especially in the engi.
neering sector of industry, where there was some pres
sure of demand against capacity. This provided an addi
tional stimulus to industrial investment, which was also
spurred by favourable long-term business expectations
and by competitive pressures for the exploitation of new
technological developments. Thus business expenditure
on plant and equipment came to provide the main ex
pansionary force in the boom.

Whatever obstacles were encountered in the supply of
materials, equipment and labour during this period did
riot significantly hamper the growth of production.
Most of tbe essential raw material and energy require-
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Table 45. Western Europe and North America: Gross National Product, Gross Fixed
Investment and Consumptiona

(At constant prices; percentage change compared with preceding year)

Region and item 1954 1955 1956 1957

Western Europe
6 4 4Gross national product .................. 6

Gross fixed investment. ................. 10 10 6 4
Residential construction ............... 10 5 2 2
Machinery and equipment .............. 10 15 8 5

Personal consumption ................... 5 6 4 4
Durable consumption ................. 12 12 3 7

North America
Gross national product. ................. -1 8 3 1
Gross fixed investment. ................. 2 9 5 1

Residential construction ............... 11 18 -9 -9
Machinery and equipment .............. -8 3 12 3

Personal consumption ................... 2 7 3 2
Durable consumption .................. 22 -8

Source: United Nations Bureau of Economic Affairs.
a See footnote a to table 44.

ments were met by bringing into operation unused ca
pacity existing within the industrial countries them
selves, and the labour force proved to be adequate to
meet the growing needs of the economy, except in a
few skilled trades. Certain shortages of materials did
develop for a time in western Europe, but were over
come by imports from North America. There was, as a
result, a rapid growth in the trade of western Europe
with North America, a development which was further
stimulated by measures of trade liberalization in west
ern Europe.

As the economic upswing entered its third year in
1956, there appeared a number of signs of weakening
in demand pressures in some of the major industrial
countries. The expansive forces of business investment
in these countries did not prove sufficiently powerful to
prevent the over-all rate of growth from declining
slightly, as a result of the gradual slackening in certain
other important components of demand. Residential
construction slackened further in western Europe and
declined in North America, thereby retarding the pace
of growth in total investment. Equally, if not more im
portant was the sharp decline in consumption of dur
ables, especially motor cars, in two of the larger
countries, namely the United Kingdom and the United
States. Nor, finally, was any stimulus to the economy
being derived from the course of government ex
penditures.

While total demand expanded more slowly in 1956
than in 1955, productive capacity grew even more rap
idly than before in North America, reflecting the re
sponse of business investment to the previous year's
economic expansion. The consequent fall in the rate of

utilization of capacity was the main factor tending to
slow down the growth of business investment in 1957.
In western Europe, which had embarked upon the cur
rent phase of economic expansion earlier than North
America, business investment was already losing some
of its upward momentum in 1956.

Thus the year 1957 opened with the volume of busi
ness expenditure on plant and equipment expanding at
a slower pace than in the preceding period. Since other
components of demand showed no signs of significant
upturn, the gap between total demand and productive
capacity continued to open, and the volume of idle
equipment was steadily augmented. Nevertheless busi
ness investment continued to rise slowly until the latter
part of the year, owing in large part to the continuation
of investment projects begun earlier during the period
of greatest pressure of demand.

In North America, where the lag in the growth of
demand in relation to capacity was particularly pro
nounced, the volume of business investment in plant and
equipment began to fall in the last quarter of 1957.
Of more immediate importance in depressing the vol·
ume of production, however, was a move by business to
reduce the level of inventories, in response to the slack
ening in final demand. The resulting decline in total
investment continued into 1958. In western Europe and
Japan, likewise, business investment and industrial pro
duction tended to level off towards the end of 1957.
As a result, some governments relaxed the monetary
restrictions imposed during the earlier phase of expan
sion, and in the United States efforts were made to
stimulate demand by accelerating government ex
penditures.

The Slackening in Demand

The rate of growth of the gross national product de
clined in 1957 in most industrial countries for the second

year in succession. In Japan too it fell for the first time
during the recent period of economic expansion. In the
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Source: Statistical Office of the United Nations.

2 For further discussion of this point, see chapter 1.

1957

2
5

14

1956

4
5
3

22

1955

11
10
11
7

Per cent change in industrial production compared with
preceding year

1954

-1
9

-7
7

Increases in industrial output in 1957 were concen
trated in the first half of the year; in many countries
production declined from the first half of 1957 to the
second half, after allowing for seasonal factors as shown
in table 47. The tendency for production to slacken or
decline continued into 1958.

The gradually diminishing rate of expansion of out
put during 1956 and 1957 was primarily the result of a
slackening in the growth of aggregate demand. It is
true that the increase in the level of production and em
ployment-in western Europe since early 1953 and in
North America since the middle of 1954-had resulted
in a considerable reduction both in unemployed labour
reserves and in spare productive capacity. Consequently
the rate of growth of industrial production in 1956 prob
ably could not, in some countries, have reached levels as
high as those obtaining in the earlier years of the up
swing even if there had been no change in the pressure
of aggregate demand. As it was, however, in most coun
tries the point was never reached at which supply con
ditions would have been as tight as they had been in, say,
1951;2 this was because demand was already beginning
to slacken during 1956, and eased further in 1957.

The slowing down of aggregate demand was partly
the result of government policies, but also reflected the
operation of forces inherent in the cycle. The mildest
governmental restraints on demand were those intro
duced in Canada and the United States; but it was pre
cisely in these countries that the slackening in demand
became most pronounced by the end of 1957. More
vigorous governmental measures to curb the growth of
demand were introduced in the Scandinavian countries
and the United Kingdom at an early stage of the up-

Total .
Western Europe .
North America .
Japan .

1 In France and Italy, where the rate of growth of industrial
production was generally maintained from 1955 to 1957, the bad
harvest of 1956 was largely responsible for the relatively smaller
increase in the gross national product in that year than in 1955
and 1957. On the other hand, in Norway, the good harvest and
fish catch in 1956 contributed to a relatively higher rate of
growth in gross national product in that year than in 1955
and 1957.

early phases of the economic upswing relatively high
rates of growth in total real product had been recorded.
In the western European countries, as a whole, total
output increased a little less than 5 per cent in 1953
and about 6 per cent in 1954 and 1955. Real output rose
evenfaster in Canada, Japan and the United States
by about 8 per cent-during 1955; in Canada and the
United States this was the first full year of recovery
from the 1953/54 recession. During 1956 there was a
fall in the rate of expansion of economic activity both
in western European countries and in North America.
In western Europe as a whole the more moderate rate
of growth in total product achieved in 1956 was main
tained in 1957; in Canada and the United States, on
the other hand, the rate of growth dropped further, as
shown in table 46.

Recent changes in the rate of growth of the gross
national product in industrial countries have generally
reflected similar movements in industrial production.1

It can be seen from the following table that industrial
production rose at a rate of 9 to 10 per cent in western
Europe in 1954 and 1955, and 11 per cent in North
America in 1955 following the decline in production
experienced there in 1954. During 1956 there was a
pronounced fall in the rate of increase of production in
both areas and in 1957 there was no further advance in
industrial production in North America. The fact that
in western Europe the pace of expansion was approxi
mately maintained in 1957 was due largely to the mode
rate revival of industrial activity in the United
Kingdom, and the continued high rates of growth re
corded in France and Italy; most other countries in the
area reported a lower rate of increase in industrial pro
duction in 1957 than in 1956. In Japan the rate of
expansion in industrial activity reached its peak in 1956,
a year later than the other industrial countries, and
slowed down markedly in the course of 1957.

Table 46. Real Gross National Product and Its Major Components, by Countrya

(At constant prices; as percentages of 1956 gross national product)

Gross Exports and imports of goods and serviees
national Personal Government Fixed Change in

Country and year product consumption expenditure investment inventories Balance Exports Imports

Western Europeb

96.3 64.8 12.3 17.2 1.3 0.7 16.6 -15.91955 .........................
1956 ......................... 100.0 67.5 12.8 18.2 1.1 0.4 17.6 -17.2
1957......................... 103.8 70.1 12.9 18.9 1.3 0.6 18.8 -18.2

Belgium
97.1 67.2 ILl 16.8 0.1 2.0 34.6 -32.71955 .......................

1956 ....................... 100.0 68.9 11.4 17.6 0.7 1.4 38.1 -36.7
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Tahle 46. Real Gross National Product and Its Major Components, by CountryR (continued)
(At constant prices; as percentages of 1956 gross national product)

Gross Exports and imports of goods and service
national Personal Government Fixed Change in

Country and year product consumption expenditure investment inventories Balance Exports Imports

Denmark
1955 ....................... 98.8 67.7 13.0 17.2 0.9 33.9 -33.0
1956 ....................... 100.0 68.3 13.2 17.4 1.4 -0.4 34.6 -34.9
1957 ....................... 104.4 70.7 13.2 17.8 1.0 1.5 37.4 -35.9

Federal Republic of Germany
1955 ....................... 94.5 55.5 12.5 21.0 2.9 2.6 20.2 -17.6
1956 ....................... 100.0 59.8 12.7 22.4 1.3 3.7 23.3 -19.7
1957 ....................... 104.6 62.9 13.2 22.5 1.6 4.4 26.4 -22.0

France
1955 ....................... 95.8 65.6 12.4 16.2 0.8 0.9 15.2 ~14.3

1956 ....................... 100.0 68.8 14.3 17.3 1.4 -1.9 14.0 -15.9
1957 ....................... 106.1 72.9 14.9 18.8 1.4 -1.9 14.9 -16.8

Italy
95.9 65.01955 ....................... 10.4 19.6 1.4 -0.5 12.6 -13.1

1956 ....................... 100.0 67.9 10.9 21.2 0.8 -0.7 13.9 -14.7
1957 ...........•........... 105.4 70.8 11.0 22.8 0.5 0.2 16.7 -16.4

Netherlands
1955 ....................... 96.6 56.0 13.7 21.8 1.9 3.2 51.4 -48.2
1956 ....................... 100.0 60.9 13.7 24.2 2.9 -1.7 53.5 -55.2
1957 ....................... 102.5 60.3 13.7 -28.8- -0.3 56.3 -56.6

Norway
95.9 54.9 9.7 35.1 -5.1 34.91955 ....................... 1.3 -40.0

1956 ....................... 100.0 56.4 10.0 36.4 2.5 -5.3 37.8 -43.1
1957 ....................... 102.9 58.0 10.3 37.7 1.7 -4.8 39.2 -44.0

Sweden·
1955 ....................... 96.8 56.3 18.0 22.0 1.8 -1.3 19.7 -21.0
1956 ....................... 100.0 57.8 18.7 22.6 1.2 -0.3 21.8 -22.2
1957 ....................... 102.1 58.5 19.5 23.0 Ll 23.6 -23.6

United Kingdom
98.4 62.8 18.5 15.4 1.6 0.2 23.21955 ....................... -23.0

1956 ....................... 100.0 62.9 18.6 16.1 1.3 Ll 24.7 -23.6
1957 ....................... 101.8 64.1 18.0 16.9 2.3 0.5 24.9 -24.4

North Americab

1955 ......................... 96.9 64.2 13.2 17.8 1.5 0.1 6.2 -6.0
1956 ......................... 100.0 66.3 13.4 18.7 1.1 0.6 7.0 -6.5
1957......................... 101.0 67.3 13.8 18.8 0.2 0.9 7.5 -6.6

Canada
1955 ....................... 92.3 60.0 12.7 21.3 0.9 -2.5 19.3 -21.8
1956 ....................... 100.0 63.9 13.0 25.5 2.2 -4.6 20.5 -25.2
1957 ....................... 100.5 64.9 13.0 26.6 0.4 -4.3 20.5 -24.8

United States
1955 ....................... 97.2 62.7 16.6 16.3 1.0 0.5 4.9 -4.4
1956 ....................... 100.0 64.8 16.5 16.9 0.9 0.9 5.7 -4.8
1957 ....................... 101.0 65.7 16.9 16.9 0.2 1.3 6.2 -4.9

Japand

91.0 57.8 10.6 17.51955 ......................... 4.2 0.9 13.1 -12.2
1956 ......................... 100.0 61.6 ILl 21.3 7.0 -1.0 14.7 -15.7
1957 ......................... 106.1 64.6 11.9 25.6 6.7 -2.7 15.8 -18.5

Source: Statistical Office of the United Nations and Bureau of of goods and services, by adding foreign economic aid and private
Economic Affairs; replies of Governments to the United Nations remittances abroad to net foreign investment and omitting the
questionnaire of November 1957 on economic trends, problems corresponding items from government expenditure and personal
and policies; Organisation for European Economic Co.operation, consumption, respectively; the value of civil public construction
General Statistical Bulletin; and natIOnal sources. was transferred from government expenditure to fixed invest-

Figures for 1957 arel,reliminary estimates of governments or ment; and an amount equal to the value of new government
of the United Nations ureau of Economic Affairs. buildings was added to government expenditure in respect of

a Except in the case of Japan, Norway, Sweden and the United depreciation of government buildings.
Kingdom, where it was not possible to do so, figures have been b See footnote a to table 44.
adjusted to conform, as far as Kossible, to the United Nations • Public civilian investment in corporations and enterprises
system of national accounts. T is has involved the following is included in fixed investment; the rest of public investment is
adjustments in the case of the United States: "net foreign included in government expenditure.
investment" was replaced by the balance of exports and imports d No provision is made for inventory valuation adjustment.
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Source: Organisation for European Economic Co-operation,
General Statistical Bulletin (Paris).

"Member countries of the Organisation for European Eco
nomic Co-operation.

Table 47. Percentage Changes in Industrial Pro
duction in the First and Second Half of 1957 com·

pared with the Preceding Half Year
(On a seasonally adjusted basis)

swing, and by France and the Netherlands in 1957.
The stringency of the measures adopted was due to
balance of payments difficulties in the countries con
cerned; this, in turn, generally reflected the fact that
the pressure of demand in these countries had risen
relatively more than in their principal trading partners.

While the severity of the specific anti-inflationary
measures adopted varied widely from country to coun
try, there was much more uniformity in the impact of
over-all government revenue and expenditure policies
upon the economy. As was shown in chapter 1, the total
outcome of these policies was that, in general, a mildly
expansionist influence upon the economy was exerted
from 1953 to 1954, following the end of the Korean
boom, and an equally mild anti-inflationary influence
was felt from 1954 to 1957.3

The progressive deceleration in aggregate demand in
1956 and 1957 was the result of a pronounced decline
in the rate of expansion of fixed investment and a slow
ing down in personal consumption, especially of dura
bles, in some of the larger industrial countries. An im
portant factor in retarding the growth of fixed invest
ment was a slackening in residential construction, which
had provided much of the initial impetus to the expan
sion of demand in the early stages of the upswing.
Government policies involving credit restriction and
higher interest rates were partly responsible for this
development. Governments in the Scandinavian coun
tries and in the United Kingdom were particularly ac
tive in this respect, since in addition to introducing

• The United States Government exerted a fairly substantial
retarding influence on the economy through the budget in 1955,
but this did not prevent a vigorous expansion of total output in
that year. The restraining effect of the budget was much re
duced in 1956, and by 1957 the budget had become slightly
expansive.

INTER-COUNTRY DIFFERENCES IN TIMING

restrictive monetary policies, they adopted direct meas
ures which included a reduction of housing subsidies
and public construction activity, the limitation of build
ing permits and the imposition of taxes on construction.

Business investment began to slow down in western
Europe in 1956 and in North America in 1957. In the
course of the boom the rate of creation of new capacity
appears to have reached a new post-war peak, and this
in turn called for a rate of expansion of output greater
than in previous years if all the additional capacity was
to be fruitfully employed. As it was, however, the rate
of increase of output in several of the major countries
was somewhat lower than in previous years, so that there
was a tendency for idle capacity to accumulate, even
while production was rising. As the gap between pro
duction and capacity opened, investment outlays first
levelled off and then declined, thus contributing to a
fall in aggregate demand. Evidence of the development
of excess capacity will be examined in some detail
below.

The slower advance of aggregate demand in 1956 and
to some extent in 1957 was also the result of develop
ments in consumption. In general, changes in personal
consumption were in line with changes in total output
during the recent boom; the peak rate of increase in
consumption was reached in 1955, amounting to 6 per
cent in western Europe and over 7 per cent in North
America, as shown in table 48. These rates of increase
were reduced considerably in 1956-1957. In the United
Kingdom and the United States there was a rise in the
ratio of personal savings to personal disposable income
in 1956, which was associated with a substantial fall in
consumer expenditure on durables, especially motor
cars. While in the United States a reaction against the
exceptionally high level of automobile sales in 1955
was mainly responsible for this development, in the
United Kingdom it reflected strong governmental meas
ures aimed at restraining consumer expenditure on
durables.4 Measures introduced by the Scandinavian
countries in 1954/55 and by the Netherlands in 1957
had a similar effect in curbing the expansion of personal
consumption. There was also a significant increase in
the proportion of personal income devoted to saving in
the Federal Republic of Germany in 1957.

The slowing down in the growth of demand and pro
duction did not occur in all industrial countries at the
same time. It began at a relatively early stage in the
upswing in the United Kingdom and especially in the
Scandinavian countries, where the upsurge of demand
led to serious balance of payments difficulties;5 strong

4 The relaxation of these measures late in 1956 and early in
1957 in the United Kingdom was accompanied by a revival in
consumer expenditure on durables.

, In Sweden and the United Kingdom the high rate of inven
tory accumulation in 1955 also contributed to the deterioration
in external balances.

-1
1

-6
-4
-1

4
1

-4
1

1
-3
-2

Second
half

First
Cou.ntry half

Total. . . . 2
Western European countries".. . . . 3

Belgium..................... 3
Denmark.................... 2
Federal Republic of Germany. . . 6
France. . . . . . . . . .. . . . . . . . . . . . 4
Italy. . . . . . . . . . . . . . . . . . . . . . . . 5
Netherlands. . . . . . . . . . . . . . . . . . 4
Norway .
Sweden. . . . 3
United Kingdom. . . . . . . . . . . . . . 1

Canada -1
United States. . . . . . . . . . . . . . . . . . 1
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Table 48. Changes in Gross National Product, Per
sonal Disposable Income and Personal Consumption,

by Country
(In real terms; percentage change from previous year)

Gross Personal
national disposable Personal

Country and year product zncomea consumption

Western Europeb

1955 ................... 6.2 5.8
1956 ................... 3.8 4.2
1957 ................... 3.8 3.9
Denmark

1955 ................. -0.9 -1.6
1956 ................. 1.2 0.9
1957 ................. 4.4 3.5

Federal Republic o/Germany
9.41955 ................. n.8 8.7c

1956 ................. 5.8 7.4c 7.8
1957 ................. 4~6 7.2c 5.0

France
1955 ................. 6.7 8 5.9
1956 ................. 4.4 6 6.4
1957 ................. 6.1 6 5.9

Italy
1955 ................. 6.8 3.9
1956 ................. 4.3 4.4
1957 ................. 5.4 4.2

Netherlands
1955 ................. 7.1 6.8
1956 ................. 3.5 8.8
1957 ................. 2.5 -1.0

Norway
2.61955 ................. 2.9

1956 ................. 4.3 2.7
1957 ................. 2.9 2.8

Sweden
1955 ................. 4.0 5.2 3.9
1956 ................. 3.2 2.7 2.7
1957 ................. 2.1 1.8 1.0

United Kingdom
1955 ................. 3.0 4.7 3.2
1956 ................. 1.6 3.1 0.4
1957 ................. 1.8 2.7 2.0

North Americab

1955 ................... 7.7 7.2
1956 ................... 3.2 3.3
1957 ................... 1.0 1.6
Canada

1955 ................. 8.2 8.8 8.0
1956 ................. 8.3 7.9 6.6
1957 ................. 0.5 1.5 1.5

United States
1955 ................. 7.0 5.8 7.1
1956 ................. 2.9 4.5 3.2
1957 ................. 1.0 1.4 1.6

Total industrial countriesb

1955 ................... 7.2 6.7
1956 ................... 3.4 3.6
1957 ................... 2.0 2.4

Source: See table 46.
• Personal disposable income deflated by implicit deflator for

personal consumption.
b See footnote a to table 44.
c Disposable income from wages and salaries, retirement

pensions, public transfer payments and withdrawals by self.
employed persons for private purposes.
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governmental measures aimed at improving the balance
of payments position by restraining the growth of de
mand were introduced in 1954 and 1955. In the Scandi
navian countries the expansion of demand slowed down
in the course of 1955, and in the United Kingdom in
1956. There was also an easing of demand in 1956
in the Federal Republic of Germany and the United
States, though not as pronounced as in the United
Kingdom. The other industrial countries, with the ex
ception of France and Italy, did not experience a slack·
ening in the growth of demand and production until
1957; in France and Italy the growth of demand was
maintained throughout most of 1957. Chart 9, which
shows changes in industrial production from 1954 to
1957 on a seasonally adjusted basis, gives some indio
cation of these differences in the phasing of the cycle in
the various groups of countries.

In Denmark, which had suffered a moderate decline
in real national output in 1955, the relaxation of previ
ously imposed restrictions in the middle of 1956 was
followed by a revival in construction and industrial
activity. This continued until May 1957 when, following
a renewed deterioration in the balance of payments,
new measures were adopted to restrict the growth in
consumption.6 These measures were followed by a fall
in the level of industrial production and an increase in
unemployment in the second half of 1957, although
for the year as a whole total real output was higher than
in the preceding year. In Norway and Sweden, the eas
ing of demand in the latter part of 1955, and the r.ela·
tively moderate pace of expansion in total product dur
ing 1956 and 1957, was associated with a slower rate of
growth in fixed investment and durable consumption
during that period. The slackening in these categories
of expenditure, especially durable consumption, was
reflected in a slower rate of growth of imports than
exports and in an improvement in the real foreign
balance.7 The very considerable increase in external
demand for shipping services during and immediately
after the Suez crisis and the continued rise in ex·
ternal demand for basic export commodities also con
tributed to the improvement in foreign balance and to a
moderate rate of growth in demand and production in
both countries during these two years. In Norway the
partial liberalization of building restrictions early in
1957 and a waiver of duty on imports of certain cate·
gories of machinery were instrumental in stimulating
residential construction and business investment during
that year.

There was no easing in demand in 1955 in the United
Kingdom, where stringent measures against the expan
sion of demand were adopted later than in the Scandi
navian countries. A rapid increase in industrial invest-

• A deterioration in the terms of trade as a result of a fall
in the prices of agricultural exports also had an adverse effect
on the balance of payments.

1 In Sweden a slowing down in the rate of inventory accumula
tion in 1956 and 1957 also contributed to the improvement in
the foreign balance.
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Source: Organisation for European Economic Co-operation,
General Statistical Bulletin, March 1958 (Paris).

Chart 9. Indices of Industrial Production
(Seasonally adjusted half-yearly averages)

8 The easing of the restrictions affecting purchases of motor
vehicles did not have an immediate impact on sales because of
the imposition of petrol rationing from December 1956 to May
1957, in connexion with the Suez crisis.

ment and in the consumption of durables in that year
more than offset the adverse effect of a decline in resi
dential building, associated with a sharp fall in public
housing construction and a reduction of housing sub
sidies. There was, however, a pronounced slackening in
demand in 1956, owing largely to a considerable decline
in consumer expenditure on durables, especially motor
cars, and to a slower rate of growth of fixed investment.
The fall in consumption of durables followed immedi
ately upon the introduction of government measures in
the last quarter of 1955 and early in 1956, raising pur
chase tax rates on durables and restricting hire-purchase
transactions. The decline in the rate of growth of fixed
investment was accounted for by a continued fall in
residential construction and a marked slowing down in
the expansion of business investment. The effect of the
easing in demand was seen in a slight decline in indus
trial production and an improvement in the external
balance to which the slower rate of inventory accumula
tion also contributed.

Despite the persistent decline in residential construc
tion and a further slowing down in manufacturing in
vestment, the rate of increase of total fixed investment
was more than maintained in the United Kingdom in
1957. This was largely accounted for by a substan
tial rise in investment in public utilities and transport
and communications, which are largely nationalized.
Additional stimulus to the growth of demand, especially
in the engineering sector, was provided during that year
by a rise in consumption of durables and in the export
of motor cars. The revival in consumer expenditure on
durables was associated with a progressive relaxation
of the previously imposed restrictions late in 1956 and
during the first half of 1957.s In spite of this, total
consumer expenditure did not rise in relation to per
sonal disposable income, the greater advance in dura
ble consumption being offset by slower growth in
other components of consumption. There was also a
decline in the volume of government expenditure,
owing to a substantial fall in outlays for defence. The
relatively moderate revival in total demand associated
with these developments led to a rise in the seasonally
adjusted index of industrial production in the second
quarter of 1957. During the remainder of the year pro
duction was maintained at approximately this level,
which was slightly lower than in the last quarter of
1955; there was a tendency for industrial output to
decline at the end of the year. At no time during 1957
did the pressure of demand reach the high point attained
in 1955; the moderate deterioration in the real external
balance resulted largely from a rise in the rate of
inventory accumulation and from the delivery of im
ports delayed from 1956 by the closing of the Suez
Canal, rather than from an excessive pressure of
domestic demand.II
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Apart from the United Kingdom, two other major
industrial countries experienced a slackening in the
growth of demand in 1956, though on a less significant
scale-namely, the Federal Republic of Germany and
the United States. In the Federal Republic, the easing
of demand in 1956, which was particularly noticeable
in the capital goods industries, resulted largely from a
pronounced decline in the rate of growth of residential
construction and of business expenditure on plant and
equipment. However, a rise in personal consumption in
relation to disposable income helped to maintain the
expansion of demand in consumer goods industries.
The easing of domestic demand was accompanied by a
substantial improvement in the real external balance,
which accounted for almost a fifth of the increase in
total product during that year. The slackening in de
mand continued into 1957, during which year fixed
investment failed to increase any further. The slowdown
was now extended to the consumer goods industries,
accompanying a rise in the proportion of personal dis
posable income set aside for savings. A mild stimulus
to the growth of demand in 1957 was provided by a
decline in the surplus on government current account,
which resulted largely from tax reductions introduced
late in 1956 and in 1957, and from increases in the
salaries of public employees and in transfer payments.
There was also a further improvement in the external
balance.

In the United States, where the upswing in economic
activity had started later than in western Europe, there
was, by contrast with the Federal Republic of Germany
and the United Kingdom, a rapid acceleration in busi
ness investment during 1956. The greater momentum of
industrial investment was, however, outweighed by a
fall in residential construction and in consumer ex·
penditure on durables, especially motor cars. Housing
investment was adversely affected by reduced avail·
ability of funds, higher costs of land and construction,
and more selective demand.9 The fall in durable con
sumption in 1956, which was even more significant in
slowing down the expansion of demand,l° was, as men
tioned earlier, mainly a reaction against the large num·
ber of automobile sales in the preceding year. The in·
crease in world demand for United States exports, which
resulted in a rise in the real export balance, partly
offset the weakening in internal demand.

The slackening in demand persisted into 1957. Total
fixed investment showed no further increase, a con
tinued decline in residential construction being roughly
offset by a slight rise in other investment. In the course
of 1957, the volume of business investment at first
levelled off and then dropped towards the end of the

• See Economic Report of the President (Washington, D.C.,
January 1957), page 25. It should also be noted that, as a result
of the large volume of residential construction since 1950, there
was a substantial increase in the stock of vacant units, avail
able for sale and rent.

10 The decline in automobile sales was twice as large as that
in residential construction in 1956.
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year. As will be shown below, the slackening in business
investment, as in the Federal Republic of Germany and
the United Kingdom in 1956 and 1957, was largely due
to the failure of demand to grow as fast as capacity.
There was also only a slight recovery of consumption
in relation to personal disposable income, which was
now rising more slowly.

In the first half of the year the adverse effects of these
developments on aggregate demand were largely offset
by a further growth of exports and by a continuation
of the upturn in defence expenditure which had begun
in 1956. However, even these two buoyant components
of demand turned downwards in the latter part of the
year; this, coupled with disappointing sales of new auto
mobile models, led to a small decline in total final
demand at the end of the year. Industrial production,
which had been virtually stable from the fourth quarter
of 1955 to the third quarter of 1957, declined in Septem.
ber and continued to fall thereafter, while unemploy
ment rose.

The adverse effects of the decline in final demand
on industrial production were aggravated by inventory
liquidation, which statistically was by far the largest
element in the drop in total demand in the fourth
quarter of 1957. Inventory accumulation had already
fallen to low levels in the first three quarters of 1957
because of declines in new orders and diminishing back·
logs of unfilled orders in manufacturing industries. New
orders for industrial goods reached a peak late in 1956,
and the subsequent decline was the inevitable by
product of the slowing down in the growth of demand.
Since output was maintained at a high level, the fall in
the volume of new orders was accompanied by a steady
decline in outstanding orders. As sales fell, stocks of
manufacturers were drawn down in the closing months
of the year. Liquidation also appears to have been gen
eral in wholesale and retail trade, except for automobile
dealers, who experienced some involuntary accumula
tion, and food retailers.

There was no significant easing in the growth of
aggregate demand in 1956 in the other industrial coun·
tries, namely Belgium, Canada, France, Italy, Japan,
and the Netherlands, mainly because of rapid increases
in fixed investment and personal consumption. In
France a steep rise in public expenditure, consisting
primarily of higher military outlays connected with the
Algerian conflict, also provided a major stimulus to
demand. However, total demand weakened considerably
in Canada in 1957, and there was a less marked easing
of demand for the year as a whole in Belgium, Japan
and the Netherlands. In Canada developments during
1957 resembled those in the United States. Although
fixed investment rose for the year as a whole, it levelled
off in the course of the year and then declined; con
sumer expenditure on durables also fell. This was ac
companied by inventory developments similar to those
in the United States. Industrial production declined
gradually after the first quarter and unemployment
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Tahle 49. Changes in Employment and Unemploy
ment, hy Country

(Percentage change from previous year)

Source: Statistical Office of the United Nations, Monthly
Bulletin of Statistics; and national sources.

• The percentage of unemployment relates to the ratio of un
employed either to the total civilian labour force or to the civilian
labour force available for hire. Unemployment percentages are
not, however, comparable between countries owing to differences
in definition.

b Civilian employment refers to wage and salary earners only.
o Civilian employment refers to the over-all index of employ

ment of the Ministry of Labour. Unemployment percentages
represent the ratio of applicants for employment to the civilian
labour force covered by the over-all index.

d First six months compared with the corresponding period of
the preceding year.

c?;iz%~ E~p::!~:nt p,::~;;::~ge
employment jacturing ploymenta

rose, especially at the end of the year. In Belgium, where
the boom had been largely based on demand from
abroad, falling external demand for coal, steel and
other metal products resulted in deterioration in the
external balance; this, together with a slight decline in
real fixed investment, contributed to a slowing down in
the growth of total demand. In the Netherlands the
Government introduced severe measures early in the
year aimed at restraining personal and public expendi
ture, and also suspended the investment allowance, with
a view to reducing the pressure of domestic demand and
improving the external balance. These measures were
instrumental in slowing down the growth of investment
and especially of consumption expenditure, and brought
about an easing in domestic demand in the second half
of the year. In Japan, too, there was a pronounced
slackening in investment demand in the course of the
year following a number of measures adopted by the
Government to this end. The setback in demand in
Belgium and the Netherlands resulted in a decline in
industrial production in the second half of the year.
Unlike the situation in Belgium and Japan, there was
some improvement in the external balances of Canada
and the Netherlands during 1957.

The only two countries which did not experience a
significant setback in the growth of demand during the
greater part of 1957 were France and Italy. In both
countries fixed investment continued to rise faster than
total output, and at about the same rate as in the pre
vious year. In France the increase in defence expendi
ture, though slower than in 1956, provided a further
stimulus to the mounting pressure of domestic demand,
especially for engineering products. In the second half
of the year the steep rise in prices which followed the
de facto devaluation of the franc and the government
policy of reducing subsidies and increasing indirect
taxes had an adverse effect on real wages. But the im
pact of this on consumption was partly offset by the
expectation of increases in prices, and for the year as
a whole the volume of consumption rose almost in pro
portion to the national product. The fears of devaluation
and of restrictions on imports, both of which mate
rialized in the second half of the year, also gave rise
to speculative imports which were reflected in a rapid
accumulation of inventories and a moderate deteriora
tion in the external balance. In Italy, where consumption
rose less than total output, strong external demand for
exports throughout most of the year provided a power
ful stimulus to the growth of demand and to indus
trial investment and resulted in an improvement in the
real external balance. In both countries the rate of
increase in industrial production for the year as a
whole was maintained at the high level reached in 1956,
although in Italy production declined moderately in
the last quarter of 1957, after allowing for seasonal
movements.

The slower rate of expansion in aggregate demand
in the industrial countries in 1956 and especially in

Country and year

Belgium
1955 .
1956 .
1957 .

Denmark
1955 .
1956 .
1957 .

Federal Republic of Germanyb
1955. . . . . . . . . . . . . . . . . . . 5
1956. . . . . 5
1957. . . . . . 3

Franceo

1955. . . .. 1
1956. . . 1
1957. . . . 3

Italy
1955 .
1956 .
1957 .

Netherlands
1955 .
1956 .
1957 .

Norwayb
1955. . . 1
1956 .
1957. . . . 1

Sweden
1955. . . .. 1
1956 , 1
1957. . . 0.5

United Kingdom
1955. . . 2
1956. . 1
1957 .

Canada
1955. . . . 3
1956. 4
1957. . 2

United States
1955................... 3
1956. . 3
1957 .

Japan
1955. . . . .. 3
1956. 2
1957. . . . 3

3
3
1

-1
-4

3

8
6
3

1
1
3

1
2
2d

2
1

2
1

2
1

2

1
6
1

4
2

-1

2
13
9

4.6
3.6
3.0

9.7
ILl
10.2

5.1
4.0
3.4

1.7
Ll
0.8

9.8
9.9
9.0

1.3
0.9
1.3

1.2
1.4
1.4

1.5
1.9

1.2
1.3
1.6

4.4
3.4
4.6

4.4
4.2
4.3
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1957 was accompanied in general by a slackening in
demand for labour. This was reflected in a smaller rate
of increase in employment, a reduction in weekly hours
worked in industry, and an increase in unemployment,
as shown in table 49.

The easing in demand for labour became particularly
pronounced in the latter part of 1957 and the early
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months of 1958. In some countries, notably Canada and
the United States, there was a decline in the level of
employment and an increase in industrial unemploy
ment, especially in the automotive and steel industries.
In most of the other industrial countries likewise there
was a tendency for unemployment to increase during
this period, although not as much as in North America.

Developments in Foreign Trade and Payments

The foreign trade of industrial countries followed the
same general course as total economic activity during
the recent boom. The rate of increase in the volume of
exports and imports reached a peak during 1955, when
the advance in output was also greatest. Foreign trade
grew faster than total output in 1955, and approxi
mately in proportion to industrial production. The ex
pansion of trade slowed down less than production, both
total and industrial, in 1956, and in North America
the volume of exports actually accelerated in 1956, as
shown in table 50. By 1957 the foreign trade boom was
slackening rapidly, and in the last quarter of the year
there was little or no advance over the corresponding
quarter of 1956.

The volume of trade between the industrial countries
themselves responded sensitively to the upsurge in busi·
ness activity in 1955, as shown in table 51, rising more
rapidly than industrial production in that year. Although
production began to slacken in 1956, trade among the

industrial countries continued to advance at almost the
same pace as in 1955, and it was not until 1957 that a
significant slowing down occurred. The most dynamic
elements in the growth of this segment of trade in
1955-1956 were the upsurge in the demand of North
America for goods from western Europe and Japan
and a corresponding advance in the purchases of west
ern Europe from Japan and North America. Although
intra-European trade also rose significantly during this
period, it did not dominate the development of trade of
industrial countries, as in previous years.

The rise in North American demand accompanied a
recovery from the recession of 1954, and reflected a
continuing shift in the composition of North American
imports towards finished manufactures, favouring im
ports from other industrial countries. As will be seen
below, this shift was of considerable importance in re
lation to the buoyancy of North American imports as
the recession began at the end of 1957. The relatively

Table 50. Quantum of Exports and Imports of Industrial Countries
(Corresponding period of preceding year = 100)

nem and year Total-

Exports·
1954.... . . . . . . . . . . . . . . . . . . . .. . . .. llO
1955..... . .. . .. . . . III
1956 , . . . . . .. llO
1957 " .. . . .. . . 106
1957 First quarter. . . . . . . . . . . . . . .. ll6
1957 Second quarter. . . . . . . . . . . . .. 106
1957 Third quarter. . . . . . . . . . . . . .. 106
1957 Fourth quarter. . . . . . . . . . . . . . 99

Imports
1954.... . . . . . . . . . . . . . . . . . . . . . . . .. 105
1955..... .. . . . . .. . .. ll2
1956 '" " 109
1957 ,. . . . . . .. .. 105
1957 First quarter. . . . . . . . . . . . . . .. ll2
1957 Second quarter. . . . . . . . . . . . .. 106
1957 Third quarter. . . . . . . . . . . . . .. 104
1957 Fourth quarter. . . . . . . . . . . . .. 101

North
America

104
llO
ll6
106
121
109
104
94

93
ll2
112
100
101
99

101
99

Total

III
III
107
106
ll3
104
107
102

112
112
107
106
115
106
104
103

Western Europeb

Continental

ll4
ll3
107
107
116
105
107
103

116
ll2
III
107
121
107
105
102

Sterling

105
107
106
103
106
102
105

98

102
ll2
97

103
102
103
104
104

Source: Statistical Office of the United Nations
and Bureau of Economic Affairs.

• Including Japan.
b Member countries of the Organisation for

Europ~an Economic Co-operation. The sterling
countnes are Iceland, Ireland and the United
Kingdom; continental countries are the remainder.

c Excluding special category exports of the
United States.
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Table 51. Quantum of Exports of Industrial Countries by Major Areas of Destination"

(Percentage change from preceding year)
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Nor!h
Country or area of origin America

North America"
1955..... . 11
1956.......................... 14
1957 -2

Western Europed

1955 " .. 16
1956..... .. 21
1957..... .. .. . 3

Japan
1955...... . . .. .. 74
1956..... .. 20
1957...... . .. 5

Total industrial countriesb

1955.......................... 15
1956..... .. . 16
1957 .

SOUTce: United Nations Bureau of Economic
Affairs .

• Estimated on the basis of the current value of
exports to each area, deflated by the over-all export
unit value index for each area of origin.

greater increase in the exports of Japan and North
America to western Europe than in intra-European trade
was due to a series of factors. As output in the basic
industries and in some of the engineering industries
approached capacity in western Europe in 1955-1956,
there was a considerable growth in import demand for
items in short supply from domestic sources, such as
coal, steel and certain types ot machinery. The liberali
zation of imports from Japan and North America pro
ceeded more rapidly than intra-European liberalization
-trade within western Europe having already been
largely freed in previous years. Western Europe's im
port demand for grain was also enlarged as a result of
the poor harvest of 1956; apart from raising the total
import requirements of importing countries, the short
crop caused a decline in French exports in that year.
In addition to these developments, there were two spe
cial factors affecting North American exports to Europe
in 1956-1957. The Suez crisis led to higher deliveries of
petroleum from the United States, and probably also
to some speculative accumulation of inventories of other
industrial materials in western Europe. Sales of food
stuffs and cotton under the United States agricultural
surplus disposal programme contributed further to the
export expansion throughout the period, but especially
at the end of 1956 and during the first half of 1957.

The slowing down of trade among industrial coun
tries in 1957 was characteristic of all the main com
ponents of this trade, but the tendency was especially
marked in respect of shipments to North America, which
were barely maintained in the aggregate, a slight decline
in trade between Canada and the United States being a

To!alb

Western industrial All
Europe countries other

18 13 3
16 16 14
6 4 12

14 14 7
7 9 3
6 6 7

36 62 18
20 20 21
31 12 10

15 14 7
9 12 8
6 5 9

b Including Japan.
"Excluding United States special category

ex~orts.

Member countries of the Organisation for
European Economic Co-operation.

little more than offset by relatively small further in
creases in deliveries from Japan and western Europe.
Cessation of special petroleum shipments by the United
States at mid-1957 coincided with the curtailment of
agricultural surplus disposal; and these factors, super,
imposed upon a weakening of demand in western
Europe as shortages disappeared and activity began to
slacken, resulted in a sharp fall in United States exports
to Europe in the second half of 1957.

Exports of the industrial countries to the rest of the
world as a whole lagged behind their trade with one
another in the sense that they increased much less over
the entire period, and that they continued to gain
momentum in 1956-1957. There was a progressive in
crease in the exports of western Europe and Japan to
the centrally planned economies, in line with a corre
sponding rise in import trade. There were, however, con
siderable differences in the development of trade with
various groups of primary producing countries, which
did not all participate to the same extent in the boom
originating in the industrial countries. The countries
making the largest gains during the recent boom were
the exporters of minerals, including the Middle Eastern
exporters of petroleum up to the time of the Suez crisis.
There were, however, other notable advances in exports,
especially from the overseas sterling area to continental
western Europe and Japan and from the dollar coun
tries of Latin America to North America. Other sectors
of trade with primary producing countries showed little
or no expansion. Foremost among these were the exports
of the overseas sterling area to the United Kingdom,
where import demand for most basic materials rose very
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little even in 1955, and subsequently dropped in 1956
along with industrial production. Exports of the French
dependencies to France did not increase very much until
1956. Nor was there any appreciable advance in the
exports of the agricultural countries of non-dollar Latin
America in the course of the boom. Stagnation in these
sectors of trade contributed to the relatively smaller
growth in the import demand of primary producing
countries than of industrial countries over the period
as a whole.11

The fact that the industrial countries' exports to
primary producing countries tended to accelerate in
1956-1957-when the boom in industrial countries was
slackening-is in line with experience in previous post
war economic expansions. As in the past, import demand
of the primary producers responded to the growth in
their export incomes only with a lag. This was natural
since time was required for the advance in export
incomes to generate repercussions throughout the econ
omy, and hence an increase in import demand. Time was
also needed before governments could decide that im
provements in external balances were likely to persist
long enough to warrant an easing of import restrictions;
and even when such restrictions were eased, relatively
long delivery periods applied to many of the capital
goods which predominate in the import trade of pri
mary producing countries. An additional factor of con
siderable importance tending to raise exports to primary
producing countries in 1956 and 1957 was that private
capital outflow from the United States reached a high
point in those years.

The fact that the cycle of import demand in the pri
mary producing areas lagged somewhat behind the
corresponding cycle in industrial countries accounts for
the changing importance of the two groups of countries
as markets for the exports of western Europe and North
America in 1957. For the first time for several years,

11 However, the rise in France's imports from her dependencies
in 1956-1957 was followed by an increase in French exports to
the dependencies in 1957.
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the volume of exports of industrial countries to the rest
of the world expanded rather more quickly than trade
among the industrial countries themselves. Since, how
ever, the imports of industrial countries were not equally
buoyant, owing to the slowing down in economic ac
tivity, some of the primary producing countries began
encountering balance of payments difficulties in the
course of 1957, and were compelled to tighten their
import controls once again.

Changes in the terms of trade were, in the aggregate,
of minor importance during the recent boom, although
some individual countries did experience significant
shifts at one time or another. The average annual terms
of trade of western Europe with the rest of the world
did not change by more than one per cent in any year
from 1953 to 1957, as shown in table 52. Changes were
somewhat greater for North America, but still relatively
small in comparison with previous periods of expan
sion; moreover the tendency was for the terms of trade
of North America to improve moderately, rather than
the reverse,12 The terms of trade did, however, move
significantly in favour of the industrial countries in the
course of 1957, owing to the fall in commodity import
prices during the year while export prices for manu
factures were stable or increasing.

SHIFTS IN BALANCES OF PAYMENTS

The external balances of the industrial countries re
sponded throughout the recent boom to relative changes
in the pressure of domestic demand on domestic re
sources in each of them. Where the growth of demand
in particular countries was confronted by lack of elas
ticity in the supply of certain commodities-especially
coal, steel and various types of durable manufactures
imports of these goods increased, or exports were held
back, so that balances of payments suffered accordingly.

12 One important development contributing to this was the
fact that increases in over-all United States import prices were
held in check by declines in coffee prices from the unusually
high levels reached in 1954.

Table 52. Terms of Trade of Industrial Countries R

(1953=100)

Export unit value Import unit value Terms of trark

Western United Western United Western United
Year and period Europe States Europe States Europe States

1954...................... 97 99 98 103 99 96
1955 ...................... 100 100 100 102 100 98
1956 ...................... 102 103 102 105 100 98
1957...................... 105 107 104 105 101 102
1957 First quarter ......... 104 108 105 106 99 102

Second quarter ....... 106 107 107 106 99 101
Third quarter. . ...... 108 107 105 105 103 102
Fourth quarter ....... 103 108 99 104 104 104

Source: Organisation for European Economic
Co-operation, General Statistical Bulletin, No.2,
1958 (Paris).

a Data for western Europe relate to trade of the

OEEC countries with the rest of the world; data

for the United States relate to trade with all

countries.
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Conversely, as demand eased in response to government
anti-inflationary measures or for other reasons, balances
of payments improved once more.

From the latter months of 1956, however, the effects
on balances of payments of differences in the degree of
pressure on resources were complicated by a series of
developments associated with or following upon the
Suez crisis. The severe difficulties experienced in anum·
ber of countries during 1957 were not associated with
major changes in balance of payments positions on
current account for the year as a whole. In several coun·
tries, the changes in trade balances for 1957 record~d

in table 53 appear to have been less marked than m
previous years of the recent upswing, owing perh~ps to
a greater uniformity in developments in domestIc de·
mand and in rates of change of output than in preceding
years. Like the Scandinavian countries and the United
Kingdom in 1954·1955, most of the countries which
had seen their external balances deteriorating in 1956
acted more or less vigorously to restrain domestic
demand. Whether because of governmental measures or
because of inherent forces, or both, demand slackened
in virtually all the industrial countries in 1957, as shown
above. This in itself set limits to the fluctuations in cur
rent external balances in 1957, especially in comparison
with the previous three or four years, when there had
always been one group of countries moving ahead more
rapidly than the rest.

The main exception seems to be Japan, where the in
vestment boom continued well into 1957, while demand
in export markets was getting increasingly out of line
with Japan's growing demand for imports; as a result
the current balance of payments deteriorated consid
erably, measures to restrain domestic demand were
adopted beginning in March 1957, and import finan~e

was curtailed. In France and Italy, where demand dId
not slacken significantly in 1957, the real balance of
trade did not deteriorate. Despite the slowing down of
activity elsewhere, Italian exports accelerated, and bot~

France and Italy benefited from better harvests. In addl'
tion, France imposed import restrictions at mid-year.
There was, however, a setback in the terms of trade
and hence in the current trade balance of both countries.

Within the broad context of more limited fluctuations
than in previous years, external balances improv~d in
real terms in 1957 in Canada, the Federal RepublIc of
Germany, the Scandinavian countries and the United
States. In Norway and Sweden the improvement in real
external balances was accompanied by a deterioration
of current merchandise trade balances because of
greater increases in import prices than in export prices.
However, in these two countries as well as in the Nether
lands, adverse movements in the current balance of
visible trade were more than offset by higher net earn
ings from services. External balances deteriorated both
in real and money terms in Belgium-Luxembourg,
Japan, and the United Kingdom.
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Despite the relatively moderate shifts in balances of
payments on current account for the year 1957 as a
whole, a number of countries experienced serious pres
sure on their gold and dollar reserves in the course of
the year. The Suez crisis, together with other factors
referred to above, resulted in a temporary shift to the
United States as a source for imports of certain key
commodities. Consequently there was a sharp rise in
United States exports to Europe in the first half of 1957,
and thus a simultaneous increase in the United States
export balance and deterioration in the balances of
western European countries, followed by an opposite
movement in the second half of the year. Total United
States payments had for some years been exceeding
total receipts, so that gold and dollars had been flowing
to the rest of the world. This situation was, however,
reversed at the end of 1956, as will be shown below.
At the same time, the Federal Republic of Germany,
where the pressure of domestic demand was relatively
weaker than in other European countries, was continu
ing to run massive surpluses with other members of the
European Payments Union (EPU). This meant that the
Federal Republic of Germany and the United States
were both absorbing reserves fairly rapidly from other
countries towards the end of 1956 and during most of
1957. The latter countries lost about 1.5 billion dollars
in gold and dollar reserves from September 1956 to
September 1957; and the losses would have been even
greater but for net drawings of 1.0 billion dollars
against quotas in the International Monetary Fund duro
ing this period.

Capital movements contributed considerably to the
balance of payments difficulties of a number of coun·
tries, associated with these developments. A sharp in- .
crease in the French deficit on trade account in the first
half of 1957 resulted in heavy outflows of capital and
pressure on the gold and foreign exchange reserves.13

There was also growing speculation on the possibility
of extensive currency realignments in western Europe
during the third quarter of 1957. Thus, fo~ example,
large deficits in the European Payments Uillon beyond
anything warranted by normal transactions were reo
corded in one or more months during the third quarter
of 1957 by Belgium-Luxembourg, Denmark, France, the
Netherlands, Norway, Sweden, Turkey and the United
Kingdom. Correspondingly large surpluses were re
ported by Austria, the Federal Republic of Germany,
Italy, Portugal and Switzerland. As a result of pressure
on the balance of payments, the French Government,
begining on 12 August 1957, imposed a 20 per cent
surcharge on some 60 per cent of total French imports
from countries outside the franc area, and extended a

1:1 Accordin" to a statement by the French Minister of Finance
before the National Assembly in November 1957, the gold and
foreign exchange reserves fell by 1.3 billion dollars from Janu
ary 1956 to November 1957; the loss would have amounted to
2.0 billion dollars but for drawings on the International Mone
tary Fund and on credits advanced by the European Payments
Union and certain foreign banks.
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Table 53. Changes in the Quantum of Exports and Imports, Terms of Trade and
Current Trade Balances

(Millions of dollars; percentage change from preceding year)

Country and year

Belgium-Luxembourg
1955 .
1956 .
1957 .

Canada
1955 .
1956 .
1957 .

Denmark
1955 .
1956 .
1957 .

Federal Republic of Germany
1955 .
1956 .
1957 .

France
1955 .
1956 ..- .
1957 .

Italy·
1955 .
1956 .
1957 .

Japan
1955 .
1956 .
1957 .

Netherlands
1955 .
1956 .
1957 .

Norway
1955 .
1956 .
1957 .

Sweden
1955 .
1956 .
1957 .

United Kingdom
1955 .
1956 .
1957 .

United Statesd

1955 .
1956 .
1957 .

Quantum of trade Terms
of

Exports Imports trade-
(Percentage change from preceding year)

17 11 3
7 11 3

-2 2

8 14 1
8 19 1
1 -4 -3

9 -1 1
2 7
8 2 -3

16 24 -2
16 12 1
14 12 1

16 13 2
-10 16

10 4 -2

14 9 -3
9 12 1

17 9 -4

31 5 -4
20 27 1
12 25 -4

10 8 1
4 13 -1
5 6 -2

2 4 5
14 8 5

-3

5 11 2
11 6 -3
8 6 -1

8 12 -1
6 -1 2
2 4 3

10 11 2
17 8 1
8 3 3

Change in
current trade

balanceb

(Millions of dellars)

181
-56

-137

-273
-591

124

86
-79

15

-335
399
335

213
-1,190

-58

-53
-158
-74

310
-269
-702

-77
-342
-144

-21
17

-13

-78
13

-13

-730
816

-137

155
1,680
1,730

Source: Statistical Office of the United Nations
and Bureau of Economic Affairs.

- Ratio of export unit value to import unit value.
b Exports f.o.b. less imports c.i.f. Imports of

Canada and United States adjusted to c.i.f. (f.o.b.
plus 10 per cent).

premium of 20 per cent to a similar proportion of
exports.14

14 At the same time the special compensatory tax on imports
was abolished, and the existing system of export subsidies was
superseded for all except a few products.

o Quantum of exports and imports derived by

dividing value by official unit value indices.

d Excluding shipments under military aid pro

grammes.

The short-term balance of payments pOSItIon of
France began to improve immediately after the August

changes in the exchange system; in fact, the August

EPU deficit was already sharply reduced from the July
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level. However, some speculation continued,15 and on
28 October virtually all imports were made subject to
the 20 per cent surcharge and all exports to the 20 per
cent premium. Therafter a further improvement in the
balance of payments occurred, and the deficit on trade
account in the fourth quarter of 1957 fell well below the
level of the corresponding quarter in 1956.

The particularly large deteriorations in the EPU posi
tions of the Netherlands in August 1957 and of the
United Kingdom in August and September 1957, and
the corresponding increase in the surpluses of the
Federal Republic of Germany in those months were not
due to any exceptional changes in trade balances16 but
rather to heavy short-term capital transfers, reflected in
the residual "Other items" for these countries for the
third quarter of 1957 in table 54. These were reversed
in the last quarter of 1957 following the raising of the
bank rate and other restrictive measures in the Nether
lands17 and the United Kingdom, and the declarations

15 In particular, there was a considerable increase in imports
of coal and steel, which were exempted from the previous im
port surcharge; France could not restrict imports of these
commodities from other members of the European Coal and
Steel Community.

,. Although there was some shift in the United Kingdom trade
balance with the EPU area from the second to the third quarter
of 1957, much or most of this appears to have been seasonal
in character. On the other hand, part of the shift in "Other
items" in the third quarter reflects a substantial decline in the
import balance of continental western Europe with the over
seas sterling area.

17 The improvement in the Netherlands EPU balance during
the last quarter of 1957 was partly attributable to the purchase
by a private bank in the Federal Republic of Germany of
Netherlands Treasury bonds in the amount of $52 million.
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by the Governments of the Federal Republic of Germany
and the United Kingdom of their intention to maintain
existing exchange parities.

FLUCTUATIONS IN DOLLAR BALANCES OF PAYMENTS

The recent production cycle was marked by growing
export balances on current account of the United States,
as shown in table 55; so much so that during the last
quarter of 1956 and the first nine months of 1957, as
noted above, the rest of the world began losing gold
and dollar reserves as a result of transactions with the
United States for the first time since 1951. The net inflow
of funds into the United States was reversed during the
last quarter of 1957 at the very time when production
and income in the United States were beginning to fall.
This shift in the United States balance of payments,
illustrated in chart 10, was in marked contrast to pre
vious experience of cyclical downturn in the United
States, which has usually been accompanied by a dete
rioration in the dollar balance of the rest of the world.

The increase in the export balance of the United
States from 1953 to 1957 cannot be ascribed to any
change in the relationship of total imports to the
domestic economy. United States imports of goods and
services have risen, if anything, faster than, and mer
chandise imports as fast as, the gross national product.
On the other hand, exports rose considerably faster than
output in the United States, especially after 1955, as
may be seen from table 56.

The reappearance of a dollar gap seems to have been
due primarily to a more rapid expansion of economic

Table 54. Trade and Payments Balances with the European Payments Union, 1957
by Quarters", Selected Countries

(Millions of dollars)

Country and item

Federal Republic of Germany
Trade balance .
Other items .
Total balance .

France
Trade balance .
Other items .
Total balance .

Netherlands
Trade balance .
Other items .
Total balance .

United Kingdom
Trade balance .
Other items .
Total balance .

First
quarter

+417.0
-51.3

+365.7

-127.8
-124.4
-252.2

-110.7
+98.9
-11.8

+62.4
-22.6
+39.8

Second Third Fourth
quarter quarter quarter

+482.7 +390.0 +403.5
-86.3 +307.7 -437.6

+396.4 +697.7 -34.1

-242.4 -122.4 -54.0
-51.3 -87.4 -32.4

-293.7 -209.8 -86.4

-119.1 -30.6 -41.1
+113.1 -61.7 +187.4

-6.0 -92.3 +146.3

+21.0 -97.8 -81.3
-24.9 -303.6 +84.9
-3.6 -401.4 +3.6

Source: Organisation for European Economic
Co-operation, General Statistical Bulletin, No.2,
1958 (Paris).

• Trade balances are the exports f.o.b. to all
countries in the European Payments Union less
imports c.i.f. (excluding, however, the trade of

France, the Netherlands and the United Kingdom
with their respective affiliated monetary areas).
Payments balances, referred to in the body of the
table as "total balances," consist of the net sur
pluses or deficits with the European Payments
Union. "Other items" are calculated as a residual.
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Chart 10. Supply of Dollars by the United States and Use of
Dollars by Rest of Wodd, 1954-1957

(Seasonally adjusted quarterly data)
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Source: United States Department of Commerce, Survey of Current Business (Washington, D. C.).

a Represents payments abroad for United States imports of goods and services, government grants and capital outflows on government
and private account.

b Represents receipts from abroad for United States exports of goods and services (excluding military aid exports), foreign
long-term investment in the United States and errors and omissions. The vertical distance between the two curves represents the
increase or decrease (shaded area in the chart) in foreign gold and dollar assets.

Table 55. United States: Balance of Payments, 1953-1957
(Millions of dollars)

Item 1953 1954 1955 1956 1957

Exports of goods and services' ............. 17,081 17,938 19,915 23,518 26,262
Im~orts of goods and servicesb •••.••••••••• -16,644 -16,088 -17,923 -19,800 -20,627

alance of goods and services ............ 437 1,850 1,992 3.718 5,635
Government grants and capitals ............ -2,196 -1,638 -2,308 -2;465 -2,725
United States private capitalc .••••••••••••• -845 -2,105 -1,609 -3,483 -3,582
Foreign long-term investment in United States 206 244 344 542 339
Change in foreign gold

2,102and dollar assets (decrease -) ...... ...... 1,516 1,130 996 -428
Errors and omissions ..................... 296 178 451 692 761

Source: United States De~!tment of Commerce,
Survey of Current Business (Washington, D. C.).

a Excluding military aid and exports of goods
and services in connexion with such aid.

b Including government military expenditures
abroad.

c Including private donations.
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Table 56. United States: Ratio of Imports and Exports to Gross National Product

Imports Exports:?!.

Goods and services

Including Excluding
overseas overseas
military military Goods and

Year expenditure expenditure Merchandise services Merchandise

1953 ............ 4.58 3.88 3.03 4.64 3.38
1954............ 4.45 3.73 2.87 4.90 3.54
1955 ............ 4.58 3.86 2.94 5.06 3.65
1956............ 4.78 4.08 3.08 5.65 4.18
1957............ 4.75 4.03 3.05 6.05 4.44
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Source: Economic Report of the President, January
1958 (Washington, D. C.); United States Depart
ment of Commerce, Survey of Current Business

activity in the rest of the world than in the United States,
especially in 1956 and 1957. It may be seen from data
presented earlier in this chapter that the real national
product advanced more quickly in Canada in 1956 and
in western Europe in 1956 and 1957 than in the United
States. The following data also show that the rate of
growth of industrial production in the United States
was smaller than in the rest of the world except during
the initial phase of United States recovery from the
1953/54 recession (indices, 1953 = 100) :

1954 1955 1956 1957
United States. . . . . . . 93 104 107 107
Rest of world-. . . . . . . 108 119 126 130

Source: Statistical Office of the United Nations.
• Excluding centrally planned economies.

At the same time, there has been a very marked in
crease in the ratio of imports to total output in Canada,
Japan and western Europe since 1953. In western
Europe the volume of imports had moved approxi
mately in proportion to total output from 1950 to 1953.
From 1953 to 1957, on the other hand, western Europe's
imports increased more than twice as fast as aggregate
output. Still greater disparities between the rate of
growth of imports and of total output were recorded in
Canada and Japan since 1953. In other words, not
merely did economic activity grow more rapidly in
other industrial countries than in the United States, but
this growth had a relatively greater effect upon import
demand. In addition, there was a tendency for the share
of the United States in the total imports of the rest of
the world to increase, as may be seen in the following
data showing United States exports as a percentage of
total world exports and of exports to certain selected
areas in 1953 and 1956:

United States exports' as a percentage of world exports to

Total All
Western industrial other

World Europe Canada Japan countriesb countriesb

1953 ....... 16.2 9.2 73.7 32.2 18.1 2.07
1956 ....... 17.9 12.1 75.4 34.2 20.4 21.2

Source: Statistical Office of the United Nations.
• Excluding special category exports.
b Excluding the United States.

(Washington, D. C.), February and March 1958.

• Excluding military aid exports.

Of greatest importance in the expansion of exports
from 1953 to 1957 were the agricultural surplus dis
posal programme of the United States and the growth
of demand in the rest of the world for non-agricultural
raw materials and industrial equipment. The latter were
required to facilitate the production and investment
boom that was taking place in many parts of the world,
and to relieve specific shortages. Demand for United
States exports was also stimulated by an unusually large
expansion in 1956 and the first half of 1957 of United
States foreign investment, especially in Canada, Latin
America and to a lesser extent in western Europe.

Something like one-half of the increase in exports
shown in table 57 appears to relate to shipments asso
ciated with special or temporary situations; these in
clude exports of agricultural products as well as of
coal, petroleum18 and, to some extent, of metals.
Liberalization of imports outside the dollar area has
apparently not yet gone far enough to provide a major
stimulus to United States exports of manufactured con
sumer goods. The group of "Other manufactures" shown
in table 57, consisting largely of consumer goods, ac
counts for less than 6 per cent of the rise in export
shipments from 1953 to 1957.19 The main result of
dollar liberalization programmes thus far appears to
have been to make it possible for countries outside the
dollar area to reduce or eliminate discrimination in
imports of raw materials and to purchase larger
amounts of industrial producer goods in which the high
level of United States technology is characteristically
embodied. For example, while previously machinery
and certain raw materials may have been imported from
North America by some of the European countries only
when certain criteria of essentiality 'had been satisfied,
or when alternative supplies from other sources were not
available, the easier dollar position of these countries
in more recent years probably resulted in fewer re-

18 As noted above, increased exports of petroleum in 1957
mainly reflected the repercussions of the Suez crisis.

19 This was, however, partly due to the levelling off of demand
in 1957 in Canada, the chief United States market for consumer
goods.
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Table 57. United States Exports,a 1953 and 1957
(Millions of dollars)

Item

Agricultural products .
Food .
Raw cotton .

Selected non-agricultural materials and equipment .
Coal and related products .
Petroleum and products .
Metals and manufactures .
Machinery and vehiclesb ..••••••..••••••••••••••

Chemicals and related products .
Other manufactures .

Textile manufactures .
Passenger cars .
Wood and paper manufactures .
Miscellaneous manufactures .

Other .
Total exports'

1953

2,848
1,721

517
6,376

346
498

1,050
3,682

800
1,599

640
276
155
528
702

11,525

1957

4,511
2,498
1,048

10,786
845
796

2,395
5,376
1,374
2,006

667
298
267
774

1,088
18,391

Increase

1,663
777
531

4,410
499
298

1,345
1,694

574
407
27
22

112
246
386

6,866

Source: United States Department of Commerce,
Total Export Trade of the United States, 1953, 1956,
1957 (Washington, D. C.).

• Excluding special category exports.

b Excluding passenger cars.

straints on the freedom of business in these fields. In the
absence of serious declines in economic activity or in
the world supply of dollars, it might be expected that
much of the increase in United States exports of such
goods may be maintained.

The rising United States export balance which re
sulted from the convergence of the various influences
reviewed above was financed primarily by a growing
outflow of United States private capital and a progres
sive decline in the rate of accumulation of gold and
dollar reserves by other countries - culminating in the
reappearance of the dollar gap during the last quarter
of 1956 and a reduction of reserves for the year 1957
as a whole, as shown in table 55.

The reversal of the dollar flow during the last quarter
of 1957, which coincided with the onset of the United
States recession, appeared to be due in part to the
temporary or cyclical character of certain of the factors
which had accounted for the previous export balance.
Shipments of agricultural surpluses declined after the
middle of the year, both as a result of a reduction in the
finance available for such shipments, and because of
lower demand abroad associated with good harvests and
the completion of purchases for inventory.2o Exports of
petroleum fell with the re-opening of the Suez Canal;
at the same time slackening demand abroad caused a
decline in deliveries of such industrial materials as coal
and metals, as well as of industrial equipment. Finally,
a sharp contraction in United States foreign investment
in the course of 1957 was also associated with a drop
in the demand for United States capital equipment.

20 In so far as these shipments were financed in domestic cur·
rencies of other countries, a reduction in their level could not,
of course, contribute to any improvement in the demand-supply
position for dollars.

More striking, however, was the course taken by im
ports of goods for consumption, which rose 5 per cent in
value from the fourth quarter of 1956 to the fourth
quarter of 1957. It is true that gross national product
was still slightly higher in the last quarter of 1957 than
in the corresponding quarter of 1956. But there was a
sharp change from inventory accumulation to liquida
tion, equivalent to 2 per cent of total output and a fall
of 5 per cent in industrial production - developments
which would normally strike severely at imports.

The interpretation of the unexpected buoyancy of
imports at the end of 1957 involves factors of both
short-term and longer-term significance. On the one
hand, the value of imports of certain items rose because
of special situations. This applies, for example, to the
replenishment of inventories of coffee, which were gen
erally run down early in 1957, and to the large expan
sion in imports of meat products, associated with a rela
tive shortage of domestic supplies. 21 These develop
ments are reflected in the import data for crude and
manufactured foodstuffs shown in table 58. There is
probably also an exceptional element in the rise in
imports of cars, involving a shift in the pattern of con
sumption, seeing that total sales of cars in the domestic
market declined sharply.

Of longer-term consequence is the fact that the share
of recession-sensitive commodities in total United States
imports has been declining in recent years. Imports of
crude and semi-manufactured materials other than
petroleum did drop 10 per cent in value from the fourth
quarter of 1956 to the corresponding quarter of 1957,
but at that time they comprised little more than one-

21 There was also a large increase in general imports of
tobacco, though not in imports for consumption.
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Table 58. United States Imports, Fourth Quarters
of 1956 and 1957

(Millions of dollars)

Fourih quarter Percentage
increase or

Item 1956 1957 decrease (-)

Crude foodstuffs ............ 444 577 30.0
Manufactured foodstuffs ...... 263 320 21.7
Crude and semi-manufactured

materials ................. 1,592 1,516 -4.8
Petroleum ............. 346 392 13.3
Other ... ' ............. 1,246 1,124 -9.8

Finished manufactures ....... 889 911 2.5
Automobiles ............ 47 109 131.9
Other .. '" ............ 842 802 -4.8

TOTAL 3,187 3,323 4.3

Source: United States Department of Commerce, Total Import
Trade of the United States, Part 3 (Washington, D. C.).

third of total United States imports compared with
nearly one-half in 1948. Post-war United States imports
of foodstuffs and finished manufactures have shown
substantial resistance to the onset of recessions, and this
has also been true of imports of petroleum, where there
has been a rising trend in relation to domestic output.

An additional factor tending to maintain United
States imports, at least in relation to domestic output,
was the fact that at the peak of the boom it had become
temporarily profitable to raise the domestic output of
raw materials above normallevels.22 Data on production
and imports of copper, lead and zinc, for example, show
that domestic output reached a peak during the first half
of 1957 and declined sharply in the latter part of the
year, while the volume of imports of ores or consump
tion of foreign ores was generally maintained or even
increased.23

.. From 1954 to 1957 the volume of imports of industrial raw
materials other than petroleum rose substantially less than in
dustrial production in the United States.
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Developments on capital account were also favour
able to the rest of the world at the onset of the recession.
A cessation of speculative capital inflow is suggested by
the change in the balancing item in the United States
balance of payments in the fourth quarter of 1957; the
previous inflow had probably been associated with the
balance of payments difficulties encountered in certain
of the western European countries earlier in the year.
The net change in foreign gold and dollar assets shown
for the fourth quarter in table 59 was also affected by
the drawing of a $250 million Export-Import Bank loan
by the United Kingdom and the postponement of service
on the United Kingdom loan, amounting to $138
million.24

The decline in United States exports was still in its
early stages by the fourth quarter of 1957, and seemed
likely to go a good deal further before levelling off. It
was upon this factor that hopes of averting a serious
dollar crisis in the event of further significant de
clines in United States economic activity primarily de
pended. In 1953/54 it had been possible for expansion
to proceed unchecked in the rest of the world even while
the recession in North America was under way, without
any serious adverse repercussions upon balances of pay
ments with the dollar area. Rather less satisfaction can
be gained from the development of the situation in
1957/58, when stability in balances of payments was
b'eing achieved through slackening economic activity in
the rest of the world, with a consequent weakening in
the demand for goods from North America.

23 While imports of petroleum and of non-ferrous metals thus
showed a resistance to the recession, petroleum imports are al
ready subject to restrictive measures, and action which would
have the effect of limiting imports of non-ferrous ores and metals
is under consideration.

24 As noted previously, a number of countries drew dollars
against their quotas in the International Monetary Fund in the
latter part of 1956 and in 1957. Net drawings amounted to $579
million and $913 million in the two years, respectively.

Table 59. United States: Balance of Payments, 1956 and 1957, by Quarter

(Seasonally adjusted data in millions of dollars)

Foreign Change in
US Gavernment investment foreign gold

Goods and Services grants in and dollar Errors
and Private United assets and

Year Exportsa Importsb Balance capitula capitala States (decrease (-) omissions

1956
First quarter ........... 5,392 -4,934 458 -596 -577 125 536 54
Second quarter ......... 5,811 -4,856 955 -618 -623 157 76 53
Third quarter. ......... 6,049 -4,995 1,054 -688 -1,129 147 454 162
Fourth quarter ......... 6,266 -5,025 1,241 -633 -1,074 113 -70 423

1957
First quarter ........... 6,701 -5,102 1,599 -742 -1,018 170 -380 371
Second quarter ......... 6,745 -5,081 1,664 -757 -1,154 128 -103 222
Third quarter. . ........ 6,593 -5,186 1,407 -611 -712 24 -385 277
Fourth quarter ......... 6,223 -5,258 965 -547 -766 17 4-10 -109

Source: United States Department of Commerce, Survey of b Including government military expenditures abroad.
Current Business (Washington, D. C.).

a Excluding military aid and exports of goods and services in C Including private donations.
connexion with such aid.
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Current Situation and Outlook

THE DEVELOPMENT OF EXCESS CAPACITY IN INDUSTRY

Source: IFO-Institut fUr Wirtschaftsforschung, Schnelldienst
(Munich).

Federal Republic of Germany: Percentage changes in capacity
utilization, compared with October 1955

In view of the significant role of business fixed invest
ment in some of the major industrial countries in bring
ing the recent period of economic expansion to an end,
it is important to examine in greater detail some of
the factors responsible for this development, and their
bearing on the course of the recession. The pronounced
slackening in business fixed investment - in western
Europe during 1956-1957 and in North America in 1957
-appears to be closely associated with the failure of
demand to expand rapidly enough to keep pace with
the growth of capacity during this period. Such condi
tions are naturally apt to lead to a reduction in the
level of expenditure on plant and equipment, especially
in those industries in which excess capacity is most
burdensome.

Changes in industrial production and capacity

Estimates of production and capacity growth in
United States industry25 yield conclusions along the
lines of those reached above for major industrial mate
rials. Similar estimates point also to an increase in idle
capacity in the Federal Republic of Germany and the
United Kingdom during 1956 and 1957. These esti
mates are based on the broad assumption that, over

25 Unless otherwise stated, the term "industry" as used
throughout the following discussion covers only manufacturing
and mining.

In the United States, data on the volume and growth
of productive capacity are available for a number of
major industrial materials since 1951. By comparing
the level of capacity and output in particular periods,
it is possible to arrive at reasonably reliable estimates
of the extent of excess capacity for the production of
these materials.

Table 60 shows that during periods of peak activity in
1951, 1953 and 1955/56, the metal industries as a whole
worked fairly close to full capacity, the highest degree
of capacity utilization being attained in 1951. In the
case of textile materials, only in the first half of 1951
was the rate of capacity utilization about as great as
that attained by the metals; after 1951 the highest rate
of utilization reached, even at the peak level of activity
in 1953 and 1955/56, was in the region of 80 per cent.

Taking the major materials as a group, it can be seen
that the highest level of capacity utilization-97 per cent
-was reached in the first half of 1951. During the 1953
and the 1955/56 economic upswings the corresponding
rate was still about 5 per cent below the first half of
1951. The high level of investment in these industries
caused productive capacity to rise by 25 per cent in the
five years from the beginning of 1951 to the beginning
of 1956, while production rose by only 20 per cent dur
ing the same period. In 1956 and 1957 a further
advance in capacity was accompanied first by stagna
tion and later by a gradual fall in the level of output.
This inevitably meant a steady decline in the ratio of
output to capacity.

It may be noted that idle capacity began increasing
long before there was an actual downturn in the volume
of output; the peak of capacity utilization during the
recent boom was reached in the first half of 1956, but
production did not begin falling until the beginning
of 1957. It also appears that the lowest point of capacity
utilization reached in the 1953/54 recession was 77 per
cent-a percentage which was passed about three months
after the beginning of the current recession in 1957; by
the first quarter of 1958 the rate of utilization in major
materials averaged only 70 per cent of capacity at the
start of the year.

Consumer goods
industries

-2
-3
-5
-9

Unfortunately no comprehensive data are published
anywhere on the extent of utilization of capacity. The
task of measuring accurately changes in the volume of
idle equipment in the economy is therefore impossible,
and it becomes necessary to employ partial data or indi
rect methods of estimation. There are also certain con
ceptual difficulties connected with the measurement of
capacity and these have to be borne in mind in the
following discussion.

In two countries-the Federal Republic of Germany
and the United States - estimates have been made of
changes in capacity utilization in certain sectors of the
economy. In the Federal Republic, such estimates are
available for capital goods and consumer goods indus
tries separately since January 1955. According to this
information, the degree of utilization of capacity, which
had, on the whole, been rising in the first three quarters
of 1955, declined steadily after October 1955, in both
capital and consumer goods industries, even though
production continued to advance. It can be seen from
the following table that the decline was more pro
nounced in the capital goods industries in 1956, when
business investment slowed down but personal consump
tion continued to rise rapidly. With the slackening in
consumer expenditure in 1957, idle capacity began to
increase more quickly in consumer goods industries.
By April 1958 the extent of capacity utilization in both
sectors of industry was considerably below the level of
October 1955.

Capital goork
indu~tries

1956, October. . . . . . . . . . . . - 5
1957, April. . . . . . . . . . . . . . -4
1957, October............ -7
1958, April. . . . . . . . . . . . . . -8
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Table 60. United States: Ratio of Output to Productive Capacity,a MajorMaterials,
Metals and Textiles

(Percentage)
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Year

1951
First half .
Second half. .
Full year .

1952
First half .
Second half. .
Full year .

1953
First half .
Second half .
Full year .

1954
First half. .
Second half. .
Full year .

1955
First half. .
Second half .
Full year ................•.

1956
First half. .
Second half. .
Full year .

1957
First half. .
Second half. .
Full year .

1958
First quarterb ••••••••••••••

Total
major materials

97
93

95

83
86

84

91
86

89

78
79

78

88
92

90

92
85

88

87
81

84

70

Textile
Metals materials

97 95
98 85

98 90

80 75
84 81

82 78

95 80
90 73

92 77

73 68
75 72

74 70

90 79
95 81

92 80

94 80
82 77

88 78

89 80
79 77

84 79

58 70

SOUTce: United Nations Bureau of Economic
Affairs, based on data supplied by the Board of
Governors, Federal Reserve System of the United
States.

• Based on data for seventeen materials com·
bined with value·added weights. Metals are pig.
iron, steel ingots, primary aluminum, and refined
copper. Textiles are cotton yarn and synthetic
fibers and yarn. Materials included in total and not

short periods of time, productive capacity in industry
changes in line with the volume of gross fixed industrial
investment.26 They are examined here not only for the

2. The validity of this assumption depends upon a number of
conditions of which the following may be of special importance:
(a) that the ratio of retirements of old plant and equipment to
gross investment in new plant and equipment remains roughly
unchanged throughout the period, (b) that the rate of com·
pletion of new capacity varies proportionally with gross fixed
investment, (c) that there is no change in the composition of
investment or of output which would significantly affect the
average relationship between a unit of investment and a unit
of output and (d) that there are no quality improvements in
productive assets due to technological progress except those
reflected in the value of gross fixed investment at constant prices.

Assumption (d) undoubtedly leads to a considerable under·
statement of the growth in capacity; to this extent, indications
of increases in excess capacity would also be understated. The
extent of any bias introduced by assumptions (a), (b) and (c)
is not known, but it is probably not such as to invalidate the
broad conclusions drawn in the text.

shown seJlarately are cement, wood.pulp, paper,
paperboard, petroleum products, coke, and five
industrial chemicals.

It is assumed that changes in capacity between
the beginning and end of each year have taken
place at a uniform rate.

b As per cent of productive capacity in January
1958.

Federal Republic of Germany, the United Kingdom and
the United States, but also for France and Italy, which
did not experience a slackening in the growth of de·
mand and production during this period. For the four
western European countries, the data are examined in
table 61 on an annual basis since 1951. For the United
States, where more detailed information extending over
a longer period of time is available, a more extensive
analysis has been made in table 62.

It can be seen from table 61 and chart 11 that in Italy
and especially in France the growth of industrial pro·
duction during 1956·1957 was higher, in absolute terms,
than the average annual absolute increase recorded
between the years 1951 and 1955. This was fully in line
with the larger volume of investment during 1956·1957
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Table 61. Gross Fixed Investment and Changes in Industrial Production,!i'Selected
Western European Countries

(At annual rates)

Country and item

Countries with no slackening in demand in 1956-1957:

France
Gross investment in machinery and equipment (billions of 1954

francs) .
Absolute change in industrial production indexd •.••••••••.•.••

Italy
Gross fixed industrial investment (billions of 1954lire)e .
Absolute change in industrial production indexd •••••••••••••••

Countries with slackening demand in 1956-1957:

Federal Republic of Germany
Gross investment in machinery and equipment (billions of 1954

Deutsche marks) .
Absolute change in industrial production indexd •••••••••••••••

United Kingdom
Gross fixed industrial investment (millions of 1948 pounds) e.....
Absolute change in industrial production indexd •••••••••••••••

1951 to
1955-

1,100
5

780
8

16
11

764
4

1956b

1,400
12

910
9

22
10

914
-1

1957-

1,500
11

1,000
10

22
8

945
3

Source: Organisation for European Economic
Co-operation, General Statistical Bulletin (Paris);
and national sources.

• Investment relates to the average for the years
1952 to 1955; the annual rate of increase in in
dustrial production is based on the increase from
1951 to 1955.

b Investment in 1956; industrial production in
1956 compared with 1955.

as compared with the earlier period. In France,27 where
the recovery from the 1952 recession was delayed by
about a year, as compared with other western European
countries, there was a relatively larger volume of idle
capacity during 1955 than elsewhere. The greater buoy
ancy of production in relation to investment during
1956-1957, as compared with Italy, can be explained
partly by the fact that a large part of this idle equipment
was brought into operation in response to the powerful
expansion of demand during those two years.

Unlike the situation in the above two countries, in the
Federal Republic of Germany and the United Kingdom
the appreciably larger volume of industrial investment
in 1956-1957, as compared with the period from 1951
to 1955, was accompanied by a lower annual absolute
growth in industrial production.2s This was particularly
true of the United Kingdom where industrial production
actually fell in 1956 and recovered moderately in 1957.
There was an increase in idle capacity in both countries

27 It will be noted from table 61 that in the Federal Republic
of Germany and in France, purchases of machinery and equip
ment are used as indicators of gross fixed investment in industry.

28 This might have been due in part to a higher degree of
utilization of capacity in 1955 than in 1951, if such was the
case. Available information suggests that capacity was probably
more intensively utilized in 1951 than in 1955 in the United
Kingdom. Even in the Federal Republic of Germany, where the
relation between the two years is less clear, since capacity
utilization was high both in 1951 and in 1955, it is doubtful
whether this could have been an important factor.

o Investment in 1957; industrial production in
1957 compared with 1956.

d The absolute change in the industrial produc.
tion index is the number of points by which the
index of industrial production (1953 =100) in.
creased or decreased (-) during the periods
indicated.

e Investment in manufacturing, mining and
public utilities other than transport and com·
munications.

during the last two years of the upswing, a fact which
is confirmed in the case of the Federal Republic by the
estimates of capacity utilization mentioned earlier.29

Estimates made on a similar basis for the industrial
and manufacturing sectors of the United States economy
indicate an even more pronounced lag in demand behind
productive capacity than in the case of the Federal
Republic of Germany and the United Kingdom. For in
dustry as a whole, and for manufacturing separately,
changes in the absolute volume of output are compared
with appropriate indicators of the volume of fixed in
vestment in table 62. The two indicators of investment
chosen for industry as a whole show broadly parallel
movements.

It can be seen from table 62 that between the peak
production months of 1948 and 1951, and of 1951 and
1953, the index of industrial production was rising at
an annual rate of 6 to 7 per cent of the 1947-1949
average for every $15 to $16 billion invested in non·
farm producers durable equipment. On the other hand,
from the 1953 peak to the end of 1955, although the

29 In the case of the United Kingdom the following passage
from the Economic Survey, 1958, Cmnd 394 (London), page 30,
generally supports this conclusion:

"In the past two years the pressure of demand on produc
tive resources has been gradually easing. Although industrial
production in 1957 was only slightly higher than in 1955, th6
high investment which has been going on for several years in
most industries should provide a 'store of capacity' for further
expansion."
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Chart n. Gross Fixed Investment and Changes in Industrial Production
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volume of investment was approximately maintained,
the rate of growth of production declined to about half
the absolute magnitude attained in the preceding two
periods, as shown in table 62 and chart 12. Similar
trends may be observed in the relative growth of invest
ment and production in the manufacturing sector of
the economy. This analysis would indicate that the in
dustrial sector of the economy could not have been as

fully employed in the peak period of activity in 1955
as it had been in similar periods in 1951 and 1953.30

The lag between the growth of capacity and of pro-

'0 Part of the industrial capacity created in the period 1951
1953 was defence oriented, and may not have been convertible
to civilian purposes when defence expenditures were subse
quently curtailed. However, the fall in the relative rate of
growth of production appears to be too steep to be explained
solely by this factor.
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Table 62. United States: Gross Fixed Investmenta and Changes in Industrial Pro
duction,b Selected Months

(At annual rates)

Item

July
1948 to

Junuary
1951
(1)

January
1951 to
May
1953
(2)

May
1953 to

December
1955
(3)

December
1955 to

December
1956
(4)

December
1956 to
August
19570

(5)

December
1956 to

December
1957
(6)

Industry
Gross investment in non-farm producers

-durable equipment. " " " . " . " .. " " . " "
Gross fixed investment in industryd. " . "
Absolute change in industrial produc

tion indexb . " " •• " • " • " •. " " ..••• " .•

Manufacturing
Gross fixed manufacturing investmentd.
Absolute change in manufacturing pro

duction indexb _ •••• " " ••••••••• " ••

15.0
7.5

7

6.8

8

16.3
9.8

6

9.0

7

16.1
9.6

3

8.8

3

18.4
11.6

2

10.7

1

18.8
11.8

-1

11.0

18.7
11.7

-11

10.8

-10

Source: United States Department of Commerce,
Survey of Current Business (Washington, D. C.);
Board of Governors, Federal Reserve System of
the United States, Federal Reserve Bulletin (Wash
ington, D. C.).

a Billions of dollars at 1947 prices on a season
ally adjusted basis. Periods covered for investment
as follows: column (1), second half of 1948, full
years 1949 and 1950; column (2), full years 1951
and 1952 and first half of 1953; column (3),
second half of 1953 and full years 1954 and 1955;
column (4), full year 1956; column (5), first three
quarters of 1957; column (6), full year 1957.

b The absolute change in the industrial (or
manufacturing) production index is the number
of points by which the index of industrial (or

manufacturing) production (1947-1949 average =
100) increased or decreased (-), on a seasonally
adjusted basis, between the months indicated.

c August 1957 is chosen as the last month pre
ceding the curreut recession.

d Seasonally adjusted expenditure on plant and
equipment during the periods indicated deflated by
implicit deflators for producers durable equipment.
The results would not be appreciably different if
changes in prices of non-residential construction
were taken into account, owing to the broadly
similar movements in the prices of such construc
tion and of producers durable equipment during
the period under review. Industry includes manu
facturing and mining.

Chart 12. United States: Gross Investment and Changes in Industrial Production, Selected Periods
(July 1943·January 1951 = 100)
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duction became particularly noticeable after 1955.
Although the volume of investment was appreciably
higher in 1956 than in 1955, the growth in industrial
production from December 1955 to December 1956 was
limited to 2 per cent of the 1947-1949 average. This
trend continued in 1957, when investment was main
tained at the previous high level while production at
first continued at a rate slightly lower than in December
1956, and later-after August-turned downwards. Thus
even prior to the decline in production which began in
September 1957 there was probably substantial idle
capacity in many branches of industry, which was con
siderably augmented in subsequent months as output
dropped while new capacity was still being installed at
a high rate.

These results can be checked with the aid of certain
estimates which have been published on the value of
equipment in manufacturing industry.31 From these esti
mates two indicators of capacity are available-namely
the net volume of equipment in existence at the end of
each year and the depreciation of equipment in the
course of each year.

The net volume of equipment at any date represents
cumulative purchases of equipment less cumulative de
preciation, at constant prices.32 Changes in the net vol-

31 See "Manufacturing Investment since 1929", United States
Department of Commerce, Survey of Current Business (Wash
ington, D.C.), November 1956.

32 The value of equipment was allocated over its useful life
by the straight-line method which allots an equal amount of
depreciation to each year. The information on useful life was
drawn largely from United States Treasury Department, Internal
Revenue Service, Bulletin F: Income Tax Depreciation and
Obsolescence; Estimated Useful Lives and Depreciation Rates
(Washington, D.C., 1948).
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ume of equipment generally tend to undervalue the
growth in productive capacity, as no allowance is made
for those increases in the efficiency of capital, due to
technological advances, which are not reflected in a rise
in the value of equipment at constant prices. A similar
understatement of the growth of capacity holds for esti
mates based on depreciation data. Here it is assumed
that the capacity to produce in any period is propor
tional to the stream of capital services available for use
in that period, as indicated by depreciation.

These two sets of estimates support the conclusion
reached earlier that since 1953 the growth of production
has generally tended to lag behind the growth of capac
ity in the manufacturing sector of the United States
economy. It can be seen from table 63 that the ratio
of the index of manufacturing production to the indices
of the net value of equipment and of depreciation at
constant prices had been almost unchanged in the peak
production months of July 1948, January 1951 and
May 1953, thereby indicating a roughly similar degree
of utilization of manufacturing capacity in each of these
three months. The rate of utilization declined at the end
of 1955 and in 1956, and the decline became more pro
nounced in 1957 as production first levelled off and
then fell steeply in the last months of the year while
capacity was continuing to expand. These conclusions
receive further support from a comparison of changes
in manufacturing production with information on the
growth of capacity published by the McGraw-Hill
Publishing Company in April 1958. On the basis of the
data in table 63, it appears that, by August 1957, the
extent of capacity utilization in manufacturing was
roughly 10 to 15 per cent, and by December 1957 about
15 to 20 per cent lower than in May 1953.

Table 63. United States: Indices of Production and Capacity 8 in Manufacturing,
Selected Months
(May 1953= 100)

1948 1951 1953 1955 1956 1957 1957
Item July January May December December August December

(1) Manufacturing productionb •.•••••••. 75 88 100 105 106 106 99
(2) Net value of equipmentc •••••••••••• 75 87 100 109 113 116 118
(3) DJ;reciation on equipmentc ••••••••• 74 87 100 113 118 120 121
(4) In ex of capacityd .................. 85 100 115 121 125 127

Capacity utilization, compared with May 1953
100 96 94 91 84(1) as percentage of (2) ............... 100 101

(1) as percentage of (3) ............... 101 101 100 93 90 88 82
(1) as percentage of (4) ............... 104 100 91 88 85 78

Source: United Nations Bureau of Economic
Affairs, based on United States Department of
Commerce, Survey of Current Business (Washing
ton, D. C.), November 1956, and 11th Annual
McGraw-Hill Survey.

• Estimates of the net value of equipment, and
of depreciation, at 1947 prices from the Survey of
Current Business, November 1956, covering the
years from 1929 to 1955, have been extended to
1956 and 1957, using, so far as possible, similar
methods of estimation

b On a seasonally adjusted basis.
c By interpolation.

d From "Business Plans for New Plant and
Equipment," 11th Annual McGraw-Hill Survey,
18 April 1958, table VI. The survey is based on
reports by large companies only, accounting for
about 40 per cent of total employment in industry.
Physical capacity is reported to McGraw-Hill by
companies according to their own definitions.
Weights for the over-all index of capacity are
based on value added by manufacture, as used by
the Federal Reserve Board in its index of manu
facturing production. A uniform rate of growth of
capacity in the course of each year has been
assumed.
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Table 64. United States: Percentage Change in Capacity Utilization in Manufacturing,
compared with May 1953

Month

1953/54 Recession

Capacity utilization
(per cent) Month

1957/58 Recession

Capacity utilization
(per cent)

September 1953 .
December 1953 .
July 1954 .

(1)
-5

-12
-15

(2)
-5

-12
-16

(3)
-5

-12
-16

September 1957 .
December 1957 .

(1)
-10
-16

(2)
-13
-18

(3)
-17
-22

Source: United Nations Bureau of Eqonomic
Affairs, using sources and methods indicated in
table 63.

The three available estimates of capacity utilization
may be used to compare the course of events in the cur
rent recession with that in 1953/54. As will be seen
from table 64, by September 1953,33 industry was still
operating only slightly below the level of capacity utili
zation reached in May 1953. Moreover, even at the low
point of the recession, in July 1954, industry was oper
ating at only about 15 per cent below the high rate of
utilization of May 1953; consequently once the process
of inventory liquidation had been completed and gov
ernment expenditures had been stabilized at a lower
level, a relatively moderate growth in private demand
was sufficient to reduce excess capacity to the point at
which a new upsurge in industrial investment could take
place. It may also be significant that while gross na
tional product had stopped declining by the beginning
of 1954, and was beginning to rise significantly by the
third quarter of that year, investment in producers dura
ble equipment did not show a revival until the second
quarter of 1955, and probably did not exceed the 1953
peak in real terms until the end of 1955.34

At the onset of the current recession, in September
1957, the rate of capacity utilization was much lower
than in September 1953, as may be seen in table 64.
By December 1957, moreover, the volume of idle capac
ity was probably already somewhat greater than that
prevailing at the low point of the 1953/54 recession.
This would tend to suggest that, in the absence of con
trary forces, business investment would be likely to
become a much more powerful and persistent factor in
the present downturn than it was in 1953/54. This is
already reflected in the data in table 65 on anticipated
investment in the first half of 1958, which show a much
steeper rate of decline than corresponding expectations
for the first half of 1954, despite the rise in expenditure
on research and development, and pressures for the

33 September 1953 was the second month of decline in indus
trial production in the 1953/54 recession, while September 1957
was the first month of decline in the current recession. In August
1953 capacity utilization was slightly higher than in the following
month, shown in table 64.

" A similar, though shorter, lag occurred in 1949-1950; indus
trial production began rising before the end of 1949, and total
output at the turn of the year, but investment in producers dur
abIes did not advance until the second quarter of 1950.

(1) Based on net value of equipment at constant
prices.

(2) Based on depreciation at constant prices.
(3) Based on McGraw-Hill survey.

modernization of equipment. Particularly large cuts in
expenditure on plant and equipment were planned by
companies producing steel, non-ferrous metals, auto
mobiles and other metal products, which were suffering
most from excess capacity.

It is also important to note that the greater the excess
capacity which develops in the course of the downturn,
the greater must be the scale of the recovery in activity
before the expectation of pressure upon capacity would
provide an inducement to business to raise its invest
ment outlays significantly. In the absence of other influ
ences tending to encourage investment, the time lag
between the end of the decline in over-all activity and a
recovery in business investment might, therefore, also
well be greater than in 1954-1955.35

It will be observed in table 65 that not only investment
in manufacturing, but total business expenditure on
plant and equipment is expected to decline more rapidly
during the present recession than in 1953/54. This is
explained largely by developments in the commercial
sectors of the economy.36 Investment in these sectors,
which accounts for about 30 per cent of total business
expenditure on plant and equipment, continued to grow
throughout most of the 1953/54 recession, thereby help
ing to sustain the level of fixed investment activity.
By contrast, this category of investment had begun to
fall even prior to the current recession and the decline
is expected to go further in 1958.

THE PRESENT OUTLOOK37

The tendencies in business fixed investment discussed
above have a profound bearing upon the present eco
nomic outlook. Their significance is probably greatest
in the United States, where it was not clear early in
1958 that there was sufficient offsetting strength in the

35 This does not, of course, rule out the possibility of spon
taneous increases in investment demand due to technological
advances or other factors. Such increases cannot, however, be
relied upon to provide a stimulus to the economy at the precise
time required by cyclical developments.

36 These sectors include trade, service, finance, communications
and construction.

37 Based in part upon replies of Governments to a United
Nations questionnaire on economic trends, problems and policies.
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Table 65. United States: Business Expenditure for New Plant and Equipment

(Indices, seasonally adjusted)
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1953/1954
(Third quarter 1953

=100")

Manufaa-
Totat turing

1957/1958
(Third quarter 1957

=100a)

Manufaa-
Total turing

1953, Fourth quarter, actual. . . .. 99
1954, First quarter, anticipated. . . 97
1954, Second quarter, anticipated. 95

99
95
94

1957, Fourth quarter, actual. . . .. 96
1958, First quarter, anticipated. .. 90
1958, Second quarter, anticipated. 86

93
87
81

Source: United States, Council of Economic Advisers, Economic Indicators, April 1954 and March 1958.
a Peak investment period during the preceding boom.

economy in the short run to sustain the level of eco
nomic activity in the event that expected declines in
fixed investment materialized. It is true that there were
a number of factors helping to moderate the speed of
the downturn in incomes and production. But there was
no sure indication as yet of the manner in which the
decline might be brought to an end and a new phase of
expansion begun.

Elsewhere the outlook for fixed investment in 1958
ranged from moderate increases expected in Norway38
and Sweden to substantial declines anticipated in the
Netherlands and probably Japan. Several governments
noted a growth of capacity in relation to demand and
even where no reduction in home demand was foreseen
it was generally assumed that world demand would
continue to slacken. In these circumstances, even those
industrial countries which anticipated a rise in output
in 1958 did not in general expect that rise to be very
great; moreover most governments recognized that their
expectations might have to be qualified in the event of
unexpectedly adverse developments in export markets.

Even where the outlook for fixed investment seemed
least favourable at the beginning of 1958, the relatively
long time required for major investments to come to
fruition meant that there was still a substantial carry
over of projects not yet completed which was tending
to support the level of expenditure to some extent.
The effects of the fixed investment decline were, how
ever, expected to become progressively stronger in the
course of 1958, and to extend into 1959. Meanwhile for
several countries the inventory situation was providing
a more immediate source of concern. In North America
inventory decumulation in response to the setback in
expectations was providing the main depressing influ
ence, and seemed likely to continue for some time.
Elsewhere there was evidence of involuntary accumula
tion of inventories if not of actual liquidation. In western
Europe even coal was becoming a surplus commod
ity. At the same time budgeted government expendi
tures generally showed little or no increase in real terms

38 In Norway investment in ships is expected to rise by about
20 per cent, owing to past orders, but the increase in other fixed
investment is to be limited to slightly over 2 per cent.

in western Europe, but somewhat larger increases in
North America; in several of the European countries
this represented a deliberate effort to reduce the pres
sure of aggregate demand even further. While unem
ployment was generally rising, and further increases
were anticipated in all countries, personal disposable
incomes were being relatively well sustained as the
"automatic stabilizers" began to operate, but little addi
tional support was being derived from changes in the
proportion of income spent.

As a consequence of the slackening of demand, re
straints upon the economy have been relaxed, although
not without many expressions on the part of govern
ments of continued concern over the danger of inflation.
Where balance of payments problems have been acute,
the policy reversal has been less significant. In most
countries, the rate of increase in costs and prices has
either already shown some sign of slowing down or is
expected to do so within the year. In large measure,
this stabilization of prices is attributable to the behav
iour of raw materials prices; the rising trend of min
erals prices, especially, that accompanied the rapid
expansion of demand in earlier years had already, by
the end of 1957, been halted or reversed. It is unlikely
that total wage costs have also fallen, if only because of
the adverse effects on productivity of the slackening in
business activity.39

It is not yet clear how far France conforms to the gen
eral picture of slackening activity. By March 1958 the
retail price index was already 13 per cent over the 1957
average, while the Government had hoped that the
increase for the year as a whole might be limited to
10 per cent. The rate of increase in retail prices in
February and March was, however, significantly less

39 According to preliminary data assembled by the National
Bureau of Economic Research, the ratio of the index of produc
tion worker payrolls in manufacturing to the index of manu
facturing production in the United States declined slightly, on a
seasonally adjusted basis, towards the end of 1957 and early in
1958. This is believed to reflect such factors as the installation
of new equipment and the reduction in overtime work at pre
mium pay. However, declines in unit wage costs for production
workers have to be considered in conjunction with increases in
overhead unit wage and salary costs owing to the decline in
output.
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than in previous months. Efforts by the Government to
curb demand were reflected in a substantial absolute
drop in projected public investment expenditure, espe
cially in housing; it was also intended that public con
sumption should decline-much of the decrease consist
ing of a 25 per cent cut in real military expenditure.
Credit controls were being employed in an attempt to
limit private investment which, it was feared, was likely
to press upon resources even if activity in general
slowed down. Restraints on consumer demand included
higher indirect taxes, and the steep increase in prices
and incomes was expected by the Government to lead
to a very much greater advance in income tax yields than
in total output. In consequence of the measures taken to
compress home demand, it was anticipated that some
unemployment might develop, and the increase in real
output was expected to be sharply curtailed. Even so,
some concern was expressed by the government that pro
duction might be impeded by the inability to finance
adequate imports of raw materials. Available data sug
gest that production in the first quarter of 1958 had not
been held back to the extent which had been anticipated.

In Japan, Norway and Sweden, output is expected to
increase 2 to 3 per cent in real terms in 1958.40 For
Japan this rate is very much below the average in the
post-war period or in the projected five-year plan.
Even this advance is based on the expectation that a
decline in investment will be more than offset by larger
public and private consumption and particularly by an
expansion in exports almost as great as in 1957, despite
the much less favourable economic climate abroad in
1958 than in 1957. Investment expenditures are ex
pected to increase in Norway and, to a lesser extent,
in Sweden-the increase in Norway being concentrated
primarily in ships, and in Sweden in housing and other
construction. The other components of final demand,
however, are not likely to show very much increase.
Considerable doubts have been expressed by the two
Governments about the development of export markets.
In Norway, a substantial balance of payments deficit is
anticipated, and in consequence some need is seen to
limit consumption and investment. Some minor in
creases in prices are foreseen, but at the same time
labour markets are expected to be less tight, with some
rise in unemployment.41 Industrial production at the
beginning of 1958 was significantly lower than the year
before in Norway, and somewhat higher in Sweden.

Although some slackening of demand is evident in the
Federal Republic of Germany, and unemployment has
been increasing, industrial production at the beginning
of 1958 was still showing a significant advance over the
year before and there appeared to have been some in-

40 The 2 per cent increase in real output forecast iu Sweden
takes account of the effects of a gradual reduction of the working
week for most wage-earners from 48 to 45 hours during a three
year period beginning in 1958. In industry this involves a short
ening of the working week by one hour in 1958.

., However, the Norwegian Government anticipates a tight
labour market "in the summer half year".
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crease in home demand for producer durables and for
construction. However, declining export demand was
already reflected in order books. There was also a fall in
home demand for consumer goods, and some inventory
decumulation was taking place, especially in stocks of
coal and steel which were particularly affected by de
velopments in the export markets of the engineering
industries.

In Denmark and the United Kingdom, output is not
expected by the Governments to increase significantly in
1958, even though the level of home demand is expected
to be maintained. In Denmark some inventory liquida
tion is foreseen; and it is expected that business invest
ment will be adversely affected by falling farm incomes,
the decreasing rate of expansion of industrial exports,
the stagnation of non-agricultural home market sales
and the uncertain international outlook. However, tax
incentives to private investment introduced in 1957 may
exert some influence on outlays in 1958. No appreciable
stimulus to the economy for the year 1958 as a whole is
expected from residential construction, or from the gov
ernment or export sectors. Despite the above, consump
tion is expected to rise, though not sufficiently to avoid
some growth in unemployment.

In the United Kingdom no increase is expected in
private42 or public investment in 1958 nor in govern
ment expenditure. A moderate advance is expected in
the volume of consumption because of a tendency for
prices, especially of food, to decline in relation to
incomes. Considerable uncertainty is, however, in
volved in the movement of the export balance and of
inventories, and it is recognized that significant declines
may occur in both these sectors. While there may well be
declines in industrial production and increases in unem
ployment, the Government does not believe that a sud
den sharp recession during the coming months is likely.

In the Netherlands a decrease of 2 per cent in real
gross national product is anticipated in 1958. Declines
in private investment both in fixed capital and in inven
tories are not expected to be fully offset by an improve
ment in the export balance nor by a small rise in con
sumption. The fall in total output will be reinforced by
a decrease in government expenditure, in line with the
general policy of curtailing government outlays laid
down in the 1958 national budget.

In Belgium, the Government notes that there are no
indications that the slackening of economic activity

42 Manufacturing industry's real investment in fixed assets in
the fourth quarter of 1957 feU five per cent below the level of the
corresponding quarter of 1956, although total real private fixed
investment, excluding housing, was still 3 per cent higher. An in
quiry undertaken by the Federation of British Industries, re
ported in The Times of London on 15 March 1958, showed that
many more companies expected a decline in authorizations of
capital expenditure in 1958 than expected an increase; similar
results emerged as regards expected actual disbursements on new
capital items in 1958, solely, however, because of lower expendi
ture on buildings; companies were evenly divided regarding
tendencies in equipment outlays in 1958.
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which was manifest in 1957 will not continue in 1958.
The setback in external demand has been followed by a
weakening of domestic demand and liquidation of in
ventories is expected to continue for some time. Indus
trial production is expected to fall by about 5 per cent,
and employment will decline accordingly. The Govern
ment intends to use fiscal and monetary weapons against
the recession and to expand public works and other
means of raising employment.

It was in Canada and the United States that the de
cline in demand had gone farthest by the beginning of
1958. The rate of decline of output in Canada has thus
far been less than in the United States and the Govern
ment anticipates that output in 1958 will not be appre
ciably lower than in 1957. Private expenditure for plant
and equipment in Canada, as indicated by surveys of
investment intentions, is expected to be lower than in
1957. On the other hand, expenditure on residential
construction has already increased substantially as a
result of easier credit provided by the Government,
and Canadian government expenditures are also ex·
pected to increase somewhat. There is some prospect
of a reduction in the import balance, by virtue of an
expected decline in demand for imported machinery
and equipment. Provision for increases in transfer pay
ments and moderate reductions in both direct and indi
rect tax rates should contribute to sustaining personal
disposable income and consumption. Preliminary data
for the first two months of 1958 indicated some revival
in industrial production, but there still remained a con
siderable volume of excess capacity to be taken up.
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After six months of the current recession in the
United States, total output had fallen somewhat more
than during the full twelve-month spans of the reces
sions of 1948-1949 and 1953-1954, as shown in table 66;
the same was true of employment. The role of business
investment in the recession has already been examined.
Of more immediate importance at the beginning of 1958
was the liquidation of inventories. The decline in inven
tories in the first quarter of 1958, at an annual rate of
$9.0 billion, represents the sharpest drop that has oc
curred in any quarter in the post-war period. Despite
the magnitude of the decline, however, sales were falling
even faster. The ratio of manufacturing inventories to
sales, which was somewhat higher at the beginning of
the current recession than at the corresponding point of
the 1953-1954 recession, continued to rise through the
first quarter of 1958. New orders also continued to slip
back, and orders in hand in March 1958 had dropped to
three-quarters of their March 1957 level.

Preliminary data suggest a slowing down, in March
1958, of the rate of decline in new orders experienced
during the last quarter of 1957-a development that may
have been due in part to rising defence orders. Measures
have also been taken to increase or speed up non-defence
federal spending; over $8 billion has been made avail
able in increased or accelerated appropriations or in
loan funds, for public works and other projects. In all,
by May 1958 it appeared that if all spending pro
grammes developed according to plan, total federal cash
payments in 1958 might amount to as much as $90

Table 66. United States: Changes in Expenditure and Output in Three Recessions"

(Annual rates, seasonally adjusted, at current prices)

1948-1949 1953-1954 1957-1958

Downswing Upswing Downswing Upswing Downswing

Billion Per Billion Per Billion Per Billion Per Billion Per
Item dolu.rs cent dollar. cent dolUlr. cent dolu.r. cent dollar. cent

ConsumKtion expenditure .... 3.4 1.9 5.6 3.1 3.6 1.6 6.2 2.6 -2.4 -0.8
Private xed investment

ext:nditure ............. -2.0 -5.3 6.1 17.2 -0.7 -1.4 1.6 3.2 -2.7 -4.2
esidential construction. 1.3 15.7 2.8 29.2 0.7 5.7 2.2 17.1 0.3 2.1

Plant and equipment. . .. -3.3 -11.3 3.3 12.7 -1.4 -3.7 -0.6 -1.6 -3.0 -6.1
Inventory change ........... -11.2 13.6 -4.6 2.0 -12.0
Net foreign investmentb • • • •• -1.8 -1.8 2.8 0.5 -1.7
Government expenditure on

-9.9 -11.6 -1.2 -1.6goods and servicesb ••••••• 3.2 8.0 -3.2 -7.4 0.8 0.9
Federal ............... 1.1 4.7 -3.7 -15.1 -12.9 -21.1 -2.6 -5.4 -1.1 -2.2

Defence ............. 0.7 4.1 -0.6 -3.4 -10.0 -18.8 -3.1 -7.2 -1.0 -2.2
Other .............. 0.4 6.3 -3.1 -46.3 -2.9 -36.7 0.5 10.0 -0.1 -2.1

State and local. ........ 2.1 12.5 0.5 2.6 3.0 12.3 1.4 5.1 1.9 5.3
Gross national product ...... -8.5 -3.2 20.4 8.0 -8.7 -2.4 9.0 2.5 -18.0 -4.2
Industrial production ....... -7 14 -9 3 -10

Source: United States Department of Commerce, Survey of
Current Business; Council of Economic Advisers, Economic
Indicators; Board of Governors, Federal Reserve System,
Federal Reserve Bulletin (Washington, D. C.).

• Downswing: 1948-1949, fourth quarter 1948 to fourth
quarter 1949; 1953-1954, second quarter 1953 to second quarter

1954; 1957-1958, third quarter 1957 to first quarter 1958.

~ Upswing in both cases refers to succeeding two quarters.

b Unilateral transfers abroad included in "government ex.
penditure on goods and services" and not in "net foreign
investment" .
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billion, as against $83 billion in 1957.43 In fact, how
ever, it seemed that the rate of increase in defence obli
gations was less rapid than had been anticipated,44 and
there was therefore some doubt as to whether the ulti
mate increase in expenditure would be as large as
planned. Some stimulus was also expected from rising
state and local government expenditure.45

On the other hand, no expansion of demand from the
foreign sector, such as that which occurred in 1954, is
likely in 1958. In 1954 export demand was responding
to the developing boom in western Europe, while during
the current recession thus far the export balance has
tended to decline.

The operation of the progressive income tax system
and the increase in compensation paid to the unem
ployed were automatically tending to sustain personal
disposable income in 1958, as in 1953-1954 and 1948
1949. Moreover, much of the decline in the value of
output was being absorbed by falling corporate saving
and business taxes, as shown in table 67.

There was also an increase in social security coverage
in the first quarter of 1958, and an insurance dividend
was paid to veterans of the First World War. During

43 This compares with an estimate of $86 billion for the cal
endar year 1958 in terms of the original budget proposals of
January 1958.

44 It was anticipated early in 1958 that defence orders would
rise from $6 billion in the second half of 1957 to $11 billion in
the first half of 1958. To some extent this represented a normal
seasonal increase, but the rise was accentuated by changes in
defence procurement policies. Thus far it would seem that the
actual increase in orders may be slower than this, and the
major influence upon expenditures correspondingly delayed.

.. The increase in state and local government expenditure on
goods and services in 1958 was expected to amount to about
$3 billion.
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the previous two recessions, however, stronger support
to personal disposable income was achieved by reduc
tions in income and profits tax rates.46 Moreover, a
large insurance dividend was paid to veterans of the
Second World War early in 1950, which strengthened
the forces of recovery.47

While personal disposable income had declined less
than total output by the first quarter of 1958, consump
tion was not as buoyant in relation to income as in the
two previous recessions, and the demand for housing
was also weaker, as shown in table 66. Both in 1949
and in 1954 strong demand for durable consumer goods
helped to promote the recovery from the recession.
At the same time federal action affecting the availability
of mortgage credit encouraged a vigorous upsurge in
residential construction; the two post-war peaks in
housing starts were reached soon after the end of the
recessions, in 1950 and 1955. The current situation, on
the other hand, has been marked by continuously de
clining expenditures on consumer durables since the
beginning of 1957. Moreover, despite a number of
measures to reduce the cost and increase the availability
of mortgage credit, housing starts failed to show the
usual seasonal rise in the spring of 1958 and reached
only three-quarters of the average 1955 level by April,4s

46 It should, however, be noted that in 1953-1954 there was
also a sharp drop in government expenditure.

41 The fact that personal disposable income nevertheless de
clined almost in line with total output in 1948-1949, as shown in
table 67, cannot be fully explained because of the statistical
discrepancy. However, there was a very large fall in farm in
comes in 1948-1949. Farm income declined much less in 1953
1954, and actually rose from the third quarter of 1957 to the first
quarter of 1958.

46 An increase in housing starts from March to April 1958 left
the seasonally adjusted total in the latter month still well below
January 1958.

Table 67. United States: Changes in Income in Three Recessions a

(Annual rates, seasonally adjusted, at current prices)

1948-1949 1953-1954 1957-1958

Downswing Upswing Downswing Upswing Downswing

Billion Per Billion Per Billion Per Billion Per Billion Per
Item dollars cent dollars cent dollars cent dollars cent dollars cent

Gross national product ...... -8.5 -3.2 20.4 8.0 -8.7 -2.4 9.0 2.5 -18.0 -4.2
Gross corporate saving .... -2.8 -9.5 2.5 9.4 1.4 4.2 1.5 4.3

{-11.0 -9.5Business taxes. . ......... -0.3 -0.8 7.0 18.5 -4.5 -7.3 2.4 4.2
Personal income from

production ............ -9.5 -4.8 12.9 6.8 -4.2 -1.6 5.6 2.1 -7.0 -2.2
Statistical discrepancy ..... 4.0 ~2.0 -1.6 -0.3

Personal income ........... -7.5 -3.5 15.4 7.5 -1.8 -0.6 6.6 2.3 -4.4 -1.3
Personal income from

production ............ -9.5 -4.8 12.9 6.8 -4.2 -1.6 5.6 2.1 -7.0 -2.2
Transfer payments ........ 2.0 13.9 2.5 15.2 2.4 13.6 1.0 5.0 2.6 10.0
Personal taxes ........... -1.8 -8.8 1.4 7.5 -3.1 -8.6 0.5 1.5 -1.2 -2.8
Disposable income ........ -5.7 -3.0 14.0 7.5 1.3 0.5 6.1 2.4 -3.2 -1.1

Source: United States Department of Commerce, Survey of a Downswing: 1948-1949, fourth quarter 1948 to fourth
Current Business; Council of Economic Advisers, Economic quarter 1949; 1953-1954, second quarter 1953 to second quar-
Indicators. ter 1954; 1957-1958, third quarter 1957 to first quarter 1958.

Upswing in both cases refers to succeeding two quarters.
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As noted previously, the current supply of housing is
easier than during the two previous recessions.

In summary, the tendencies in the United States early
in 1958 were towards declines in business fixed invest
ment expenditures and in inventories, which were being
offset only in part by increases in government expendi
ture. While the "automatic stabilizers" were once more
strongly in evidence, consumer expenditures were not as
buoyant in relation to income as in the past, probably
because the factors which had supported the demand for
consumer durables and housing in the two preceding
recessions were no longer as strong.

Mainly because of the behaviour of the United States
export balance, the recession has not as yet led to any
balance of payments problems among the other indus
trial countries. During the first quarter of 1958, other
countries as a whole were still adding substantially to
their gold and dollar reserves as a result of transactions
with the United States. Considerable increases in re
serves were recorded by Belgium, Japan, the Nether
lands and especially the United Kingdom, and of the
countries recently in balance of payments difficulties
only France was still losing reserves during the early
months of 1958.

However, the vulnerability of countries to any re
versal in dollar balances of payments may be greater
than during the previous post-war recessions. Except in
the Federal Republic of Germany and Italy, liquidity
positions, as reflected in the ratio of gold and foreign
exchange reserve holdings to imports, were not as strong
as in 1953, and in many cases were weaker even than
in 1948, as shown in table 68.49 Not merely does this
imply serious limitations on the ability of countries to
withstand the consequences of any significant decline

49 Of the United Kingdom holding of gold and dollar reserves
at the end of 1957, valued at $2.3 billion, $1.0 billion represented
a loan from the United States Export-Import Bank, and drawings
by India and the United Kingdom upon the International Mone
tary Fund. In the first quarter of 1958, however, gold and dollar
reserves rose a further $500 million. In the case of France,
drawings on the International Monetary Fund, together with
short-term credits obtained in 1956-1957, are estimated to have
amounted to nearly $700 million, compared with total official gold
and foreign exchange reserves of $775 million at the end of 1957.
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in exports. It also exposes them to the threat of severe
pressures on capital account which could well be even
greater, in the short run, than the pressures on current
account. In 1953/54 the buoyancy of confidence
throughout the world helped to ease the adverse effects
of the recession in North America by making possible an
actual acceleration in private capital outflow from the
United States. The relatively narrower margins of
safety implied in current relationships between imports
and gold and foreign exchange reserves would inevi
tably impose obstacles to the repetition of this devel
opment. Indeed recent experience in western Europe has
provided a significant reminder that the days of per
verse capital movements have by no means disappeared.

Table 68. Ratio of Gold and Foreign Exchange
Reserves to Imports a of Industrial Countries

Country 1948 1953 1957

Belgium. .................. .46 .44 .33
Canada .. ................... .35 .38 .29
Denmark. .. .............. . .12 .17 .13
Federal Republic of Germany ... .52 .76

Franceb

A........................ .24 .13
B.......... .............. .27 .15

Italy ....................... .35 .39 .42
Japan ....... " ............. .37 .24
Netherlands ................. .19 .52 .26
Norway ..................... .19 .16 .14
Sweden ..................... .17 .32 .19

United Kingdomb

A........................ .24 .27 .20
B.... .................... .23 .27 .17

United States ................ 3.03 1.87 1.61

Source: International Monetary Fund, International Financial
Statistics (Washington, D. C.).

a C.i.L, except Lo.b. for Canada and the United States. Data
relate reserves at end of year indicated to imports during the
year. In line B for the United Kingdom, reserves at end of 1957
are related to imports during first half of 1957, at an annual rate.

b For France and the United Kingdom, line A relates gold and
foreign exchange reserves to imports; line B relates the same
holdings to the imports of the franc and sterling areas, respec
tively, from the rest of the world (imports of the sterling area
are calculated as exports, Lo.b., of rest of world to the sterling
area, plus 10 per cent).



Chapter 5

RECENT TRENDS IN PRIMARY EXPORTING COUNTRIES

The Implications of Changes in International Trade

COMMODITY TRENDS

The year 1957 opened with the price index of com
modities entering international trade at its highest level
since 1951-the period of the "Korean boom"-and
though the index declined steadily throughout the year
the average for 1957 as a whole was slightly (2 per
cent) above the figure for 1956 (see chart 13). The
price of manufactures in international trade continued
rising in 1957 and for the year as a whole was about
4 per cent above the 1956 level. Hence the terms of
exchange between primary commodities and manufac
tured goods-which had dropped slightly below the
1953 level to a post-Korean low in 1956-declined fur
ther in 1957. The only major commodities whose rela
tive price in international trade was higher in 1957 than
in 1956 were sugar, wool and the fuels; and of these
wool had an exchange rate against manufactures still
about 10 per cent below the 1953 level, while for sugar
the rate had dropped back to the 1953 level by the final
quarter of 1957.

The decline in commodity prices reflects in part the
continuing diminution in the rate of expansion of econ
omic activity in the industrial countries. While con
sumption of primary products appears, on the whole,
to have been at least as great in 1957 as in 1956, there
was a tendency for industry-in expectation of lower
commodity prices and the possibility of reduced de-

mand for its product-to curtail or postpone its pur
chases of most raw materials. In contrast to this slack
ening in over-all demand, supplies of most items were
greater in 1957 than in 19561 because production facili
ties had been enlarged, as in the case of some of the
ores, because of a favourable season, as in the case of
certain crops or because of the release or disposal of
material from government-held stocks. The resultant
market weakness was accentuated in the last quarter of
the year when-though the volume of imports was main
tained in the aggregate-actual consumption tended to
falter in the case of a number of commodities, especially
in North America.

By the end of 1957, commodity prices-with a few
exceptions, such as those of copper, cheese and olive oil
-were tending to stabilize. This applies to the few that
had been rising-cocoa and jute, for example-as well
as to the many that had been falling during the year.
This levelling out process continued into 1958 and the
decline in most over-all commodity price indices be
tween the final quarter of 1957 and the first quarter of
1958 was appreciably less than in any companible in
terval during 1957 (see table 69). With no significant
upturn in total industrial production-and hence in the
consumption of raw materials-in immediate prospect,

1 For details see United Nations, Commodity Survey, 1957
(sales number: 58.n.D.I).

Chart 13. Indices of Unit Value and Price of Commodities in International Trade
(1950, first half = 100)
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Table 69. Indices of Commodity Prices
(Preceding quarter = 100)

171

1957

Index First Second Third Fourth
quarter quarter quarter quarter

Economist (United Kingdom) ........................ 100 98 96 96
Reuter (United Kingdom) ........................... 100 96 95 95
Financial Times (United Kingdom) ................... 97 99 99 97
World Commodity Survey (Federal Republic of Germany) 100 99 98 97
Moody (United States) ............................. 98 98 102 93
Bureau of Labor Statistics' (United States) ............ 102 101 101 97

1958

First
quarter

98
98
99
98

101
103

Source: Ba~k for International Settlements, Press Review (Basle); The Economist (London); The Financial
Times (London); Bureau of Labor Statistics, Monthly Labor Review (Washington, D. C.) .

• Index of wholesale prices of crude materials for further processing.

this phase may prove to have been only a temporary
slowing down of the decline. On the other hand certain
developments on the supply side seem to have con
tributed to a better market adjustment.

The output of a number of commodities has been re
duced, by poorer harvests in the case of rice, barley and
wool, for example, by deliberate curtailment in the case
of copper, nickel and aluminium, for example, or by a
combination of both, as in the case of cotton. In some
instances a reduction or limitation has been effected less
in output than in supplies actually marketed-as for tin
and sugar under the established international agree
ments and coffee under the more recent withholding
arrangement made by the major Latin American pro
ducers. With the depletion of United States government
owned surplus stocks of rice, butter and the higher
grades of cotton, there has also been a lessening of
pressure on the market by the type of disposal that
increased so greatly in 1956/57.

COMMODITY IMPORTS OF THE INDUSTRIAL COUNTRIES

In 1957, as in 1956, there was a marked contrast
between North America and western Europe as a force
sustaining commodity exports from the less developed
countries. In terms of volume, gross imports into the
countries of western Europe were higher in the first half
of 1957 than in the first half of 1956 for all commodities
except aluminium (6 per cent less), lead (3 per cent
less) and cereals (4 per cent less). Except in these
commodities and in butter and cheese, coffee, cotton
and tin, the gain in gross imports was greater between
the first half of 1956 and the first half of 1957 than
between 1955 and 1956. In the case of butter and cheese,
average unit value was also lower (by 16 per cent) and
western European import expenditure recorded a major
reduction. The decline in the average unit value of
non-ferrous metals (16 per cent) and rubber (11 per
cent) was large enough to reduce aggregate expenditure
on these commodities too, despite a rise in import
volume. This was not the case with cocoa or cotton,
the only other commodities whose average unit values
were lower in the first half of 1957 than in the first half

of 1956, but gross expenditure on cereal imports was
slightly lower, notwithstanding a 3 per cent rise in unit
value. Allowing for trade within the region, there was a
16 per cent expansion in the value of net imports into
western Europe, the principal contributors being petro
leum and products, natural fibres and foodstuffs
chiefly beverages and sugar.

By value, gross imports into North America in the
first half of 1957 were about 2 per cent above the corre
sponding level in 1956, but this was due almost entirely
to a 20 per cent expansion in petroleum imports. The
only other category to record a significant increase was
base metal ores; for the rest, commodity imports were
all much the same or lower, and in the aggregate ex
penditure on commodities other than petroleum was
3 per cent less than in the first half of 1956. Since
commodity exports from North America were substan
tially greater, net expenditure on imports declined
markedly-from almost $1 billion in the first half of
1956 to almost zero in the first half of 1957. Sugar,
butter and cheese, and tea were the only commodities
net imports of which were greater in the first half of
1957 than in the corresponding portion of 1956, and
the gains were relatively insignificant. A one-third de
cline in net food imports reflects greater cereal exports
in the face of smaller imports of coffee and cocoa.
There was a notable rise in the net exports of tobacco,
vegetable oils and oil-seeds. Net exports of cotton were
markedly higher, net imports of wool much lower.
Rubber and metals and ores-raw materials for the capi
tal goods industries-were also imported to a net value
significantly lower than that registered in the first half
of 1956, while exports of petroleum and products
temporarily replacing supplies from the Middle East
rose to an extent that completely eclipsed the increase
in imports.

These developments in the intake of primary com
modities by the industrial countries were continued in
the second half of the year. A comparison of the first
nine months of 1957 with the corresponding period of
1956 shows that imports of the selected commodities
into western Europe were 12 per cent higher on a gross
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valuation and 14 per cent higher on a net valuation.
The only groups to register a decline in the value of net
imports were cereals (15 per cent)-because of a reduc
tion in the third quarter-non-ferrous metals (17 per
cent) and to a smaller absolute extent butter and cheese
(39 per cent) and rubber (5 per cent) .

As in the first half of the year, gross commodity im
ports into North America in the first three quarters of
1957 were slightly above the level of the corresponding
portion of 1956, the principal gains-in petroleum (21
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per cent) and metals and ores (11 per cent)-just about
offsetting reductions in coffee (11 per cent), rubber
(12 per cent) and wool (10 per cent). Because cereal
exports were lower in the third quarter of 1957 than in
the third quarter of 1956-as were the corresponding
imports into western Europe-the over-all decline in net
imports was somewhat smaller for the nine months than
for the first half of the year; but, as then, it reflects
chiefly the expansion in exports of cotton, petroleum
products and to a smaller extent tobacco and oil-seeds
and fats and oils (see table 70) .

Table 70. Commodity Imports into North America and Western Europe, First Three Quarters of 1956 and 1957
(Millions of dollars)

Gross imports Net imports

Region and commodity 1956 1957 Difference 1956- 1957' Difference

North Americab

Foodstuffs ................... 2,068 1,950 -118 423 339 -84
Cereals and flour ........... 59 61 2 -1,406 -1,380 26
Meat ..................... 136 150 14 41 34 -7
Butter and cheese ........... 22 21 -1 -15 7 22
Sugar ..................... 461 483 22 427 458 31
Beverages ..... '" ......... 1,390 1,235 -155 1,376 1,220 -156

Coffee .. ; ............... 1,186 1,056 -130 1,173 1,043 -130
Cocoa ................... 149 121 -28 147 119 -28
Tea ..................... 56 59 3 56 58 ')

'"Tobacco ..................... 78 80 2 -209 -231 -22
Oil-seeds, oils and fats ......... 147 149 2 -296 -356 -60
Hides .................... , .. 61 44 -17 11 15 4
Natural fibres ................ 382 348 -34 -62 -503 -441

Cotton ......... " ...... " . 68 62 -6 -360 -770 -410
Wool and hair. . . . ......... 260 235 -25 244 216 -28
Hard fibres. . . . ............ 55 52 -3 53 52 -1

Rubber ...................... 335 295 -40 256 199 -57
Non-ferrous metals ............ 720 784 64 74 52 -22
Base metal ores ............... 591 673 82 296 253 -43
Petroleum and products ....... 1,239 1,497 258 693 576 -117

TOTAL 5,621 5,820 199 1,186 344 -842
Western Europec

Foodstuffs ................... 4,081 4,321 240 2,952 3,028 76
Cereals and flour. . ......... 1,475 1,291 -184 1,224 1,035 -189
Meat ..................... 797 913 116 388 446 58
Butter and cheese ........... 448 383 -65 197 120 -77
Sugar .......... " ...... " . 347 596 249 192 358 166
Beverages ................. 1,014 1,138 124 951 1,069 118

Coffee .................. 548 604 56 537 589 52
Cocoa ........ " ......... 203 218 15 153 164 11
Tea ..................... 263 317 54 262 315 53

Tobacco ................. , ... 338 370 32 262 290 28
Oil-seeds, oils and fats ......... 1,091 1,156 65 903 966 63
Hides ....................... 217 260 43 161 202 41
Natural fibres ................ 2,043 2,585 542 1,622 2,095 473

Cotton .................... 809 969 160 787 946 159
Wool and hair .............. 1,032 1,399 367 695 987 292
Hard fibres ................ 203 218 15 139 162 23

Rubber ..................... 487 461 -26 476 450 -26
Non-ferrous metals ............ 1,462 1,287 -175 637 531 -106
Base metal ores ............... 921 1,079 158 678 811 133
Petroleum and products ....... 2,726 3,439 713 1,884 2,560 676

TOTAL 13,366 14,958 1,592 9,575 10,933 1,358

Source: United Nations, Commodity Trade Statistics, Statistical c Austria, Belgium, Denmark, Federal Republic of Germany,
Papers, Series D. France, Iceland, Ireland, Italy, Luxembourg, Netherlands,

a A minus sign signifies net exports. Norway, Portugal, Sweden and United Kingdom; imports c.LL,
for consumption, except Ireland and United Kingdom for which

b Canada and United States; imports Lo.b., "for consump- they are "general"; exports Lo.b. "special", except Ireland and
tion"; exports Lo.b., "national". United Kingdom for which they are "national".
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Nothwithstanding the decline in industrial produc
tion that was well under way by this time, gross com
modity imports into North America were fully main
tained in the fourth quarter of 1957. Indeed the value
of such imports into the United States was about 2 per
cent above the average rate for the year as a whole:
agricultural commodities were 5 per cent higher in
aggregate value despite a fall in sugar and wool, and
minerals 2 per cent lower despite a further rise in
petroleum.

If petroleum is excluded, the value of gross United
States commodity imports in 1957 as a whole was about
2 per cent below the 1956 level, increases in sugar,
tobacco, meat and cereals, iron ore and aluminium,
nickel, lead and zinc being more than offset by contrac
tions in coffee and cocoa, wool, rubber, diamonds, cop-

per and tin (see table 71). Petroleum imports, by con·
trast, were a fifth greater in value and still rising,
imports in the final quarter being 2 per cent above the
1957 average rate.

Metal and ore imports into the United States con
tinued to expand despite a significant decline in the
output of durable goods industries, and although there
was a general decline in domestic mine production
3 per cent in copper, 4 per cent in zinc and 6 per cent
in lead-producer stocks rose substantially-13 per cent
in copper, 30 per cent in lead and 147 per cent in zinc
(see table 72). In the case of tin, which is not produced
locally, imports were 30 per cent below the 1956 level,
and stocks at the end of 1957 at much the same level as
a year earlier. In the case of copper, while imports were
maintained more or less at the 1956 level, exports were

Table 71. Primary Commodities: Indices of Gross Imports a into the United States
and Selected Countriesb in Western Europe in 1957

(1956=100)

United States
Commodity

Foodstuffs .
Meat .
Wheat .
Rice .
Maize .
Sugar .
Coffee .
Cocoa '" .
Tea .

Tobacco .
Agricultural raw materials .

Vegetable seeds and oils. . .
Animal oils and fats .
Rubber .
Wool .
Cotton .
Jute , .
Other vegetable fibres .

Iron ore .
Non-ferrous ores and metals .

Non-ferrous ores .
Copper .
Lead .
Zinc .
Tin .
Nickel .
Aluminium .

Fuels " " ..
Petroleum, crude .
Petroleum products .

Total of items listed

Value

102
127

98

108d

105
96
94

100
106

111

88
87

162
99
80

114
98

76e
10ge

12ge

741

11Ge
108'
120

}120
101

Volume

101
145

99

100
98
91

102
103

101

96
79

171
80
95

101

100e

114e

103e

901

100e

103

{...
. ..

lVestern Europeb

Value Volume

102 104
108 103
85 88
91 88
92 99

154 124
105 102
110 113
116 126
107 108
110 106
116 107
113 109
101 107
115 101
110 III
127 109
97 105

117
95 105

105 100
77 no
84 95
88 102

141 146
131 106
89 87

119
121
125
108 104

Source: United Nations Bureau of Economic
Affairs and national trade statistics.

• Imports c.i.f. and "special" for all countries
except United Kingdom, where they are "general",
apd ,~nited States, where they are "for consump
tlOn .

b Belgium, Federal Republic of Germany, France,
Netherlands, Norway, Sweden and United King
dom. In 1956 imports into these seven countries
accounted for 80 per cent of total imports in to

western Europe, and an even higher proport ion of
imports of primary commodities.

c Not imported in significant quantities .
I Value of feeds and fodders.
e Including the metal content of ores and con

centrates.
d Imports of tin concentrates practically cea sed

in 1957; the volume index of gross imports of metal
and concentrates combined is 73.

• Including bauxite.
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Source: United States Bureau of Mines, Mineral Industry
Survey; American Bureau of Metal Statistics.

• Change in smelter production. In the case of aluminium, the
decline in the output of domestic ore (bauxite) amounted to
368,000 short tons, dried equivalent.

Table 72. United States: Changes in Production,
Net Imports and Stocks of the Major Non-Ferrous

Metals in 1957 Compared with 1956
(Thousands of short tons, metal content)

almost 50 per cent higher so that net intake in 1957 was
about one-third less than in 1956. The increase in lead
and zinc imports seems to have been occasioned, at least
in part, by a fear in the minds of traders that action
would be taken by the United States Government to pro
tect marginal domestic mines from the full impact of
the decline in price by restricting in some way the
inflow of ore and metal from foreign sources.2 The
2 per cent decline in local aluminium output was ac
companied by a much greater decline (19 per cent)
in local bauxite production, while imports of bauxite
were one-fourth higher than in 1956.

As in the United States, gross imports of primary
commodities into western Europe were well sustained
in the second half of 1957. For the year as a whole the
value of such imports-excluding fuels-was 5 per cent
above the 1956 figure, reductions in cereals, hard fibres
and most of the non-ferrous metals having been more
than offset by increases in almost all other primary
products (see table 71). Among the agricultural com
modities particularly large increases occurred in the
imports of sugar, tea, fats and oils, cotton and jute.
Petroleum imports were more than one-fifth higher and,
despite the decline in many prices, the gross value as
well as the volume of imports of metals and ores was
actually greater in 1957 than in 1956, iron ore, nickel
and tin being largely responsible for the increase.

The expansion in tin imports reflects in part the
closing of the Longhorn smelter in the United States
and the consequent diversion of Bolivian concentrates

2 In Congressional hearings in June 1957 the Secretary of the
Interior referred to "the further threat to the lead and zinc
mining industries posed by the high level of import", and in
August the President asked the United States Tariff Commission
"to consider the situation for action under the escape clause of
the Trade Agreements Extension Act". See American Metal
Market, 5 June 1957, and United States Bureau of Mines,
Mineral Industry Survey: J1!lineral Market Report MMS No.
2738 (Washington, D. C.).

EXPORTS OF THE PRIMARY EXPORTING COUNTRIES

to western Europe, particularly the United Kingdom.
But another, and late in the year the principal, cause
of the expansion was the decline in tin prices which
brought the buffer stock into the London market as a
buyer. The imminence of export restraints-which were
in fact imposed in December, setting greatly reduced
export quotas for the first half of 1958-caused a
marked acceleration in the rate of shipments towards
the end of 1957. This is illustrated by imports into the
United Kingdom: in the five months ending 28 Febru
ary 1957 these had amounted to less than 700 tons
whereas in the corresponding period in 1957/58 they
were almost 13,000 tons.

Tin was not the only commodity whose imports into
the United Kingdom were appreciably higher in the
period October 1957 to February 1958. There was a
general rise in volume of non-ferrous metals and ores
except for aluminium and copper, which were one to
2 per cent lower-increasing the over-all index by about
one-fourth. Fuel imports were higher by almost the
same proportion, wood and pulp imports by about
3 per cent, agricultural raw materials by just under one
per cent and foodstuffs by a small fraction.

While the volume of primary commodity imports into
the United Kingdom in this period around the turn of
the year was 5 to 6 per cent above the corresponding
figure for 1956/57, the c.i.f. value of these imports was
about 7 per cent lower. If allowance is made for the
element in this change which is accounted for by the
decline in freight rates from the peak at which they
were at the turn of 1956/57, this disparity between
change in volume and change in value is one indication
of the extent to which the weakening trend in com·
modity prices had tended to reduce their unit value as
the year progressed. For 1957 as a whole this reduction
in unit value is reflected in a further decline in the rate
of expansion in the export earnings of the primary
exporting countries.

In the aggregate, exports from the primary exporting
countries, which increased by almost 5 per cent in
value between 1955 and 1956, increased by only 3 per
cent between 1956 and 1957. The number of countries
that failed to maintain export earnings rose from 30
per cent of the total in 1956-accounting for a fifth of
all exports-to 36 per cent in 1957-accounting for a
third of all exports (see table 73). These countries
were concentrated in two main groups: exporters of
metals and ores and exporters of coffee.

Exports from the metal and ore producing countries
tended to follow the course of investment in the indus
trial countries. After rising by 11 per cent between
1954 and 1955 and again between 1955 and 1956, they
were 9 per cent lower in 1957: reductions of 12 to 16
per cent in the Belgian Congo, Chile and Rhodesia-
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the copper producers-and Bolivia (tin) and southern
Korea (tungsten) more than offset expansion in Sierra
Leone (iron ore), Surinam (bauxite) and Tunisia.

Table 73. Primary Exporting Countries: Distribu
tion of Change in Value of Exports a

1956 1957b

Ratio Number of Value of Number of Value of
(preceding year = 100) countries exports countries exports

Less than 90 ..... 11 1,128 14 3,761
90 to 94.9 ....... 6 2,094 3 1,590
95 to 99.9 ....... 5 2,142 10 3,432
100 to 104.9 ..... 14 7,833 12 5,772
105 to 109.9 ..... 13 4,999 8 3,747
110 to 114.9 ..... 11 5,887 9 3,365
115 to 119.9 ..... 9 1,479 2 2,435
120 and over ..... 6 494 17 2,707

TOTALc 75 26,056 75 26,809

SOUTce: International Monetary Fund, International Financial
Statistics (Washington, D. C.).

• Valued in millions of dollars, Lo.b.
b Calendar year in most cases, but October-September in a

few of the smaller countries for which final quarter data were
not available.

• For list of countries see footnotes to table 74.

Among the coffee producers the lower export yields
reflected chiefly the decline in price and in the intake
of the principal (United States) market; but there were
also smaller crops in one or two cases and, later in the
year, supplies were withheld by some of the Latin
American countries in support of a minimum price.
The value of total exports was lower in 1957 than in
1956 not only in the major South American producers,
Brazil and Colombia, but also in Guatemala and Haiti
and in several African producers, including Kenya,
Madagascar and Tanganyika. Though exports were
higher in several of the smaller producers-Costa Rica,
EI Salvador and Uganda, for example-there was a 5
per cent reduction in the group's aggregate earnings
compared with a 6 per cent expansion between 1955
and 1956.

There appears to have been a slight decline-of one
per cent or less-in the total export earnings of the
cocoa, rice and cotton groups as well. In the case of the
cocoa group the lower prices received by Ghana and
Nigeria for the 1956/57 crop were partly responsible,
and when final figures for the last quarter of 1957 are
available they may wen show that the higher prices
received for the 1957/58 crop actuany raised receipts
for 1957 as a whole above the 1956 level. In the case
of the rice group, a rise in exports from Thailand just
failed to offset a decline in exports from Burma whose
rice shipments, however, were at approximately 1956
levels.

Exports from the cotton producing countries were
affected in the first instance by the massive expansion
in disposals from United States cotton stocks: the value
of United States cotton exports in 1957 was 45 per cent

greater than in 1956. This was enhanced in some cases
Pakistan, for example-by increased domestic consump
tion, or by the maintenance of unrealistic reserve prices
-as in Sudan, where it led to the accumulation of un·
sold stocks. In some countries-notably Mexico-a de·
cline in the cotton crop was a major factor. Expansion
in the exports from Egypt, Turkey, French Equatorial
Africa, Mozambique, Peru and Nicaragua-where cot·
ton crops were generally higher in 1956/57-was barely
sufficient to compensate for contractions in Mexico,
Sudan, Syria, Paraguay and Pakistan, and, in the aggre·
gate, group exports were fractionally lower in 1957
than in 1956.

All the other export groups registered an increase in
foreign exchange earnings between 1956 and 1957,
ranging from 3 per cent in the case of the rubber
exporters to 16 per cent in the case of the sugar ex·
porters (see table 74). Countries with lower exports in
these groups were the exceptions in which special forces
had limited the output of the principal product or there
had been a major decline in the earnings from sec·
ondary exports. Among the petroleum exporters, for

Table 74. Primary Exporting Countries: Indices of
Change in Foreign Trade

(Preceding year = 100)

Value of Value of
exportsa importsB.

Country group
exporting mainly 1956 1957 1956 1957

Metals and oresb .•......••.• III 91 105 108
Coffee· .................... 106 96 98 105
Cocoad .•••.....•.• '" ..••• 95 99 106 103
Cottone ................... 104 100 110 106
Rice! ...................... 103 100 109 125
Rubber- ................... 97 103 114 103
Petroleumh •..••....•••••.. 106 104 109 122
Tea i ...................... 97 106 119 117
Wooli ..................... 108 107 95 108
Fruitk .•.••....•.•.•.•••••. 101 113 110 122

SUf~~~i: ~e';e~ty:fi~~ ~~~~i;i~~
110 116 105 116
105 103 105 111

SOUTce: International Monetary Fund, International Financial
Statistics.

• Measured in dollars, exports Lo.b., imports c.i.L
b Belgian Congo, Bolivia, Chile, Korea (southern), Morocco,

Rhodesia and Nyasaland, Sierra Leone, Surinam and Tunisia.
• Angola, Brazil, Colombia, Costa Rica, El Salvador, Ethiopia,

French West Africa, Guatemala, Haiti, Kenya, Madagascar,
Tanganyika and Uganda.

d French Cameroons, Ghana, Nigeria.
eEgypt, French Equatorial Africa, Mexico, Mozambique,

Nicaragua, Pakistan, Paraguay, Peru, Sudan, Syria and Turkey.
! Burma and Thailand.
- Cambodia, Indonesia, Malaya and Singapore, North Borneo

and Viet·Nam.
b Aden, Brunei, Iraq, Netherlands Antilles, Sarawak, Saudi

Arabia, Trinidad and Venezuela.
i Ceylon and India.
j Argentina, Australia, New Zealand, South Africa and

Uruguay.
k Algeria, Ecuador, Honduras, Israel, Lebanon and Panama.
1 Barbados, British Guiana, China (Taiwan), Cuba, Dominican

Republic, Fiji, Guadeloupe, Jamaica, Mauritius, Philippines and
Reunion.
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example, Iraq and to some extent Saudi Arabia were
unable to maintain exports during the Middle East crisis
that closed oil pipelines and the Suez Canal. Among
the wool exporters, New Zealand experienced a signifi
cant reduction in earnings from dairy products which
kept total proceeds at the 1956 level, while in Uruguay
exporters held back supplies of wool in expectation of
more favourable exchange rates. A decline in exports
from Ceylon was mainly the result of smaller shipments
of coconut products. In the Philippines, whose sugar
was sold to the United States at a stable price rather
than on the free market where the price was much
higher in the first half of the year, the decline in total
export receipts, though somewhat less, was more widely
spread.

Offsetting in part the increase in the proportion of
countries that failed to maintain the 1956 level of ex
ports was an even larger increase-from 8 per cent to
23 per cent of the total-in the proportion of countries
registering an expansion in exports of 20 per cent or
more. These were concentrated to some degree in the
sugar group-Barbados, China (Taiwan), Cuba, Fiji,
Jamaica and the Dominican Republic-but they also
included small coffee exporters-Costa Rica and El Sal
vador-and other small countries such as Viet-Nam and
Cambodia (rubber and rice exporters), Sierra Leone
and Tunisia (mineral exporters) and Israel and
Panama (fruit exporters) as well as Egypt whose cotton
exports recovered somewhat in volume from the low
level of 1956. Australia, the leading wool exporter and
a major trading country, was also among those regis
tering a large increase in 1957-almost 17 per cent
above the 1956 figure. As a result, while the proportion
of countries whose exports expanded 15 per cent or
more rose from a fifth in 1956 to a fourth in 1957,
the proportion of total export proceeds accounted for
by this group rose from less than 8 per cent to more
than 19 per cent.

IMPORTS OF THE PRIMARY EXPORTING COUNTRIES

While the rate of expansion in exports from the
primary exporting countries as a whole slackened, the
rate of expansion in imports was significantly higher
between 1956 and 1957 (over 11 per cent) than between
1955 and 1956 (5 per cent). All groups participated
in this increase and the proportion of countries import
ing less than in the previous year declined from 32
per cent in 1956-accounting for more than one-third
of all imports-to 17 per cent in 1957-accounting for
less than one-sixth of all imports. At the other end of
the scale the proportion whose imports expanded by
15 per cent or more rose from less than 19 per cent
accounting for one-fifth of all imports-to more than
28 per cent-accounting for almost two-fifths of all
imports (see table 75) .

The largest relative gains were recorded by the rice,
fruit and petroleum exporting groups, reflecting in par-

PART II. CURRENT ECONOMIC DEVELOPMENTS

Table 75. Primary Exporting Countries: Distribu
tion of Change in Value of Imports a

1956 1957b

------
Ratio Number of Value of Number of Value of

(preceding year = 100) countries imports countries imports

Less than 95 ..... 16 6,692 7 2,027
95 to 99.9 ....... 8 2,773 6 3,727
100 to 104.9 ..... 10 3,361 6 752
105 to 109.9 ..... 12 4,170 20 7,159
110 to 114.9 ..... 15 5,328 15 5,464
115 to 119.9 ..... 4 714 10 5,178
120 and. over. .... 10 4,354 II 6,637

TOTAL" 75 27,392 75 30,944

SOUTce: International Monetary Fund, International Financial
Statistics .

• Valued in millions of dollars c.i.f.
b Calendar year in most cases, but October-September in a

few of the smaller countries for which final quarter data were
not available.

" For list of countries, see footnotes to table 74.

ticular the expansion of imports into Burma, Algeria
and Venezuela, but there was also a major increase in
the tea exporting group (notably India) and the sugar
exporting group (notably the Philippines and Cuba).
Some of the largest relative increases were registered by
countries whose exports actually realized less in 1957
than in 1956-Sudan, for example, and only slightly
less markedly, Argentina, Brazil and Chile (all with a
rise of more than 15 per cent) and Ceylon, New Zealand
and Rhodesia (with a rise of 10 to 12 per cent) .

In part this divergence between import and export
trends merely reflects the lag that customarily occurs
between changes in export proceeds and the consequent
changes in domestic incomes, in the demand for im
ported goods and in their ultimate arrival and re
cording. In 1957 this lag was reinforced rather more
than usual by other events and policies. Externally,
some delay in shipments was caused by the Middle East
crisis, as a result of which imports in the early months
of 1957 were enlarged somewhat by goods that might
otherwise have arrived in 1956. This factor affected
chiefly the trade between western Europe and southern
and south-eastern Asia and in the aggregate it was not
of major significance. The rise in imports in 1957 was
to a much greater extent the result of developments
within the primary exporting countries.

In some countries local producers were shielded to a
large extent from the effects of the decline in commo
dity prices-as in Brazil in respect of coffee and New
Zealand in respect of dairy produce. In others, there was
a determination to continue investment programmes
that had been started earlier, even when the high import
content of some projects involved a severe drain on
foreign exchange reserves-as in India and, to a less
extent, the Philippines and Rhodesia. In some countries,
local inflationary conditions and the associated high
levels of expenditure were largely responsible, espe-
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cially in countries such as Bolivia and Chile where
attempts were under way to dismantle the apparatus
of exchange and import control which had previously
been relied on to hold down the level of imports.
In others, the threat to the balance of payments em
bodied in the decline in commodity prices and the
failure of export earnings to rise was itself a potent
cause of higher imports-as in Argentina, Burma, New
Zealand and the Philippines, for example, where pri
vate imports were expanded in part through speculative
action in advance of a possible or probable tightening
of import controls.

Though the countries whose imports were less in 1957
than in '1956 were fewer in number and trading size,
they were widely distributed among the various export
groups. In many cases-Australia, Colombia, Indonesia
and Turkey, for example-the reduction reflects a reac
tion from a particularly high level of imports in pre
vious years induced by measures taken to protect ex-

change reserves. Balance of payments considerations
though not specifically on trade account-also lay be
hind a cutback in imports into Egypt and Syria on the
one hand and Morocco and Tunisia on the other.

CHANGES IN THE REGIONAL PATTERN OF TRADE3

Though the expansion in the value of exports from
the primary exporting countries was somewhat smaller

'This analysis is based on incomplete data. Trade statistics
showing origin and destination for the whole of 1957 were
available for one-third only of the primary exporting countries,
accounting for rather more than one-half of total trade. As indi
cated in tables 76 and 77, in most cases figures for shorter
periods of six to eleven months have had to be used. The direc
tional breakdown was also incomplete: some 3 per cent of total
exports and 2 per cent of total imports-and appreciably larger
proportions of the trade of individual countries and groups
could not be allocated regionally. The conclusions expressed in
the text are theTefoTe no mOTe than tentative, their validity
depending on the extent to which the trade pattern in the final
portion of the year conformed to that in the first portion and
the extent to which the unallocated trade was distributed in
the same way as that whose origin and destination were known.

Table 76. Primary Exporting Countries: Indices of Change between 1956 and 1957 m Exports to Various
Destinations

(Corresponding peTiod in 1956 = 100)

Centrally Southern and
Country group North Western planned Latin Middle south-eastern

exporting mainly Total· America Europe Japan countries America East Asia Oceania Africa

Metals and oresb •.•.• 92 85 87 191 43 96 31 144 101 93
Petroleumc .••••..••• III 117 126 140 129 97 101 30 55 112
Rubberd •.•••..•..•• 104 95 94 103 142 151 114 116 105 97
Cottone. " .......... 101 103 93 90 135 101 104 80 139 96
Woo}! .............. 109 94 107 125 109 112 69 109 123 III
Cocoa· ............. 98 79 101 * 389 100 100 * 59 92
Coffeeb .•.•••.••..•• 94 88 97 99 83 142 100 63 88 105
Tea i ............... 96 97 89 167 95 100 III 76 96 91
Rice i ............... 110 86 87 75 83 50 254 130 175 293
Sugark .•...•...•... 115 105 131 112 221 114 115 116 70 185
Fmit I .............. 112 105 113 133 126 127 134 100 75 92

TOTAlP' 105 99 102 III 124 106 103 106 110 106

1957
1,917

730
2,923
1,768
2,123

10,121
19,581

1956
1,691

734
3,015
1,770
1,864
9,597

18,671

6
4

11
11

7
20
59

Number of
countries

Number of
month.

6
8
9

10
11
12

6-12

and Uganda (10 months).
i Ceylon (12 months).
i Burma (6 months) and Thailand (10 months).
k British Guiana (12 months), China (Taiwan) (12 months),

Cuba (11 months), Dominican Republic (8 months), Jamaica
(11 months), Mauritius (9 months) and Philippines (12 months).

I Algeria (12 months), Ecuador (11 months), Israel (11
months), Lebanon (9 months) and Panama (11 months).

m Fifty-nine countries, accounting for about 87 per cent of
the exports of the ,rimary exporting countries included in
table 74. Because 0 normal trade lags, there are differences
between changes in exports to a given destination and in imports
into the countries in question; in particular, the indices of ex
ports to western Europe and North America are not necessarily
the same as the indices of imports into these regions from the
primary exporting countries.

Time coverage is distributed as follows:
Value of export,

(millions of dollars)

Source: United Nations, Direction of International Trade, a joint
publication of the Statistical Office of the United Nations, the
International Monetary Fund and the International Bank for
Reconstruction and Development.

Note: Asterisk denotes exports were zero either in 1956 or in
1957.

a These indices differ in varying degrees from those presented
in table 74 because of differences in country and time coverage.

b Belgian Congo (10 months), Bolivia (9 months), Chile
(8 months), Korea, southern (10 months), Morocco (9 months),
Rhodesia (12 months), Sierra Leone (9 months) and Tunisia
(6 months).

c Aden (12 months), Netherlands Antilles (9 months), Saudi
Arabia (6 months), Trinidad and Tobago (11 months) and
Venezuela (6 months).

d Cambodia (9 months), Indonesia (11 months), Malaya and
Singapore (12 months) and Viet-Nam (12 months).

e Egypt (12 months), French Equatorial Africa (11 months),
Mexico (11 months), Mozambique (8 months), Nicaragua
(12 months), Pakistan (10 months), Paraguay (12 months),
Peru (12 months), Sudan (12 months), Syria (9 months) and
Turkey (12 months).
r£flf Argentina (12 months), Australia (12 months), New Zealand
(9 months), South Africa (12 months) and Uruguay (9 months).

• Ghana (10 months) and Nigeria (8 months).
h Angola (10 months), Brazil (9 months), El Salvador (10

months), Ethiopia (6 months), Guatemala (6 months), Kenya
(10 months), Madagascar (10 months), Tanganyika (10 months)
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between 1956 and 1957 than between 1955 and 1956,
it was rather more general, all major regional destina
tions participating: 42 per cent of the net increment
went to the industrial countries, 21 per cent to the
centrally planned countries and 37 per cent to the
primary exporting countries themselves. The largest
relative increase was in exports to eastern Europe,
chiefly from the cotton and sugar exporting groups.
Among the principal advances in trade within the pri
mary exporting regions were substantial increases in
exports to southern and south-eastern Asia, principally
from the rubber, rice and wool groups-and to Latin
America, principally from the coffee, wool and rubber
groups (see table 76).

Though it accounted for over two-fifths of the abso
lute increment, the relative expansion in exports to the
industrial countries was small, except to Japan which
received substantially larger shipments, particularly
from the wool, petroleum and sugar groups. The in
crease in exports to western Europe, though little more
than 2 per cent, accounted for almost one-third of the
aggregate expansion. This increment also came largely
from the wool, petroleum and sugar exporting coun·
tries. The petroleum group was responsible for the only
significant increase in exports to North America; but
even along with gains of the sugar group-and to a
much smaller extent the cotton and fruit groups-this
was insufficient to offset reductions in exports from other
groups, notably the coffee exporters.

The decline in exports from the metal and are ex
porting group was concentrated largely in trade with
western Europe and North America; there were in
creases in shipments to Japan and to a smaller extent
southern and south-eastern Asia, reflecting in part a
greater intake by India. In contrast to this, the decline
in exports from the coffee exporting group was spread
over all three industrial regions and southern and south
eastern Asia as well; against this there was a slight ex
pansion of exports to other primary producing regions,
accounted for largely by a rise in trade within Latin
America. Exports of the tea group-represented here by
Ceylon only-declined to all destinations except Japan,
eastern Europe and the Middle East, the principal re
duction being in the value of shipments to western
Europe. The cocoa group registered advances in exports
to Europe-both western and eastern-but reductions to
most other destinations.

Exports of the other groups all rose, though the dis
tribution of gains by destination was by no means
uniform. The large increase from the wool group was
widely spread; shipments to North America-and on a
much smaller scale, the Middle East-were the only ones
that were lower in 1957 than in 1956. The petroleum
group registered considerable advances in exports to
industrial destinations, but little change in shipments
to Latin America and the Middle East-that is, largely
within the petroleum producing regions themselves-

PART U. CURRENT ECONOMIC DEVELOPMENTS

even though these were altered during the first part of
the year by transport and refining adjustments necessi
tated by the Suez crisis. Shipments to southern and
south-eastern Asia and Oceania from Aden and Saudi
Arabia were smaller, owing in part to the growth of
refining facilities in importing countries and the con
sequent change toward the lower-valued imports of
crude petroleum. The index in table 76 is inflated some
what by the upsurge in exports from Venezuela which
were one-fifth higher in the first half of 1957 than in
the corresponding period in 1956.

The expansion in exports from the sugar group was
spread over all regions except Oceania, with by far the
largest increase going to western Europe. The rise in
the rubber group's exports, by contrast, was confined
largely to the primary exporting regions-notably
southern and south-eastern Asia and Latin America
though there was also an increase in shipments to main
land China. Exports of the fruit group were higher to
almost all destinations, but by far the largest absolute
increase-more than three-fourths of the total-was in
shipments to western Europe. The expansion in exports
of the rice group, on the other hand, was concentrated
largely within the southern and south-eastern Asian
region-where several rice importing countries had
poorer harvests in 1956/57-though there were also
gains in shipments to other primary exporting countries,
especially Middle Eastern destinations. Lower 1957/58
crops in Burma and Thailand reduced exports very
substantially in .the last quarter of 1957, so that for the
year as a whole there was very little advance over
1956. Exports from the cotton group to the areas that
had expanded their imports of United States cotton in
1957-western Europe, Japan and southern and south·
eastern Asia-were significantly smaller than in 1956,
but this reduction was offset by a major expansion in
shipments to eastern Europe and the Union of Soviet
Socialist Republics and a small increase in exports to
North America.

On the import side, about 43 per cent of the over-all
increase between 1956 and 1957 was drawn from North
America. The chief expansion from this source was in
the imports of the petroleum and cotton exporting
groups, though there was a large increase in the imports
of the wool, metal and are and sugar groups, too, and
smaller increases in almost all the other groups (see
table 77). In every instance the increment in imports
from North America was larger than the increment in
exports to that region, the gap being largest in the case
of the petroleum, metal and ore, cotton, wool and coffee
groups.

Western Europe accounted for about one·third of the
aggregate increment; the advances were spread over all
the primary exporting groups except the metal and ore
and cotton groups, where there was a slight reduction,
but were greatest in the case of the fruit and wool
groups. The increase in imports from Japan was con-
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Table 77. Primary Exporting Countries: Indices of Change between 1956 and 1957 in Imports from Various
Sources

(Corresponding period in 1956 = 100)

Importing countries North Western
Centrally Southern and
planned Latin Middle south-eastern

classified by major export Totala America Europe Japan countries America East Asia Oceania Africa

Metals and oresb •.•.. 110 124 99 101 59 103 115 71 115 109
Petroleumc •••••••••• 129 179 130 126 105 113 105 83 78 102
Rubberd ••••••.••••• 104 99 107 97 105 57 176 102 108 78
Cottone............. 108 113 100 115 141 129 107 145 168 102
Woolf .............. 108 113 108 68 43 112 106 123 134 102
Cocoa· ............. 102 139 99 94 128 144 * 78 125 114
Coffeeb ••.•.•••••••• 105 105 107 92 79 104 111 123 93 131
Tea i ............... III 148 104 114 69 * 168 119 116 45
Rice i ............... 122 129 122 175 138 186 55 93 137 250
Sugark .•••.•••.•... 118 113 121 120 81 132 150 128 149 149
Fruit l .............. 125 113 130 132 139 105 94 105 50 121

TOTALm III 118 109 103 96 112 113 108 126 108

Source: See table 76.
Note: Asterisk denotes imports were zero either in 1956 or in

1957.
• These indices differ in varying degree from those presented

in table 74 because of differences in country and time coverage.
b Belgian Congo (10 months), Chile (8 months), Korea,

southern (10 months), Morocco (9 months), Rhodesia (12
months), Sierra Leone (9 months) and Tunisia (6 months).

c Aden (12 months), Iraq (6 months), Netherlands Antilles
(9 months), Saudi Arabia (6 months), Trinidad and Tobago
(11 months) and Venezuela (6 months).

d Cambodia (9 months), Indonesia (11 months), Malaya and
Singapore (12 months) and Viet.Nam (12 months).

e Egypt (12 months), French Equatorial Africa (11 months),
Mexico (11 months), Mozambique (8 months), Nicaragua (12
months), Pakistan (10 months), Paraguay (12 months), Peru
(12 months), Sudan (12 months), Syria (9 months) and Turkey
(12 months).

f Argentina (12 months), Australia (12 months), New Zealand
(9 months), South Africa (12 months) and Uruguay (6 months).

g Ghana (10 months) and Nigeria (8 months).
h Angola (10 months), Brazil (9 months), Colombia (11

months), Costa Rica (10 months), El Salvador (10 months),
Ethiopia (6 months), Guatemala (6 months), Kenya (10 months),

fined largely to the rice and sugar exporting groups;
these were partly offset by contractions in a number of
other groups, notably in the imports of the wool group.

The reduction in imports from eastern Europe and
the Soviet Union, in the face of a marked rise in the
exports of the primary exporting countries to this
destination, was largely the result of a decline in the
imports of the wool group-especially Argentina-and
to a less degree the coffee group from this source. The
change in the trade with the cotton exporting group,
on the other hand, was more nearly in balance, though
exports to eastern Europe and the Soviet Union in·
creased somewhat more than imports from the region
and the group's export balance with the region became
slightly more active. The cotton and rubber groups were
the ones to record significant increases in imports from
mainland China.

The increase in imports from southern and south·
eastern Asia-accounting for about 7 per cent of the
total increment and somewhat more than one-fourth
of that coming from the primary exporting sources
is largely accounted for by the wool, cotton and, to a

Madagascar (10 months), Tanganyika (10 months) and Uganda
(10 months).

~ Ceylon (12 months).
J Burma (6 months) and Thailand (10 months) .
k ~r~tish Guiana; (12 months), Chi~a (Taiwan) (12 months).

DomllllCan Republic (8 months), JamaIca (11 months), Mauritius
(9 months), Philippines (12 months) and Cuba (11 months).

1 Algeria (12 months). Israel (11 months) and Lebanon
(9 months).

mFifty.nine countries, accounting for about 87 per cent of
total imports of the primary exporting countries included in
table 74.

Time coverage is distributed as follows:

Value of exports

Number of Number of
(millions of doltars)

months countries 1956 1957
6 7 1,054 1,511
8 4 656 686
9 10 2,972 3,343

10 12 2,092 2,404
11 6 2,303 2,250
12 20 11,297 12,466

6-12 59 20,373 22,658

smaller degree, the sugar, rubber and tea groups, reflect
ing chiefly the movement of petroleum, jute, tea, rubber
and rice, particularly to Australia, Singapore, Pakistan
and Ceylon and the Philippines. There was a slightly
larger increase in imports from Latin America, due
mainly to trade within the region: the movement of
petroleum from Venezuela to the Netherlands Antilles
and the imports of Argentina and Cuba, and to a less
extent Brazil and Peru, of regional products. The rub
ber and wool exporting groups account for most of the
increment in imports from the Middle East, notably
petroleum. The principal element in the rise in imports
from Oceania-as in the case of Latin America-was
trade within the region, between Australia and New
Zealand in particular. There was also a sizable element
of intra·trade in the expansion in imports from Africa:
the metal and ore group-chiefly Rhodesia and the
Belgian Congo-accounted for much of the increment
in imports and the fruit group (chiefly Algeria) for
most of the remainder.

The expansion of trade within and among the pri
mary exporting regions played an important role in a
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year in which the growth of exports to the industrial
regions tended to slow down. Of the increase in exports
indicated in table 76, for example, the primary export
ing regions themselves accounted for only one-eighth
less than the industrial regions. Of the increment in ex
ports to the primary exporting countries, southern and
southeastern Asia took just over one-third, Latin Amer
ica between one-fourth and one-third, Africa one-sixth,
Oceania one-seventh and the Middle East the remain
ing 5 per cent.

The significance of this trade among the primary
exporting countries may be illustrated by some ex
amples of its major forms-entrepot trade, trade in
primary consumer commodities, in raw materials and
fuels, and in manufactured goods-in 1956 and 1957.

Singapore provides an example of two types of
entrepot trade-the performance of a direct commercial
function in the buying and selling of commodities and
the importation of raw material for processing prior
to re-export. In 1957, over one-third of the rubber ex
ports of Nlalaya and Singapore consisted of material
previously imported-chiefly from Indonesia and Sara
wak. Similarly, imports of tin ores and concentrates
chiefly from Thailand, Burma, Viet-Nam and Laos
constituted one-fifth by weight of the exports of tin
metal. More important in international trade is the move
ment of petroleum to and from such territories as Aden
and the Netherlands Antilles: it is imported as crude
and exported as refined petroleum products. Over 57
per cent of Aden's imports in 1957 came from the
Middle East, mostly in the form of crude petroleum,
while in the first three quarters of 1957 almost 80 per
cent of the $740 million of imports into the Nether
lands Antilles came from Latin America and almost
three-fourths from Venezuela. With the tendency for
petroleum refineries to be located increasingly in con
sumer countries and metal refineries increasingly at the
mine, this type of entrepot trade seems unlikely to
expand as rapidly as other intra-regional trade among
primary exporting countries, but at present it accounts
for a sizable fraction.

Trade in primary consumer commodities also takes
two principal forms. First, there is a considerable trade
in staple foods, with tropical countries importing wheat
from temperate zone countries, notably Argentina and
Australia, and high population density countries im
porting wheat-as in the case of Egypt-and rice, as in
the case of several of the countries of southern and
south-eastern Asia, from areas of relatively low popu
lation pressure, notably Burma and Thailand, more
than half of whose combined exports in 1956 and 1957
were to destinations within their own region. More
than one-fifth of Australia's wheat exports in 1957
went to India and Pakistan and more than half of its
wheat flour exports to Ceylon, Indonesia and Malaya
and Singapore. Similarly wheat from Argentina and
Uruguay goes in substantial quantities to Brazil which
in 1957 accounted for almost one-third of the exports
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of Argentina and well over half of those of Uruguay.
Though with the progress of agricultural development
projects in the food deficit countries this trade may
also decline, events in the past few years have shown
that for many of these countries self-sufficiency still lies
a good way off. With rising incomes the rural areas
themselves are absorbing larger quantities of cereals.
Moreover, adverse climatic conditions often raise total
import requirements, as is illustrated by the expansion
in rice trade between 1956 and 1957 over and above
grain shipments received from the United States by
India and Pakistan, for example.

The second main flow of primary consumer com
modities is in one respect a reverse of the first: it is the
flOlv of tropical products-particularly the beverage
crops and to a smaller extent spices and selected fruits
to the temperate zone countries. With population
growth and rising levels of income, this latter trade has
expanded measurably in recent years, though-except
in the case of tea-primary exporting countries still
account for relatively small proportions of the con
sumption of these products. In 1957, for example, only
about 7 per cent of all coffee exports but almost half
the tea exports from Ceylon were directed to other
primary exporting countries.

Trade in raw materials and fuels has been expanding
rather more rapidly. It is a function of the industriali
zation process in the primary exporting countries and
it involves such products as cotton and rubber, the non
ferrous metals and petroleum. With the growth of the
textile industry, automobile assembly and engineering
activities in the primary exporting countries, raw mate
rial imports, though still small by world standards,
have been increasing markedly. New petroleum refin
eries have been constructed in many of these countries
in recent years-Australia, India and South Africa, for
example-while imports of petroleum into such coun
tries as Argentina and Brazil account for a sizable pro
portion of total import expenditure.

Inter-trade in manufactures has also been expanding,
though it is still very much in an incipient stage. The
principal flows are from Australia to New Zealand,
from India and Hong Kong to other countries in the
southern and south-eastern Asian region, from South
Africa to Rhodesia and other African countries and
from Argentina, Brazil and Mexico to other Latin
American countries. In 1957 the ratio of exports of
manufactured goods (excluding non-ferrous metals) to
total exports from these countries ranged from one per
cent in Brazil and 4 to 5 per cent in Argentina and
Australia to 10 per cent in South Africa and over 40
per cent in India.

While the over-all increase in trade within the pri
mary exporting regions between 1956 and 1957 thus
helped to counteract the decline in the rate of expan
sion in exports to the industrial regions, it did little to
reduce the demand for imports from the industrial
regions and thereby to reduce the gap that developed
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between total exports to and total imports from those
regions. Of the net increment in imports into the pri
mary exporting countries between 1956 and 1957, over
three-fourths came from the industrial countries; the
proportions coming from other regions were all very
small: 7 per cent from Latin America, 6 per cent from
southern and south-eastern Asia, 5 per cent from the
Middle East, 3 per cent from Oceania, 2 per cent from
Africa and one per cent from eastern Europe and the
Soviet Union.

The ratio of exports of the primary exporting coun
tries to western Europe (measured Lo.b.) to imports
from that region (measured c.i.L) dropped from 102
per cent in 1956 to 97 per cent in 1957. In their trade
with North America, the primary exporting countries
registered a substantial deficit even in 1956; this in
creased considerably in 1957, the ratio of exports to
imports declining from 83 per cent to 69 per cent.
Only in the case of trade with Japan, among the indus
trial regions, did exports of the primary exporting
countries exceed their imports in both years-by 18 per
cent in 1956 and 26 per cent in 1957. The significance
of the rise in the. over-all deficit in the trade with the
industrial countries-from 5 per cent in 1956 to 13 per
cent in 1957-lies in the probability that the depend
ence of the primary exporting countries on imports
from the industrial countries will continue to increase
as development plans proceed.

THE EXTERNAL BALANCE

During the post-Korean cycle the balance of trade of
the primary exporting countries has grown progres
sively more passive, for though the value of total ex
ports has risen steadily the value of total imports has
risen more rapidly. This has been the situation not only
for these countries in the aggregate but also for most
of the export groups taken individually. The principal
interruptions in this expansion occurred between 1953
and 1954 when there were a number o'f reductions in
foreign trade, due in part to the United States recession.
The two groups not conforming to the pattern were
those exporting coffee and cocoa: in neither have ex
ports again realized as much as they did in 1954-the
year of boom in beverage crops. While imports into the
cocoa group have continued to rise, however-financed
in part by the reserves accumulated in earlier post-war
years-imports into the coffee group have been under
continued restraint because, despite a sizable inflow of
capital, reserves have remained inadequate in the face
of demand pressures swollen by domestic inflation.
Though there were single years of active balance in
the rubber and wool groups, two such years for the
cocoa group and three in the case of the coffee group,
the only group in which export earnings have been con
sistently above import costs is that exporting petroleum
(see chart 14).

SOUTce: IMF, International Financial Statistics.
For country composition of exporting groups see table 74.
a In millions of dollars, imports c.i.f., exports f.o.b.

IMPORTS



182

Among individual countries there was a widespread
tendency for imports to reflect changes in export earn
ings in the previous year, the import trend following the
export trend, usually with a lag whose length was a
function of the country's foreign exchange reserves,
its distance from its principal trading partners and the
extent to which the government maintained control over
imports. Such controls were in continuous effect in
countries experiencing chronic inflation, and in these
cases the movement of imports tended to be more
arbitrary. In countries with major development pro
grammes under way, imports have shown a persistent
upward trend quite independent of changes in export
proceeds. In some countries imports have been liberated
-at least temporarily-from the limits implicit in their
own export earnings by an inflow of foreign capital.
Though much of this capital has been directed toward
export industries-notably petroleum and certain metals
and ores-some has gone into import-substituting in
dustries. This has tended to change the composition of
imports into many of the primary exporting countries
but, in general, not their magnitude: since 1953 they
have risen in the aggregate by 31 per cent in value and
about 25 per cent in volume. Exports in 1957, however,
were only 15 per cent above the 1953 level in over-all
value and not more than 11 per cent greater in volume.

There was a marked widening of this gap between
imports and exports from 1956 to 1957 for, as pointed
out above, in addition to a small increase in the pro
portion of countries failing to maintain their export
earnings in 1957, there was a relatively large decrease
in the proportion whose imports were lower than in
the preceding year and an increase among those record
ing a major increase in imports. This situation is ana
lysed further in tables 78 and 79. Of the seventy-five
countries on which table 78 is based, 59 per cent con-
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tinued to show a passive balance of trade and in over
two-thirds of these there was a deterioration of the
balance between 1956 and 1957. In addition, 11 per
cent of all primary exporting countries moved from
surplus into deficit on trading account and a further
11 per cent returned a smaller surplus in 1957 than
in 1956.

The part played by higher imports in this change is
brought out by table 79. In only one group of countries
-those exporting chiefly metals and ores-did a decline
in export earnings contribute more than the expansion
in imports to the worsening of the balance of trade;
this reflects principally the decline in copper prices4

and was concentrated in Rhodesia, the Belgian Congo
and Chile. The only other group in which export earn·
ings were, in absolute terms, substantially smaller in
1957 than in 1956 was the one exporting largely coffee
and this was in part a result of the withholding of
coffee from the world market by Brazil and Colombia
in an effort to maintain price.5

The rubber group was the only one in which the
expansion in imports was more or less paralleled by the
expansion in exports. For the rest, the balance of trade
showed a marked deterioration, and was passive for all
groups except that exporting petroleum, and in this
group the rise in imports was great enough to reduce
the active balance by more than 40 per cent. The pro
portion of countries whose ratio of trade balance to

• On the London Metal Exchange the average price of standard
electrolytic wirebars was 33 per cent lower in 1957 than in 1956,
and there was a comparable decline on the New York market.

5 On the New York market there was a fairly steady decline
in coffee prices during the year, and compared with the 1956
average the 1957 average was 2 per cent lower in the case of
Brazilian Santos No. 4 and 14 per cent lower in the case of
Colombian Manizales (but 5 per cent higher in the case of
Angolan Ambriz).

Table 78. Primary Exporting Countries: Distribution of Change in Balance of Tradea

Number of coun/ries in which, in relation to 1956, the balance of track- in 1957
Coun/ry group

exporting mainlyb

Petroleum .
Rubber .
Coffee .
Rice .
Wool. .
Sugar .
Cocoa .
Metals and ores .
Cotton .
Tea .
Fruit. .

Total countries
Total trade in 1956·

Was
more
active

4
1
4

1

1
11

4,730

Movedfrom
passive to

active

1

1
2

4
6,758

Was
less

passive

1
1
1

4
1
2
4

14
4,769

Was
less

active

2
1
1

2
1

1
8

6,508

Moved from
active to
passive

1
1
1
2

1
1
1

8
9,853

Was
more

passive

1
1
5
1
2
4
2
4
5
1
4

30
21,331

Source: International Monetary Fund, Interna
bional Financial Statistics.

• Exports £.o.b. minus imports c.i.f.

b For country composition of these groups see
table 74.

o Exports f.o.b. plus imports c.i.£. in millions of
dollars.
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Table 79. Primary Exporting Countries: Changes in the Balance of Trade

Change belween 1956 and 1957 Balance of lrade
in millions of dollars as percentage

Counlry group Balance
of lolallradeo

exporting mainlya Exporlsb Importsb of Iradeb 1956 1957

Petroleum................ 188 773 -585 17 9
Rubber .................. 77 79 -2 -3 -3
Coffee ................... -122 165 -287 1 -4
Wool .................... 368 420 -52 -5 -6

~~~~:'. '. '. ::::::::::::::::: 269 320 -51 -9 -9
-10 24 -34 -7 -9

Rice ..................... -2 138 -140 1 -10
Cotton ..... " ....... " ... -10 210 -220 -10 -13
Metals and ores ........... -209 206 -415 -6 -14
Tea ...................... 103 349 -246 -11 -16
Fruit .................... 106 368 -262 -35 -38

Total and average 758 3,052 -2,294 -3 -7

Source: International Monetary Fund, International Financial Statistics.
a For country composition of these groups see table 74.
b Exports £.o.b., imports c.i.f.
C Exports plus imports.
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total trade was negative and -II per cent or more rose
from 36 per cent in 1956 (accounting for 30 per cent
of total trade) to 47 per cent in 1957 (accounting for
43 per cent of total trade), while at the other end of
the scale the proportion in which that ratio was positive
and II per cent or more dropped from 15 per cent of
both countries and trade to 9 per cent of the countries
and II per cent of the trade (see table 80). There was
some tendency for increases in trade surplus to be con
centrated on petroleum and coffee exporting countries,
but increases in deficit were widely scattered, both
geographically and in respect of the principal com-
modity export. .

A major part of the deterioration in the balance of
trade of the primary exporting countries-especially in
the case of the tea, rubber and cotton exporting groups
-was due to a more or less universal rise in average
import prices between 1956 and 1957, corresponding

in varying degrees to the rise in the index of prices of
manufactures entering international trade and in the
index of unit value of exports from the industrial
countries. This increase was particularly great in the
countries of southern and south-eastern Asia which
were most affected by the closing of the Suez Canal,
but it was also marked in some of the countries in which
transport expenses are a significant element in the cost
of imports and, because of liner or conference arrange
ments, did not decline in the course of the year from
the higher levels fixed at the time of the Middle East
crisis. In several countries-notably Egypt-import
prices were affected by changes that occurred in the
direction of trade, but in most instances this was ac
companied by a corresponding change in export prices
offsetting in some degree its effect on the terms of trade.
The average increase in the unit value of imports of
all primary exporting countries was in the vicinity of
4 per cent.

Table 80. Primary Exporting Countries: Distribution According to Relative Magnitude
of Trade Balance

Ratio of balance of Irade
10 lolallrade'
(percenlage)

Number of
countries

1956

Tolal/rade
(millions of

dollars)
Number of
countries

1957

Tolallrade
(millions of

dollars)

-31 and over. . . . . . . . . . . . . . . . 6
-21 to -30.. .. 8
-11 to -20................. 13
-6 to -10. . . . 10

oto -5................. 12
oto 5. . . . .. 13
6to 10 2

11 to 20................. 6
21 and over. . . . . . . . . . . . . . . . 5

TOTALb 75

1,863
2,301

12,181
7,138
9,501
9,670
3,160
2,464
5,671

53,949

7
7

21
7

10
11
5
4
3

75

3,682
2,347

18,983
2,828

10,709
6,461
6,596
4,733
1,419

57,758

Source: International Monetary Fund, International Financial Statistics.
a Exports £.o.b. minus imports c.i.£. divided by exports plus imports.
b For list of countries see footnotes to table 74.
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In the aggregate-though not, of course, for indi
vidual countries-none of the deterioration in the bal
ance of trade was due to the movement in export unit
values; indeed, the index of export unit values of all
non-industrial countries averaged about one per cent
higher in 1957 than in 1956.6 Nor was any decline in
quantum of exports responsible for the rise in the trade
deficit: on the contrary, the export quantum in 1957
was between 2 and 3 per cent above the 1956 level,
giving an increase-at 1956 prices-of about $500
million. The principal factor was the increment in im
port quantum: this was of the order of $1.8 billion at
1956 prices, though at current prices total imports rose
by over $3 billion.

6 As indicated at the beginning of this chapter, the price index
of primary commodities in international trade, while declining
by 7 per cent between the first and last quarters of 1957, was
actually 2 per cent higher on the average than in 1956. Being
heavily weighted by petroleum aud cereals (which because of
special pricing and marketing arrangements, price support pro··
grammes and other reasons are not subject to sudden and major
price changes) and seriously under-weighted in respect of non
ferrous metals (whose prices are especially volatile in times of
change in the level of investment) , this index is not a very sensi
tive measure of the sort of price changes which have charac
terized the recent boom and current recession. On the other
hand, it is probably somewhat less insensitive than an index of
unit value of exports averaged over all primary exporting
countries, influenced to a greater extent as the latter necessarily
is by longer-term contractual arrangements. Such an index of
unit value indicates an increase of about one per cent between
1956 and 1957, while a similar index covering only thirty-four
countries-but including the major copper exporters and under
weighting in varying degrees petroleum, fruit and cocoa ex
porters-registers no change between 1956 and 1957.
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The incidence of price changes and movements in
export quantum and in the capacity to import generated
by exports varied considerably from one group of
countries to another. This is chiefly because there were
major divergences in the movement in average export
prices (see table 81). At the one extreme are the
countries exporting mainly sugar whose terms of trade
improved markedly, especially among those that were
able to sell on the free mm-ket in the first half of the
year. At the other extreme are the countries exporting
mainly non-ferrous metals-particularly copper-whose
terms of trade showed the greatest deterioration. There
was also some deterioration-though of smaller dimen·
sions-in the terms of trade of most of the other groups,
with the exception of the wool exporters, and the aver·
age for all primary exporting countries was about
3 per cent below the 1956 figure.

The rise in the unit value of exports in the sugar
group was sufficient to convert a decline in quantum
notably in Cuba and the Philippines-into a rise in total
receipts. Conversely, the decline in unit value of exports
in the metal and ore group was sufficient to convert a
rise in quantum-notably in the copper exporting coun
tries-into a decline in total receipts. Like the sugar
group, the coffee group also exported less in 1957 than
in 1956; in this case, however, the reduction in quan
tum was accentuated by a decline in unit value, espe·
cially in Colombia and EI Salvador.

The cocoa group-represented in table 81 only by
Ghana-also experienced a reduction in unit value of

Table 81. Primary Exporting Countries: Indices of Export and Import Value and Quantum and Terms of
Trade, 1957
(1956=100)

Exports

Country group Total Unit
exporting mainly valuea. Quantum value

Metals and oresb .•••••.•.••.•. 86 106 81
Tea" ........................ 106 106 100
Cocoad ..••••.. , •... , ••..•... 97 103 94
Rubber· ..................... 103 103 100
Coffee! ...................... 95 98 97
Riceg •••••••••••••••••••••••• 100 102 98
Petroleumh .•...••••.•••.•••• 104 105 99
Cotton i ...................... 101 99 102
Fruit; ....................... 115 112 103
Woolk ...................... 108 105 103
Sugar l ...................... 113 98 115

Average, thirty-four countriesm 103 103 100
Average, all primary exporting

countries ................ 103.5 102.5 101.0

Source: United Nations Bureau of Economic Affairs; Statistical
Office of the United Nations, Monthly Bulletin of Statistics.

• Because of differences in country coverage, these indices
differ in varying degree from those presented in table 74.

b Belgian Congo, Bolivia, Chile, Federation of Rhodesia and
Nyasaland.

" Ceylon, India.
d Ghana (9 months only).
• Indonesia, Malaya and Singapore, Viet-Nam.
! Brazil, Colombia, Costa Rica, EI Salvador, Guatemala.

Imports

Total Unit Capacity Terms of
value l1 Quantum value to import trade

113 110 103 83 79
117 109 108 98 92
109 107 102 95 92
103 96 107 96 93
105 104 101 94 96
125 122 102 98 96
141 137 103 101 96
105 100 105 96 97
94 91 103 112 100

105 103 102 106 101
116 114 102 III 113
111 107 104 99 96

110.9 106.9 103.7 99.8 97.4

g Burma, Thailand.
h Iraq, Venezuela.
i Egypt, Mexico, Nicaragua, Pakistan, Peru, Turkey.
i Ecuador.
k Australia, New Zealand, Union of South Africa, Uruguay.
1 China (Taiwan), Cuba, Dominican Republic, Philippines.
m In 1956 these countries accounted for 74 per cent of all

exports and 73 per cent of all imports of the seventy-five
primary exporting countries represented in table 74.
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Table 32. Primary Exporting Countries: Distribu
tion According to Change in Official Gold and

Foreign Exchange Holdings a

-31 and over ....... 3 23 7 1,220
From -11 to -30 ... 5 2,631 15 3,359
From -1 to -10 ... 8 2,824 5 2,596
From 1 to 10 ... 14 3,367 7 2,298
From 11 to 30 ... 11 3,469 6 509
31 and over ......... 3 1,390 5 3,195

TOTALc 46d 13,785 46 e 13,189

aggregate holdings, while the proportion experiencing
major losses of reserves-of more than 10 per cent
was almost three times greater in 1957 than in 1956
(see table 82). One result of this was a doubling
from 9 per cent at the end of 1956 to 18 per cent at the
end of 1957-of the proportion of countries whose offi·
cial reserves would finance less than two months'
imports at average 1956-1957 rates.

The most marked change in the movement of reserves
took place in the groups exporting metals and ores
(reflecting the decline in copper earnings in the Belgian
Congo, Chile and Rhodesia), coffee (as a result of the
deteriorating trade balance in Brazil), sugar (largely
because of a reversal in the Philippines) , cotton (where
the reversal affected several countries, including
Mexico, Pakistan and Peru) and rice (owing to a rapid
rise in imports into Burma). There was a further and
larger reduction in reserves in the tea exporters, an
expansion in imports being largely responsible in both
Ceylon and India. The increase in reserves that took
place in the wool exporting group was entirely due to
developments in Australia where imports were reduced

End-oj-year
Number holdings

oj (millions oj
countries dollars)

1957

End-oj-year
Number holdings

oj (millions oj
countries dollars)

1956

Percentage change
during the yearb

Source: International Monetary Fund, International Financial
Statistics; Belgian Congo: Banque centrale, Bulletin de la banque
centrale du Congo beige et du Ruanda-Urundi (Leopoldville);
Rhodesia and Nyasaland: Central African Statistical Office,
Monthly Digest of Statistics (Salisbury); United Kingdom:
Colonial Office, Colonial Digest of Statistics (London).

a Including changes in the net foreign assets of commercial
banks in Rhodesia and in the sterling balances of United King
dom dependencies.

b Year ending 31 December in all instances except (in 1957)
Mexico, Syria and Uruguay, for which it is the eleven months
ending 30 November, and Bolivia and the United Kingdom
dependencies, for which it is the year ending 30 June. In total
though not necessarily in respect of any individual regional
component-there was very little change in the sterling holdings
of these dependencies during the second half of 1957.

c In the absence of recent detailed statistics regarding sterling
balances, the United Kingdom dependencies have been incor
porated on a regional basis instead of as individual territories.
Dependencies in the West Indies have been incorporated as a
unit in the sugar exporting group, those in West Africa as a unit
in the cocoa exporting group, those in East Africa as a unit in
the coffee exporting group and Malaya-Singapore-North Borneo
as a unit in the rubber exporting group.

dTwo countries registered no change.
e One country registered no change.

exports, at least over the first three quarters of the year;
since cocoa prices rose fairly steadily after March and
the average for 1957 was about 15 per cent above the
1956 figure, the unit value index of exports for the
year as a whole was probably appreciably higher than
the nine-month average of 94 shown in table 81. The
decline in unit value in the petroleum group-repre
sented in table 81 by Iraq and Venezuela-seems to have
been the result of a change in the composition of
exports: the average price of crude petroleum from
Venezuela was about 10 per cent higher in 1957 than
in 1956 but the Middle East crisis occasioned a major
increase in the volume of crude petroleum exported in
the first half of the year, thereby reducing the relative
importance of exports of higher value refined products.

The slight decline in the quantum of exports from
the cotton group was the result of lower export volume
from Mexico and Pakistan. In the case of Pakistan
though not of Mexico-this was offset by a rise in unit
value, but the principal gain in unit value in this group
was recorded by Egypt, despite the 13 to 15 per cent
reduction in the average price of Ashmouni and Karnak
cottons on the Liverpool market. This reflects the
change in the direction of trade-in favour of eastern
Europe and the Soviet Union-but, as indicated above,
it was offset to some extent by an increase in import
unit values, which helped to reduce the terms of trade
index for the cotton group as a whole to 3 per cent
below the 1956 level.

In the aggregate it is probable that the primary ex
porting countries' capacity to import was much the
same in 1957 as in 1956: it was appreciably higher for
the fruit, sugar and wool groups but appreciably lower
for the cotton, rubber, coffee and metal and ore groups.
Against this, the actual expansion in imports was both
more general and of greater dimensions. This expan
sion in imports beyond the limits indicated by the
movement in capacity to import was met in part by
increased foreign borrowing and in part by the running
down of exchange reserves.

The part played by reserves

The official gold and foreign exchange holdings of
the primary exporting countries-which had increased
by more than 2 per cent in 1956-declined by more than
4 per cent during 1957. Venezuela received by far the
largest accession to its reserves in both these years;
this was due largely to special transactions regarding
concessions in petroleum-bearing regions. If Venezuela
is omitted from the total, reserves of the remaining
primary exporting countries are seen to have declined
in both years-by one per cent in 1956 and by 8 per
cent in 1957.

The proportion of countries registering a decline in
reserves increased from 35 per cent in 1956-represent
ing less than two-fifths of total year-end holdings-to
59 per cent in 1957-representing well over half of



186

slightly in the face of a major rise in export proceeds.
The decline in the rate of expansion in reserves of the
petroleum exporting group reflects the difficulties of
some of the Middle East countries-especially Iraq
which served to offset the gain in Venezuela where, as
indicated above, there was a further large inflow of
foreign capital (see table 83).

Table 83. Primary Exporting Countries: Changes
in Official Gold and Foreign Exchange Holdings

Percentage change oi1icial reserves as
Country group in official percentage of average

exporting mainly reserves during 1956-1957 imports

1956 1957 End 1956 End 1957

Cocoa· ........... -5 -3 196 199
Petroleumb .•.••.. 49 28 68 87
Rice o •••••••••••• 11 -2 68 67
Rubberd ••••••.••• -2 -1 58 57
Cottone .......... 3 -12 58 51
Coffee! ........... 8 -8 55 51
Sugar" ........... 5 -6 51 49
Teah ..•........•. -21 -33 71 47
Wooli ............ -1 4 37 39
Fruiti ............ 2 26 26
Metals and oresk ... 18 -30 37 25

TOTAL 3 -4 56 53

Source: See table 82 for source and definitions.
• Ghana, Nigeria and Sierra Leone.
b Iran, Iraq and Venezuela.
c Burma and Thailand.
d Indonesia, Malaya-Singapore-North Borneo, and Viet-Nam.
eEgypt, Mexico, Nicaragua, Pakistan, Peru, Syria and Turkey.
! Brazil, Colombia, Costa Rica, EI Salvador, Ethiopia, Guate-

mala, Kenya, Tanganyika and Uganda.
"Barbados, British Guiana, China (Taiwan), Cuba, Dominican

Republic, Jamaica, Philippines and Trinidad.
h Ceylon and India.
i Argentina, Australia, New Zealand, South Africa and

Uruguay.
i Ecuador, Honduras, Israel, Lebanon and Panama.
k Belgian Congo, Bolivia, Chile, southern Korea and Rhodesia.

PART II. CURRENT ECONOMIC DEVELOPMENTS

The part played by capital movements

The over-all strain on the reserves of the primary
exporting countries, imposed by the deteriorating trade'
balances, was mitigated to a considerable extent by an
inflow of capital. This inflow appears to have been ap
preciably larger in 1957 than in 1956 not only in the
aggregate but also from each of the principal sources.

The net outflow of capital from the United States
to the primary exporting countries was about one-sixth
greater in 1957 than in 1956, the movement of long
term capital being almost 30 per cent greater. In addi
tion, there was a 6 per cent increase in unilateral trans
fers (exclusive of military items). The major compo
nent of long-term capital was direct private investment
and the net increase in this was more than 40 per cent.
Net short-term movements were somewhat smaller than
in 1956 and repayments of long-term capital somewhat
larger, but the aggregate net outflow of funds, at almost
$3.7 billion, was about 10 per cent greater (see
table 84).

Latin America was again the chief recipient of United
States capital: in 1957 it accounted for about two-thirds
of the over-all net movement to primary exporting
countries compared with about one-half in 1956. The
outflow of long-term capital to Latin America was run
ning at almost double the 1956 rate.7 This expansion
stands in marked contrast to the rate of new investment
in other regions: there was a small absolute increase
in the movement of long-term capital to western Euro
pean dependencies, a sizable net repayment of capital

7 Since the extraordinary concession payments to Venezuela
though well over $300 million in 1957-were on more or less the
same scale as in 1956, the increase in the net capital outflow to
other Latin American countries was relatively much greater
than this. .

Table 84. Capital Movements between the United States and the Primary Exporting Regions, 1956 and 1957"
(Millions of dollars)

Independent Western All other
countries of European primary exporting

Type of movement Total Latin America sterling area dependencies countriesb

----
1956 1957 1956 1957 1956 1957 1956 1957 1956 1957

Private capital, total .... 1,268 1,586 826 1,299 59 1 36 49 347 237
Direct investments, net 839 1,179 612 1,008 33 7 35 65 159 99
New issues .......... 78 65 25 13 53 52
Redemptions ......... -24 -23 -8 -9 -15 -13 -1 -1
Other long-term, net .. 55 128 63 123 15 -17 -7 -13 -16 35
Short-term, net ...... 320 237 159 177 1 11 8 -3 152 52

Government capital, total 543 529 97 145 158 198 -2 -1 290 187
Long-term........... 408 608 118 301 73 58 217 249
Repayments ......... -178 -432 -126 -155 -21 -171 -1 -1 -30 -105
Short-term, net ...... 313 352 105 -1 106 311 -1 103 43

Total, net movement .... 1,811 2,115 923 1,444 217 199 34 48 637 424
Long-term capital. .... 1,178 1,526 659 1,268 110 -112 27 45 382 329

Unilateral transfersd .... 1,464 1,552 121 157 199 176 27 33 1,117 1,186

Source: United States Department of Commerce, Survey of b Including Japan.
Current Business (Washington, D.C.), March 1958. c Less than $500,000.

• Figures for 1957 are preliminary. d Excluding military transfers.
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by independent sterling countries and a 14 per cent
,decline in long-term investment in other primary ex
porting countries. Among the latter, however, were
several countries which were again recipients of aid on
a large scale: almost $1.2 billion (6 per cent more than
in 1956) went to countries in southern and south-eastern
Asia and the Middle East.

The net outflow of long-term capital from the United
Kingdom was also significantly higher in 1957 than in
1956. The net total in 1957 appears to have been of the
order of £260 million compared with £160 million in
1956.8 Part of this increase is accounted for by the
switching from sterling assets to dollar securities by
non-residents through the so-called "Kuwait gap",
which reached its peak in mid-1957 before being halted
by official action. The bulk of the flow, however-and
most of the increase-appears to have gone to the pri
mary exporting countries of the sterling area, espe
cially in the form of direct private investment-new
stock flotations on the London market having been
reduced by local monetary restraint and high rates of
interest-or the running down of sterling holdings by
one or two countries, notably India. The high rates of
interest seem to have been instrumental in attracting to
the United Kingdom a reverse flow of short-term funds
from var}ous sources, including primary exporting
countries. This had the effect of putting upward pres
sure on interest rates in a number of sterling countries.
In South Africa this tendency was resisted in 1956 and

again in 1957-when the gap between United Kingdom
and local interest rates again widened-by an embargo
on short-term capital transfers by residents.

Other western European countries also appear to
have invested more abroad in 1957 than in 1956.9 The
outflow of long-term capital from the Federal Republic
of Germany, for example, is estimated to have reached
the equivalent of $185 million, almost one-half of which
seems to have gone to primary exporting countries.
There was a similar, if smaller, rise in Belgium where
in the first half of the year the movement of private
long-term capital was running at the equivalent of
$118 million, 15 per cent above the corresponding 1956
rate. Part of this outflow was to the Congo where it
helped to offset the depletion of official reserves.

There was also an appreciable volume of lending by
Czechoslovakia and the Soviet Union though this was
concentrated on a small number of countries: India
and Indonesia in 1956 and Egypt, India and Syria in
1957. Along with a small credit to Burma made early
in 1958, the 1957 loans appear to have amounted-at
the official rate of exchange-to somewhat less than $60

8 The 1956 figure is net of the £60 million received from the
sale of the Trinidad Oil Company, but even if allowance is made
for this exceptional transaction the increase in capital outflow
between 1956 and 1957 is still quite marked.

9 For more detailed estimates of the flow of funds to the pri
mary exporting countries, see United Nations, The International
Flow of Private Capital, 1957.

Table 85. Primary Exporting Countries: Transactions" with the International Bank for Reconstruction and
Development and the United States Export-Import Bank

(Millions of dollars)

1956 1957
Amount Amount

Institution and Loans (net undisbursed Loans (net undisbursed
borro1jJing of can- Disburse- Repay- Net 31 December of can- Disburse- Repay- Net 31 December

regton cellations) ments ments outgoings 1956 cellations) ments ments outgoings 1957

IBRDb
Latin America .... 71.3 95.2 15.6 79.6 210.2 21.4 81.9 21.4 60.5 149.7
Middle East ..... 9.2 0.7 8.5 36.9 74.8 6Ll 1.4 59.7 50.6
Southern and

south-eastern
Asia.......... 117_8 55.3 8.1 47.2 196.4 256.9 121.7 8.3 113.4 331.6

Mrica .......... 80.0 24.1 11.9 12.2 98.0 B4.4 32.0 15.3 16.7 150.4
Oceania ....... " 59.2 35.9 3.1 32.8 59.2 23.5 8.8 14.7 35.7

TOTAL 328.3 219.7 39.4 180.3 600.7 437.5 320.2 55.2 265.0 718.0
Export-Import Bank

Latin America .... 360.8 69.4 113.0 -43.6 673.8 224.6 234.5 124.6 109.9 663.9
Middle East. ..... -0.4 14.8 6.7 8.1 45.4 0.9 6.5 16.5 -10.0 39.7
Southern and

south-eastern
Asia .......... 64.8 13.8 6.6 7.2 97.9 7.0 4.9 6.7 -1.8 99.8

Africa .......... -3.8 21.8 10.2 11.6 51.2 -1.9 14.0 13.1 0.9 35.3
Oceania......... 0.4 13.1 1.5 11.6 3.5 -3.4 2.1 -2.1 0.1

TOTAL 421.8 132.9 138.0 -5.1 871.8 227.2 259.9 163.0 96.9 838.8

Source: International Bank for Reconstruction and Develop- s Including IErticipation by other lending institutions, except
ment, Eleventh Annual Report, 1955-1956, Twelfth Annual Re- in the case of xport-Import Bank loans carried by commercial
port, 1956-1957 and sutplements, and press releases; Interna- banks at their own risk.
tional Monetary Fund, nternational Financial Statistics; United b Including loans which have required further action by bor-
States Export-Import Bank, Semi-Annual Report to Congress. rower or guarantor (or both) before becoming effective.
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Table 86. Primary Exporting

PART H. CURRENT ECONOMIC DEVELOPMENTS

Countries: Transactions with the International Mone
tary Fund

(Millions of dollars)

1956 1957

Gross Repay- Net Gross Repay- Net
Country borrowing ments borl'owiriga borrowing ments borrowinga.

Latin America ................. 21.4 28.2 -6.8 204.6 47.2 157.4
Argentina ................... 75.0 75.0
Boliviab..................... 3.0 3.0 1.0 1.0
Brazil ...................... 28.0 -28.0 37.5 37.5
Chileb...................... 0.2 -0.2 31.1 12.3 18.8
Colombiab............ , ...... 5.0 5.0
Cubab...................... 12.5 12.5 35.0 22.5 12.5
Ecuador .................... 5.0 5.0
El Salvador .................. 2.5 2.5 2.5 -2.5
Haiti ....................... 1.0 1.0
Honduras ............ , ...... 6.2 2.5 3.7
Nicaraguab ....••.•••• , •.•••• 1.9 1.9 3.8 1.9 1.9
Paraguayb ............ , ...... 1.5 1.5 4.0 0.5 3.5

Middle East ................... 34.7 11.9 22.8 32.3 7.0 25.3
Egypt ...................... 15.0 15.0 15.0 15.0
Iran ........................ 19.7 11.9 7.8
Israel ....................... 3.8 3.8
Turkey ..................... 13.5 7.0 6.5

Southern and south-eastern Asia .. 75.0 27.5 47.5 200.0 200.0
Burma...................... 15.0 15.0
India ....................... 12.5 -12.5 200.0 200.0
Indonesia ................... 55.0 15.0 40.0
Philippines .................. 5.0 5.0

Total, primary exporting
131.1 67.6 63.5 436.9 54.2 382.7countries ...........

Source: International Monetary Fund, International Financial Statistics.
• Minus sign indicates net repayment.
b Amounts available from stand-by credit arrangements:

31 December
1955

Bolivia .
Chile .
Colombia .
Cuba .
Nicaragua .
Paraguay .
Peru.......... 12.5

31 December
1956
4.5

35.0

12.5
1.9

12.5

.11 December
1957
3.5

16.2
25.0

3.8
2.0

12.5

million from Czechoslovakia and somewhat more than
$300 million from the Soviet Union.

For some of the primary exporting countries there
were also significant changes in the state of commercial
indebtedness. In the case of Argentina and Colombia,
for example, there was probably a net liquidation of
arrears on trading accounts in the course of the year.
In Brazil, on the other hand, commercial debts seem to
have increased in total. This was true in India also
where there was a concerted effort to obtain long-term
credits from suppliers of capital equipment-particu
larly in the Federal Republic of Germany and the
United Kingdom-as a means of slowing down the rate
at which the second five-year plan was exhausting for
eign exchange reserves. In Turkey there was actually a
gain in official reserves, but this was achieved at the
cost of increasing externalliabiIities, including a deficit
of almost $61 million with the European Payments
Union.

Two of the principal institutions through which the
primary exporting countries are able to borrow dollars
and to a less extent other currencies to finance specific
investments-the International Bank for Reconstruction
and Development (IBRD) and the United States
Export-Import Bank-both recorded a sizable increase
in their transactions with these countries in 1957.
In the case of the IBRD, loans negotiated (minus can
cellations) were one-third higher than in 1956, actual
disbursements (minus repayments) almost one-half
higher, and amounts awaiting disbursement at the end
of the year about one-fifth higher. The main expansion
in new loans as well as in net disbursements was to
Asian and Middle Eastern countries, notably India,
Iran and Thailand (see table 85) .

Operations of the United States Export-Import Bank
in 1957 differed in several respects from those in 1956.
In 1957 new loans (minus cancellations) were con
fined almost exclusively to Latin America whereas in
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1956 there had also been a sizable loan to the Philip
pines. As a result, in 1957 net outgoings were positive
for Latin America but negative for most other regions
-the reverse of the 1956 situation. While a smaller
aggregate sum was negotiated in 1957, actual disburse
ments (minus repayments), which had been negative in
1956, approached the $100 million mark in 1957.

Symptomatic of the strain developing in the balance
of payments of many of the primary exporting coun
tries was a notable expansion in the activities of the
International Monetary Fund. The funds made avail
able to these countries in 1957 amounted to more than
three times the 1956 figure-excluding stand-by facili
ties in each case. Since repayments of earlier advances
were smaller in 1957, the net amount made available
by the Fund-all in United States dollars-was more
than six times the 1956 figure (see table 86) .

The two most noteworthy features of Fund transac-

tions with the primary exporting countries were the
$200 million made available to India and the large
increase in the borrowings of Latin America. Notwith
standing the former, official reserves in India declined
by more than one-third during the year. Latin America
had been a net repayer in 1956 whereas in 1957 it
accounted for over 40 per cent of the Fund's net
advances, no fewer than ten countries in the region
making use of its facilities. Of these, however, only
three-Bolivia, Chile and Paraguay-had, by the end of
the year, drawn more than their first credit tranche,
thus raising the Fund's holdings of their currencies
above 125 per cent of their quotas. At this time the
Fund's holdings of currencies of primary exporting
countries outside Latin America were also in excess of
125 per cent in the case of Burma (175 per cent),
India (143 per cent), Iran (147 per cent) and the
Philippines (175 per cent).

Production and Use of Resources

Except possibly in the agricultural sector, gains in
production in the primary exporting countries appear
to have been slightly greater and somewhat more wide
spread between 1956 and 1957 than between 1955 and
1956. Among the metals, copper output was 2 per cent
higher, lead 5 per cent, zinc 8 per cent and iron ore
16 per cent. Tin was the only major item to decline;
as the result of lower mine production in Indonesia
and Malaya, total output was 2 per cent below the
1956 level. Both coal output and petroleum output
were greater in 1957, the former by 6 per cent and the
latter by 7 per cent, and there was a 9 per cent over-all
expansion in the amount of electricity generated.
Cement production-now widespread among the pri
mary exporting countries-was up 9 per cent in the
aggregate, while steel production, much more concen
trated, was up 12 per cent. To judge by apparent con
sumption of cotton, there was a 6 per cent expansion
in the output of textiles. All these increases were greater
than the corresponding changes in the industrial
countries.

On the agricultural side, production gains were gen
erally more modest. The 1957 wheat crop in the pri
mary exporting countries was barely up to the 1956
level, increases in most countries in the Middle East
(with the exception of Egypt and Jordan) and southern
and south-eastern Asia being counter-balanced by re
ductions in crops in Australia, Algeria, Morocco and
South Africa, and Argentina and Brazil. Rice output in
1957 was 3 per cent below the 1956 level, the principal
declines occurring in the Asian region, notably India,
Thailand, Cambodia, Indonesia and Malaya. Total
maize production was reduced by poorer harvests in
most of the Central American and Middle Eastern
countries, as well as in Morocco and South Africa.

Only sugar among the major food crops registered a siz
able and widespread advance over 1956 (see table 87).

The cotton crop gathered in the primary exporting
countries in the year ending in July 1957 was about
one per cent below that of the preceding year; the
1957/58 crop appears to have more than recovered
that loss (see table 88). The decline between 1955/56
and 1956/57 was concentrated largely in Latin America
-Brazil, Mexico and to a less extent Argentina-but
there were also crop reductions in Egypt and the
Belgian Congo, Pakistan and southern Korea and a few
smaller producers. Except in the case of Brazil and
southern Korea, these declines were more than made
good in 1957/58; in this season the largest contractions
were recorded in the Sudan, Turkey and Uganda.

The 1956/57 wool clip in the primary exporting
countries was about 6 per cent above the 1955/56
figure; expansion was general except for Uruguay and
some of the smaller producers in Latin America and
Africa. The 1957/58 season appears to have brought a
reversal, largely because of drought conditions in
Australia, which resulted in a 7 per cent reduction in
the local clip. There was only an insignificant expansion
in the over-all output of natural rubber between 1956
and 1957, a small gain in Malaya being largely offset
by a reduction in Cambodia, Viet-Nam and one or two
smaller producers. This stands in contrast to a rise of
4 per cent in the output of the synthetic product.

The distribution of changes in a number of key
indices of mining and industrial production is set out
in table 89. In general, the large increases were con
fined to small producers but there were notable gains
in Indonesia, Iran and Trinidad in the case of petro
leum output, in Peru (iron ore, copper, lead and zinc),



Table 87. Indices of Production of Selected Food
Crops, 1957a

(1956=100)

Source: Food and Agriculture Organization of the United
Nations, Monthly Bulletin ofAgricultural Economics and Statistics;
United States Department of Agriculture, Foreign Crops and
Markets: World Summaries-Crops and Livestocks; United King
dom, Commonwealth Economic Committee, Grain Bulletin.

• Data pertain to the crops actually harvested, in full or sub·
stantially, in 1957. Since in several cases only first or second
forecasts are available, the indices are subject to revision.

World .................... 98 99 102 108
Primary eAorting countries 100 97 106

Central merica ........ 105 99 89 103
South America ......... 83 102 121 109
Africa................. 87 108 91 107
Middle East. ........... 119 107 89 108
Southernandsouth-eastern

Asia ................ 107 96 107
Oceania ............... 73 101 100 108
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Sugar
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Table 88. Indices of Production of Selected Raw
Materials

(Preceding year = 100)

Cotton Wool Rubber
----

Region 1956/ 1957/ 1956/ 1957/ 1957
57 58' 57 58-

World ............. '" 97 95 104 99 102 b

Primary exportingcoun-
tries .............. 99 103 106 98 101

Central America .. 84 115
} 99 105 }100South America ... 86 102

Africa ........... 113 87 101 99 107
Middle East. ..... 104 107

)102Southern and 101south-eastern
Asia .......... 105 101 100

Oceania ......... 133 75 110 95

Source: Statistical Office of the United Nations, Monthly
Bulletin of Statistics; International Cotton Advisory Committee,
Cotton-World Statistics, April 1958; United Kingdom, Common
wealth Economic Committee, Wool Intelligence, April 1958.

• Preliminary.
b Excluding the centrally planned countries; including syn·

thetic rubber.
C Negligible production.

in the Belgian Congo (zinc), in Venezuela (iron ore
and cement), in Australia and Mexico (steel), in
Ghana, the Philippines and Turkey (electricity) and in
Pakistan and Rhodesia (cement). At the other end of
the scale, there were some important producers among
those showing significant reductions in output. Brazil,
Ceylon, Chile, Iran and the Philippines all produced
less cement in 1957, for example; Chile, Cuba and
Israel generated less electricity than in 1956, while
India and Turkey produced less steel than in 1956.
Copper output was lower in the Belgian Congo, Chile,
Turkey and South Africa, zinc in Mexico, lead in
Rhodesia and petroleum in a number of countries,
including Brunei, Iraq and Mexico.

When these data regarding the output of food, raw
materials and manufactures are combined with other

indicators, it is seen that, like 1956, the year 1957
brought widespread increases m gross domestic
product. Expansion was not limited to specific geo
graphic regions or to countries exporting particular
commodities. Countries in which there appears to have
been an appreciable rise in real per capita output
include petroleum exporters (Venezuela and Iran),
sugar exporters (Cuba and to a less extent the Philip
pines), cotton exporters (Syria and to a less extent
Turkey), fruit exporters (Israel, Ecuador and to a lesB
extent Lebanon) as well as Rhodesia (a metal exporter)
and to a less extent Australia (a wool exporter).
Notwithstanding this dispersion of countries with over·
average rates of growth, however, there was some con
centration-though partly a fortuitous one-of coun
tries in which domestic product was lower in 1957 than
in 1956 in south-eastern Asia (Ceylon, Indonesia and

Table 89. Primary Exporting Countries: Distribution of Change in Construction and in the Production of
Selected Commodities

Ratio of 1957 production to Construc- Cotton
1956 production percentage" tionb Electricity Steel Copper Lead Tin Zinc Petroleum Cement teztile.·

Less than 90 .............. 9 0 0 5 4 5 2
90 to 98 .................. 2 2 1 3 1 6 1 4 6 1
99 to 101 ................. 0 2 2 I 3 1 2 11
102 to 104................ 3 2 0 2 2 1 I 4 2 2
105 to 1l0 ................ 4 15 3 I 2 2 1 3 5 14
III to 115 ................ 1 7 1 1 I 2 5 8
116 to 120 ................ 2 2 0 1 2 6 1
More than 120 ............. 3 6 I I I 3 2 6 8 8

Number of countries ..... 24 36 8 9 7 21 5 26 39 47

Source: United Nations, Monthly Bulletin of Statistics; Inter- value of buildings completed or of permits issued.
national Cotton Advisory Committee, Cotton-World Statistics.

- Based in some instances on less than a full year's out~ut. c Based on the apparent consumption of raw cotton in the
b Measured variously-and very roughly-by area, num er or year ending 31 July.
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Thailand) and South America (Argentina and
Colombia). These were also the regions in which there
were countries that showed no gain in per capita output:
Chile on the one hand and Malaya and Singapore and
Pakistan on the other (see table 90).

In the Latin American countries the failure of per
capita output to grow was partly the result of anti
inflationary domestic policies-by restricting credit and
precipitating occasional strikes, for example-though in
Chile and to a less extent Colombia a depressing effect

Table 90. Primary Exporting Countries: Indicated Change between 1956 and 1957 in Gross Domestic
Product and Expenditure

Gross
Gross capital formation

Gross External account
Country domestic Total Total fixed Change in domestic

product consumption investment stocks expenditure Exports Imports

Cuba.................... D D D + D B E
Venezuela ............... C C F E E F
Ghana................... B B A + B D E
Belgian Congo ............ B B A B A B
Ecuador ................. C C B C D C
Australia' ................ A A -B -B D -D

Australia .............. B B B 0 B D -B
New Zealandb ..••••.•.•.. B B -B A B -B

New Zealand ........... B A B + B A B
Philifapines............... C B D + C B F
Thai and ................. -B B C A E C
Syria ................... C B B + C B -C
Ceylon .................. -B A A A A D
Egypt. .......... '" ..... B B -F A C -C
South Africa ............. B B A + B C D
Malaya and Singapore ...... A -B C + A A B
Puerto Rico' ............. B -B E A D C
Rhodesia .... " .......... C C A B C C
India ................... B B F + B C E
China (Taiwan) ........... B B C B F B
Irane •••••••••••..•.••••• C B F C -D B

Irand .••.•••••••••.•••• C C F C A F
Israel ................... C C B C E B
Burma·.................. C C B + C A F
Lebanon ................. B B B B -B A
Mexico .................. B B C + B -B C
Pakistan ................. A B F B -E A
Turkey .................. B B A + B C -C
Brazil ................... B B E + C -B F
Colombia ................ -B A -F -B -C -F
Chile .................... A A -C + A C F
Argentina................ -B -B C + A B C
Indonesia................ -B -B B -B B A

Source: United Nations Bureau of Economic Affairs. Australia:
National Income and Expenditure 1956-1957 (Canberra, 1957);
Burma: Ministry of Finance and Revenue, Economic Survey of
Burma, 1957 (Rangoon, 1957); Iran: an unpublished document
of the United States Oversea Mission Program Office in Iran;
Puerto Rico: Department of Treasury, Report on Finances and
Economy, 1957 (San Juan, 1957); Ecuador and New Zealand:
replies to the United Nations questionnaire of November 1957
on economic trends, problems and policies; other countries:
based on indicators derived from official statistics of trade, pro
duction and public finance.

The symbols indicate a. percentage range of increase or de
crease (-): A=-1 to 1; B=2 to 5; C=6 to 10; D=ll to 15;
E = 16 to 20; F =21 and over. The countries are arrayed in
ascending order of increase in cost of living index, averaging
the change between 1956 and 1957 and the change during
1957.

Where official estimates have been used, they were preliminary
figures. Where "indicators" have been used, they were generally
estimates of apparent consumption (production minus exports
plus imports, with due allowance for inventory changes when
ever possible) of major food items, major textile items and major
consumer durables-to give a measure of the change in con
sumption-and of cement, steel, machinery and major producer
durables-to give a measure of the change in investment. In
SOme countries an index of construction activity was also used

in assessing investment changes. In most cases the "indicators"
were computed in real (physical) terms; where values were used,
they were reduced to a constant price basis (usually the 1956
level) by means of the most appropriate available deflator.
Changes in external accounts were based on balance of pay
ments statements wherever possible, otherwise on merchandise
exports and imports adjusted for other current items in the light
of 1956 figures, as well as for price changes between 1956 and
1957. Changes in gross domestic product reflect changes in the
output of as many items-both agricultural and industrial-as
were available in official statistics, combined roughly in accord
ance with weights derived from national accounts of recent
years. In general the indicators were based on a comparison of
figures for at least the first three quarters of 1957 with those for
the corresponding period in 1956. Agricultural production was
measured by the crops harvested entirely or principally in 1957.

• Fiscal year ending 30 June 1957 compared with preceding
fiscal year.

b Fiscal year ending 31 March 1957 compared with preceding
fiscal year.

e Fiscal year beginning 21 March 1956 compared with preced
ing fiscal year.

d Fiscal year beginning 21 March 1957 compared with preced.
ing fiscal year.

e Fiscal year ending 30 September 1957 compared with pre
ceding fiscal year.
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was also exerted by the deterioration in the terms of
trade which tended to reduce incomes and aggravate
shortages of imported goods used by local producers.
In Argentina and Colombia a decline in agricultural
output in the 1957/58 season was also a significant con
tributory factor. In the Asian countries where per
capita output failed to expand, poorer harvests played
an even more important role, but the causes of the
agricultural setback were by no means uniform.

As there had been between 1955 and 1956, there was
a further and widespread increase in consumption
between 1956 and 1957. In general this increase seems
to have exceeded the rate of population growth. Where
over-all per capita consumption was not maintained,
this was due to a number of different factors combined
in varying degree: repercussions of government anti
inflationary measures (as in Argentina and Chile and
to a less extent New Zealand and Australia), crop fail·
ures (as in Ceylon), deterioration in the terms of trade
(as in Malaya and Singapore), or special local diffi·
culties (as in Indonesia) .

Total consumption was held back by reductions in
current public outlay in a number of countries. This
was linked to more general anti-inflationary policies
in some instances-as in Australia in the 1956/57 fiscal
year and in Turkey and to some extent in New Zealand,
Pakistan and Indonesia-or was part of a budget which
reflected government caution in the light of declining
export prices-as in Ghana and Ceylon. Conversely,
expansion in current government expenditure served to
raise the over-all level of consumption in Burma, Iran,
Israel and Lebanon. This appears to have happened
in the Belgian Congo and Rhodesia also, notwithstand
ing attempts to reduce outlays later in the year as the
decline in export earnings progressed.

Investment, as usual more volatile than consumption,
showed greater movement both upward and downward
compared with 1956. In most of the countries for which
assessments have been attempted there was an increase,
and of considerable dimensions in a number of cases
Venezuela, Iran, India, Brazil, Puerto Rico, Pakistan,
Cuba and the Philippines, for example. These were
countries with active development plans getting under
way or experiencing a significant inflow of foreign
capital. An increase in fixed capital formation between
1956 and 1957 was not necessarily associated with high
ratios of investment to production. Some countries with
high rates of investment to gross national product
showed relatively small gains between 1956 and 1957
Australia, Israel, Mexico, Rhodesia and South Africa,
for example. Correspondingly, among the countries
whose fixed capital formation was lower in 1957 than
in 1956, were some with high and others with much
lower investment ratios.

In some countries-Chile and Colombia, for example
-the anti-inflationary policies that helped to reduce
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consumption were responsible in large measure for a
decline in fixed capital formation as well. Such policies
also contributed to a decline in private investment in
Turkey, where personal consumption appears to have
been maintained, and-in the fiscal year 1956/57-to a
reduction in total capital formation in Australia and
New Zealand, too. In Australia and New Zealand,
however, fixed investment picked up somewhat in the
course of 1957-especially in the private sector-and for
the calendar year appears to have been fractionally
above the 1956 level. In Egypt it was the threat to
external accounts in consequence of the Middle East
crisis that caused a curtailment of investment, espe
cially in the public sector. In the Belgian Congo the
adverse movement of export prices seems to have been
the chief reason for reduced investment in the private
sector, closely linked as this is to the inflow of foreign
funds. In Ceylon, where output was smaller and the
terms of trade less favourable, government capital
formation was appreciably lower than in 1956. In South
Africa, by contrast, a further increase in government
investment was accompanied by another cutback in
private construction and failed to raise the over-all
level of capital formation above the high plateau on
which it has remained for the past three years. In Ghana
the 1956 decline in cocoa prices which continued until
mid-1957 induced caution in both the public and private
sectors and the rate of investment appears not to have
risen much above the 1956 level. Much the same is true
in Rhodesia where the decline in copper prices con
tinued throughout the year, causing some hesitation in
what had been a rapidly rising rate of capital forma
tion; with work on major projects continuing, total
investment seems to have been maintained more or less
at the 1956 level.

Among the countries registering the highest relative
advances in the rate of fixed capital formation were
Iran and Venezuela, where the main stimulant-directly
or indirectly-was the revenue derived from the petro·
leum industry, and India and Pakistan where official
development programmes were largely responsible.
There was also a considerable increase in investment
in Puerto Rico and to a slightly smaller degree in
Cuba and the Philippines; in Cuba this expansion was
encouraged by the sugar boom, in Puerto Rico it reflects
further industrialization and in the Philippines growth
over a wide front, especially in the private sector.
Over-average rates of increase in fixed investment were
also recorded in Mexico and in China (Taiwan),
Malaya and Thailand. In Argentina there was also an
appreciable rise in total investment; in part this reflects
greater foreign borrowing and in part other changes
actual or expected-in the external sector: there was
some accumulation of unsold exports and some stock·
ing up of imported goods in the face of a deterioration
in the balance of payments.

In a number of countries inventory changes appear
to have been of particular importance in 1957. There
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was probably a significant running down of stocks in
Australia during the period of more stringent import
control in the fiscal year 1956/57. On a smaller scale,
some liquidation of stocks also seems to have occurred
in the Belgian Congo and Rhodesia. Relatively much
greater was the change in inventory position in Thai
land where rice stocks were run down: a record harvest
at the end of 1956 was followed by a year of slightly
higher consumption, much higher exports and much
poorer crops at the end of 1957.

Inventory additions constituted an important form
of investment in several countries in which unsold
export crops accumulated-as in Syria (wheat and
cotton) and Turkey (wheat and barley) and in Brazil
where coffee supplies were held back in support of
prices on oversea markets. There was also some
accumulation of stocks of imported goods in coun
tries where imports rose somewhat out of line with
current rates of absorption-as in Burma, Ghana,
South Africa and to a less extent Chile and Mexico.
In some countries-notably Argentina, New Zealand
and the Philippines-this process was stimulated by
importers' fears of devaluation or restriction as the
balance of payments deteriorated. In India it was gov
ernment policy to build up food stocks to counteract the
inflationary impact of the higher money incomes flow
ing from development expenditure; there also appears
to have been some hoarding, though stocks must have
been depleted in the case of goods whose importation
was restricted early in the year.

INTERNAL BALANCE

On the whole, the incidence and intensity of infla
tionary forces were much the same in 1957 as they had
been in 1956; in so far as any change occurred it
appears to have been in the direction of increasing
rather than decreasing pressure. The proportion of
countries in which the index of retail prices or cost of
living rose, exceeded by a slight margin-39 per cent to
36 per cent-the proportion in which it declined. Among
the countries with more than a mild rise in prices,
the proportion in which that rise was greater in 1957
than in 1956 exceeded the proportion in which it was
smaller (see table 91).

The proportion of countries in which the rise in the
average level of prices exceeded 10 per cent was slightly
less between 1956 and 1957 than it had been between
1955 and 1956-20 per cent as against 24 per cent.
On the other hand the proportion of countries in which
the price level rose by 10 per cent or more in the course
of the year was somewhat higher in 1957 than in 1956
25 per cent as against 20 per cent. At the other end of
the scale, however, the evidence is more consistent:
in 1957 the proportion of countries with approximate
price stability at the retail level (one-fourth) was
slightly lower than in 1956 (about one-third) irre
spective of whether the comparison is made between

Table 91. Primary Exporting Countries: Distrihu
tion According to Intensity of Inflationary Pressure a

in 1957
------.,--.-----~---~~--
Comparison with 1956 Negligibleb Mildo Moderated Severe e Total

Less ............ 6 5 6 4 21
Unchanged ...... 5 6 2 2 15
Greater .......... 2 7 9 5 23

TOTAL 13 13 17 11 59

Source: United Nations Bureau of Economic Affairs.
a Measured by movements in retail prices and cost of living.

In general, the groups reflect the relationship between average
indices in 1956 and 1957, but adjustments have been made to
take account of the movement of the price index during these
two years.

b A decline or a rise of one per cent or less.
c A rise of 2 to 5 per cent.
d A rise of 6 to 9 per cent.
e A rise of 10 per cent or more.

annual averages or between movements within each
year.

In one respect the over-all impact of government
budgetary operations was not notably different in 1957
from what it had been in 1956: there were as many
countries recording an improvement in the govern
ment's net cash position as there were countries record
ing a deterioration. However, less than one-third of the
countries for which measurement was possible were in
surplus in 1957, while more than one-third registered
a greater deficit (see table 92). Changes in the relative
movement in government balances were fairly small in
many countries-almost 40 per cent of the total changed
less than 5 per cent-but there were larger changes in
some cases, especially among the countries with in
creased deficits. As a source of inflationary pressures,
therefore, the government sector was-on an over-all
view-no less important than it had been in 1956, while
in some countries in 1957, it contributed to an appre
ciably greater extent.

In the private sector, on the other hand, the rate at
which the supply of money was expanding seems to
have slackened somewhat in 1957: the proportion of
countries in which there was a decline increased sub
stantially and the proportion in which there was a
major expansion diminished. In about one-fifth of the
36 primary exporting countries on which table 93 is
based, the rate of expansion was higher in 1957 than
in 1956, in one-fourth there was no significant change,
while in the remainder-well over half-there was a
measurable deceleration. In a number of countries this
was the counterpart of a deteriorating external balance,
but the marked reduction in the number of countries in
which the volume of money expanded by one-eighth or
more-from 52 per cent to 35 per cent of the total
reflects in some degree the outcome of official policies
directed at restraint of credit as part of an anti
inflationary programme.
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Table 93. Primary Exporting Countries: Distribu
tion of Change in Money SupplyS

Table 92. Primary Exporting Countries: Distribu
tion of Changes in Government Budgetary PositionS

Among the countries in which inflationary pressures
appear to have been negligible in 1957, there was in

Source: Statistical Office of the United Nations, Monthly
Bulletin of Statistics.

• In general, business and individual holdings of notes and
coin and demand deposits in commercial and central banks.

b End of year (latest month in a few cases in 1957), with
corresponding month in previous year = 100.

general an expansion of domestic production (as in
Cuba and Ecuador, for example) or an appropriate
increase in supplementary imports (as in several of the
Central American countries) or the growth of supplies
from both sources (as in Venezuela). In Ghana a small
rise in local output and a larger rise in imports were
reinforced by a reduction in the income of cocoa
growers, due in part to a 10 per cent cut in the price
paid by the government agency for cocoa beans and in
part to the relative smallness of the 1957/58 crop, the
combined effect of which was to reduce marketing board
payments to farmers £10 million below the 1956/57
level. In Guatemala-where exports were lower-there
was an increase in the deficit on merchandise account
and there was also some worsening in the balance of
trade in the Belgian Congo and Nicaragua. It was of
minor dimensions in Nicaragua, however, where in
creased production of export crops slowed down the
deflationary trend that had emerged in 1956. The
Belgian Congo remained in trade surplus, though at a
reduced level despite a sizable rise in imports and a
major deterioration in the terms of trade. Increased
production which, along with increased imports, helped
to reduce domestic prices in EI Salvador and Viet-Nam,
also resulted in higher exports and an improvement in
the trade balance (see chart 15).

A slackening in domestic demand seems to have been
the principal factor in reducing the relatively low rate
of price increase in such countries as Australia,
Morocco, New Zealand and Tunisia. A rising level of
imports also contributed in New Zealand, however, and
later in the year in Australia, too. In New Zealand the
rise in imports resulted in a trade deficit. Here and in
Australia the easing of the strain on available resources
reflects government policy in the fiscal year 1956/57.
In Morocco and Tunisia, on the other hand, it was the
continuing outflow of capital that was the major factor
behind the low level of domestic investment, while in
Morocco domestic incomes were depressed by poorer
harvests and a decline in exports.

Egypt and Rhodesia were among the countries in
which prices continued to climb slowly. In Egypt,
though the public sector continued in deficit, domestic
expenditure was held down through some cutback in
investment while an increase in total production and a
curtailment of imports helped to reduce the trade
deficit to relatively small dimensions. In Rhodesia also,
over-all production rose to a greater extent than do
mestic expenditure-but a drastic deterioration in the
terms of trade prevented this from being reflected in
national income or in the external account which in
fact registered an enlarged deficit in current prices.

Almost all the countries which experienced a price
increase that, though relatively small, was greater than
the one which had occurred between 1955 and 1956,
had two characteristics in common: there was a ten
dency for aggregate expenditure to run ahead of

9
8
6
7
6

36

1957

Number oj countries in

1956

Ratio of change in the government balances
between 1956 and 1957 to total government

expenditure in 1956
(percentage)

11 to 16 and
1 to 5 6 to 10 15 over Total

Change

Index of money supplyb

On the whole, the changes in the prices of commodi
ties that were taking place on world markets during
1957 had little direct effect on the domestic price struc
ture in the primary exporting countries. The decline
in the price index of commodities entering international
trade, for example, was not generally reflected in aver
age wholesale prices for the year as a whole: the dis
tribution of change between 1956 and 1957 was not
markedly different from that between 1955 and 1956.
There was a rise in the proportion of countries in which
the index was more or less stable and also in the pro
portion in which there was a major increase-of 10 per
cent or more-in the wholesale price level. The propor
tion of countries in which the index declined during
the year-about one-fourth-was no greater in 1957
than in 1956.

Source: Statistical Office of the United Nations, Statistical
Yearbook; United Nations Economic Commission for Asia and
the Far East, Economic Survey of Asia and the Far East, 1957
(sales number: 1958.II.F.I); International Monetary Fund,
International Financial Statistics.

• As measured by the net change-indebtedness minus de
posits-in the government's dealings with the banking system;
calendar years, except in a few cases in which the data refer to
the year ending in November, October or September.

Larger surplus ......... 1 1
Moved from deficit to

surplus ............. 1 2 2 1 6
Smaller deficit. ........ 2 2 1 1 6
Smaller surplus ........ 1 1
Moved from surplus to

1deficit .............. 1 1 3
Larger deficit .......... 4 1 1 3 9

TOTAL 10 6 4 6 26

100 or less. . . . . . . . . . . . . . . . . . . . . 4
101to106 6
107 to 112.... . .. 7
113 to 118. . . . . . . . . . . . . . . . . . . . . 9
119 and over. . . . . . . . . . . . . . . . . .. 10

TOTAL 36
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Chart 15. Primary Exporting COUlltries: Changes in Internala and Externalb Equilibrium
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domestic production and also a general-and in most
cases substantial-expansion in imports. Except ill one
or two countries-Costa Rica for example-whose
exports increased even more, there was thus a deterio
ration in the external balance-moderate in the case of
South Africa, more severe in Ceylon, Malaya and
Singapore and the Philippines whose terms of trade had
also become less favourable-as well as the slight rise
in the rate of increase in internal prices.

In almost all the countries which experienced a
greater-but moderate-degree of price inflation in
1957, the basic cause was a more pronounced tendency
for gross expenditure to rise more rapidly than do
mestic production, especially where there was a par
ticularly large increase in investment-India, Iran and
Pakistan, for example, and to a less extent Iraq, Mexico
and Thailand. In Burma, India, Iraq, Iran and Thai
land, expanding imports helped to prevent the gap
between effective demand and the supply of goods from
widening and thereby to hold down the rate of price
increase to the 1956 level. However, this entailed strain
on the balance of payments that in all cases was more
severe than in 1956.

In China (Taiwan) and Israel the rise in domestic
production was less out of line with the rise in expendi
ture and the expansion of imports was financed in part
by higher export earnings and in part by other foreign
currency receipts which registered a large gain. In
Syria, though export proceeds were lower-because of
lower prices-there was a somewhat greater cut in im
ports and hence a reduction in the trade deficit; and
since output had increased to a greater extent than
either consumption or fixed investment-to the point,
indeed, where there was some involuntary accumulation
of stocks of exportable goods-the strain on resources
was somewhat less than in 1956.

Though still moderate, there was an accelerated in
crease in prices in a number of countries, including
the Dominican Republic, Lebanon, Mexico, Pakistan,
Peru and the Sudan. Except in the Dominican Republic
there was a greater expansion·· in imports and hence a
general worsening of the balance of trade, notwith
standing a rise in the value of exports from Lebanon
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and Peru. In most instances, the increase in imports
was geared to investment programmes and heavily
weighted by capital equipment, while the incomes gen
erated by the investment tended to run ahead of the
growth in output which was relatively small in some
countries, particularly Pakistan and Peru where
drought and other difficulties held back production in
the agricultural sector.

In some of the countries in which inflationary pres
sures have been not only more severe but also of longer
standing, the state of internal disequilibrium was
aggravated in 1957 by a failure of domestic production
to expand. This was the case in Argentina, Chile, Colom
bia, for example, and to a less extent in Indonesia. In
Chile, Colombia and Turkey, the level of investment
was reduced, or at least held down, but except in Chile
the effort to bring the demand for resources into line
with available supplies was hampered by a curtailment
of imports because of balance of payments difficulties.
These were enhanced in 1957 by a worsening of the
terms of trade which affected not only these three coun
tries but most of the others in which internal prices were
rising very rapidly. There was a further increase in the
level of fixed capital formation in Argentina, Brazil
and Indonesia; in Argentina and Brazil this was sup
ported by a rise in imports, but in Indonesia the low
state of exchange reserves precluded such a rise. The
countries in which imports were reduced-Colombia,
Indonesia and Turkey-were the only ones in this
group in which there was not a deterioration in the
balance of trade. In Turkey and to a smaller extent in
Indonesia a rise in export earnings also helped to im
prove the external account; Argentina was the only
other country in the group to earn more from exports
in 1957, but in this case a larger rise in imports resulted
in an increased trade deficit. The larger supply of im
ported goods was a major factor in reducing slightly the
rate of price increase in Brazil, Chile and Paraguay. In
Argentina on the other hand, where expansion of invest
ment took place in the face of a decline in production
particularly in agriculture-a one-sixth rise in import
expenditure, much of it on capital goods, did not prevent
a further acceleration in the rate at which prices had
been rising; here and in Uruguay both internal and
external balance deteriorated.

Problems and Policies

In most of the primary exporting countries the
economic problems faced in 1957-though differing
from one country to another in their precise nature
and intensity-were much the same as those encountered
in 1956. These problems for the most part derived from
the twin tasks of accelerating the rate of economic growth
while at the same time accommodating it to a supply
of resources often not much greater-either internally
or on external account-than that required to sustain

current standards of consumption. While the major
concern in most countries continued to be with efforts
to restrain inflationary pressures within the domestic
economy, there were several instances in which some
slackening in the course of production and growth
began to give anxiety, and other instances in which
external disequilibrium began to assume more urgent
importance. The re-emergence of balance of payments
difficulties as the area of prime vulnerability was par-
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ticularly noticeable towards the close of the year when
the decline in commodity prices was beginning to make
itself felt in lower export receipts. Hence, if a gen
eralization is to be made-in a field in which the under
lying heterogeneity of conditions and events inevitably
creates exceptions-it is that 1957 opened with the
state of internal equilibrium as the economic matter
of principal concern and closed with the threat of ex
ternal disequilibrium coming increasingly to be re
garded as the major immediate problem. This trans
formation reflects primarily the rise in imports-itself
a consequence in many cases of internal inflationary
conditions - but the inadequate rise in export earnings
also played a part, and a part which became progres
sively more significant as export unit values declined
during the course of the year.

The year began with many countries actively en
gaged in anti-inflationary domestic programmes. In
Bolivia and Chile, and to a less extent Argentina, action
was being taken on a fairly broad front to reduce local
demand: measures were enacted to freeze or retard the
rate of increase of wages, subsidies were reduced on
public utilities and various consumer goods, restraints
were placed on the volume of bank credit, interest rates
raised and an attempt made to hold down public ex
penditure. Colombia - also beset by domestic inflation
-concentrated on control of credit, supplemented later
in the year by fiscal action. In Peru the principal meas
ures were also aimed at curtailing credit, and this was
also the case in a number of other countries - including
Ceylon, Rhodesia, Malaya and Ecuador - in which in
flationary forces were at a more incipient stage (see
table 94).

Credit control in most instances was implemented
directly through restricting the rediscounting facilities
of the central bank - as in Colombia, Ecuador, Nicara
gua and the Philippines and later in the year Argentina
- or raising the reserve requirements of the commer
cial banks - as in Bolivia, Peru and Viet-Nam and
later in the year Indonesia. In some countries - Colom
bia, Ceylon, Malaya, Rhodesia, Sudan and India, for
example - this direct control was preceded or supple
mented by requests made to the commercial banks to
restrict advances, either proportionately or absolutely.
Other forms of credit also came under restraint - as in
Rhodesia, for example, where hire-purchase terms were
made more stringent.

Manipulation of interest rates is often an ineffectual
instrument in primary exporting countries, either be
cause of the rudimentary nature of the money market
or because the annual rise in the price level is large
enough to reduce rate changes to relative insignificance.
Nevertheless, changes in bank rate were made in a
number of these countries in 1957, either in support
of other anti-inflationary measures - as in Colombia,
India and the Philippines and, later in the year, in Ar
gentina, Burma and the Sudan - or as more or less in-

dependent restraints - as in Cuba and El Salvador. In
some countries - Chile and Syria, for example - there
were discriminatory changes in interest rates designed
to restrain some types of borrowing relative to others
regarded as temporarily more productive. In the first
portion of the year there was a general upward adjust
ment of interest rates in some of the sterling area coun
tries - Malaya and New Zealand, for example - and
later in the year in Ceylon.

In the fiscal field, there were changes in indirect
taxes in many countries, most of them intended to raise
revenue while restraining consumption. While these
and other tax measures helped to reduce the over-all
deficit in the public sector, cuts in government ex
penditure were less common. Largely as a result of the
tendency for expenditure to increase, the countries in
which the budgetary deficit, measured by the Govern
ment's net cash position, was lower in 1957 than in
1956 - Bolivia, Cuba, the Dominican Republic, Egypt,
Honduras, Israel and southern Korea, for example
were outnumbered by those in which the deficit was
greater. Among the latter were countries with long
standing inflationary problems, such as Brazil, Chile,
Colombia and Indonesia, as well as some in which in
ternal economic imbalance is a more recent phenome
non, associated in most instances with a high rate of
public investment - India, New Zealand, the Philip
pines and South Africa, for example. In one or two
cases - Syria and to a less extent Mexico, for example
- a cash deficit was recorded in 1957 where there had
been a surplus in 1956.10

Though there were some countries in which the gov
ernment finances moved from deficit to surplus, includ
ing Burma, Ecuador, Guatemala, Haiti, Iran, Uruguay
and Viet-Nam, for example, and a few-such as El
Salvador and Venezuela-in which both 1956 and
1957 were years of cash surplus, fiscal policy in most
of the primary exporting countries was geared much
more closely to social and economic objectives of an
expansionary nature than to the maintenance of inter
nal equilibrium. Indeed in many cases action taken in
the monetary and credit field was designed to reduce
the inflationary impact of action taken in the fiscal
field.

The apparent inconsistency between an expansion
ary fiscal policy on the one hand and a contractionary
monetary and credit policy on the other epitomizes one
of the dilemmas facing most of the primary exporting
countries. Where resources are scarce, action taken to
accelerate the rate of growth tends to be limited by its
inherently inflationary potentialities. At the same time
anti-inflationary actions intended to reduce the claims
on real resources are often inimical to production, an
increase in which would in many instances prove to be

10 In the case of Syria, this 1956 surplus was in part the result
of the receipt of a lump sum settlement of earlier oil royalty
claims.
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Table 94. Primary Exporting Countries: Major Government Measures Directly
Affecting the Internal Balance

Changes in Interest Rates Changes in Credit Volume Changes in Price and Wage Policy

B: rates aJJecling borrowing in particular
S: rates affecting saving in particular

o = commercial banks
g = general or widespread application
r = reserve (or central) bank
e = selective or discriminatory

P: action directly affecting prices
S: Subsidy
T: tax measure
W: action directly affecting wages

f =jreeze
g = general or widespread application
B = selective or discriminatory

Country

Reductions Increases

R: action through the reserve (or central)
bank

c: action through the commercial banks
0: action through other credit institutions

g = general or widespread application
h = hire-purchase facilities
r = reserve requirements
8 = selective or discriminatory
v =volunlary restraint (or relaxation)
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B,Viet-Nam. " ,.
Guatemala .
Honduras .
Cuba .
Venezuela .
Nicaragua .
El Salvador .
Panama .
Ghana .
Belgian Congo .
Ecuador .
Tunisia .
Australia .
New Zealand .
Philippines .
Thailand ,.
Costa Rica ,.
Syria .
Ceylon .
Egypt , , .
Morocco .
Union of South Africa .
Malaya .
Rhodesia '" ,.
India .
China (Taiwan) .
Iran .
Sudan .
Israel .
Burma .
Do~inican Republic .
HaIti. .
Iraq , .
Korea, southern .
Lebanon .
Peru .
Mexico , ..
Pakistan , .
Paraguay , .
Turkey .
Brazil .
Uruguay .
Colombia , .
Chile .
Argentina .
Indonesia .
Bolivia .

Source: United Nations Bureau of Economic Affairs.
Note: Countries are arrayed in ascending order of inflationary

pressure as measured by changes in the retail price or cost of
living index between 1956 and 1957 and in the course of 1957.

Within each column measures are indicated in accordance with
whether they were enacted in the first or second half of the year.
Where, in any country, similar action was taken more than once
within the half-year, the symbol has not been repeated.

more effectively anti-inflationary. This is the reason
underlying the enactment in various countries of meas
ures in apparent conflict with the declared objective
of restraint. Thus a general policy of credit curtail
ment was accompanied in a number of cases - in Cey-

lon, the Philippines and Syria, for example, and even
in some of the more inflation-beset economies such as
Chile, Colombia and Uruguay - by selective reductions
in interest rates, selective easing of restrictions on bank
advances or the creation of special facilities for in-
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creased lending for selected purposes - agriculture,
housing, or approved industries, for example. In a few
countries - including Haiti, Honduras, Mexico and
Viet-Nam - there was a more general relaxation, in
the interest of productiop., of an over-all policy of
credit restraint. In one or two other countries - Egypt
and New Zealand, for example - temporary easing of
credit restrictions was associated chiefly with the sea
sonal needs of the economy or the financing of specific
crops. In yet others - notably Australia and to a less
extent China (Taiwan), South Africa and Iran - the
relaxaliion was in respect of restraints that, having been
placed on the economy in the previous year, seemed
to be less necessary in 1957 in a situation that called
for renewed expansion.

The apparent conflict with the overriding need to ex
pand production was even more in evidence in many
instances in the case of wage and price policies, espe
cially in the countries where inflationary pressures were
powerful and of long standing. Declared policy in most
of these countries was to reduce total demand, but
where wages were frozen - as in Argentina and Bolivia,
for example - or subsidies on consumer goods and
services curtailed or withdrawn - as in Bolivia and
Chile, for example - there was resistance in the form
of strikes, civil disturbances and other reactions detri
mental to production. As long as prices are rising rap
idly, a freeze of wage rates can hardly be more than
temporary. Generally a rise in prices consequent upon
a reduction in subsidies or a modification of official
price control tends to be reflected less in a curtailment
of consumption than in a corresponding upward pres
sure on wages and hence in an acceleration in the in
flationary spiral. Thus while in some countries a rise
in prices was intended to cut back consumption, in
other countries a partial or general freeze on prices
as in Colombia, India and Turkey - or an increase in
subsidies - as in Ceylon, Egypt and Israel- was in
tended to hold down prices and therefore the price
wage spiral.

As a result of these variations in price and wage
policy and the divergences that emerged between fiscal
action and action in the monetary and credit field, the
strength and spread of inflationary pressures in the
primary exporting countries is not reflected very ac
curately in the distribution of official economic meas
ures. Nevertheless the fact that, as indicated in the
preceding section, the distribution of price increases in
1957 did not differ markedly from 1956 is prima facie
evidence that on an over-all view they had not abated
to any significant extent.

While the state of internal equilibrium was thus, in
general, much the same in 1957 as in 1956, there was
a definite deterioration in the state of external equi
librium. As the year progressed the increasing import
balance was aggravated by declining commodity prices
and a retardation in the rate of increase of export earn-

ings, and with balance of payments difficulties threat
ening, the emphasis of government action moved stead
ily in the direction of import curbs.

Few countries limited their action to duties and the
import tariff. During 1957 changes in these were many
and widespread but more often occasioned by the need
for revenue or for the protection of local industries
than by balance of payments difficulties. Financial reo
straint was placed on importers in many countries,
either by limiting access to credit for that purpose
as in Indonesia and the Sudan - or by requiring the
deposit of some fraction (or multiple) of the cost of
the goods in advance of their importation - as in Ecu
ador and Pakistan. In some countries - Argentina and
the Philippines, for example - both constraints were
put into effect (see table 95).

Although multiple currency systems are less preva
lent than they were two or three years ago, a major
deterrent to imports in a number of countries, espe
cially in Latin America in 1957, was a selective devalu
ation which raised the local currency cost of specific
categories of goods. A general devaluation was resorted
to by a few countries, including Bolivia at the begin
ning of the year, as part of a broad-based stabilization
programme, and Paraguay later in the year, while in
Indonesia a comprehensive modification in the ex
change rate system was intended to achieve similar
results.

More widespread than these financial and price d'c
terrents was the physical· limitation of imports by the
licensing of foreign exchange or of specific commodi
ties. In a few cases the imposition of quotas or a ban on
the importation of specific classes of goods was in
tended explicitly for the protection of some local in
dustry - as in southern Korea, the Philippines, Thai
land and Viet-Nam, for example-but in general this
type of action was taken in defence of the balance of
payments.

Among the countries in which import controls were
newly imposed or made more stringent during the second
half of 1957, were members of most of the various com
modity exporting groups. In Burma a lower 1957/58
rice crop reduced exports considerably in the last quar
ter, aggravating the deterioration that higher imports
had been causing in the trade balance. In Colombia a
further decline in coffee prices and the withholding of
exportable supplies in support of those prices made it
necessary to cut back imports again, below the reduced
rate which earlier restrictions had occasioned. Among
the cotton exporters Egypt, Pakistan and Sudan all
tightened control over imports: difficulties were arising
in disposing of the 1957/58 crop but only Sudan had
suffered a major worsening of external balance in 1957.
Iraq's difficulties stemmed from the curtailment of pet
roleum exports during the Middle East crisis, but in
addition barley exports were moving very slowly and
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Table 95. Primary Exporting Countries: Major Government Measures Directly
Affecting the External Balance

Measures affecting imports Measures affecting exports
Measures affecting other receipf.$

and payments

Country

B: borrow ing to finance trade
D: advance (prior) deposits
Q: quantitative control affecting all or

many classes of goods
R: rate of exchange
T: taxes and daties

s = selective or discriminatory

B: borrowing to finance trade
Q: quantitative control over a specific

commodity
R: rate of exchange
S: subsidy
T: taxes and duties

r = exchange retention rights
8 = selective or discriminatory

A: agreements concerning non-trade
matters

c: capital movements
L: Licensing or other control
P: Payments and transfers other than

for current trade
R: rate of exchange

f = fiscal action
B = selective or discriminatory
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Cambodia .
Ecuador .
Egypt .
Tunisia .
Dominican Republic .
Australia .
Iran .
Colombia .
Uganda .
Turkey .
EI Salvador .
Indonesia .
Morocco .
China (Taiwan) .
Costa Rica .
Cuba .
Syria .
Saudi Arabia .
Nigeria .
Thailand .
Israel .
Union of South Africa .
Malaya .
Pakistan .
Honduras .
Peru .
Lebanon .
French West Mrica .
Nicaragua .
New Zealand .
Ghana .
India .
Ceylon .

Argentina .

Mexico .
Guatemala .
Belgian Congo .
Bolivia .
Paraguay .
Venezuela .
Brazil. .
Rhodesia .
Philippines .
Viet-Nam .
Korea, southern .
Iraq .
Chile .
Uruguay .
Burma .
Sudan .

Source: United Nations Bureau of Economic Affairs.
Note: Countries are arrayed according to change in balance of

trade between 1956 and 1957 from the greatest improvement to
the greatest deterioration. Within each column measures are

indicated in accordance with whether they were enacted in the
first or second half of the year. Where, in any country, similar
action was taken more than once within the half-year, the symbol
has not been repeated.

the expanded development programme had given rise
to appreciably greater imports. Development expendi-

tures lie at the root of India's balance of payments
problems, too, and less essential imports were cut back
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progressively during the year. In the Philippines, im
ports were flowing in at a high rate for most of 1957;
mild restraints applied earlier were greatly intensified
towards the end of the year when in the face of a slight
decline in export receipts exchange reserves had been
reduced to a low level. High rates of imports were also
placed under restraint in Indonesia, a rubber exporter,
and Lebanon, a fruit exporter, as well as in the wool
exporting countries Argentina, New Zealand and Uru
guay.

The only groups not represented among those dis
cussed above are those exporting cocoa and those ex
porting metals. The cocoa exporters, enjoying a rise
in the unit value of their exports, were alone in not be
ing subjected to increasing balance of payments pres
sure as the year advanced. The metal exporters on the
other hand were the countries that suffered the greatest
decline in terms of trade in 1957. Among them Bolivia
and Chile had recently embarked on a regime of freer
trade at more realistic rates of exchange than had pre
viously been maintained for official transactions. De
preciation of these rates - by 11 per cent in Bolivia
and 27 per cent in Chile in the course of the year - was
one reflection of the deteriorating balance, but even
with foreign borrowing and a 40 per cent drop in official
reserves, Chile was unable to avoid various restraints on
imports, including the prohibition of certain items,
such as motor cars. In the Belgian Congo and Rhodesia
domestic retrenchment was msed to reduce the propen
sity to import, reserves were allowed to fall and bor·
rowing from abroad was increased and at least up to
the end of 1957 physical control over imports had been
avoided.

Most of the dependent territories ended 1957 without
import control. In Australia and South Africa the liber
alizing measures introduced earlier in the year re
mained in force notwithstanding the subsequent decline
in wool and metal prices and, in the case of South
Africa, a further outflow of private capital and a severe
reduction in gold and foreign exchange holdings.

Export policy in 1957 was strongly influenced by the
decline in prices that took place in the course of the
year. In the face of weakening oversea markets, meas
ures affecting exports were almost all aimed at promot
ing increased volume or improving the local currency
return to exporters. There were relatively few cases in
which export duties were increased - mostly among
the cotton exporters, Egypt, Mexico, Paraguay and
Syria - or export premiums reduced - as in Brazil and

Turkey. There were even fewer in which some physical
limitation was placed on the amount exported - as in
Syria, in respect of meat, and in Chile in respect of a
number of agricultural products; this action was usu
ally taken in order to maintain local supplies of the
commodity in question. High reserve prices tended to
hold back sales of cotton from the Sudan and there
was some concerted withholding of coffee from export
markets by Latin American producers, notably Brazil.
But by far the most frequent measures were reduction
in export duties - as effected on numerous occasions in
the Belgian Congo and India, for example - and the
raising of local currency returns accruing to particular
groups of exporters. The latter form of incentive was
achieved in some cases by means of partial or selective
devaluation - as in Egypt and in several Latin Ameri
can countries including Argentina, Colombia, Ecuador,
Paraguay and Uruguay. In other cases - Cambodia,
China (Taiwan), the Philippines and Viet·Nam, for
example - arrangements were made whereby the ex
porter was permitted to retain a portion of his foreign
exchange earnings for disposal at "free" rates more
favourable than the official figure or for use in the im
portation of goods not otherwise permitted. In a few
instances the receipts of selected exporters were aug
mented by the payment of direct subsidy - as in Aust
ralia, Brazil, Iraq and Turkey.

Among the other measures used to encourage the
expansion of exports was the inauguration of a system
of credit insurance covering export shipments - as in
India and South Africa - the refund of excise taxes
and duties paid on material subsequently incorporated
in goods that are exported - as in Australia and Thai
land - and the conclusion of agreements to promote the
flow of trade between particular countries - as between
Australia and Japan and between Tunisia and several
countries with which bilateral arrangements outside the
franc zone were negotiated for the first time.

Also affecting and affected by the balance of pay
ments were measures regulating the movement of capital
and other non-trade items. There were fiscal measures
designed to stimulate the inflow of capital - as in Cam
bodia, India and New Zealand - as well as agreements
relating to the repayment of commercial indebtedness
and the transmittal of profits - as in Argentina and
Colombia. With external imbalance growing, however,
there were also restraints on the movement of funds
from Ceylon, the Philippines and Thailand, for exam
ple.

Outlookll

The dominant factor shaping the course of economic

11 This section has been based in part on the replies of Govern
ments to the United Nations questionnaire of November 1957
on economic trends, problems and policies.

developments in the primary exporting countries in
1958 is the weakening of commodity markets which has
proceeded continuously - though at a slackening pace
- since early in 1957. Over the year as a whole imports
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were not held back by the deteriorating prospects for
export receipts and in the aggregate were substantially
greater than in 1956. The impact of this on payments
balances was relatively mild in 1957, partly because
at the outset many commodity prices were at a some
what inflated level in the wake of the Middle East crisis,
partly because there was an expansion in the quantum
of exports from the primary exporting countries and
partly because there was a compensating inflow of capi
tal from the industrial countries appreciably greater
than in the previous year. There was, however, a cer·
tain drain on reserves which reduced the ability of the
primary exporting countries to stand up to balance of
payments strains arising in 1958.

That such strains would emerge was becoming in
creasingly clear towards the end of 1957. And when
most commodity price indices continued to move down
ward in the early months of 1958, a decline in the unit
value of exports of the primary exporting countries
became almost inevitable and a reduction in total ex
port earnings - in relation to the 1957 figure - very
probable.

In general the only countries that are expecting to
earn more from their exports in 1958 than they did in
1957 are those in which special factors operated to re
strain exports in 1957, those in which the price of the
major export commodity has been moving upward,
counter to the general trend, and a few of those whose
major exports have special demand characteristics.

Among the last-mentioned are some of the fruit ex
porters - Ecuador, for example - and South Africa,
an expansion in whose earnings from gold and uranium
is expected to compensate for lower prices realized by
wool and metal and ore exports. A further expansion
may also be registered by some of the petroleum ex
porters - Iran and Venezuela, for exampIe - though
in the aggregate for the petroleum group as a whole
this will probably be very small. In the period 1953
1957 the rate of expansion in their export earnings has
been getting progressively smaller - 13 per cent, 10
per cent, 6 per cent and 4 per cent in successive years.
With the slowing down of the rate of growth in the in
dustrial countries and the possible curtailment of im
ports into the United States, a further reduction in this
rate of increase may be expected, especially in view of
the fact that, with stocks at a high level, prices have
tended to drop below the increased figures posted in the
first quarter of 1957.

The only major commodity whose price has recently
moved against the trend is cocoa. Here the rise in prices
has been such that the cocoa exporters - particularly
Ghana and Nigeria - are likely to realize more from
the smaller 1957/58 crop than they did from that of
1956/57; whether this will raise export proceeds for
1958 as a whole depends in large measure on the 1958/
59 crop whose size will be the chief determinant of
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whether the higher prices of the first half of 1958 con
tinue into the fourth quarter of the year when the new
season sales commence.

In some of the countries in which special circum
stances or policies reduced exports in 1957 to an abo
normally low level - Iraq, Sudan and Uruguay, for
example - 1958 may well bring an expansion. This
could also be the case in some of the other countries in
which stocks of export commodities tended to accumu
late in 1957 - Syria, for example.

In this connexion, another factor which should help
to sustain the level of exports from the primary export
ing countries - at least of a number of agricultural
commodities - is the probability that, in line with
smaller commitments, disposals from United States sur
pluses wiH be on a muoh reduced scale in 1958. This
should improve the competitive position of exporters
of cotton, cereals and vegetable seeds and oils in par
ticular. Cotton exporters should gain not only from the
lower level of United States commitments to sell in
1958, but also from the fact that the superior qualities
in Commodity Credit Corporation stocks are reported
to have been largely disposed of in earlier shipments.
In the case of Egypt, two additional factors may speed
up the movement of the larger 1957/58 cotton crop:
bilateral agreements will ensure sales to some of the
centrally planned countries, while export premiums
have been raised in order to stimulate sales to western
Europe and elsewhere.

The prospect for greater receipts from coffee ex
ports is much less promising: with a large 1957/58
crop and a large unsold carry-over from earlier crops
still in the exporting countries - much of it in govern
ment hands - there is a strong downward pressure on
prices, except perhaps for the soluble robusta types for
which demand appears still to be expanding.

In 1957 the notable rise in export earnings of the
sugar group was a major factor in increasing the total
receipts of the primary exporting countries. This is
unlikely to be the case in 1958: not only are export
prices on the free market back to the average 1956 level
but the European beet harvest is reported to be a good
one and the high prices ruling in the first half of 1957
stimulated production in a number of cane-growing
countries. Though countries exporting under agreement
to the United Kingdom and the United States are to
receive somewhat higher prices for their 1957/58
shipments, total exports of sugar may well be smaller
in volume as well as lower in unit value in 1958 than
in 1957.

For cereal exporters-as for sugar exporters-market
trends depend greatly on harvests in the principal
deficit countries. In western Europe, grain crops appear
to be very favourable and smaller imports are indi
cated. In southern and south-eastern Asia, on the other
hand, over-all rice import requirements are likely to be
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at least at 1957 levels, again compensating for poorer
local crops-as in Ceylon, Indonesia and Pakistan-or
in furtherance of stockpiling policies, as in India.
Japan's import programme for the fiscal year beginning
1 April 1958 includes rice imports of almost a million
tORS, nearly double the 1957 intake. Against this, both
1957/58 crop and 1958 carry-over are below the pre
vious year's level in the principal exporting countries,
Burma and Thailand. Exportable supplies are also re
ported to be lower in southern Korea and Viet-Nam.
Given the region's low propensity to substitute other
food grains for rice, some hardening of prices may reo
suIt-Burmese quotations for government to govern
ment transactions were raised by 6 to 12 per cent in
April-,-and export earnings should benefit.

A greatly reduced grain harvest has been reaped in
Australia, too, but more serious from the point of view
of export earnings is the marked decline in the 1957/58
wool clip. With world wool consumption running well
below the level of the preceding year, the decline in the
volume of exports in the 1957/58 season has aggravated
the effects of the decline in price. In Argentina, the
1957/58 wheat crop is about one-fourth below the
1956/57 level, but the effect of this on export earnings
seems likely to be offset to some extent by a larger
maize crop.

The market for ores and metals and rubber is in large
measure a function of the demand for durable goods,
including motor cars. This seems unlikely to be much
above the 1957 level in the aggregate. In the United
States, producer stocks of both non-ferrous metals and
manufactured durable goods are high and though there
is still some uncertainty as to whether protection of
domestic mining will take the form of quotas or duties
on imports or of "equalization payments" to high cost
local mines, the volume-and even more the over-all
value-of non-ferrous metal imports seems likely to de
cline below the 1957 rate. The slackening of investment
rates in other industrial countries points to the proba
bility of lower imports into western Europe also. The
result is likely to be a smaller output of non·ferrous
metals in the primary exporting countries. This already
seems assured in the case of tin and copper: under
the international agreement, exports of tin will be ap
preciably lower in 1958 than in 1957, and there has
also been a widespread curtailment of copper produc
tion, affecting not only United States mines but also
those of the Belgian Congo, Chile and Rhodesia.

By early 1958 the price of natural rubber had de
clined more or less to the level of that of the synthetic
product. At this figure some marginal suppliers-espe
cially among the Indonesian smallholders, whose out
put tends to be more sensitive to price movements-may
withdraw from the market. Total consumption in 1957
was sustained more or less at the 1956 level; from what
is known of the course of industrial activity in the first
part of the year, world rubber consumption is more

likely to be lower than higher in 1958. Hence, whether
because of lower average price or smaller production
or both, the earnings of rubber exporters are likely
to be smaller in 1958 than in 1957.

The conclusion that emerges at this stage is that
while a number of countries may be able to raise their
1958 export earnings above the 1957 level and others
more or less to sustain them at that level, there is un·
likely to be any over-all increase in exports from the
primary exporting countries. Indeed, with the demand
for their export commodities likely on the whole to be
smaller than in 1957 and the average unit value of
their exports lower, the total value of exports will prob.
ably register a decline-the first decline since the post
Korean readjustment.

The combination of these generally unfavourable
prospects for export earnings and the high level of
imports in 1957-along with the balance of payments
strain that this imposed-seems almost certain to reduce
the rate of expansion in imports in 1958. Indeed in a
number of cases steps were taken to restrain imports
before the end of 1957, not only in countries in which
there had been a substantial expansion-Argentina, New
Zealand, the Philippines and the Sudan, for example
but also in some of the countries in which imports had
been running below the 1956 rate-Colombia and Indo.
nesia, for example.

In the case of India, despite the progressive tighten
ing of controls, imports in 1957 were 18 per cent above
the 1956 level. A further increase of this magnitude
is unlikely in 1958; though the development plan
which is going into its third year still entails major
imports of capital equipment, two years of rapidly
rising imports and a rigid control over consumer items
point to some slackening in the rate of increase, if not
some degree of contraction. Imports totalled $1.7 bil
lion in 1956 and $2.0 billion in 1957; import commit
ments for future delivery are estimated-by the Reserve
Bank of India-to have declined from $2.1 billion in
September 1957 to $1.8 billion in March 1958, while
licences issued in this six-month period aggregated $628
million-13 per cent below the rate for the first three
quarters of 1957 and less than half the rate for the
second half of 1956.

In some of the countries in which exports were lower
in 1957 than in 1956, imports in 1958 may be auto
matically curtailed through the direct link that exists
between export receipts, local incomes and import de
mand, as in Burma, Ceylon and Nigeria, for example.
This direct effect has been reinforced in some instances
by domestic retrenchment-as in Rhodesia, for example,
where cuts in public expenditure have been made and
tighter controls placed on credit, especially in sectors
with a high propensity to import. Similar measures to
reduce the demand for imports have been adopted in
the Sudan and on a much broader front in South
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Africa; in the latter a continued fall in exchange re
serves in the first four months of 1958 has been coun
tered, not by a return to stricter direct controls over
imports, but by a series of monetary measures~includ

ing restraint on bank credit and higher interest rates
-tighter control over the use of export proceeds and
over foreign transactions of a non-commercial nature,
and by oversea borrowing both on the open market
and from the International Monetary Fund.

Australia has also sought to avoid a return to the
stringent import controls of 1956, and though some
restriction has been placed on textile imports, a steady
decline in foreign exchange holdings appears likely,
at least until the 1958/59 wool sales commence in
September. Bolivia, Chile and Peru, where freer trade
regimes have only recently been introduced, have also
tried to avoid the reimposition of blanket controls: anti
inflationary policies have been pursued in the domestic
economy while the deterioration in external balance has
been countered by running down reserves, borrowing
abroad and letting the rate of exchange depreciate.
By May, notwithstanding the use of International Mone
tary Fund stand-by facilities, the decline in Chilean
reserves had reached a point where drastic action was
deemed necessary: all imports were brought to a
virtual, if temporary, halt by a decree raising prior
deposits to be paid by importers to one hundred times
the peso value of the goods in question.

The fact that control over imports-whether direct
and quantitative or indirect, through local demand
has been so widely imposed and that so many countries
are aiming at an import bill less than that of 1957 is
likely to mean that in the aggregate imports into the
primary exporting countries will expand little if at all.
If export earnings decline, even the maintenance of the
1957 level of imports will involve an appreciable drain
on reserves, except in the unlikely contingency of a con
siderable increase in the inflow of capital from the
industrial countries.

A decline in foreign trade will have universally
adverse effects on the internal balance in primary ex
porting countries. In some it is likely to be a deflation
ary effect: where local incomes are directly and largely
dependent upon activities in the export sector, there
will be a tendency for equilibrium to be re-established
at a lower level of expenditure. In most cases, however,
the effect is more likely to be inflationary: where it is
chiefly the income of government (and foreign-owned
companies) that is reduced by a curtailment of inter
national trade, the result is likely to be the appearance
or enhancement of a budgetary deficit alongside a
diminution in the supply of imported goods. The strain
on the budget depends on the one hand on the extent
to which the government is committed to maintaining
incomes or supporting prices in the depressed export
sector-as in the case of coffee in Brazil and butter and
cheese in New Zealand~and on the other hand on the
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government's dependence for revenue on the flow and
price of exports and imports or on the profits of the
export industries. This dependence is often very great
and the threat to government revenue may prejudice
public investment plans-as in Rhodesia where a major
railway electrification scheme has had to be postponed
-or newly adopted stabilization measures-as in Bolivia
and Chile, where reduction in the deficit and an ade
quate supply of imported goods have been integral
parts of the anti-inflationary programme.

Even more important to the state of internal equi
librium, however, is the course of domestic production,
and in this regard most countries are expecting a
further expansion in 1958. In South Africa this is again
expected to be at a lower rate than in the preceding
interval, while in Australia lower earnings in primary
(export) activities appear to be inducing some slack
ening in the growth of demand which may affect the
output of the industrial sector into which a large pro
portion of recent investment has gone. A decline in the
export sector-particularly in mining and smelting ac
tivity-is also expected to reduce the rate of expansion
in the Belgian Congo. In Morocco a better harvest in
1958 as well as increased activity in newly protected
secondary industries are expected to raise the domestic
product above the lower level to which poor crops and a
decline in construction had reduced it in 1957. In Laos
some growth in real product is expected, accompanied
by a more or less comparable decline in prices.

Viet-Nam is looking forward to a continuation of the
previous expansion of about 3 per cent a year-reflect
ing colonization of new land, the settlement of refugees
and the development of irrigation, as well as a certain
amount of industrial investment. In southern Korea a
4 per cent increase is envisaged, though shortage of
imported raw materials may handicap some industries.
The probable rise in real gross national product in
Lebanon is estimated at a further 5 to 6 per cent between
1957 and 1958 and in Ecuador at almost 7 per cent.
In the Dominican Republic an even higher rate of
growth-about 10 per cent-is predicted, while in China
(Taiwan) the influence of a high rate of increase in
industrial output-reflecting the fruition of earlier in
vestments-is likely to be lessened by the merely nomi
nal increase that is expected in agriculture.

In the Central American countries agricultural output
is actually expected to decline as a result of widespread
drought, Nicaragua and Panama being the most se
verely affected; along with the curtailment of coffee
exports under the Mexican Convention this may have a
depressing impact on the domestic economy. Expansion
in India will be affected by "a more difficult food situa
tion" and the inhibiting effect of import restrictions
which may reduce supplies of some raw materials.
This is possible in the Philippines also, where an
"austerity programme" was adopted late in 1957 be
cause of the serious deterioration which had occurred
in internal as well as external balance.
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On the whole the deterioration in external accounts
is likely to exert a restraining effect upon the course of
fixed capital formation in 1958, especially in those
countries in which domestic equilibrium was also
adversely affected in 1957. In Burma, where an expan
sion in public investment was largely responsible for
the rise in imports and in inflationary pressures in
1957, bank credit has been curtailed and the Govern
ment has indicated that development expenditures will
be cut-even though capital provisions in the 1957/58
budget were higher. In Rhodesia an economy drive in
government expenditure and a contraction of credit
available to the private sector are direct outgrowths of
the deterioration in terms of trade. Deterioration in
terms of trade is a key factor in Ceylon also and, irre
spective of the movement of production in real terms,
further worsening is considered likely to bring about a
reduction in both consumption and investment. In India
it was the rapid decline in exchange reserves that took
place in 1957 that necessitated some pruning and some
postponement in the investment associated with the
second five-year plan: some slackening in the pace of
total new capital formation is expected even though
public investment will again increase. New and higher
taxes will at the same time restrain any expansion in
private consumption; in this way-with the help of
imports-it is hoped to contain the inflationary forces
generated by expenditure under the plan.

In French Equatorial Africa, government develop
ment expenditure is expected to be at a lower level in
1958, but the decline may be offset to some extent by an
expansion in private capital formation, particularly in
the field of mining. Mining and smelting facilities
with their associated power supply-are also being de
veloped on an increased scale in French West Africa,
but here public investment is expected to be maintained
at the 1957 level. In the Sudan the large trade deficit
incurred in 1957 is not expected to stand in the way of
the greatly expanded development programme con
templated in the 1957/58 budget, but, taken in con
junction with the cut in imports made at the end of
1957, this investment may have a severe inflationary
impact. Difficulties of a similar nature have arisen in
Turkey where rigid import controls are combined with
a further instalment of an investment programme which
necessarily has a high import content. In Chile, also,
where during the past two years there has been an
appreciable degree of underemployment of resources
in the building and construction sector, government
policies are moving toward increased investment not
withstanding the difficulties on external account occa
sioned by the decline in copper prices. The develop
ment programme is also going ahead in Iraq.

Though domestic investment will probably be ad-

versely affected in the process, improvement in the
external balance is the major objective in New Zealand
where, in addition to quantitative import controls,
severe restrictions have been imposed on the volume
of credit by means of a major increase in the reserve
ratios of commercial banks. In Ghana, on the other
hand, the more favourable terms of trade recorded in
the second half of 1957 may be reflected in higher
public investment: the rise in the cocoa price on the
world market was not followed by an increase in the
price paid to growers; as a result imports-at least of
consumer goods-may be at a somewhat lower level in
1958 and the external balance should benefit.

In a few countries the action taken to protect ex
change reserves may stimulate higher output, either in
export activities or in industries producing substitutes
for imports that have been curtailed. However, in view
of the insensitivity of demand to price changes in the
case of many primary commodities and the fact that
in some instances it was the rise in production in 1956
and 1957 that underlay the weakness in world markets,
expansion of exportable supplies seems unlikely to
increase incomes. Indeed several groups of countries
including those producing mainly sugar or tin as well
as the major coffee producers-are already embarked
on policies of restricting exports or production in the
belief that, by sustaining prices, this will help reduce
the loss of income.

The stimulus to import substituting industries is
likely to be more decisive. However, investments made
under the influence of import curbs imposed tem
porarily in defence of shrinking reserves may not
always be in the best long-run interests of development
in the primary exporting countries: since the stringency
of such curbs almost inevitably tends to vary inversely
with the essentiality of the item in question, resources
tend to be attracted into temporarily profitable ac
tivities that might otherwise be expected to have a low
priority in the normal pattern of economic growth.
In consequence, the advantage accruing to domestic
production in these countries from the protection
afforded by emergency import controls may not always
compensate for difficulties experienced in balancing
external accounts. In most primary exporting countries
these difficulties are enhanced by the importance of
international trade not only for supplies of capital
goods, raw materials and fuels but also as a source of
incomes and government revenue. On the whole, a
flourishing external sector is more likely to lead to
balanced economic growth than is restrictive action
impelled by a deteriorating balance of payments. It is
the threat of such restrictive action on a wide scale
that dims the prospects of 1958.



Chapter 6

RECENT TRENDS IN CENTRALLY PLANNED ECONOMIES

Domestic Economic Activity

INDUSTRIAL PRODUCTION

Industrial production continued to rise in the cen
trally planned economies in 1957 but the rate of in
crease in aggregate output for the group was somewhat
lower than in 1956 (see table 96). This slowing down
was due mainly to an extremely sharp decline in the
rate of expansion in mainland China from 31 per cent
in 1956 to 7 per cent in 1957, a rate slightly below that
of 1955. The minor decline in the rate of increase in
the Soviet Union also had a significant effect, owing to
its large weight in the total group output.

In contrast to developments in mainland China and
the Soviet Union, aggregate output of the other cen
trally planned economies increased at a higher rate than
in 1956. This acceleration reflected in part the unusual
circumstances in Hungary, where output recovered
from the disruption of economic activity during and
after the events of October 1956. Industrial production
also increased at a higher rate in Czechoslovakia, East
ern Germany and Poland, while in Bulgaria, the rate
achieved in 1956 was maintained in 1957. Only in
Romania did industrial production increase at a slower
rate than in the preceding year.

Table 96. Indices of Industrial Production, by
Country

(Preceding year = 100)

Country 1955 1956 1957

Centrally planned economies, total. . . . .. 111 112 110
USSR 112 III 110
China, mainland. . . . . . . . . . . . . . . . . .. 108 131 107

Other eastern European countries, total 110 107 110
Bulgaria. . . . . . . . . . . . . . . . . . . . . . .. 108 115 115
Czechoslovakia 111 109 110
Eastern Germany 108 106 108
Hungary , 108 89 117
Poland. . . . . . . . . . . . . . . . . . . . . . . .. 111 109 110
Romania. . . . . . . . . . . . . . . . . . . . . .. 114 110 109

Source: Reports on fulfilment of plans and statistical yearbooks;
Hsin Hua Semi-monthly (Peking). Group indices are weighted
averages of country indices. The weights used were the averages
of the ratios of output of electric energy and of industrial em
ployment in each co,:mtry to the totals of the. gro.up. These
mdices should be conSIdered only as broad approXlmatlOns of the
changes in aggregate output.

In all countries the targets set for industrial produc
tion for 1957 were exceeded, and in some countries by
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substantial amounts. This overfulfilment of plans is
partly explained by the fact that the targets for 1957
were set at rather moderate levels in order to permit
elimination of the bottlenecks which had been present
in earlier years. The ability to exceed planned output
seems to indicate, however, that unexpected improve
ments were achieved in the supply of raw materials and
the utilization of capacity. It is possible that one of the
factors which contributed to these improvements was
the relaxation of coritrols over individual enterprises,
associated with the decentralization in planning and
management; greater scope may thus have been given
to individual enterprises to plan the composition of

Table 97. Indices of Output of Producer and Con
sumer Goods, by Country

(Preceding year = 100)

Country and item 1955 1956 1957

Bulgaria
116.7Producer goods ....... 106.8 109

Consumer goods ....... 108.6 113.3 118
China, mainland

Producer goods ....... 117.1 141.8 112
Consumer goods ....... lOLl 121.9 103

Czechoslovakia
Producer goods ....... 108.8 110.9 109.7
Consumer goods ....... 113.1 108.1 110.9

Eastern Germany
Producer goods- ....... 108.7 108.5 107.1b

Consumer goods c •.••.. 106.4 lQ3.1 108.3b

Hungaryd
Producer goods- ....... 108 93 1@9
Consumer goodsc •••••• 109 88 115

Poland
Producer goods ....... 111.2 110.6 109.2
Consumer goods ....... 111.8 107.2 110.0

Romania
Producer goods ....... 120.2 113.2 111.0
Consumer goods ....... 105.6 107.1 105.1

USSR
Producer goods ....... 114.7 111.4 111
Consumer goods ....... 108.2 109.5 108

Source: Reports on fulfilment of plans; statistical yearbooks;
Vierteljahreshefte zur Statistik, No.4, 1957 (Berlin), and Hsin
Hua Semi-monthly.

o Heavy industry.
b Estimated on basis of nine months.
c Light industry and food industries.
d Industry under jurisdiction of central ministries only.
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their output and their purchases of raw materials in a
more efficient way. In addition, the greater independ
ence and encouragement given to local industries,
co-operatives and handicrafts resulted in a much better
utilization of local resources; in several countries the
output of these enterprises consequently increased at a
higher rate than that of large-scale industry.l It should
be added that in Poland and Bulgaria, the stimulus
given to handicrafts and co-operatives was partly moti
vated by the need to find work for unemployed persons
lacking the requisite skills for employment in industry.

Output of consumer goods increased more than that
of producer goods in all centrally planned economies,
except the Soviet Union, Romania and mainland China;
for the third consecutive year the rate of increase in
the output of producer goods in these three countries
exceeded that of consumer goods (see table 97). The
difference between the respective rates of increase in
the two sectors was very marked in mainland China and
Romania, two countries where the share of producer
goods in total industrial production is much smaller
than in most other centrally planned economies.

It is significant that in all countries where industrial
production increased at a higher rate than, or at the
same rate as, in 1956, this was accounted for exclu
sively by the acceleration of growth in consumer goods
industries. While this relationship may have been due
to various causes, it seems that an important factor in
the acceleration was the availability of unused re-

1 In Bulgaria, total industrial production increased by 15
per cent, exceeding the planned target by 7 per cent. Output
of handworkers' co-operatives rose by 32 per cent, or 12 per
cent in excess of planned output, and industries under local ad
ministration increased their outpnt by 26 per cent. Similarly,
in Czechoslovakia the plan for total industrial output was ex
ceeded by 2 per cent while output of co-operatives exceeded the
targets by 5 per cent. In Poland, targets set for industry were
exceeded by 6 per cent and those for co-operatives by 15 per cent.

sources-both plant and manpower-in the consumer
goods sector; improvement in the supply of raw mate
rials in 1957, permitted the greater utilization of those
resources, thus accelerating the over-all rate of growth
in industrial production.

Within the producer goods sector, output of elec
tricity, coal, crude oil and ferrous metals rose in most
instances at a lower rate than in 1956.2 In the Soviet
Union, the total output of fuel and power expanded at a
somewhat higher rate than during the preceding year,
the slackening in the rate of increase in production of
coal and crude oil being somewhat more than offset by
an acceleration in the output of natural gas, peat and
hydroelectric power (table 98).

The effect of these changes on the supply of fuels and
metals was modified in several countries by changes in
foreign trade, and although output of fuel and power
in eastern Europe, excepting the Soviet Union, increased
less than in 1956, apparent consumption rose slightly
faster (see table 99). This improvement was, however,
entirely due to changes in Bulgaria, Eastern Germany
and Hungary. Only in Bulgaria did the supply of fuel
and power rise more rapidly in relation to industrial
production than in 1956. In all the eastern European
countries excepting Hungary, the supply of rolled steel
also rose less in relation to industrial production than
during the preceding year. Steel supply in fact, in
creased at a slower rate than in 1956.

2 In mainland China, however, the rate of increase in coal
exceeded-and that of crude oil production probably exceeded
-the rate of the preceding year; in Hungary, production of
metals, power and fuel (except crude oil) increased in 1957 as
compared with a decline in 1956; and in Bulgaria and Eastern
Germany, as a result of recent large investment in coal mining,
the output of brown coal increased at an accelerated rate.
Despite the rise in the rate of expansion in these three eastern
European countries, the aggregate output of fuel and power in
the European centrally planned economies, excluding the Soviet
Union, increased at a slower rate than in 1956.

Table 98. Indices of Output of Fuel, Power and Selected Basic Materials
(Preceding year = 100)

USSRItem

Primary fuel and power" .
Coalb •••.••••••..••••.••••

Hard coal .
Brown coal and lignite .

Crude oil. .
E!ec:ric energy .
PIg Iron .
Rolled steel. .
Cement .
Bricks .

1956

111.4
109.7
109.8
109.5
118.4
112.8
107.5
107.1
110.6
102.9

1957

112.3
107.9
107.9
107.7
117.3
109.1
103.4
106.3
116.2
112.1

Other eastern
European
countries China mainland

1956 1957 1956 1957

102.9 101.9
103.1 103.0 113.2 117.2
101.4 99.8
103.8 104.4
100.5 98.2 120.0 140.0c

108.9 106.4 135.1 114.4
107.2 106.7 125.9 122.6
108.2 107.6 157.0 114.20

106.1 109.8 142.0 104.7
103.9 109.8

Source: Reports on fulfilment of plans; statistical
yearbooks; data on primary fuel and power from
United Nations, Economic Survey of Europe in 1957
(sales number: 58.II.E.l); Hsin Hua Semi-monthly
and estimates of the Secretariat.

• Coal, oil, natural gas, oil shale, peat and hydro
electric power, in terms of heat value.

b On ton per ton basis.

o Planned.
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Table 99. Selected Indices of Production and Apparent Consumption of Basic Materials

(Preceding year = 100)

1956 1957

Industrial
Apparent consumption Apparent consumption

Production Industrial Production
Country production Primary of electric production Primary of electric

fuel and Rolled energy fuel and Rolled energy
power steel power steel

Bulgaria .................. 114.9
i~~:6

121.0- 115.4 115 113.4 105.8- 110.9
Czechoslovakia ............ 109.4 109.8 110.5 110.2 105.7 106.8 107.1
Eastern Germany .......... 106.3 102.2 110.1 108.7 107.6 103.6 109.1 104.9
Hungary ... '" ........... 88.5 94.9 88.2 95.8 117.0 116.6 124.4 104.8
Poland ................... 109.0 108.0 107.9 109.8 109.6 107.0 103.6- 108.5
Romania ................. 110.4 111.0 113.6 108.5 100.9

Total, above countries 106.9 105.5 108.9 109.7 106.0 106.4b

Source: See sources to tables 96 and 98.
a Production.
b Excluding Romania.

In spite of the slower increase in the supply of metals,
fuel and power in relation to industrial production,
there seems to have been, at least in some countries, a
certain easing of supply difficulties. This improvement
was probably the result of shifts towards consumption
goods in aggregate output and of the general slowing
down in rates of growth in output of heavy machinery
and armaments. In Eastern Germany and Czechoslo
vakia, however, deficiencies in supplies of special steels
were a factor preventing the fulfilment of the plan for
production of heavy machinery, and in Poland the
shortages of steel plates and of non-ferrous metals pre-

vented the achievement of plans in several branches of
engineering.

The highest rates of increase in the producer goods
sector were achieved in the chemical industries and in
the output of building materials. Output of cement and
bricks was stepped up in most countries in connexion
with expanded programmes of housing construction;
this output substantially exceeded the rates of increase
achieved in 1956.

The expansion in the output of consumer goods was
facilitated in several countries both by an increase in

Table 100. Indices of Industrial Production of Selected Consumer Goods

(Preceding year = 100)

Silk and
Country and year Cotton Woollen artificial Leather Vegetable

fabrics fabrics fabrics shoes Meat Butter oils&. Sugar

Bulgaria
112.8 114.0 128.4 112.8 169.81956 .................... 107.7 118.7 139.4

1957 .................... 106.1 104.7 120.0 130.0 106.3 115.0 113.3 109.3

Czechoslovakia
1956 .................... 102.8 93.4 97.8 96.4 111.6 113.7 110.0 90.0
1957 .................... lOLl 103.8 104.0 128.4 107.2 105.9 99.5 133.6

Eastern Germany
106.1 106.2 97.6 105.6b 85.71956 .................... 82.0 94.0 97.7

1957 .................... 104.2 108.3 102.7 106.7 107.0 92.2

Hungary
84.6 82.3 110.2 111.2 87.21956 .................... 77.4 75.9 78.7e

1957 .................... 114.9 122.1 114.1 128.9 102.3 96.4 105.6 139.0

Poland
1956 .................... 99.3 100.7 105.2 112.1 121.7 101.6 104.9 79.3
1957 .................... 100.9 100.3 106.5 107.8 114.1 126.3 89.7 136.2

USSR
1956 .................... 92.3 106.1 143.4 105.7 105.4 119.9 130.6 127.3
1957 .................... 102.7 105.3 106.7 108.7 116.5 111.9 108.8 103.1

Source: Reports on fulfilment of plans and statistical yearbooks.
- Excluding oil for industrial purposes.
b Margarine only.
e Sunflower oil only.
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the supply of domestic raw materials allocated to the
consumer sector and by an increase in imports. Produc
tion of consumer durables, in particular of passenger
cars and of furniture, was accelerated in most countries.
The expansion of output of semi-durables such as tex
tiles, clothing and shoes, was primarily the result of
substantial increases in imports of cotton, silk, artificial
fibre, hides and wool by several eastern European
countries3 (table 100) .

Within the food processing sector, the expansion of
the most important branches was somewhat less exten
sive than in 1956 when the rates of increase were gen
erally very high. Output of meat rose less than in 1956
in all countries except the Soviet Union and Eastern
Germany, but the increases in these two countries were
sufficiently important to raise the aggregate rate of
increase from 9 per cent in 1956 to 14 per cent in 1957.4

Output of butter also increased less than during the
preceding year in all countries except Eastern Germany
and Poland.5 The increase in aggregate output of edible
oils and of sugar in eastern Europe was much less than
in 1956; for sugar, this was mainly because of a decline
in the rate of increase in the Soviet Union, and for
edible oils it was because of a reduction in the rate of
increase in some countries and an absolute fall in
others.

Except in Bulgaria, where output per man showed no
increase, the rise in industrial production was, as in the
preceding year, achieved mainly through an increase in

• The aggregate output of leather shoes in eastern Europe in
creased as much as 16 per cent in 1957 compared with only 3
per cent in 1956; aggregate output of textiles recovered from
its 1956 fall and in 1957 somewhat exceeded the 1955 level.

• In eastern Europe, exclusive of the Soviet Union, the aggre
gate output of meat increased by 14 per cent in 1956 and 9 per
cent in 1957.

'Aggregate production of eastern Europe increased by 12
per cent in 1957 as against 14 per cent in 1956; exclusive of the
Soviet Union, the corresponding figures were 2 per cent in 1956
and 11 per cent in 1957.

output per man rather than through higher employ
ment (see table 101). The rate of increase in output per
man slackened, however, in all countries with the ex
ceptions of Poland and Hungary. The slackening was
due in part to the fact that in several countries the work
week was shortened in 1956 and stilI further reduced in
1957. Employment increased at an accelerated rate only
in Bulgaria, Czechoslovakia and Eastern Germany.

It may be of interest to note that the three countries
where employment increased more rapidly than in 1956
were also those which experienced the most significant
acceleration in the output of consumer goods and the
greatest deceleration in the rate of increase of output
per man. Both the slackening of the rate of increase of
output per man and the acceleration in the rate of
growth of employment may thus be due to the generally
higher labour requirements per unit of output in con
sumer goods industries. It should be added that a simi
lar shift in Poland and Hungary did not result in any
deceleration in the rate of increase of output per man.
In Hungary this was due to the fact that the decline in
output in 1956 had not been accompanied by a reduc
tion in the number of workers on the payt'olls. The
recovery in output per man in 1957 had still not carried
it to the level prevailing before the October disturb
ances. In Poland the existence of "hidden unemploy
ment" in industry was probably an important factor
accounting for the rise in output per man.6

As was noted in the World Economic Survey, 1956,
a problem of unemployment had been encountered in
Bulgaria, Hungary and Poland during 1956. Although
conclusive data are not available, it appears that this
situation improved in 1957. The two factors which

6 It was officially stated that even with existing techniques a
substantial proportion of labour employed could be dispensed
with, without reducing industrial production. Although it is
probable that "hidden unemployment" exists also in other
countries, apparently the problem is of greater importance in
Poland.

Table 101. Indices of Employment and Output per Man in Industry

(Preceding year = 100)

1955 1956 1957

Country Number Output Number Output Number Output
of wage per wage of wage per wage of wage per wage
earners earner earner8 earner earners earner

Bulgaria ............... 103.1 104.6 107.8 107.0 114.7 99.8
China, mainland........ 101 109.6 113 120
Czechoslovakia ......... 102.2 107.9 102.4 106.8 104.1 105.9
Eastern Germany ....... 100.3 107.5 96.2 110.5 102.4 10560

Hungary" ............. 100.7 106.1 101.7 89.8b 100.8 110.
Poland ................ 104.6 106.5 104.2 104.6 103.4 106
Romania .............. 104.0 109.3 101.6 108.7 100.2 108.3
USSR................. 104 108 104 107 103 106.5

Source: Reports on fulfilment of plans; statistical
yearbooks; Statisticheski Izvestia, No.1, 1958
(Sofia) and Statisztikai Havi Kozlemenyek, No. 12,
1957 (Budapest).

• Industry under central administration.
b Average January-September: 102.5.
o 96.3 in relation to the average of January

September 1956.
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1957
1.64
4.40

1956
1.45
4.50

1955
1.52
4.00

1 The figures on ootton production in these two countries are
as follows (in millions of tons) :

195'-1954
average

China, mainland.... 1.18
USSR 4.05

Among the other major crops, output of sugar-beets
was exceptionally good in all countries, and production
for the area as a whole was the highest ever recorded.
The potato harvest, however, in three major producing
countries, namely, the Soviet Union, Poland and
Czechoslovakia, was lower than the very good crop of
1956. In the Soviet Union the output of cotton was also
lower than in 1956 but it was the highest on record in
mainland China.7

Total crop production was lower than in 1956 in the
Soviet Union and Czechoslovakia. In the Soviet Union
the decline came after two successive years of substan
tial increases, and the absolute level of output remained
higher than in any year except 1956. However, the rise
in livestock numbers increased fodder requirements,
and the 40 per cent decline in production of maize and
the decline in output of other fodder grains during
1957 may be of consequence for the much stressed de
velopment of livestock. In Czechoslovakia, total crop
production declined for the second consecutive year by
about one per cent in 1956 and 4 per cent in 1957,
but in spite of this it was still substantially above the
average of the last five years. In all other countries
over-all crop production was higher than in 1956.

results and total output of grain was increased by some
25 per cent; and in 1956, though output fell in the
Ukraine as a result of frost, a good harvest in the
newly cultivated areas of Kazakhstan and the eastern
regions raised the total grain output by 20 per cent
above the level of 1955.

Weather conditions in 1957 contributed to a substan
tial increase in agricultural output in some countries,
while in others they had an adverse effect. In Bulgaria,
mainland China, Hungary, Poland and Romania, the
grain harvest exceeded that of 1956 and was substan
tially above the 1953-1955 average. For the group as a
whole, however, total output fell short of 1956 because
of a 12 per cent decline in the grain harvest in the Soviet
Union caused by a severe drought in Kazakhstan, the
southern Urals and the Volga region (see table 102).
The area affected by the drought includes about 70 per
cent of the land brought under cultivation during the
past three years, and the increase in output of other
areas was not sufficient to offset the decline. In this
respect the situation differed from that of 1955 and
1956: in 1955, Kazakhstan and the eastern region had
a poor harvest, but the other areas achieved excellent

AGRICULTURAL PRODUCTION

helped to absorb at least part of the unemployed labour
force were, on the one hand, the expansion of handi
crafts and small-scale industry and of service establish·
ments in both the socialized and private sectors of the
economies and, on the other, an outflow of labour to the
countryside. Whereas in Poland these were probably the
most important factors, in Bulgaria the situation was
also improved by the emigration of about 13,000
workers to the Soviet Union and Czechoslovakia. In
Hungary, which had also encountered a problem of
unemployment during 1956 and in the early months
of 1957, the recovery of industrial production and the
emigration which followed the events of October, to
gether with the return of some workers to the country
side, resulted in a substantial reduction in the number
of unemployed.

Table 102. Output of Major Crops

(Millions of metric tons)

Grain Sugar-beets Potatoes

Country 1953-1955 1953-1955 1953-1955
average 1956 1957 average 1956 1957 average 1956 1957

Bulgaria ................. 3.9 3.4 4.7 .7 .9 1.4 .3 .2 .3
China, mainland .......... 146.5 160.7 163.0 7.4b 8.6b 12.3b 17.5 21.8
Czechoslovakia ........... 4.8 5.4 5.2 5.8 4.6 6.8 8.6 9.6 8.8
Eastern Germany ......... 5.6 5.3 5.4 6.6 4.9 6.8 14.3 14.8 15.9
Hungary ................. 6.1 5.2 7.0 2.2 1.9 2.4 2.1 2.1 2.9
Poland .................. 11.2 12.1 13.6 7.0 6.4 7.6 31.4 38.1 35.0
Romania ................. 8.8 7.1 11.4 1.6 1.5 2.1 2.4 2.7
USSR................... 89.3 123.7 109.5 24.7 32.5 39.4 96.0 87.2

Source: Reports on fulfilment of plans; statistical yearbooks;
United Nations, Economic Survey oJ Europe in 1957; Hsin Hua
Semi-monthly; USSR grain output estimated on basis of the
planned targets for 1960, indices of grain output for 1950--1956,
reported percentage increase 1953-1957, and a statement in
Planovoe Khozyaistvo, No.2, 1956 (Moscow): "Gross output of
grain in the Kazakh SSR in 1960 will increase compared with
1955, five times, and the relative share of the Republic in the
output of grain in the country will increase to 12.9 per cent

instead of 4.5 per cent in 1955." Since these target increases are
expressed in rounded figures, the estimates given in the table
may understate or overstate actual output.

• Wheat, rye, barley, oats, maize for grain, and paddy in
mainland China.

b Including sugar-cane converted into beet equivalent by
applying approximate average rates of sugar extraction from
beets and from cane.
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In Poland and mainland Chinas the percentage in
creases in output were small, but in Bulgaria, Hungary
and Romania, which had suffered from bad harvests
in 1956, crop output increased substantially.

The changes ih output of animal husbandry in 1957
were in most countries closely related to the preceding
year's fodder crops. In Romania, which had suffered
from a poor harvest in 1956, both live stock numbers
and production of meat appear to have declined in
1957. Livestock numbers also declined substantially in
Hungary, although output of meat increased slightly
because of a higher rate of slaughtering. In Bulgaria
another country which had a bad harvest in 1956-the
situation in 1957 was only slightly better.9 In Czecho
slovakia and Eastern Germany, where the decline in
fodder crops was less marked than in the other coun
tries affected by bad harvests in 1956, output of meat
and milk increased slightly in 1957; their livestock
population, however, remained practically unchanged.
By contrast, in Poland, the relatively good harvest of
1956 contributed to a substantial increase in livestock
numbers and in output of milk and meat (see table
103) .

In the Soviet Union livestock numbers increased sub
stantially between 1 January 1957 and 1 January 1958,
although it is possible that this increase was largely
the result of a reduction in the rate of slaughtering dur
ing the last three months of 1957. Output of meat,
especially of pork, also increased in 1957, but its rate

8 In Poland the 9 per cent decline in potato crops and poor
results for some other crops partly offset the effect of the 12
per cent increase in output of grain and as a result total output
of crops increased by only 2.5 per cent. In mainland China
industrial crops increased more than grain output and the crop
of soya beans was lower than in 1956. Total crop production
increased by approximately 3 per cent.

, In Bulgaria, production of milk increased but output of meat
apparently remained at its 1956 level; the number of sheep
seems to have declined and output of wool fell by 5 per cent.

of increase cannot be determined for lack of conclusive
information.10

Despite the divergences in the movement of crop and
of livestock production, the increase in over-all agri
cultural output in Bulgaria, Hungary and Romania was
sufficient to wipe out the losses of 1956 (see table 104).
In Eastern Germany, there was a further substantial
increase above the post-war peak of 1956, mainly as a
result of an increase in fodder crops. Similarly, a post
war peak was reached in mainland China and Poland,
although in these countries the rate of increase was
lower than that of 1956. Finally, in the Soviet Union
and Czechoslovakia, total agricultural production de
clined after having reached a post-war peak in the
previous year. In the Soviet Union the decline may have
been of the order of 5 per cent;11 it was, however, only
slight in Czechoslovakia.

Government policies towards agriculture in 1957
tended to further the expansion of agriculture in all the
countries of the group; the general tendency was to
continue the policy introduced in 1956 of placing

10 The report on fulfilment of the plan for 1957 confines itself
to the following statement regarding meat: "In 1957, output of
meat, especially pork, increased." But Pravda, of 28 February
1958, announced that "taking into account the increase in live
stock, output of meat rose by 38 per cent from 1953 to 1957".
The report on fulfilment of the plan for 1956 indicated that
between 1953 and 1956 output of meat rose by II per cent.
Since it is not clear whether the latter figure relates to slaughter
ing of livestock or whether it also takes into account the increase
in livestock population, no conclusion can be drawn with respect
to the output of meat in 1957.

11 Assuming that the output of animal husbandry (which in
1957 represented 37 per cent of total output of agriculture)
increased at the rate indicated for livestock numbers. This con
clusion is partly substantiated by the fact that whereas indus
trial production rose by 10 per cent in 1957, national product
rose by only 6 per cent. In addition, the planned rate of in
crease in agricultural output for 1958 was set at 17 per cent;
as this is much higher than the rates in 1955 and 1956, it sug
gests, in part, an anticipated recovery from a fall in output in"
1957.

Table 103. Livestock Numbers and Production of Animal Husbandry,1957 a

(Preceding year = 100)

Number of Production
Gouutry

Sheep MeatGattleb Pigs Milk Eggs

Bulgaria ................ 111.0 100.7
Czechoslovakia .......... 99.0 101.2 93.0 104.9 100.7 107.6
Eastern Germany ........ 100.3 98.2 105.1 106.5 105.1
Hungary ............... 91.4 91.0
Poland ................. 99.0 107.0 95.6 108.5 106.2 99.1
USSR ................. 108.6 108.6 111.1 111.4 110.0

Source: Reports on fulfilment of plans; statistical
yearbooks; Statistische Praxis, No.3, 1958 (Berlin);
Statisztikai Havi Kozlemenyek, Nos. 3, 5 and 12,
1957; Voprosy Ekonomiki, No.3, 1958 (Moscow).

• Livestock data based on livestock counts
during the following months: Czechoslovakia:
December; Eastern Germany: September; Hun-

gary: October; Poland: June; USSR: January.

b Changes in the number of cows differ in some
cases substantially from those in the total number
of cattle. The comparable figures are: for Czecho
slovakia, 99.8; Eastern Germany, 99.7; Hungary,
97.6; Poland, 103; and USSR, 108.3.
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Table 104. Indices of Agricultural Production

(Preceding year = 100)

Country 1955 1956 1957

Bulgaria', .............. 110.3 93.3 108.6
China, mainland. . ....... 107.7 104.6 104
Czechoslovakia ........... 110.5 102.0 99.4
Eastern Germany ......... 101.3 101.2 III
Hungary ................ 112 88 112
Poland ................. 102.5 107.6 104
Romania ................ 118.9 79.6

Source: Reports on fulfilment of plans; statistical yearbooks of
Bulgaria, Czechoslovakia, Eastern Germany, Hungary, Poland
and Romania; data communicated to the United Nations
Secretariat by the Governments; Hsin Hua Semi-monthly, and
Nepgazdasagi Merlegek, Realjovedelmek, 1956 (Budapest).

• In 1955 prices, as indicated in the reply of the Government
of Bulgaria to the United Nations questionnaire of November
1957 on economic trends, problems and policies, 1957-1958. The
report on fulfilment of the plan for 1957 gives a 16 per cent
increase for that year. This is probably derived from an index
calculated in 1939 prices. In some of the preceding years the
differences between the two indices were quite considerable.
Thus, the increase in 1955, in 1939 prices, was 18 per cent,
compared with the 10 per cent increase shown in the table.

greater reliance on peasants' initiative by measures
including, in addition to an increase in agricultural
prices, the reduction or abolition of compulsory deliv·
eries and a lessening of the role of central authorities
in the planning and management of individual farms.
In Hungary, where the co-operative sector of agricul.
ture was reduced from 21 per cent of the sown area in
June 1956 to 12 per cent in December 1957.12 the abo
lition of compulsory deliveries in 1956 was followed by
other measures tending to encourage private farming;
these included the removal of some restrictions on the
sale and renting of land and the guarantee of tenure
to private owners. In 1957, for the first time, the Gov
ernment abstained from regulating the area to be sown
under various crops.13 In Poland, the reforms initiated
in 1957 were followed by a further reduction in com·

12 In December 1956, it fell to 9 per cent but subsequently it
increased slightly.

13 Under the prevailing price structure, this resulted in a shift
towards fodder crops, thus improving the prospects for an in
crease in livestock production.
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pulsory delivery quotas and a virtual elimination of
collective farming.14 The supply of equipment and
fertilizers to private farms was increased substantially.
The effect of this policy was a considerable improve
ment in the efficiency of private farming. This resulted
in a rise of 2.5 per cent in the area under grain and
it probably also contributed to the increase in yields.
Similarly, in Romania, governmental control over agri.
culture was considerably reduced through the abolition
of compulsory deliveries.

The relaxation of governmental controls, together
with the changes in output, had a considerable influence
on the procurement of agricultural produce by govern
ment agencies. In Hungary and Poland, where compul.
sory deliveries were either entirely abolished or greatly
reduced, centralized purchases of grain were lower than
in 1956 (see table 105). Not all of the decline, however,
was due to the reduction of obligatory deliveries, since
in Poland even the planned quotas were not achieved.
The reduction in centralized acquisition of grain did
not have an adverse effect on supplies to the urban
population; in Poland it was balanced by an increase
of peasants' sales on the free market and in Hungary,
in addition, by a reduction of rural purchases from
central stocks. In Hungary these factors, together with
large imports, enabled the Government to build up
central grain stocks in order to provide for a normal
bread supply until the next harvest. In contrast to pro·
curement of grain, governmental purchases of livestock
products rose considerably in Poland, despite the de
cline in compulsory deliveries; this resulted from the
increase in free sales brought about by substantial in
creases in prices paid to the peasants. In Hungary,
procurement of livestock products was generally also
more successful than that of grain, partly because of
relatively more favourable prices.

14 On the other hand, in Bulgaria and in Czechoslovakia, the
relaxation of governmental controls over the composition and
disposal of agricultural produce was accompanied by a further
extension of the collective farm sector. The drive towards fur
ther collectivization, which in the earlier period had weakened
the incentive to greater production among the peasants in most
of the centrally planned economies, does not seem to have
affected output in Bulgaria and Czechoslovakia in 1957.

Table 105. Procurement of Major Agricultural Products, by Country
(Thousands of metric tons)

Grain Meat a Milk Eggs
Country

1956 1957 1956 19571956 1957 1956 1957

Bulgaria .............. 204 211 283 329 473 447
Eastern Germany ...... 866 926 3,302 3,586 1,172 1,491
Hungary ............. 1,506 1,373 426 434 529 511 430 370
Poland .... " ......... 2,353 2,143 1,094 1,225 2,514 3,046 1,646 1,658
USSR. . . . . . . . . . . . . .. 54,123 37,300 4,449 5,000 17,337 20,500 3,272 4,250

Source: Statisticheski Izvestia, No.1, 1958; Statistische Praxis,
No.3, 1958; Statisztikai Havi Kozlemenyek, No. 12, 1957;
Rocznik Statistyczny, 1957 (Warsaw); Biulet)'n Statystyczny,
No.2, 1958 (Warsaw); Dostizhenia Sovetskoi Vlasti za 40 Let,

1957 (Moscow); Zasedania Verkhovnogo Soveta SSSR, (Devya
taya Sessia); Pravda (Moscow), 27 January 1958; Vestnik
Statistiki, No.6, 1957 (Moscow).

• Live weight. b Million.
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"' This can be seen from the following percentage increases
over 1956:

In Eastern Germany, where there was little change
in compulsory delivery quotas, a rise in prices for both
compulsory deliveries and free sales to the Government
resulted in an increase of procurement in relation to
output.15

In the Soviet Union, a sharp decline in procurement
of grain was entirely due to the fall in output. State
procurement declined by about one-third from the ex
tremely high level of 1956 but remained only slightly
below the 1955 level, as shown by the following figures
(in millions of tons) :

Source: For output see table 102. Procurement data derived
from Pravda, 6 February 1957, reports on fulfilment of plans in
1955, 1956 and 1957, and Zasedania Verkhovnogo Soveta SSSR
(Devyataya Sessia), 19-21 December 1957 (Moscow, 1958).

The amount of grain left at the disposal of the farms,
however, increased by about 7 per cent in 1957. This
change in the distribution of current output was made
possible by the very great accumulation of grain stocks
out of the 1956 harvest; and despite the decline in pro
curements in 1956, the existing stocks were officially
considered as sufficient to meet current needs. Procure
ment of livestock products in the Soviet Union, on the
other hand, increased considerably above 1956, per
mitting a continued improvement in supply of meat,
milk and eggs to the urban population. A substantial
improvement also occurred in the procurement of fruit
and vegetables. These changes to a large extent reflected
the response of the peasants to the increases in prices

1954 1955 1956

Output............ 84 103 124
Procurement ....... 35 38 54
Other ............. 49 65 70

ALLOCATION OF NATIONAL PRODUCT AND

PRESSURE OF DEMAND

In the Soviet Union and mainland China, the rate of
growth in national product was very much lower than
in the preceding year. Some deceleration in the rate of
expansion also took place in Poland. In several coun
tries of the group, however, national product increased
more rapidly in 1957 than in 1956 (see table 106).

In most countries the changes in the rate of expanD
sion of national product reflected fluctuations in agri
cultural production. The impact of these fluctuations
was most significant in the Soviet Union, where the
decline in the rate of growth, from 12 per cent in 1956
to 6 per cent in 1957, was almost entirely due to
changes in agricultural output. Similarly, in Poland
the slackening of the rate of growth of national product
was the result of the slower growth in agricultural
output. In mainland China, however, where the rate of
expansion in national product also slowed down, the
deceleration was exclusively due to the sharp decline
in the rate of increase in industrial production.

Amongst the countries where national product rose
more than during the preceding year, only in Czecho
slovakia was the acceleration entirely due to a higher
rate of increase in industrial production. In Hungary,
recovery of both industry and agriculture from the
1956 decline contributed to the rise in national product
which, in 1957, approximately regained the level estab
lished in 1955. In all the other countries the rise in
agricultural output played a significant role in raising
the over-all rate of expansion of national product in
1957. In Bulgaria, where industrial production in
creased in 1957 at approximately the same rate as

paid for some agricultural produce which, in the case
of fruit, were associated with the complete abolition of
compulsory deliveries.

1957

110
37
73

Pro
curement

5
10
9
6.9

Output
1
7
5
6.5

Grain .
Potatoes .
Milk .
Meat .

Tahle 106. Indices of National Product, Investment and Retail Sales
(Preceding year =100)

Net national product- Gross fixed investmentb ReIail sales
Country

1955 1956 1957 1955 1956 1957 1955 1956 1957

Bulgaria ............... 110 105 108 109 101 82 112 115 110
China, mainland ........ 107 112 105 115 163 89 102 119 109
Czechoslovakia. . ....... 109 105 107 109 122 108 110 109 108
Eastern Germany" ....... 105 103 107 111 131 109 106 104 107
Hungary ............... 109 89 1l0d 95 89 85 105 111 105
Poland ................ 108 108 107 104 103 104 111 115 114
Romania ............... III 112 91 110 113 114
USSR................. 112 112 106 110 117 112 105 109 114

Source: Statistical yearbooks; reports on fulfilment of plans;
Hsin Hua Semi-monthly.

- For China, mainland: net value of industrial and agricultural
output estimated on the basis of gross value data adjusted by the
1956 ratio of net output to gross output for each comIJonent.

b Bulgaria: centrally controlled investment only; Romania:

State and co-operative sector; USSR: State and co-operative
sector exclusive of co-operative farms. For all the other coun
tries, total fixed investment.

c All data in current prices.

d Estimated: see footnote 18 to this chapter.



214

during the preeeding year, it was the substantial rise
in agricultural output in 1957-following the 1956
decline-that was chiefly responsible for the acceler
ated growth of national product. Similarly, in Romania
the recovery of agricultural production from its fall
in 1956 seems to have offset the effect of the deceleration
in the rate of growth of industry and to have raised the
rate of expansion of national .product above that
achieved in 1956. Even in Eastern Germany, where the
rate of growth of national product more than doubled,
the increase in agricultural output was of decisive
influence.

A significant feature of the economic situation in
1957 was a general slowing down in investment ac
tivities as compared with 1956. Poland was the only
country where gross fixed investment increased at a
slightly higher rate than during the preceding year.
In the Soviet Union the rate of increase fell from
17 per cent in 1956 to 12 per cent in 1957 and in
Czechoslovakia and Eastern Germany the deceleration
was much sharper, the decline being from 22 and 31
per cent respectively in 1956, to 8 and 9 per cent in
1957. In all other centrally planned economies, State
fixed investment declined in absolute terms. The most
significant change took place in mainland China where
the 63 per cent increase in 1956 was followed by an
11 per cent decline in 1957. In Bulgaria, Hungary and
Romania, investment fell by 18, 15 and 9 per cent
respectively. In Hungary this was the third year of
decline and it exceeded the percentage reductions of
the two preceding years. It should be added that the
plans for 1957 in all centrally planned economies pro
vided for a slowing down of the rate of increase or for
an absolute decline in State expenditure on fixed in
vestment. In Hungary, the actual decline in State fixed
investment was in fact smaller than planned. In Bul
garia, the absolute decline and in Czechoslovakia and
Eastern Germany the deceleration in the rate of increase
were greater than planned. In the Soviet Union and
Poland the actual rate of increase exceeded the planned
rate.

The available information on the distribution of
State investment by sectors indicates that the share of
total investment allocated to industry generally in
creased, but that it fell in Hungary (see table 107).
The share of State investment devoted to agriculture
declined in Bulgaria, Hungary and Poland. In the two
latter countries this decline reflected-at least in part
the reduction of the State and collective farm sector in
agriculture and a greater reliance on private farming.
Private investment in agriculture, partly financed by
State credits, increased substantially in these two
countries. In the Soviet Union the investment of col·
lective farms increased much less than State investment
and its share in total investment seems to have declined
for the second consecutive year. The share of State in
vestment in housing increased in several countries of
the group, especially in Poland, Hungary and the
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Tablel07. Changes in the Allocation of State Fixed
Investment, Selected Countries

(Percentage of total)

Transport
Agri- and com-

Country and year Industry culture munications Housing

Bulgaria
1955 .............. 54 14 10
1956.............. 54 16 10
1957 .............. 62 10 11

Czechoslovakia
1955 .............. 47 8 13 16
1956.............. 49 8 12 14
1957.............. 52 8 12 14

Eastern Germany
1955 .............. 46
1956 .............. 51
1957 .............. 53

Hungary
1955 .............. 42 24 9 10
1956 .............. 47 16 9 12
1957 .............. 42 9 6 22

Poland
1955 .............. 45 10 11 13
1956 .............. 46 11 10 13
1957 .............. 47 10 10 16

SOUTce: Statistical yearbooks and reports on fulfilment of plans.

Soviet Union. In addition, private investment in hous
ing rose considerably in several countries.

The rates of increase in retail sales were higher than
planned in almost all centrally planned economies, but
only in a few instances, notably in Eastern Germany
and the Soviet Union, were they above the rates
achieved in 1956. In mainland China there was a very
sharp decline in the rate of growth of retail sales from
20 per cent in 1956 to 9 per cent in 1957.

The foregoing review of changes in national product,
fixed investment and retail sales does not by itself yield
any conclusive information on the changes in the over·
all allocation of resources between end uses because it
does not take account of changes in peasants' consump
tion out of their own output, changes in inventories or
changes in foreign trade. Although, for most countries
of the group, data on the allocation of national product
are not available for 1957, the existing qualitative in
formation and quantitative data on specific components
of national expenditure, together with the indices repro·
duced in table 106, provide some broad indications of
the changes which occurred.

The most striking change in the allocation of re
sources took place in the Soviet Union, signifying a
reversal of the pattern of the two preceding years.
In 1955 and 1956 fixed investment rose more than
national product and retail sales rose less, indicating a
shift in the allocation of resources away from personal
consumption. In 1957, however, national product rose
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by 6 per cent while retail sales increased by 14 per cent.
Although State fixed investment increased by 12 per
cent, the effect of this increase on the share of total
net investment in national product seems to have been
largely offset by the decumulation of agricultural stocks
that had been built up in 1956 but were reduced in
1957 as a result of the poor harvest. The rise in the
share of consumption in national product was only
partly due to a smaller than anticipated rise in national
product; in fact, retail sales and probably total con·
sumption increased more than planned.16

In Poland and Hungary, the changes in the allocation
of resources were significantly influenced by the emer
gence of very large imp.ort surpluses and by the urgent
need to replenish the stocks which, in 1956, had fallen
relatively to national product in Poland and had de
clined sharply in absolute terms in Hungary:. In Poland
the situation was characterized by a simultaneous in
crease in total investment and in consumption relative
to national product. This unusual pattern of change
reflected a very steep increase in net imports which,
as shown in the table below, rose by 15 billion zlotys,
an amount which corresponded to almost 6 per cent of
the national product of 1956.

1957

1955 1956 1957 (1956 = 100)
(Billions of zlotys; 1956 prius)

National product. . . . . . . . . .. 237 257 276 107
Consumption. . . . . . . . . . .. 184 203 227 112

Personal. .. .. . .. .. .... 171 189 212 112
Social. . . . . . . . . . . . . . . . 13 13 15 112

Accumulation. . . . . . . . . . . 53 51 61 119
Fixed investment. . . . . . 36 37 39 106
Changes in inventories. . 16 14 22 152

Net foreign trade balance-. +3 -12

Source: Report on fulfilment of plan and Rocznik Statystyczny
(Warsaw, 1957).

• This item includes also inventory losses incurred in storage,
transportation and others.

It was this increase in net imports which made it
possible to raise consumption by 24 billion zlotys and
accumulation by 10 billion while national product
increased by only 19 billion zlotys. Personal consump
tion rose by 12 per cent and its share in national pro
duct increased from 70 per cent in 1955 and 74 per cent
in 1956 to 77 per cent in 1957,17 Net fixed investment
rose somewhat less than national product but the net
increase in inventories, which was reduced in 1956, rose
in 1957 by more than 50 per cent, thus raising the total
accumulation by 19 per cent and its share in national
product to 22 per cent as against 20 per cent in 1956.

In Hungary, the pattern of change in the allocation
of national resources was in some respects similar to
that in Poland. As in the latter country, total expendi
ture increased more than national product; the rise in
the share of accumulation in national product was the

,. Retail sales increased by 14 per cent instead of a planned
10 per cent.

17 The share of social consumption increased slightly and was
about 5 per cent of national product in 1957.

result of a steep increase in inventories, and the net
import balance increased considerably in relation to
national product. But apart from these similarities,
there were considerable differences between the changes
in the two countries during 1957. National product in
Hungary increased by about 10 per cent, but personal
consumption rose by only about 6 per cent, and conse
quently, its share in national product declined.1s The
very sharp increase in net imports in Hungary was
entirely absorbed by the exceptionally large increase
in accumulation which rose about four times over 1956.
Net fixed investment declined considerably in 1957 and
the rise in accumulation was exclusively due to the
replenishment of inventories which had declined
sharply in absolute terms during 1956. In fact, the
ratio of inventory accumulation to national product
seems to have been higher in 1957 than in 1955, prob
ably as a result of an increase in agricultural stocks
based upon a better :harvest. In this connexion it should
be recalled that the rise in the share of personal con
sumption in national product in 1956 largely reflected
a decline in output and was made possible only by decu
mulation of stocks. In 1957, on the other hand, the rise
in consumption was associated with an increase in total
output and with the accumulation of stocks. Even
though the share of consumption in national product
was lower than in 1956, it was still considerably above
that of 1955.

The changes in the allocation of resources in other
countries of the group are more difficult to assess, owing
to lack of adequate information on the movements of
various components of national expenditure. In Czecho-

,. The changes in the allocation of national product are shown
by the following indices (expressed in constant prices) :

1955 1956 1957
(National product in 1955= 100)

National product 100 89 98
Consumption ...•...... 79 84 86

Personal ....•....... 69 75 79
Accumulation •......•. 20 4 16

Change ,in inventories +10 -7 +10
Net foreign trade balance. +2 +2 -4

Indices for 1955 and 1956 are based on official statistics given
in Nepgazdasagi Merlegek, Realjovedelmek (Budapest, 1956).
Indices for 1957 are very rough estimates and may contain a
substantial margin of error; they should therefore be considered
only as providing a general indication of the direction and the
magnitude of change. National product in 1957 was estimated
from data on industrial and agricultural production and on
statistics of gross national output in current prices given in the
reply of the Government of Hungary to the United Nations
questionnaire of November 1957 on economic trends, problems
and policies, 1957-1958. Data on changes in inventories were
drawn from the same source. Consumption was estimated from
data on retail sales and the net foreign balance from trade
statistics in foreign trade prices which were adjusted to domes
tic prices. The data on changes in inventories refer to stocks of
goods and exclude the increase in unfinished construction
usually included in this component in Hungarian statistics. The
adjustment was made in order to render the 1957 data com
parable with the statistics for the preceding year. Net foreign
balance includes losses incurred in storage, transportation and
others, which in 1956 were considerable, because of destruction
of stocks during the October uprising. The sum of components
does not add to the total because of rounding. All data were
adjusted for price changes.
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slovakia, the official index of personal consumption
indicates a 7 per cent per annum increase in both 1956
and 1957. Comparison of these data with indices of
national product-which rose by 5 and 7 per cent re
spectively in these two years-indicates that whereas
in 1956 the share of consumption in national product
increased, there was no further change in the allocation
of resources in 1957.

In Eastern Germany during 1957 national product
and retail sales increased by about 7 fler cent and gross
fixed investment by 9 per cent.19 At the same time the
export surplus increased substantially. In addition,
there appears to have been an increase in the ratio of
stock formation as a result of the considerable increase
in agricultural production, which in 1956 had remained
almost unchanged. Although no definite conclusion can
be derived from this information, it seems that the
share of consumption in national product either re
mained unchanged or was somewhat lower than in 1956.

In Bulgaria, the data in table 106 would appear to
suggest an increase in the share of consumption in
national product, and a reported decline in the export
surplus points in the same direction. However, while
centrally allocated investment declined, investment in
private housing rose by about 20 per cent and invest
ment of the collective farms probably also increased.20

But the main factor which tended to offset the effect of
the fall in State fixed investment was the increase in
agricultural stocks that followed an 8 per cent rise in
agricultural production in 1957, compared with a 7 per
cent decline in 1956. For lack of data, the total effect of
all these changes cannot be assessed with any degree
of precision. However, according to an official state
ment, the share of accumulation was equal to 15 per
cent of national product in 1957.21 Since in 1956 accu
mulation represented 14 per cent of national product,
this would indicate that either the share of consumption
declined in 1957 or remained at its 1956 leve1.22

In Romania, as in Bulgaria, the effect of the decline
in State fixed investment was at least partly offset by a
rise in agricultural stocks that ensued from an increase
in agricultural output in 1957 as against a decline in
1956. However, the rise in peasants' consumption out
of their own output resulting from the elimination of
compulsory deliveries seems to indicate that the effect
of the 14 per cent increase in retail sales was not offset
by countervailing changes; and it is, therefore, prob
able that the share of consumption in national product
increased in 1957.

,. All data in current prices.
20 Centralized investment represented about 75 per cent of

total fixed investment in 1956.
21 Report on fulfilment of the five-year plan, 1953-1957,

Otechestven Front (Sofia), 16 March 1958.
22 The data on the share of accumulation in 1957 are derived

from the report on the fulfilment of the plan and the data for
1956 from the statistical yearbook of Bulgaria. It is not certain
whether they are expressed in the same prices and to what ex
tent the difference may be due to rounding.
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In mainland China also, State fixed investment fell
while retail sales rose more than national product.
This would appear to suggest a shift in the allocation
of resources towards consumption, but since the share
of retail sales in total consumption is relatively small,
the increase of 9 per cent in retail sales may have been
associated with a much smaller increase in total con
sumption. In addition, no information is available for
1957 on non-centralized fixed investment and on
changes in inventories. Since State fixed investment
rose by 62 per cent in 1956 but declined in 1957, how·
ever, the shift towards accumulation, if any, was pro
bably much less significant than in 1956; in that year,
the share of accumulation had risen to about 23 per cent
of national product as compared with about 20 per cent
in 1955.

These shifts in the allocation of resources were not
the only determinants of changes in the balance between
supply and demand for consumer goods. The supply.
demand situation was even more influenced in several
countries by changes in money incomes in relation to
output. In fact, the effect of measures adopted at the
end of 1956 and in the course of 1957 was generally
to increase income payments to the population sub·
stantially. In some countries the effect of this redis
tribution of income in favour of consumers on the
pressure of demand was offset by a commensurate rise
in supply, but in others, supply did not increase suf
ficiently to maintain the balance. Money income of the
population seems to have increased more than output
in all countries of the group except Czechoslovakia.
In some countries this rise was due to considerable
increases in money wage rates, which exceeded those
of output per man by substantial margins. In several
countries, peasants' incomes rose sharply because of
the reduction or complete elimination of compulsory
deliveries and an increase in prices paid to the peasants.
In almost all countries, pensions and other transfer
payments were substantially increased and, together
with some reductions in income taxes and in subscrip
tions to the State loans, contributed significantly to the
rise in disposable money incomes.

Average worker's earnings increased less than output
per man only in Czechoslovakia and Eastern Germany
(see table 108). Among other countries the greatest
increases in wage earnings per worker in relation to
output took place in Hungary and in Poland-two
countries where peasants' incomes also rose much
faster than output.

The effect of these changes on the balance between
supply and demand varied from country to country
according to each country's ability to raise the supply
of consumer goods sufficiently through an increase in
output of consumer goods, withdrawals from stocks
or increased imports. Although for several countries
the available information is scarce, it seems that only
in Czechoslovakia and the Soviet Union was the rise
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Table 108. Indices of Output per Man, Money and Real Wages in Industrya
(Preceding year = 100)
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Gross Wages Gross Wages Gross Wages
output output oatpat

per man Money Real per man Money Real per man Money Real

1955 1956 1957

Bulgaria ............... 104.6 105.0 111.4 107.0 102.0 110.9 99.8 104.8 104.0
China, mainland. . ...... 109.6 103.9 102.5 120.0 113.5 113.2 104.0
Czechoslovakia. . ....... 107.9 101.2 103.9b 106.8 102.8 105.7b 105.9 100.4 102.4
Eastern Germanyc ....... 107.5 103.1 105.9 110.5 103.3 103.7 105.0 104.0 104.0
Hungaryd .............. 106.1 104.7 105.6 89.8 105.0 107.2 110.6 121.0 115.0
Polandc............... 106.5 103.9 106.5 104.6 110.7 111.8 106.0 116.4 111.0
Romania ............... 109.3 108.5 108.7 109.3 112.2 108.3 110.0 110.0
USSR................. 108.0 103.0 103.0 107.0 103.0 104.0 106.5 107.0 107.0

Source: Reports on fulfilment of plans, statistical yearbooks,
Statisticheski Izvestia, No.1, 1958, Hsin Hua Semi-monthly; and
sources for table 41, chapter 3.

• For Poland, Romania and the USSR wages represent aver
ages for the entire economy. Real wages were either derived
directly from national statistics or obtained by the use of cost

of living indices. For Bulgaria the index of retail prices in State
and co-operative trade was used.

b The data differ somewhat from those in table 41, chapter 3,
which for reasons stated in the source to that table were based
on cost of living in April of each year.

c Wage and salary earners.
d Industry under the jurisdiction of central ministries only.

Table 109. Indices of Money Incomes of the Population, Retail Sales and Prices, 1956-1957

(Preceding year = 100)

Retail sales'
Total Peasants's. Volume Value of Implied (billions of national

Country and year money Plage money of retail retail price currency units, in
incomea. billb income sales sales index current prices)

Bulgaria
1956 ............. 106.0 105.9 114.5 105.4 92.8 15.2
1957 ............. 110.6 110.6 109.3 110.2 100.8 16.7

Czechoslovakia
1956 ............. 106.4 106.8 109.3 106.7 97.6 84.8
1957 ............. 107.2 105.4 107.9 105.0 97.3 89.0

Eastern Germany
102.6 103.8 103.51956 ............. 99.7 32.6

1957 ............. 105.7 106.7 106.7 100.0 34.8

Hungary
98.61956 ............. 108.8 108.8 100.8 111.3 109.7 48.3

1957 ............. 116.2 113.7 126.8 10S.0d 109.4 104.2- 52.8

Poland
1956 ............. 118.1 115.6 116.8 115.2 115.1 99.9 147.7
1957 ............. 121.0 119.6 123.0 114.5 121.9 106.4 180.1

Romania
1956 ............. 113.0 110.1 97.4 30.6
1957 ............. 113.9 113.9 100.0 34.8

USSR
1956 ............. 107.0 108.8 108.8 100.0 540.8
1957 ............. 111.0 106.0 114 114 100.0 616.5

Source: Reports on fulfilment of plans, statistical yearbooks,
data communicated to the Secretariat by Governments; Statisz
tikai Havi Kozlemenyek, No. 12, 1957; Statisticheski Izvestia,
No.1, 1958; Statisticki Obzor, No.2, 1958 (Prague), and United
Nations, Economic Survey of Europe in 1957.

a For Czechoslovakia total money income, for other countries
income payments from the State funds.

b Increases in the wage bill for Bulgaria and the Soviet Union
based on indices of employment and of average money wages.

c Data on retail sales do not include sales on farm markets.
For the Soviet Union they do not include commission sales and
for Romania and Poland private urban trade, which in the latter
country amounted in 1957 to about 7 billion zlotys.

d The volume of retail sales was obtained by deflating the value
of sales by the index of cost of living.

_ Cost of living index as implied in data on money and real
wages given in the report on the fulfilment of the plan for 1957.
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in supply sufficient to meet the expanding demand
(see table 109). In Poland and Hungary the pressure
of demand upon supply increased appreciably. To a
much lesser extent, this also appears to have been true
of Eastern Germany and Romania. Savings deposits
increased in several countries but their effect on the
supply.demand situation cannot be assessed since in
some countries they reflected to a greater or lesser extent
a shift from cash hoarding to deposits rather than an
increase in total personal savings. Although changes
in savings and taxation and in some cases an increase
in investment financed out of private incomes might
have some effect on the share of gross money incomes
of the population devoted to consumption, it seems
that in general the increase of demand corresponded
approximately to the rise in money payments to the
population out of State funds.

In the Soviet Union the rise in demand was influenced
on the one hand by the increase in the wage bill and
in peasants' incomes from sales, and on the other hand,
by a very steep increase in pensions and a reduction in
loan subscription and taxes. Whereas in 1955 and in
1956 the money income of the population seems to
have increased less than national product, in 1957 the
reverse was true. The wage bill rose by 11 per cent,
mainly owing to a 7 per cent increase in earnings per
worker, and peasants' money earnings increased by
some 6 per cent; the aggregate increase of money
incomes from these sources was of the order of 10 per
cent. In addition, the rise in disposable income was con·
siderably accelerated by an increase in pensions from
36.5 billion roubles in 1956 to 57.9 billion in 1957,
by a decline in subscriptions to the State loan by 14.4
billion, and py a tax reduction of about 2.5 billion. The
effect of these changes was partly offset by a decline
in the redemption of State loans and loan services
owing to the twenty-year moratorium announced in
April 1957; but even allowing for this, the rise in dis
posable income due to the above changes in pensions
and taxation seems to have amounted to some 30 billion
roubles, a sum which corresponded to about 40 per
cent of the increment in retail sales in State and co
operative trade in 1957. While the data used for the
estimates given above disregard the changes in other
revenue and expenditure of the population, it appears
that the other changes had no countervailing influence
on demand. In fact, the net increment to incomes origi.
nating in higher pensions and in the decline in loan
subscriptions accounts largely for the difference
between the rise in the wage bill and money incomes
of the peasants on the one hand, and the much greater
increase in State and co·operative retail sales on the
other. The effect of the rise in savings deposits which
in 1956 increased by 10 billion roubles and in 1957 by
16.8 billion, seems to have been offset by changes in
other components of money income and outlays of the
population. It should be added that the rise in total
payments to the population out of State funds consider-
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ably exceeded the planned rates with respect to the
wage bill and especially with respect to pensions.23

However, the existence of stocks of consumer goods,
together with an increase in output in excess of that
planned, made it possible to raise the supply by 14 per
cent instead of the planned 10 per cent. This was about
21 billion roubles more than planned; as a consequence
the balance between demand and supply was main
tained.

Czechoslovakia was the only country in the group
where the supply.demand situation improved suffi
ciently to enable the Government to reduce prices of
consumer goods. This change took place despite the
fact that the share of consumption in national product
remained unchanged. Income of the population in fact
increased l€tss than national product mainly because
earnings per worker increased by less than 2 per cent
while output per man increased by almost 6 per cent
during the year. The rise in pensions, transfers and
other income payments substantially exceeded the
increase in the wage bill, which amounted to some 5
per cent. Total money income of the population both
before and after taxes rose by some 7 per cent while
the volume of retail sales increased by about 8 per
cent. Retail prices declined by almost 3 per cent.

In Bulgaria, money payments, which in 1956 had
increased less than retail sales, rose more than sales
in 1957. Retail prices increased somewhat in 1957
whereas during the preceding year they had declined
substantially. Similarly, in Romania, money incomes
seem to have increased more than retail sales in 1957.24

An important factor underlying these increases was the
almost complete elimination of compulsory deliveries
which resulted in a substantial rise in peasants' income
from sales. As a consequence, at least during part of
the year, shortages of several consumer goods became
apparent.

Little information is available on changes in the
demand-supply situation in mainland China. The pres·
sure of demand upon supply which developed during
1955 and 1956 was at least partly the result of the
fact that the wage bill increased at a higher rate
than retail sales. The plan for 1957 provided for a 2
per cent increase in total purchasing power of the popu·

23 According to the Minister of Finance of the USSR, Mr.
Zverev, "The additional expenses connected with the introduc·
tion of the new law on pensions were higher than planned. This
was due to the fact that the actual number of pensioners and
the average level of pensions proved to be higher than was
assumed in the calculations for the setting up of the budget."
Zasedenia VerkhoiJnogo Soveta SSSR (Devyataya Sessia) (Mos·
cow, 1958).

24 No data are available on the total income of the population
in Romania. According to a statement by the Prime Minister,
Mr. Stoica, money payments inclusive of wages, pensions and
peasants' money receipts increased in 1957 by 4.8 billion lei,
corresponding to about 16 per cent of the value of retail sales
in 1956. Retail sales in State and co·operative trade increased
from 30.8 billion lei in 1956 to 34.8 billion lei in 1957, that is,
by 13 per cent.
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lation and a 9 per cent increase in retail sales. This
rise in supply in relation to incomes was not, however,
considered sufficient to eliminate entirely the gap be
tween effective demand and supply of consumer goods.
In 1957 the wage bill appears to have increased in line
with retail sales but the lack of data on changes in other
income payments precludes any definite conclusion
with respect to the over-all change in the balance
between supply and demand. It may be noted, however,
that several commodities such as food grains, edible
oil and cotton cloth continued to be in short supply
and rationing of these products was retained in 1957.

In Eastern Germany, the demand for consumer
goods was influenced in 1957 by an increase in income
payments to the population of 3.6 billion marks.25

It is not known what proportion this increase bears
to the level of income payments in 1956; the increase
represented about 11 per cent of the value of retail
sales in 1956, however, and retail sales in 1957 increased
by about 7 per cent. By contrast, in 1956 the increment
in income payments was approximately equal to the
increment in value of retail sales. The difference
between the changes in income payments and in supply
during these two years indicates an increase in demand
in relation to supply of consumer goods in 1957. This
was reflected in increased shortages of industrially
produced consumer goods and in some hidden price
increases; the latter occurred through the withdrawal
of lower priced goods from trade, through deteriora
tions in quality and through rebranding of less expen
sive goods for sale at higher prices. In these circum
stances, the monetary reform of October 1957 tended
to exert a moderating influence upon the pressure of
demand, although, according to official statements, the
primary purpose of the reform was to eliminate specu
lation and the smuggling of goods between Eastern
Germany and the Federal Republic of Germany.

The reform required the exchange of the old cur
rency into new marks at par, provided that the holders
of cash could prove that their holdings were not derived
from illicit operations. At the same time, however, all
cash in excess of 300 marks had to be deposited in
savings banks in freely disposable accounts. The im
mediate effect of the reform was a sharp decline in the
notes in circulation. Whereas in 1955 and 1956 the note
circulation had remained roughly stable, it fell from
5.7 billion marks to 3.5 billion between September
and December 1957. Only a relatively small proportion
of cash was cancelled-estimated at some 600 million
marks-the largest part being converted into savings
deposits which increased during the same period by
2.5 billion marks. It seems, therefore, that in addition
to the cancellation of a part of the cash held by the
population within the country or abroad, another result
of the reform was a sharp, although probably only

25 Of which 1.15 billion represented pension payments and
1.5 billion wage payments.

temporary, increase in savings deposits. While part of
this increase simply represented a compulsory shift
from private hoards to savings deposits, it is probable
that its effect was to discourage or slow down the with
drawal of money for consumption or speculative pur
poses, thus relieving the pressure of demand upon
supply.

Hungary and Poland were the two countries of the
group where the pressure of demand upon supply
increased subiiltantially in 1957. In Hungary the share
of consumption in national product declined and in
Poland it increased substantially, but in both countries
money income of the population rose much more than
national product and the supply of consumer goods. In
Hungary, the volume of retail sales rose during the
year by some 5 per cent while money income of the
population increased by about 16 per cent as a result
of a 13 per cent increase in the wage bill and a 27 per
cent rise in money payments to the peasants. In Poland,
where the volume of retail sales increased by 14 per
cent, the wage bill rose by about 20 per cent, peasants'
incomes by 23 per cent and total disposable income of
the population by 21 per cent. The increases both in
peasants' incomes and in wages substantially exceeded
the rise in productivity; in Poland, average workers'
earnings increased by 16 per cent, whereas output per
man rose by only 6 per cent, and in Hungary the respec
tive rates were 21 and 11 per cent. In both countries
the rise in the wage bill considerably exceeded the
planned increases, in part because the effect of the
revision of wage scales was not correctly estimated,
but also because of workers' pressure for wage
increases. Peasants' incomes rose substantially because
of both the elimination of compulsory deliveries in
Hungary and a sharp reduction in delivery quotas in
Poland, and because of an increase in prices paid to
peasants in both countries. In Poland, peasants' incomes
increased more than anticipated, partly because the
reduced delivery quotas were not met and the State
had to purchase a larger proportion of agricultural
produce at free prices that were considerably higher
than the prices paid for compulsory deliveries. How
ever, not all of the increment in money of the popula
tion was used for purchases of consumer goods. In both
countries, peasants' investment increased and saving
deposits rose substantially, although part of the in·
crease may not have represented a rise in total savings
but only a fall in cash holdings. Furthermore, in both
countries part of the losses incurred by the Government
through the increase in payments for agricultural pur
chases were recovered through price increases for some
investment goods purchased by the peasants. Thus, in
Poland it was estimated that out of the 9.6 billion zlotys
representing the increment of peasants' income in 1957,
5 billion were recovered through price increases of
goods sold by the State to the rural population.

In both countries the rise in the pressure of demand
resulted in an increase in cost of living of about 5 per·
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cent.26 In Poland, prices of consumer goods in State
and co-operative trade increased by less, and prices in
private trade by much more, than the average. As in
1956, the discrepancy between these prices resulted in
an increase in speculative purchases from State trading
agencies for resale at higher prices. Several goods,
including some food, durables and semi.durables, were
in short supply.27 In Hungary, State prices of consumer
durables and of agricultural implements, as well as
prices in restaurants and factory canteens, were raised
in May 1957 and were soon followed by increases in
tuition fees and entertainment prices. Despite the rise
in the cost of living, real wages increased in 1957 in
both countries, by 12 per cent in Poland and by 14 to
16 per cent in Hungary.

PLANS FOR 1958
In all the centrally planned economies, except main

land China, the plans for 1958 provide for a decelera·
tion in growth of industrial production, although the
rates set for 1958 are higher than the rates planned for
1957. The exceptionally sharp deceleration planned by
Hungary, from 17 per cent in 1957 to 7 per cent in
1958, obviously reflects the transition from the period
of recovery to an actual expansion of output (see
table 110).
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Output of producer goods is planned to increase at a
somewhat higher rate than that of consumer goods in
most countries. In mainland China, the target set for
producer goods is considerably higher than that for
consumer goods. In Poland, however, output of con
sumer goods is planned to increase at a higher rate than
that of producer goods. Within the producer goods
sector significant changes in the relative rates of in
crease for various industries are planned in the Soviet
Union, where mining and chemicals industries are given
the highest priority. In particular, a considerable accel
eration is planned for the production of plastics, arti
ficial fibres, natural gas and minerals in conformity
with the newly elaborated plans for 1959·1965, which
place special emphasis on the development of these
industries.

Agricultural production is planned to increase at a
higher rate than in 1957 in Bulgaria and mainland
China, at about the same rate in Poland and at a much
reduced rate in Hungary. In Czechoslovakia and the
Soviet Union, where agricultural output fell in 1957,
the plan for 1958 provides for increases of 11 and 17
per cent respectively. Except for these two countries
the rates of increase planned for agricultural produc
tion are substantially below those planned for industry.

Table 110. Planned Targets for 1958
(1957=100)

Item

Net national product .
Gross fixed investment .
Retail sales. . . . .
Personal consumption .
Industrial production .

Producer goods .
Consumer goods .

Industrial employment. .
Output per man in industry .
Agricultural production .
Money income of the population .

Bulgaria

109
115
110

III
112
111
104
107
109
108

China
mainland

118
107

lISe
119
110

106
104

Czecho- Eastern
slovakia Germany Hungary Poland Romania USSR

109 104 106 108
11lb 113 108 107 98 107
104 106 106 108 107
105 105 106
108 107 107d 107 108 108
108 107 106 108
108 107 108 106
103 103 102
105 106 106 103 105
112 105 104 117
105 107

Source: Plans for 1958, data communicated to the Secretariat
by the Governments, and Hsin Hua Semi-monthly.

- Centrally controlled investment only.
b State only.

National product is planned to increase at an accel
erated rate in Bulgaria, Czechoslovakia, the Soviet
Union and mainland China and at a slower rate than in
1957 in the other countries. In the first three countries
the increase in the planned rate of growth is chiefly

26 For Hungary this is implied in the statement in the report
on fulfilment of the plan for 1957 indicating a 20 per cent in
crease in money wages and a 14 to 16 per cent increase in real
wages.

27 In Poland, food prices in State trade rose by 2 per cent and
prices of investment goods sold to peasants through the retail
trade network rose by 10 per cent. The index of retail prices
implied in the trade figures in current and constant prices in
creased by more than 7 per cent.

c According to information available in April, the planned
target for total industrial production for 1958 has been revised
upward to 133.

d Industry under jurisdiction of central ministries.

accounted for by anticipated increases in agricultural
production, while in mainland China the main factor
of acceleration is the stepping up of industrial pro
duction. In most countries where the over-all rate of
expansion is planned to be lower than last year, the
deceleration reflects the slowing down of expansion in
both industry and agriculture. An exception is Poland
where agricultural output is scheduled to rise at the
same rate as in 1957.

State fixed investment, which in 1957 either declined
or increased at a slower rate than in 1956, is planned
to increase at an accelerated rate in most countries.
Thus, Bulgaria, mainland China and Hungary, which
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in 1957 reduced their investment by 15, 18 and 8 per
cent respectively, plan to increase it by 18, 11 and 15
per cent in 1958. In Czechoslovakia, Eastern Germany
and Poland fixed investment is scheduled to increase
at faster rates than last year.28 Only Romania plans a
further slight reduction in fixed investment in 1957,
and in the Soviet Union a fall in the rate of increase in
State fixed investment from 12 per cent in 1957 to 7 per
cent in 1958 is projected.

The effect of these changes on total investment may
be considerably altered by changes in the rate of stock
formation. In Poland, the net increase in inventories
is planned to be much smaller than in 1957 and total
accumulation is accordingly scheduled to increase by
only 3 per cent. In Hungary no significant increase in
inventories is anticipated and therefore total accumu
lation may increase much less than in 1957, or even
decline.29 In the other countries, where the rise in agri
cultural production resulted in a substantial increase in
inventory accumulation during 1957, no such increase
can be anticipated for 1958 and therefore the decline
in the rate of stock formation may also result in a much
smaller increase in total than in fixed investment.30

In the Soviet Union, on the other hand, a considerable
aecumulation of stock seems to have occurred in 1957

and if the expectation of a sharp rise in agricultural
output materializes, stock formation may increase sub
stantially, raising the rate of increase in total accumu
lation above the rate scheduled for fixed investment.

An important feature of the 1958 plans is that, except
in mainland China and perhaps Romania, the planned
rate of increase in money payments to the population
from centralized State funds is much smaller than that
realized in 1957. Retail sales are planned to increase
at a higher rate than in 1957 only in Bulgaria and
Hungary. But in all countries except Czechoslovakia
the planned rate of increase in retail sales is higher than
that of money incomes. This seems to indicate that the
plans are intended to reduce the pressure of demand
upon supply in most countries of the group. In main
land China, which has announced estimates of total
"purchasing power" and of the supply of consumer
goods, the plan for 1958 provides for an increase in
supply in relation to demand at a rate designed to be
sufficiently high to eliminate the inflationary gap which
developed during recent years.31 However, in Hungary
and Poland, where, despite the rise in prices, the bal
ance between demand and supply remained precarious
in 1957, the increase in supply in relation to money
incomes may not be sufficient to eliminate shortages.

Foreign Trade

The total foreign trade of the centrally planned
economies increased at a higher rate than their pro
duction. Whereas aggregate output increased by no
more than 7 per cent and industrial production by some
9 per cent in 1957, the value of foreign trade increased
by 12 per cent; this compares with a rise of 8 per cent
in 1956 (see table 111). The acceleration in the growth
of foreign trade was most significant in Eastern Ger
many where the rate of increase was twice as high as
during the preceding year. For Hungary and Romania,
whose total trade turnover declined in 1956, the rates
of increase achieved in 1957 were 21 and 7 per cent
respectively. The very high rates of expansion achieved
by Czechoslovakia and Bulgaria in 1956 were not
maintained in 1957, although the latter country in
creased its trade by 20 per cent. The only country where
the value of foreign trade seems to have declined in
1957 was mainland China. A significant feature of
these developments was the fact that in most of the
centrally planned economies the expansion of total
trade turnover was mainly due to a considerable in
crease in imports (see table 112). Thus, the 21 per cent

28 In 1958, Czechoslovakia by 11 per cent, Eastern Germany
by 13 per cent and Poland by 7 per cent; the respective rates
in 1957 being 8, 9 and 4 per cent.

29 In 1957 inventories increased by 13 billion forints in cur
rent prices and planned inventory accumulation for 1958 seems
to represent only a fraction of that amount. Fixed investment is
scheduled to increase in 1958 by 950 billion forints.

30 This may not hold for Czechoslovakia, where agricultural
output declined in 1957.

increase in the trade of Hungary was entirely the result
of a 43 per cent increase in imports, exports having
remained practically unchanged. A similar change took
place in Poland where the 11 per cent increase in total
trade was due to a 22 per cent increase in imports;
exports, in fact, declined slightly. Exports increased by
11 per cent in Bulgaria and declined somewhat in
Czechoslovakia. Imports, however, increased substan
tially in both countries, the increases amounting to 33
and 17 per cent respectively. Only in Easter Germany
did exports increase much more than imports. In main
land China, which was the only country that planned
and achieved a reduction in both imports and exports,
the latter fell less than the former. This disparity be
tween changes in exports and imports resulted in a
deterioration in the trade balances of several countries.
In Poland and Hungary, the import surpluses amounted
to 12 and 14 per cent respectively of total turnover in
1957, whereas in 1956, Poland had an import surplus
of about 2 per cent and Hungary an export surplus of
3 per cent. In Czechoslovakia an export surplus corre
sponding to 8 per cent of total turnover in 1956 gave
way to a deficit of about one per cent in 1957, and in
Bulgaria the export surplus fell from 15 per cent in
1956 to 6 per cent in 1957. By contrast, in Eastern
Germany and mainland China net exports increased

31 The plan for 1957 estimated the purchasing power at 47.3
billion yuan and the supply of consumer goods at 46.3; the
planned figures for 1958 were: purchasing power, 49.4 billion
yuan and supply of consumer goods, 50 billion yuan.



Bulgaria ................. 99 139 120 2,835
Czechoslovakia ........... 116 115 107 11,049
Eastern Germany ......... 103 112 125c 13,698c

Hungary ................ 110 84 121 4,634
Polandd •••.•••••••..•••• 104 109 III 8,906
Romania" ............... 113 96 107c 3,197c

USSR .................. 104 112 113 33,000
Total, above countries 106 109 114 77,319

China, mainland .......... 130 99 921 10,358 1
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(Preceding year = 100)
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the rest of the world by 21 per cent as against a6 per
cent increase in trade with other centrally planned
economies. Taken together, the four countries recorded
a 17 per cent increase in their trade with other centrally
planned economies, and a 13 per cent increase in their
trade with the rest of the world. Despite the lack of data
on the geographical distribution of trade of the other
countries, certain general conclusions can be drawn
from a comparison of indices of to~al trade of the
centrally planned economies with data on east-west
trade derived from the statistics of western countries,
as shown in table 114. This comparison suggests that,
whereas in 1956, trade of the centrally planned econo
mies with the rest of the world increased at a much
higher rate than their total trade-the respective rates

Table 112. Exports and Imports, by Country
(Millions of roubles)·

Source: Statistical yearbooks; reports on fulfilment of plans;
Statisticheski Izvestia, No.1, 1958; Statisticke Zpravy No.2, 1958;
Statisztikai Havi Kozlemenyek, No. 12, 1957; Biuletyn Statystyczny
No.2, 1958; Dostizhenia Sovetskoy Vlasti za 40 Let v Tslfrakh,
1957.

• Based on data in roubles for Eastern Germany and for other
countries in national currencies; conversion into roubles at
official rates of exchange;

b Estimate based on aimual percentage changes indicated in
the report on the fulfilment of the 1957 plan for Eastern
Germany.

c See footnote d to table Ill. d See footnote e to table Ill.

Source: Statistical yearbooks; reports on fulfilment of plans;
Statisticheski Izvestia, No.1, 1958; Statisticke Zpravy, No.2, 1958
(Prague); Statisztikai Havi Kozlemenlek, No. 12, 1957; Dostiz
henia Sovetskoy Vlasti za 40 Let v Tsifrakh, 1957 (Moscow); and
United Nations, Economic Survey of Asia and the Far East, 1957
(sales number: 58.II.F.l) .

• Exports plus imports. The indices for 1955 and 1956 differ
from those in the World Economic Survey, 1956 because of
revision of data.

b Converted into roubles at official rates of exchange.
c Estimate based on data for 1956 and the percentage increases

in 1957, as indicated in the reports on fulfilment of plans.
d Data for 1956 and 1957, inclusive of "internal export",

which in 1956 amounted to about 40 million roubles.
" Data for 1955 and 1956, estimated by the secretariat of the

Economic Commission for Europe in Economic Survey of Europe
in 1957.

1 Ten months. The total trade of mainland China was planned
at 9.96 billion yuan for 1957. It was officially stated that this
target was fulfilled during the first ten months of the year. The
conversion into roubles was made at the rate derived from the
following data. According to Ta Kung Pao (Peking), 1 January,
1958: total trade of mainland China with the Soviet Union
amounted in 1956 to 5,989 billion roubles and represented
53 per cent of total trade of mainland China. Total trade of main
land China in 1956 was equal to 10.87 billion yuan and therefore
its trade with the Soviet Union amounted to 5.76 billion yuan.
The rate of exchange implied. in these data is equal to 1.04
roubles to one yuan. This rate was used in this table and in
table 112 for conversion purposes.

substantially both in absolute terms and in relation to
the total trade turnover. The large deficits incurred by
Hungary and Poland were mainly covered by credits
from the Soviet Union, but also by credits from Eastern
Germany and other countries; in particular, Poland
also received credits from the United States.

Data on changes in the geographical distribution of
trade are available for only four countries, the trade of
which accounts for about 45 per cent of total trade of
the centrally planned economies (see table 113).32
These countries increased their trade with the Soviet
Union much more than with the other centrally planned
economies. The share of trade with the rest of the world
declined sharply in Czechoslovakia and Hungary, re
mained unchanged in Eastern Germany and increased
considerably in Poland. Poland expanded its trade with

"For changes in geographical distribution and commodity
composition of trade of the centrally planned economies between
1948 and 1956, see "Developments in the Foreign Trade of
Eastern Europe and the Soviet Union" in United Nations,
Economic Survey of Europe in 1957.

Coantry 1955 1956

Bulgaria
Exports .............. 920 1,361
Imports .............. 781 997

Balance ............ 139 364
Czechoslovakia

Exports .............. 4,742 5,593
Imports .............. 4,244 4,781

Balance ............ 498 812
Eastern Germany

Exports .............. 5,n3 5,629
ImEorts .............. 4,691 5,335

alance ............ 422 294
Hungary,

Exports .............. 2,430 1,975
Imports .............. 2,133 1,861

Balance ............ 297 114
Polandc

Exports ............. 3,654 3,939
Imports .............. 3,727 4,087

Balance ............ -73 -148

Romaniad

Exports .............. 1,564 1,580
Imports .............. 1,536 1,408

Balance ............ 28 172

USSR
Exports .............. 13,874 14,677
Imports .............. 12,242 14,452

Balance ............ 1,632 225
China, mainland

Exports. . . . . . . . . . . . .. 5,106 5,793
Imports.. . .. . .. .. .... 6,312 5,512

Balance ...... " .... -1,206 281

1957

1,505
1,330

175

5,466
5,583
-117

7,252b

6,446b

806

1,982
2,652
-670

3,900
5,006

-1,l06

5,408
4,950

458
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Table 113. Geographical Distribution of Trade of Centrally Planned Economies
(Exports plus imports in millions of roubles)
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Country and year

Czechoslovakia
1956 .
1957 .

Eastern Germany·
1956 .
1957 .

Hungary
1956 .
1957 .

Poland
1956 .
1957 .

Total of the above countries
1956 .
1957 .

Bulgaria
1956 .

China, mainlandb

1956 .

USSR
1956 .

Total

6,740
7,373

7,996
10,028

2,304
3,084

4,966
5,249

22,006
25,734

1,995

8,479

21,625

Centrally planned economies
Rest

Other eastern China and oj the
USSR Europe other Asia world

3,299 2,815 626 3,634
3,758 2,898 717 3,676

4,505 2,707 784 2,968
6,172 3,040 816 3,670

911 1,155 238 1,532
1,368 1,487 229 1,550

2,459 2,092 415 3,021
2,692 2,185 372 3,657

11,174 8,769 2,063 11,155
13,990 9,610 2,134 12,553

1,096 841 58 363

5,989 1,930 560 2,826

14,353 7,272 7,504

Source: Source for table 97, and Vneshnyaya
Torgovlya, No. 11, 1957 (Moscow) .

• Based on data for 1956 from the Statistisches
lahrbuch, 1956 (Berlin), and on percentage in
creases of trade by areas as reported in Neues
Deutschland (Berlin), 3 March 1958. Data for

being about 20 and 9 per cent33-in 1957, east-west trade
increased by about 15 per cent whereas total trade of
the centrally planned economies increased by about 12
per cent.

Though the shift in favour of east-west trade in 1957
was not of much significance, the level of this trade
continued to expand at a considerably higher rate than
total world trade. The increase was largely accounted
for by a rise of 27 per cent in the trade of the Soviet
Union with the rest of the world; the corresponding
trade of other eastern European countries and of main
land China increased by only 9 per cent. For the group
as a whole, exports to the rest of the world increased
less than imports and the export surplus of about 160
million dollars earned in 1956 was replaced by a deficit
of more than U5 million in 1957. This change in the
over-all balance resulted from the emergence of a
deficit of about 150 million dollars in the trade of the
European centrally planned economies other than the
Soviet Union-as against an export surplus of about
40 million in 1956-and from a decline in net exports of
mainland China from about 165 million in 1956 to over
60 million in 1957. The deficit incurred by the Euro
pean centrally planned economies was mainly ac-

.3 Similar results were obtained from data derived from the
statistics of the centrally planned economies for 1956.

"other eastern Europe" and Asia partly estimated.

b Data for trade with the rest of the world based
on official estimate indicating that this trade repre
sents 25 per cent of total. Trade with "other
eastern Europe" and Asia partly estimated.

counted for by an import surplus of almost 50 million
dollars in their trade with Canada and the United States
and by a change in their balance with western Europe
from a surplus of more than 30 million dolIai"sin 1956
to a deficit of 90 million in 1957. The sharp decline
in the export surplus of mainland China ensued mainly
from a rise in net imports from western Europe to over
100 million dollars in 1957 as against less than 40
million in 1956, and from a decline in net exports to
Asia and the Far East from about 190 million in 1956
to nearly 170 million in 1957.

The expansion of trade with the rest of the world in
1957 was associated with some changes in its geo
graphical distribution. The most significant changes
were the steep increase in trade with the Middle East
and the sharp decline in trade with Latin America; both
of these developments represented continuations of
trends evident in 1956.

Trade with the Middle East, which had increased by
almost 40 per cent in 1956, rose by a further 57 per
cent in 1957; this raised its share of total trade between
the centrally planned economies and the rest of the
world from 6 per cent in 1956 to 9 per cent in 1957.
Net imports of the centrally planned economies in trade
with the Middle East doubled, increasing from about
40 million dollars in 1956 to about 80 million in 1957.
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Table 114. Trade of Centrally Planned Economies with Rest of WorldR

(Millions of dollars; f.o.b.)

Other eastern
USSR European countriesb Mainland China Total

Area and period
Exports Imports Exports Imports Exports Imports Exports Imporls

Canada and United States
1955 ...................... 17.7 3.0 43.0 14.8 3.4 1.0 64.1 18.8
1956 ...................... 25.7 28.7 50.2 45.0 6.0 2.5 81.9 76.2
1957 ...................... 19.4 15.5 52.1 100.2 5.7 1.5 77.2 117.2

Latin America
1955 ...................... 35.7 72.6 1l0.6 100.7 1.7 5.9 148.0 179.2
1956 ...................... 27.3 31.3 93.7 73.5 2.6 3.5 123.6 108.3
1957 ...................... 4.7 57.8 56.8 54.0 0.8 0.6 62.3 112.4

Middle East
1955 ...................... 30.5 40.9 56.9 74.5 12.6 26.0 100.0 141.4
1956 ...................... 38.7 35.3 78.7 123.6 28.2 28.3 145.6 187.2
1957 ...................... 76.6 118.6 100.6 129.1 42.6 54.2 219.8 301.9

Western Europe be

765.1 116.91955 ...................... 396.1 270.1 777.8 99.0 1,278.1 1,146.9
1956 ...................... 443.5 429.0 905.5 872.6 144.8 182.3 1,493.8 1,483.9
1957 ...................... 575.8 449.4 906.0 995.7 124.3 227.4 1,606.1 1,672.5

Finland
1955 ...................... 79.2 137.9 106.4 52.6 3.7 12.5 189.3 203.0
1956 ...................... 99.6 148.5 97.6 54.5 2.3 7.5 199.5 210.5
1957 ...................... 143.1 163.0 104.7 72.3 5.6 6.3 253.4 241.6

Yugoslavia
1955 ...................... 13.1 17.9 16.8 17.6 29.9 35.5
1956 ...................... 64.2 42.2 31.6 31.7 3.7 4.4 99.5 78.3
1957 ...................... 62.6 49.7 67.2 54.9 7.5 4.1 137.3 108.7

Asia and the Far East
1955 ...................... 24.1 29.2 49.3 67.2 293.7 160.5 367.1 256.9
1956 ...................... 51.2 57.3 58.0 63.8 377.2 189.5 486.4 310.6
1957 ...................... 81.9 87.0 60.2 60.5 378.7 210.9 520.8 358.4

Australia and New Zealand
1955 ...................... 2.2 6.4 9.0 44.5 5.3 6.3 16.5 57.2
1956 ...................... 1.3 5.7 8.9 41.9 5.5 10.1 15.7 57.7
1957 ...................... 0.6 8.3 6.9 63.8 7.0 20.5 14.5 92.6

Africa
1955 ...................... 0.6 27.9 27.1 14.9 21.4 0.2 49.1 43.0
1956 ...................... l.l 12.5 31.7 12.2 22.3 0.6 55.1 25.4
1957 ...................... 1.8 42.8 32.5 9.2 16.8 0.7 51.1 52.7
Total

1955 .................... 599.2 605.9 1,184.2 1,164.6 458.7 311.4 2,242.1 2,081.9
1956 .................... 752.6 790.6 1,355.9 1,318.8 592.6 428.7 2,701.1 2,538.1
1957 .................... 966.5 992.1 1,387.0 1,539.7 589.0 526.2 2,942.5 3,058.0

SOUTce: United Nations, Direction of International Trade, a
joint publication of the Statistical Office of the United Nations,
the International Monetary Fund and the International Bank for
Reconstruction and Development; supplemented by estimates
of the Bureau of Economic Affairs and of the Statistical Office
of the United Nations; Statistisches Bundesamt, WiTtschaft und
Statistik, No.2, 1958 (Stuttgart).

It should be added that data reproduced in the table
represent only commercial transactions and do not in
clude shipments of armaments to the Middle East.
A considerable part, if not all, of the net imports of
the centrally planned economies with the Middle East
seems to correspond to partial repayment for arma·
ments purchases and for extinction of earlier com
mitments.

By contrast, trade with Latin America fell for the
second consecutive year by more than 25 per cent, and

• Data as recorded by the trading partners of the centrally
planned economies.

b Including trade between Eastern Germany and the Feder II

Republic of Germany.

c Metropolitan countries in the Organisation for European
Economic Co-operation.

the area's share of total trade between the centrally
planned economies and the rest of the world thus de
clined to 3 per cent in 1957 compared with 4 per cent
in 1956 and 7 per cent in 1955. This decline was almost
entirely due to a fall of about 50 per cent in exports
of the centrally planned economies, since their imports
from Latin America increased slightly. The resulting
import balance of the centrally planned economies as a
whole, amounting to some 50 million dollars, was
largely the outcome of the import balance sustained by
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the Soviet Union consequent upon its purchases of sugar
from Cuba.

Although western Europe retained its leading posi
tion, its share in east-west trade declined from 57 per
cent in 1956 to 55 per cent in 1957, trade between
western Europe and the centrally planned economies
having increased by only 10 per cent in 1957 as com
pared with a 23 per cent increase in 1956. Since imports
from western Europe increased more than exports to
that area, the export surplus of 10 million dollars
earned by the centrally planned economies in 1956 was
replaced by an import surplus of about 65 million in
1957. This change in the balance mainly reflected the
changes in the trade of mainland China and of eastern

Europe exclusive of the Soviet Union that were noted
above. The Soviet Union, however, increased its net
exports from 15 million dollars in 1956 to 126 million
in 1957.

Trade with Yugoslavia, which had increased in 1956
by about two and three-quarter times over 1955, rose
by another 38 per cent in 1957. As during the preceding
year, exports increased more than imports and the ex
port surplus increased slightly. Trade of the centrally
planned economies with Finland also increased more
than total trade with the rest of the world.

Trade with the United States and Canada also ex
panded at a higher rate than the average. This was
entirely as a result of an increase in imports of more

Table 115. Composition of Trade of Centrally Planned Economies with Rest of W odd"

(Millions of dollars)

Other eastern
European Mainland

USSR countries China Tolal

Item and perioclb Export Import Export Import Export Import Export Import

Foodstuffs
1955 .................. 57.9 33.8 125.9 151.0 35.4 0.4 219.2 185.2
1956 .................. 72.1 54.2 178.9 186.9 40.3 3.8 291.3 244.9
1957 .................. 90.3 58.8 145.2 152.4 47.8 3.0 283.3 214.2

Oils and fats
1955 .................. 0.3 9.7 2.7 10.0 5.1 3.7 8.1 23.4
1956 .................. 1.3 13.3 2.2 13.4 10.5 0.1 14.0 26.8
1957 .................. 1.0 13.9 2.4 18.2 7.4 0.8 10.9 32.8

Raw materials
1955 .................. 152.5 32.5 74.1 137.3 53.7 16.5 280.3 186.3
1956 .................. 173.5 50.1 76.0 152.7 66.0 24.6 315.5 227.4
1957 .................. 194.1 46.7 88.6 196.2 60.0 35.7 342.8 278.6

Mineral[uels and lubricants
142.6 5.81955 .................. 56.7 0.1 199.3 5.9

1956 .................. 90.7 175.3 6.3 0.1 0.1 266.1 6.4
1957 .................. 178.3 173.9 4.6 0.1 0.2 352.2 4.9

Chemicals
1955 .................. 9.5 3.3 4Ll 42.0 6.9 42.0 57.5 87.3
1956 .................. 14.9 8.2 47.6 50.4 9.1 56.7 71.6 115.4
1957 .................. 15.1 14.7 53.3 66.6 9.7 56.7 78.1 138.0

Machinery and transport
equipment

104.6 50.5 60.11955 .................. 9.3 42.0 0.3 7.2 153.8
1956 .................. 10.8 143.3 66.3 53.6 0.4 9.4 77.5 206.3
1957 .................. 22.1 143.4 92.5 92.5 0.3 45.9 114.9 281.7

Other manufactured goods
64.8 139.5 121.4 13.31955 .................. 6Ll 7.7 213.9 193.9

1956 .................. 72.5 126.8 166.8 169.7 18.8 20.2 258.1 316.6
1957 .................. 102.6 170.1 160.8 199.9 27.4 37.1 290.8 407.1

Totale

1955 .................. 347.3 248.7 576.4 509.5 114.7 77.6 1,038.4 835.8
1956 .................. 435.8 395.9 713.1 633.0 145.2 114.9 1,294.1 1,143.8
1957 .................. 603.5 447.6 716.7 730.4 152.7 179.4 1,473.0 1,357.3

Source: United Nations, Commodity Trade Statistics. Data as M:eration, exce~t Switzerland and Iceland; Australia, Canada,
recorded by the trading partners of the centrally planned econo- alaya, Nether ands Antilles, Finland, EI Salvador, United
mies. Re-ex.f,0rts of the reporting areas are excluded. Grouping States and Yugoslavia; figures for 1956 and 1955 adjusted for
as in Stan ard International Trade Classification: foodstuffs, Australian exports of wool not shown bl the Commodity Trade
section 0, 1; oils and fats, 4; raw materials, 2; mineral fuels and Statistics for the comparable period. T e share of the above
lubricants, 3; chemicals, 5; machinery and transport equipment, countries is estimated at 66 Eer cent of total east-west trade.
7; other manufactured goods, 6 and 8. b First nine months of eac year.

• Countries in the Organisation for European Economic Co- e Total of items listed in the table.
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than 50 per cent; exports of the centrally planned
economies, in fact, declined. The increase in imports
was accounted for by the eastern European countries
other than the Soviet Union. These countries incurred
a deficit of about 50 million dollars, in 1957, which was
only partly offset by the net export balances of the
Soviet Union and mainland China. The rise in imports
was mainly the result of food shipments to eastern
Europe during the second half of 1957 and was entirely
due to a sharp increase in imports from the United
States. Imports from Canada declined substantially.
Considerable increases also took place in trade with
Africa and with Australia and New Zealand; these were
almost entirely due to sharp increases in imports.34

Trade with Asia and the Far East increased at a much
reduced rate, mainly because of the stagnation in ex
ports from mainland China, which represent nearly
75 per cent of total exports of the centrally planned
economies to this area. Trade of the Soviet Union with
Asia and the Far East, however, increased substantially,
exports increasing by 60 per cent and imports by more
than 50 per cent.

Changes in the commodity composition of trade of
the centrally planned economies with the rest of the
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world were characterized by a reduction in the share of
foodstuffs and an increase in the share of machinery,
equipment, raw materials and mineral fuels (see
table 115) .35 Both exports and imports of food declined
in 1957, whereas exports of machinery and equipment
increased by 48 per cent and imports by 37 per cent.
As a result, the share of machinery and equipment in
creased from 12 per cent in 1956 to 14 per cent in 1957,
whereas the share of foodstuffs declined from 22 per
cent to about 18 per cent.36 The decline in the share of
foodstuffs was accounted for by the absolute fall in
exports and imports of eastern Europe; the trade of the
Soviet Union and of mainland China, on the other hand,
continued to expand in 1957.

As during previous years, the centrally planned econ
omies remained net importers of chemicals, machinery,
equipment and other manufactured goods, and net
exporters of mineral fuels, raw materials and food·
stuffs. In 1957, however, imports of raw materials in
creased much more than exports and net exports de
clined by 25 million dollars or, in other words, by
almost one-third. Another significant change during
1957 was a very steep increase in net imports of manu
factured goods, which, Because of an increase in im
ports, was twice as high as in 1956.37

Economic Situation in Yugoslavia

The economic expansion which came to a standstill
in 1956 under the impact of a sharp decline in agricul
tural production resumed its upward movement in
1957. National income which had fallen by some 2 per
cent in 1956 increased in 1957 by more than 20 per
cent in real terms (see table 116). This steep increase
was due mainly to an excellent harvest, which exceeded
that of 1956 as well as the average of 1951-1955 by

Table 116. Yugoslavia: Selected Economic Indices
(Preceding year = 100)

1958
Item 1955 1956 1957 (ptanned)

National income a ...••••...• 110 98 122 104
Agricultural production ...... 116 88 135 86
Industrial production ........ 116 110 117 III

Producer goods ........... 115 106 116
Semi-manufactured goods .. 118 112 114
Consumer goods .......... 112 111 121 III

Electric power .............. 126 116 124
Coal ...................... 115 III 104
Employment in industry ..... 112 107 107
Output per man in industry .. 103 103 109 107
Real earnings per worker ..... 92 103 114
Cost of living .............. 113 105 102
Consumption ............... 109 100 113
Volume of retail sales ....... 108 105 122

Source: Indeks, No.3, 1958 (Belgrade); Statisticki Godisnjak
FNRJ (Belgrade, 1957); reply of the Government of Yugoslavia
to the United Nations questionnaire of November 1957 on
economic trends, problems and policies, 1957-1958.

a Constant prices.

almost 50 per cent. Livestock breeding also improved
substantially and the total output of agriculture, which
fell by some 12 per cent in 1956, increased by 35 per
cent in 1957, exceeding the 1955 levels by more than
18 per cent. Industrial production also expanded at a
very high rate, the increase being 17 per cent as against
the 10 per cent achieved in 1956. Within the industrial
sector, output of consumer goods increased by 21 per
cent, which was almost twice as much as in 1956 and
represented a much greater rate of increase than output
of producer goods. In contrast to the previous four
years, the increase in industrial production in 1957 was
achieved largely through an increase in output per man,
which rose by 9 per cent as against 3 per cent in 1956.
Industrial employment increased during the past two
years at the rate of 7 per cent per annum.

Gross national pr.oduct in current prices increased in

34 Increased imports from Australia and New Zealand mainly
reflected larger wool shipments to Poland and Czechoslovakia.
The expansion of trade with Africa was mainly due to Soviet
imports from Ghana and the Union of South Africa.

35 The sharp increase in exports of mineral fuels was entirely
due to the rise in the value of oil shipments from the Soviet
Union to wester'n Europe, partly as a consequence of the tem
porary closure of the Suez Canal.

36 In 1957 the share of foodstuffs in imports was 16 per cent
and in exports 19 per cent; the share of machinery and equip·
ment represented 21 per cent of imports and 8 per cent of
exports.

37 Exports of manufactured goods from eastern Europe, how
ever, declined in absolute terms; this resulted in an increase in
its net imports from $3 million in 1956 to $40 million in 1957.
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1957 by about 24 per cent while personal consump
tion increased by 13 per cent and its share in gross
national product fell from 53 per cent in 1956 to 48 per
cent in 1957 (see table 117). Gross investment and
social consumption increased, however, by 34 per cent,
raising their share of gross national product from 50
to 54, per cent. Total national expenditure again in
creased more than gross national product and the net
import balance increased from 39 billion dinars in 1956
to 45 billion in 1957; however, it fell slightly in rela
tion to gross national product. The shifts in the alloca
tion of resources in favour of investment and social
consumption did not result in any significant increase in
the pressures of demand upon supply. The cost of living
increased by about 2 per cent as compared with an
increase of 5 per cent in 1956 and 13 per cent in 1955.
Real earnings per industrial worker, which fell by
5 per cent in 1955 and rose by about 3 per cent in 1956,
increased by 14 per cent in 1957.

The plan for 1958 provides for a considerable slow
ing down of the rate of expansion, chiefly because of an
anticipated decline of 14 per cent in agricultural pro
duction from the exceptionally high level reached in
1957. Industrial production is also planned to expand
more slowly than in 1957, by 11 per cent as against
17 per cent achieved during the preceding year. Gross
national product is expected to increase by about 4 per
cent and personal consumption by 8 per cent.

The rise in consumption in relation to national prod
uct is to be achieved through a decumulation of stocks
of agricultural products carried over from the 1957
harvest and through an increase in imports of consumer
goods. Public investment in fixed capital is planned to
increase from 435 billion dinars in 1957 to 465 billion
in 1958, that is, by about 11 per cent. The largest ex
pansion is planned for agriculture, where fixed invest
ment is to increase by more than 50 per cent, thus
raising its share of total fixed investment from 12 per
cent in 1957 to 16 per cent in 1958. Investment in indus
try and mining is scheduled to increase by only 6 per
cent and its share of the total to be reduced from 48 to
46 per cent. As during previous years, total domestic

Table 117. Yugoslavia: Gross National Product

(Billions of dinars; current prices)

1958
Item 1955 1956 1957 (planned)

Gross investment .......... 449 430} 1,077Social consumption ........ 341 377 1,069
Net foreign trade .......... -50 -39 -45 -46

Total 740 768 1,024 1,031
Personal consumption ...... 812 855 981 1,065
Gross national product ..... 1,552 1,623 2,005 2,096

Less depreciation ........ -154 -180 -213 -235
National income ........... 1,398 1,443 1,792 1,861
Ratio. of personal consump-

tlOn to:
Gross national product ... 52 53 48 50
National income ......... 58 59 54 56

Source: Reply of the Government of Yugoslavia to the United
Nations questionnaire of November 1957 on economic trends,
problems and policies, 1957-1958; Statisticki Godisnjak FNRJ,
1957; Sluzbeni List (Belgrade), 28 December 1957.

1955 and 1956 in current prices, 1957 and 1958 in 1956 prices.
Data for 1956 are official estimates communicated to the
Secretaria by the Government of the Federal People's Republic
of Yugoslavia. The figures for 1957 and 1958 are provisional
estimates based on data for specific components indicated in the
reply of the Government of Yugoslavia to the United Nations
questionnaire of November 1957 on economic trends, problems
and policies, 1957-1958. In order to make the data comparable,
maintenance expenses-which from 1957 on are not included in
depreciation-were added to depreciation for 1957 and 1958.
For the definition of the concept of gross national product see
United Nations, World Economic Survey, 1956, page 253.

expenditure is scheduled to increase at a higher rate
than gross national product. The net import balance is
expected to be slightly higher than in 1957 but its share
in total expenditure will decline. It should be noted,
however, that the net import balance as presented in
national income statistics is expressed in domestic prices
which are at considerable variance with prices used in
foreign trade transactions. Expressed in actual prices
paid for exports and received for imports at the official
rate of exchange, the net import balance-which
amounted to 33 billion dinars in 1956 and to 61 billion
in 1957-is scheduled to fall to about 41 billion in
1958, thus reducing the dependence of Yugoslavia on
foreign credits.
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