UNITED NATIONS
Department of Economic and Social Affairs
New York, 1958






E/3110
ST/ECA/S3

UNITED NATIONS PUBLICATION

Sales No.: 58. II.C. 1

Price: $U.S. 2.50; 18/- stg.; Sw. fr. 10.50
{or equivalent in other currencies)




FOREWORD

This report, Forld 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 o General Assembly resolution
118 (i}, 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 economie 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 halance of pay-
ments problems in the post-war period. The present
Survey complies with the request of the Economic and
Social Couneil, 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 analyced.
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 exiensive 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 the nature
and possibility of inflation in economies with central
allocation of resources precedes an analysis of the
causes underlying inflaionary pressure. The process of

price formation and recent price developments are
reviewed.

Part I1 of the Survey contains an examination of ve-
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 aress outside the
scope of the work of the 1egional economic commissions
of the United Nations: Economic Developments in the
Middle East, 1956-1957 (sales number: 58.11.C.2) and
Economic Developments in Africa, 1956-1957 (sales
number: 58.11.C.3),

The basic data used in the report are, in general, as
published in governmental or inter-governmental
sourees, or as cfficially 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.
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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 bad already been proceeding at a
decelerating rate in 1956, lost most of its momentum
in the course of the past year. In Noxth America the
rate of economic activity levelled off early in 1957 and
began moving downwards during the latter part of the
year. Although in westexn 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 o appear in 1938 even in
sectors of the sconomy 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 gquestion 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 muost vulnerable to eyelical down-
turns in the past, have been immeasurably strength-
ened. Speculative excesses, which historically triggered
many of the reactions from beom 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-

T .

put. In addition, a number of builtin 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 greal 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,
tesidential construction and consumer outlays on dur-
able goods, especially automaobiles, 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 Couneil 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 unern-
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 distinet 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

in western Europe, nevertheless, continued to be
fluenced by fears of inflation.

The ending of the boom in western Europe and
beginning of the recession in North America will
examined in some detail in part I of this Survey

needs also to be considered, however, how it n
happen that a situation so widely characterized
inflationary should suddenly be threatened by de
tionary forces. Did circumstances change so sudder
or may preoccupation with inflation have obscu
elements of deflation that were present all along? I
what sort of inflatien was it that it could coexist v
powerful deflationary tendencies? Pazt 1 of the Sun
which, at the request of the Economic and Social Cc
cil, is devoted to a study of inflation, addresses il
in large part to this question.

The Recent Inflation in Industrial Countries

It is prebably 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 pockels 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 leng 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 shoxt while it seemed that inflation
would revert to the status of a local phenomenon, con-
fined primarily to countiies 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 peried 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 weslern Lurope, 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 whelesale nor at
consumer level were the price increases compar
with those of the Second World War, the eaily |
war years or the Korean boom; indeed, the incre
in wholesale prices were not as large as those w
had accompanied the recovery from the depths of
depression in the nineteen thirties. Nor was the pat
of price increases typical of earlier periods of inflat
whereas normaily prices of raw materials tend to
relatively sharply under the pressure of demand, du
this period significant increases were confined
limited group of commodities. Farm food prices
notable for their weakness; so much so that se
countries had to consider measures to bolster |
prices, hand in hand with the tightening of gor
controls against inflation.

That the modest and uneven character of the n
inflation in industrial countries was generally ©
nized is evident frem the new term—creeping inflat
which was coined in order to distinguish it from ea
more conventional, types. The deep-seated concer
flected not so much the magnitude of the pressun
the setting in which they appeared. Three succe
bouts with galloping inflation—during the war
post-war reconstruction and Korean hestilities
conditioned the public to fear even creeping infl
especially since its pace appeared to be acceler

* rather than diminishing. Of greater importance,

haps, was the fact that for the first time, inflatios
not generated by the abnormal forces of war

post-war readjustment but was associated instead
the normal forces of economic growth. In the o
of a universal commitment to maintain high lev
employment and a post-war drive for rapid long
srowth, inflation appeared not merely as a p:
danger but as a permanent threat to stability.

even creeping inflation had to be resolutely ay
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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
liad countries been willing to overlook the effects of
price increases upon the internal economy, they could
not look with equanimity upen growing balance of pay-
“ments deficits and dwindling foreign exchange reserves.
These countries were the frst 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 pelicies proved only of limited efectiveness in cox-
recting the international imbalance.

.

What accounts for the apparently sudden economic
reversal, beginning in mid-1957, from inflation to re-
cesgion? Part of the explanation must be sought in the
delicafe balance which exists in & dynamic economy

_Kefween 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 inadeguate demand may thus develop while output,
Qﬁgljnpioyment, 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” lahour
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
cach 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

/Ig.yicy for its elimination may introduce a deflationary
#0138 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

“{\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 wages 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 ean 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
50 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 [actors
associated with the difficuities of transferring labour
from one job to another without any general deficiency
of demand, so inflation may result from bottlenecks in
produclive capacity in some industries without any
general excess of demand. Management may {eel 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 patierns, to the rest of
the economy, even where demand may not be sufficient
to absorb the available supplies or productive capacily.

Moreover, a wage-price spiral need nol originate
only from a general or partial excess of demand over
supply o1 productive capacity; it can be touched off
whenever demand is sulliciently 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 econemy. It is not
even necessary for prices in the key indusiries 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 cannat be absorbed as readily by advances in
productivity, so that prices elsewhere may rise to a
greater extent than in the key industries.

Unfortunately, onee 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 can be little doubt that inflation, like unemploy-
ment, may be of a “structural” character, nol too closely
dependent upon the adequacy of demand in relation to
productive capacity. Just as unemployment may stem
from a lack of adequate productive capaeity, rather
than of effective demand, so cumulatively rising prices
may slem [rom excessive claims for higher incomes
rather than from an excess of demand for goods and

v services. And though the intersity of pressure for higher

“incomes may be expecled 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.

i

The recent inflation developed in assoclation 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 industiies there
can be little doubt that, in a number of countries, some
excess demand did develop for a time; new orders for
durahle goods outstiipped deliveries, order books
fengthened, and productive capacity in some industties
was strained. With an important sector of the economy

exhibiting such symptoms, concern over inflation tend:

to focus on exeess demand as the primary cause. Tk
was all the more true since unemployment was general
low and national income and production were incree
ing. Given the high level of aggregate activity and {i
symploms of demand pressure in a segment of it,
distinction between high levels and excessive levels
" "aggregate demand tended to be blurred. The illusi
was created that if prices are rising throughout t
economy, the economy as a whole must be experiencii

an excess of aggregate demand. And as price increas
continued to spread and even to accelerate, less a1
less importance was attached in this context to t
evidence of mounting surpluses of food and agrim
tural raw materials, or of the long-standing exce
--..capacity in textile industries; even the significance
the subsequent decline in demand and the emergence
excess capacity in consumer durables, in housing @

in related industries which had initially sparked t

! boom, tended to be overlooked. Though demand w
! falling ever more short of productive capacity, ec
nomic policy continued to concentrate on restraint
demand for curbing the upward movement of pric

i
{
i
i
|
i

THE NATURE OF RECENT ANTI-INFLATIONARY POLI

The policy of industrial countries for curbing inf
tion in recent vears presents a striking contrast with th
generally employed in the war and even the early po
war years. The most notable difference lies in the elin
nation of direct market controls; apart from one or ts
instances, anti-inflationary policy has been limited
measures of a general and indireet character. This sh
towards an essentially free market economy had alrea
been largely completed by 1950, although centrols
foreign trade, in most countries, were relaxed mc
gradually. During the Korean hostilities the only &
portant instarces of direct controls for eurbing inf
tionary pressures were the revival of machinery f
international allocation of strategic raw materials a
the re-introduction of moderate price-wage controls
the United States.

" In the recent phase of expansion there could be
I' question of suppressing an excess of aggregate dema
. by means of direct controls, since demand pressur
were not even remotely comparable in magnitude
those of the war or early post-war years. Though
expansion was based on a boom in investrent which {
a period strained the capacity of some industries,
inflationary eflect was in part offset by mildly def
tionary government budgets, and in part mitigated
means of foreign trade, With residential constructi
also coming to be widely discouraged in the course
the hoom, only in a few countries was the pressuze
demand for saving to finance domestic and forei
investment and budget deficits appreciably higher th
during the first year of Korean hostilities; in ma
cases pressure was lower. In some countiies the grow




INTRODUCTION

of productivity and income was accompanied, more-
over, by a rising proportion of income which people
weie piepared to save, particulaily 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 poliey is the shift in emphasis from fiscal to
monetary measures. After a revolutionary development
during the war, fiscal policy became relatively passive
in the nineteen fHfties, 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 industiial 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 weapen.
Even in countries experiencing balance of payments
crises there was evidently a firm determination to avoid
any increase in levies on persenal incomes. Al the same
time requivements 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
meney. 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 periad of rising
Prices, it was the quantity of money which emerged as
\the stiategic 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 coraplex set of credit controls
was developed, ineluding, in addition to traditional
open market operations and higher discount rates,
vatiable reserve requirements, penalty rates on excess
hormwing from central banks, and in several instances
outright prohibition of any increase in lending

There is little doubt that a policy of restriction of

~y

- { it \.‘,’_l \/f'

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 entively 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 wete 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 parl of the
decline in demand in these industries may have been a
natural 1eaction 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 hoom
was accompanied by a relatively moderate rate of in-
ventory accumulation; but the significance of credit
policy in this vespect 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 tiue 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 he altered hy
the cential authorities as frequently and as rapidly as
circumstances seera to warrant, In practice, however,
this important advantage may be offset by a long time
lag between monelary 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 corporaitions 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 om 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 fow upon price movements. When the disparity
between the flows of money expenditnie 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 monelary or
through fiscal restraints, is an appropiiate 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
{1om 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 seetor 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 fortunecs
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 stems
not from pressure of excess demand for goods and ser-
vices against tolal 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 cosls of
production and imparting another upward twist to the
price spiral. Qutpul and employment may thus fall
significantly long before the wage-price spiral can be
brought to a halt,

Many have hoped that the pressure of labour
business for higher earnings rales might he weak
by a pelicy of credit restriction even while output
employment continued to grow. Virtually all go
ments have resorted to exhortation to both labour
business to moderate their demands. In the ab:
of national wage-price policies, however, it is
natural that individual unions and corporations sl
seek to maximize their earnings—no labour unic
business corporation can afford to lag behind the o
in protecting its interests. This poses a fundam
dilemma for the industrial countries: how to reco
rapid economic growth with price stabilily under
ditions of minimum interference with the market m
nism for the allocation ol resources.

It has not been an easy task to face up to
dilemma; it is never pleasant to discover that |
which have heen regarded as absolute may not al
be mutually consistent but may need instead t
harmonized and accommodated to one another.
very complexity of the challenge posed by this dile
may have contributed in some measure to a tenden
minimize it or even to deny its existence. Thus i
been frequently assumed that the ultimate caus
inflation is in all instances an excessive flow of m
expenditure and this excess has often been equated
an excess of aggregate elfective demand over produ
capacity. Were infation necessarily the convers
depression—were cumulatively rising prices alway
result of an excess of total demand, just as indu
depressions are the result of a deficiency in dema
there could of course be no conflict between the |
of economic growth and of price stability. Fiscal
monetary policy designed to maintain a proper bal
between the rates of increase of effective demand
of productive capacity would then simultaneoush
sure both maximum production and price stabili

Unfortunately, though a disparity between the !
of money expenditure and of goods is a nece:
symptom, it is not always the ultimate cause o
inflationary process. Regardless of origin, rising p
must take the form of a higher rate of flow of m
than of goods, and an excessive money flow of exp
ture may be a result just as often as it may be a ¢
of rising prices. Once it is recognized that infl:
is not solely a question of balance between aggn
demand and productive capacity, but that it dep
also upon demand pressures in particular sectors o
economy and especially upon the pressure of comp
groups for higher earnings, it will be seen that f
and monetary policy may not always be capabl
ensuring the simultaneous realization of both 1
growth and price stability. Thus, in the face of &
sive claims for higher incomes, generalized resir
on demand may not succeed in achieving price stal
except at the expense of permanently curbing the
of growth--indeed even at the expense of introdu
higher levels of unemployment than the econow
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prepared to accept. With the recession developing in
North America and the expansion grinding to a halt

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-
Aation could not he encountered in countries with a
centrally planned economy. Since both incomes and
supplies are centrally controlled, it should be pessible
1o 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 dissimiler from that
encountered in countries with a private enterprise eco-
nomy. Interestingly enough, even a distinchon 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
enferprise.

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
economie 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 halance 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 & monetary phenomenon, would be
eliminated; but there would still be a limit on the
proportion of total output that could be =et 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 he excluded from consideration; there is
always a possibility of imbalance between Hows 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 facters 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 faveur of heavy industry
generally occurred during the fivst 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

Circomstances of Inflation

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
carly post-war years and of the first year of Korean
hostilities. Though on the average balances of payments
of under-developed countiies 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 [rom 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
ond the onset of 1ecession 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 1ather than to a de-
cline in the value of exports.

This experience cannot, of course, be projected into
1958; the texms 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 moie 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 aggregale effective demand over total supply
. of goods and services. The source of the imbalance may
“lie in an excess of government expenditure over re.

m

and supply of consumer goods was frequently upse
cither by increases in unit costs or by larger than wa
ranted reductions in prices. The resulting inflationa:
pressure was reflected in shoriages of some essenti
goods or in upward revision of prices.

Under-developed Countries

venue, of exports over imports, or of investment ovi
saving; in the aggregate these sources may also !
viewed as representing an excess at prevailing pric
of the total demand for saving over its supply. Thoug
on the surface the analysis of demand pressure wou!
thus seem to be identical for all countries, in a deep
sense the identity may be deceptive. The phenoment
of inflation in under-developed countries, like that «
unemployment, cannot be adequately understood ;
the same terms as those that are relevant for develope
countries.

The importance of underlying differences betwee
the two types of economies for their basic problems
unemployment are by now fully recognized and clear
understood. The gravest problem of unemployment i
a developed country is that which emerges during
depression, when a deficiency of demand in relation
productive capacity breeds a cumulative downturn i
production, employment, income and demand. Thoug
unemployment originating in inadequate effective d
mand is also not unknown in under-developed cow
tries, a more fundamental problem for them is the lac
of employment opportunities, reflected not only i
visible unemployment in urban areas, but even mo
significantly perhaps in under-employment of a lax;
part of the population. This problem arises not fro
insufficient effective demand but from inadequate pr.
ductive capacity—whether that capacity be measured i
terms of specific plant and equipment, general ove
head capital, the state of technology, or the trainin
and skill of the labour force. In short, the problem ¢
unemployment in an under-developed country is :
deep-seated as its total problem of economic develo
ment.

It sometimes tends to be averlooked that these diffe
ences are also fundemental for the problem of deman
inflation. In developed countries where capiial equi
ment is normally adequate to employ the total avajlab!
labour force, pressure of excess demand arises only i
a full-employment economy. It does not arise in t
course: of zecovery from a depression because increast
in demand may then be malched by putting the unen
ployed back to work to produce the additional supplic
required. So long as there are idle resources that can k
employed, any increase in the demand for savin
whether it be to finance higher domestic investmen
or an export halance, or a budget deficit, will be caj
able, by raising the levels of production and incom
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of generating a corresponding supply of additional
saving at prevailing prices. Though the higher income
will alse 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 incorne will tend to be saved, it follows
that if only output and income are expanded suficiently,
any increase in the demand for saving will be capable
of generating, 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 investmenl, government expendi-
ture or exports, unless offset by an equal increase in
government revenue or imports, will invelve an increase

. in the proportion of income that must be diverted from

consumption. In the absence of a corresponding change
in the proportion of income 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 betwveen 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 allacation

1 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 alieady been reached, and cannot be freely ex-
panded to mateh #n 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 additiona! income generated by economic de-
V§10pment 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,
45 315 true of programmes of community development

p

recently introduced in seme under-developed countries
or, more generally, of communal velunteer 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 preverted from vnder-
taking the investment because of its inability to cope
with the resulting inflationary pressure. Though muck
has been accomplished in post-war years to widen the
tax hase and improve tax administration, the threat of
inflationary dermand pressure still constitutes a major
ohstacle 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 ahrupt 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-develeped countries
represents by comparison a far more fundamental break
“with the inherited structure of production. Owing to
the rtigidities 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
urhanization. Not only are per capita requirements for
food, clothing, shelier, trade, tiansportation 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
itaelf 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 js there-

fore subject to important qualification, it has proved

i much less difficult, on the average, to expand the output

~ of industrial consumer goods than the output of food.

. And as is wel known, distribution of food to the towns
may even lag hehind 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 fow 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 of
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 for total economic de-
velopment, deficiencies in food production may he 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 shown in the
World Economic Survey, 1956 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 jor 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 undes-
developed countries.

The vital role of food supplies in econamic develop-
ment calls attention to another important feature which
may differentiate inflationary demand pressures in de-
veloped and under-developed countries. Excess demand
pressure normally arises in developed countries zs 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
proporiion 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 o1 of foreign ex-
change. The supply of industrial goods, on the other
hand, is determined by the available capacity, which
may be taken as a given datum in any short period, and

Forld Economic Survey, 1956 {sales num-

* United Nations,
ber: 1957.311.C1).
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by the rate of its utilization, which depends upon th
state of effective demand. Developed countries ma
therefore press ahead with the expansion of aggregali
demand, with reasonably acourate knowledge of the
prospective supply of tonsumer goods. In under-de
veloped countries, however, where agriculture repre
sents a large—oflen the largest--component of output,
supplies available for consumption in any given year
may depend more on the vagaries of climate than on
the stale 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 inereasing imports, Ir such countries, therefore,
inflationary demand Pressure may originate as fre-
guent]y from crop failures as from an increase of
Investment,

Inflationary pressure in under-developed countiies
would hardly constitute the economic danger that is so
widely feared, however, if it gave 1ise merely to a

level of living by pressing for higher wages. The new
wage, however, raises costs of production, therehy
prompting business to rajse prices in a second round
and so the wage-price spiral continues on its upward
course. ’

In under-developed -countries, where industrial
labour accounts for a much smaller—in some instances
a relatively minor—proportion
at first glance that there should be little danger of set-
ting off such cumulative Price spirals. Experience shaws,
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 answet in many of the under-
developed countries, Particularly in these where an in-
flexible food supply leads to shaip increases in the
cost of living; indeed, in countries with a long history
of inflation wages may he 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 incrementa] 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 usder-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 bargammg strength. In such countries
the momentum of the price spiral may be acquired not
by the push of wages {rom below but by the pull of an
£XCESS money supply from above. In contrast with the
forces that have been typically opérative 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 ahsorb output at the higher price
levels, in many undes- develcped countries money suppiy
may play the active role in the spiral, with both prices
and wages adjusting to rising cash balances.

The 1eason 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 countries, 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 1elation 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 iransactions
is thus likely to be spent on goods and services for
consumption or investment. Though the problem may be
impoztant in any country where the stock of money is
expanding 1apidly, it is likely to be particularly acute
in countries with long histories of 1ising 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, equilibrivm
may be reached when prices and wages have 1isen suff-
ciently so that the expanded transactions requirements
maleh 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
under- dcveiopéd countries have at times sought to push
economic development at the expense of stzbility.
Taking cognizance 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, os well as of investment. They thus hoped to avoid
inflationary pressure under rapid economic develop-

i
i
¢
{

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 outpul of consumption
goods in line with expanding demand. An under-de-
veleped country is handicapped in this yespect by its
inability to expand the supplies of consumption goods,
and particularly of food, in the proportion that demand
is stimmulated by economic development. Though the
1ate of growth may initially have been accelerated by
such “crash” programmes, often the mﬁatmna:y 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 & 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 incresses 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
refér 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 i 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 1ole of fiscal policy in the allocation of
resoutces as between consumption and investment. If a
rapid rate of development is to be attained, it will
clearly be necessary to Hift 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 Jikely 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
elfective 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

and imports, and of government expenditure and
evenle, 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 menetization of the economy
may require additional currency. Fiscal policy must be

f  reinforced by appropriate monetary policy to curb the
+ | price spiral.

International Aspects of Inflation

Part T 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. Sufice 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 cconomic 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
paitly 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 heen partly
compensated by oflsetting 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 te 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 1un 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
tendered more nearly comparable at the same Hme 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 lo 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 constmption, 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 js possible only through higher im-
poiis 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 fows to under.
developed countries have increased significantly in
tecent 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 rele as a compensatory factor,
external transactions of under-developed countries have
Teen 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:

/déveloped countries, In recent years, however, infla-

Honary 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, continu-
ing to taise export prices of industrial goods even after

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 heen adversely affected, Thus, the
gyrations in prices in world trade associated with flue-
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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INFLATION IN INDUSTRIAL COUNTRIES (., omdclestcone .y

Widespread concern has been voiced about the in- tive. As may be seen in table 1, there have been several
creases in prices which have accompanied the growth in periods since the eighteen seventies when wholesale and
economic activity in the industrial countries gince about consumer prices in the United States wete rising more
1054, Stabilization of the cost of living from 1952 to rapidly than during the recent boom,* even if years of
1954 had encouraged the hope that an end had come to wai, and of post-war sho1tage, are excluded. Experience
the long period of post-war price inflation which had in other countries was similar, on the whole, although
begun with the reconstruction boor from 1946 to 1948, in some countries the recent rate of increase in con-
had continued in many countries as a direct result of ~ sumer prices appears to be higher than during previous
the devaluations of 1949, and had reached a climax peace-time periods prior to the Second World War for
during the early phases of the Korean conflict. This which data are available in table 1.2
ho?e proved vain, hoxf:‘:ver, and the upward gourse of L]t has been pointed out that the average Tise in wholesale
Prices was resumed during 1954 or 1955, and continued prices in the United States during the ascending phese of

into 1958, long after the greatest pressures of demand sighteen price cycles from 1850 to 1950 (excluding war and

had subsided in most countries and production had, in immediate post-war years) was 17 per cent; and that this may be
? compared with an average increase of 8 per cent in wholesele

some cases, already begun to fall. prices from December 1954 to August 1957, See Arthar ¥, Buras,
Recent rates of increase in prices have not, in them- Prosperity without Inflation (New York, 1957), page 13.

) . : * Where prices declined during past expansions in business
selves, been remarkable by comparison with corre- activity, as in the late nineteenth century, and in the nineteen

sponding rates in previous periods of rising output. On twentics, this seems to have heen due to relatively large increases
the contrary, price increases have in general been rela- in supplies of primary products, which Jed to & decline in their
ivel d h . a1 1 historical ) prices. During other expansions, including the recent boom,
tively modest when viewed in a long Ris orical perspec- 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

Counlry and peried ) Consumer
Pro- General Rato Menufae- et e
duclions wholesale maferials furing® Yalal Food

Federal Republic of Germany
1880-1891. . .. .. ..o
1892-1899. . .. ... e o
19011907 .. .. ..o
1908-1913. . ...
1924-1929 .. ... .
1932-1938. .. ... o
19521957 ... oo

France
1870-1883 ... ... e
1886-1B90. .. ... .o
1895-1900 .. .. ... ..
1902-1907 ... ...
1908-1913 . . ..
10233929 ... .. .
1932-1937 ... ...
1952-1957 .. ..

Sweden
1870-1876 ... .. e .o
18791885 .. ..
1888-1808 ... ...
19011907 . .. ..
1909-1913. .
19231929
19321957
1952-1957.
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Table 1. Industrial Production and Prices during Periods of
Rising Output, by Country (continued)
(Average annual percentage change)

Prices
Cottntry and peried Consumer
Pro- General Raw Manufac- e
duetions wholzsale malerials furing® Tolal Faod

United Kingdom

1870-1874, .. .. ..., ..., 30 1.6 we 2.0 1.2 11 .

1879-1883. .. ... 7.9 — 6.2 —0.6 0.4 ..

1886-1800G. . .. ... . 5.2 .9 1.6 2.0 — —0.3

1893-1899. .. .. ... 4.1 — 1.4 —0.4 —{.6 —0.6

1504-1607. . . R 5+ 4.4 6.5 4.0 1.1 11

1908-1913. . .. ... ... . .. 62 33 4.5 1.5 19 15

1923-1929. . . .. . 2.7 — 2.4 - 2.7 —-08 —1.2

19321937 .. .. .. 8.5 5.3 112 4.0 14 2.0

1952-1957 . .. 4.3 . —06 1.8 3.7 1.9
United States

1876~1882 . . 120 —03 .

1885-18%2 . . ... ., 10.0 —1.5 ‘ . o

1896-1903 . ... oo 110 4.0 . 2.2 .

19041907 . .. .. .. .. 9.9 31 . o 3.2 .

19081913 . 9.8 2.2 ‘ C 2.4 ..

19241929 7.0 —0.6 . —0.4 — 1.6

1932-1937. . .. . 200 6.6 10.8 4.8 10 4.3

19541957 . . 5.0 22 —0.3 23 15 05
Belgium

1923-1929 . 8.0 11.8 16.3 I

1932-1937 7.6 5.7 13 1.6

1953-1957 5.6 1.9 1.5 1.7
Canada

19241929 . 100 —-038 . . 0.4

1932-1937 . 136 5.3 lo6 2.4 0.4 .

19541057 58 1.6 0.8 20 15 1.8
Denmark

1923-1920 . .. .. 4.0 we 2.7 .

1932-1937. . . . ... . 93 83 s D 3.3 4.8

1952-1957 . .. ... . . 4.0 o —0.7 0.6 2.6 2.3
Italy

1923-1929 . 6.5 —~22 1.7 .

1932-1937 . 9.7 5.5 . 1.8 .

1952-1957 . 102 0.5 02 —{(.2 2.9 2.4
Netherlands

1923-192¢ 10.4 1.0 .. —0.5

16331938 . .. 7.0 2.8 4.0 1.6 —01 .

1952-1957 8.2 1.0 1.4 1.0 2.4 3.2
Norwey

1023-1929 . ... ... ... 46 —5.7 el . i ] Co

19321937, ... .. ... 78 56 8.6 4.0 22 25

19523957 ... .......... . 65 2.3 . . 2.9 2.9

Source: Production data for years before 1000,
League of Nations, Industrinlization end Foreign
Trade (Geneva, 1945); production data for 1900-
1937, Organisation for European Economic Co-
operation, Industrial Statistics, 1900-1955 {Pasis,
1955); Federal Republic of Germany: Bremen
Commitice [or Economic Research, {f"irtxchaﬂs-
deten, 1956 (Bremen) and cutrent official sources;
France: Statistical Office, Annuaire Statistique de lo
France, 1956 (Paris} and National Institute of
Statistics and Economic Studies, Bulletin de la
statistique générale 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 Gverseas

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 1630"s (Oxford, 1932} and
current official sources; United States: Department
of Cowmmerce, Historical Statistics of the United
States, 1879-1045 (Washington, D. C, 1949} and
current official seurces; 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 Tederal Republic of Germany for 1938
relate to the 1937 boundaries.

* From 19400 to date, total industrial preduction;
for earlier periods, manufacturing production; in
the United States, manufacturing production up
to 1903,

b United Kingdom: export unit values for
manufzctures. .

sistence of such increases over a long period that should
be regarded as the ultimate canse 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 1957.2 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 ox the per-
sistence of price increases since the Second World War.
I# the distinction is to held, it must rest rather upon new

Caug_es of Inflation Ceclicar, o

Cortea
NATURE OF PAST EXPERIENCE ¢.< _fc

Lt R T

An examination of relevant periods Mé 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 1emedies, 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 s 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 hasic element in commen: 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 resources 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

*The period of abnormal post-war price inflation from 1946
to 1048 is excluded from this comparison.

features in the post-war situation, giving rise to the be-
lief that modern inflations are different in kind, rather
than in degree, from these encountered in the past.

Since the Second World War, and to a growing extent
in recent years, the belief has been steadily gaining
strength that there is a new asymmelry in price move-
ments, whereby prices of final goods, in particular, may
rise but can 1arely, if ever, fall. A variety of instifu.
tional and other changes since the nineteen thirties are
thought to have combined to restrict the downwaid
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 poliey 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 yeaxs.

e

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,® 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 upen 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,

Lven where controls were not employed, inflations
might have been limited in scope if the changes in 1eal
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-
tionary at all. For the term “inflation” implies a cumu-

* Tn most cases it would have been necessary for gavernments
10 collect substantially mere in taxes than they were eurrently
disbursing if they were to eliminate excess demand altogether.
Tor 2 lesser reduction in disposable personal incomes would
probably have been ofiset in pan by o 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 upen 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 1o 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 by ought 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 prepated 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 na 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 commensuyate advance in
the appropriation of personal income through taxation,
thus Jeading 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 yuse
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 goads
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 rige 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

S

to an inflation in an industrial country, the expansion
in the export sector has usually acted in combination
with forces operating elsewhere in the econony, or has
kelped 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 2 given distribution of resources at full em-
ployment between consumption and other uses of out.
pul, a shortage of consumer goods could develop if
consumers decided to spend higher proportion of their
incomes than usual. With the aid of accumulated liquid
assets they might even decide to spend mote on con.
sumption than they were currently earning. A typical
instance of this occmred 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 confiict between various sociz] groups for the Hmited
goods available—in a manner analogous to that already
discussed—in the Pprocess 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 keading should probably be included rost,
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 jtems 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 agrieul-
ture or industry, whether the time taken to produce
them is long or short, whether there js excess capacity-—
and so forth. As before, the rise in prices becomes
cumulative because of jis tendency to afiect the level or
distribution of 1eal income, and hecause of the resist.
ance offered 1o this tendency by those adversely
affected. This second type of inflation, which may be
attributed to “excess sectoral demand”, can oecny under
conditions in which resources in general are far from
fully employed; experience during the economie 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-
faining process of price inflation may, however, also be
cet 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 1ates, 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-
seribed as “cost inflation™ because it works through the
jmpact 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, 2 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 cui-
rency. In either event, import prices, and hence costs of
production, would rise without any growth in domestic
demand.

The fact that cost inflation ecan—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

be conceded that the ahility of any factor of production
to raise its money income may depénd to some extent
upon the level of demand for its services. Thus, wage
demands zre 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 aie 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 {orce 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 he 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 xates, 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 1esponse to any increase
in wage costs. Consequential changes in the level of
output and employment would depend on the effect of
higher wages and piices 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 tising prices, by leading to the
expectation of still furthex 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
efect on the level of output and employment.

THE QUESTION OF EXCESS AGGREGATE DEMAND

Inadequacy of data unfortunately makes it dificult to
undertake a thoroughgoing comparison of the 1ecent
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 waz-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.s

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

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 1o 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.®

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

(Percentage of gross private income after tax s}

United Kingdom Uniled Stalea

ftem 1338 19421804 19474948 b 1937 10431944 1847-1548

arverage average crerage averoge

Demand for gross private savings
Gross domestic investment . .. 152 0.9 17.3 15.0 5.1 17.6
Budget deficit, or surplus (—) 1.2 35.3 —4.7 —0.7 21.2 6.8
Export balanee. .~ . . we 1.4 —0.1 —-28 0.08 6.4 4.2
otal demand for pross private saving 15.0 27.0 98 14.3 327 15.0

Supply of gross private savin

gr{ar{ﬁ disp};sable inconé:e : 89.3 89.9 89.6 90.0 80.3 88.4
Personal saving. . . 4.4 16.9 —0.5 4.8 219 3.5
Gross corporate saving.. .. . . . . . 10.7 10.1 10.4 9.9 10.7 117
Total supply of gross private savingd. . 15.0 27.0 9.9 14.7 326 15.2

Source: United Kingdom: Central Statisticzl Office, Statisti-
cal Digest of the Wear (London, 1951) and National Income and
Expenditure (London); United States: Department of Commerce,
National Income, 1954 (Washington, D 8“, 1455) .

® Grass private income alter tax is defined as gross national
expenditure less current government revenue plus current
government transfer and interest payments. It is identically
equal to the sum of the export surplue, budget deficit {govern-
ment deficit on current account), gross domestic fixed capital and
inventory formation, and private consumptien {impert 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 1etained, pent-up
demand continued to affect the market for consumer
goods for many years, and the price inflation resulting

* The proportien for the United States would be 28 per cent
if economic end military aid furnished to other countries were
included in the government deficit instead of the export balance,
os i teble 2,

b Dala for 1947-1948 not fully comparable with data for
previous perjods

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

d Equal to the sum of personal saving, corporate saving and
total eapital consumpticn allowances less depreciation of general
government sector—the fast two components being combined in
gross corperate saving. Apart from rounding error, supply eof
gross private saving differs from demand by the amount olythe
stalistical discrepancy

from the war was distributed over a much fonger 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-
gale demand involving a rise in demand for saving in
relation Lo income have been fairly few and far between.

* Consumption of passenger cars alone was equivalent to only
25 per cent of gross private income in 1947-1948, compared with
39 per cent in 1949.1950, on the average. The ratio of personal
savings to gross privale 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
1650 to 1951 associated with the Korean conflict, we
£nd that government expenditures did increase signi-
ficantly in a number of countries, and thatin a few cases
this was accompanied by rising domestic investment.
Moreover, several countries in which no important ad-
vance occurted 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 shroad, But ahove 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.

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 about a
shift to profits, as is suggested by the data on gross
corporate saving in table 4. In several instances, more-
over, the ahsence of serious pressure upon the economy
in 1951 is suggested by a relative increase, or at least
stability, in personal savings,® 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 hased on
the assumption of 2 much larger rise in military ex
penditures than actually occurred. In practice, rearma-

? The majn exceptions are Sweden and the United Kingdom,
and probebly also Norway. In Norway and Sweden the ghift to
profits was the result of windfail gains in the export market for
wood products rather than of any excess of domestic demand.

® In France, however, pressure from consumer demand is sug-
gested by o sharp relative decline in personel savings in 1951

Table 3. Demand for Gross Private Saving, by Country

(Pexcentage of gross private income after tax o}

Country and ilem 195G 1951 1952 1853 1954 1955 1956
Belgium
Cross dommestie Investment. . ... ... ... 192 19.3 18.1 119 19.4 19.0 20.2
Budget deficit, or surplus {—) .. —0.3 -1.0 14 2.2 34 1.0 0.3
Internal demand for saving. .. ..... 189 18.3 19.5 20.1 22.8 200 20.4
Export balance .. ... oo —-31 2.5 2.6 1.2 0.3 31 34
Total demand for gross private saving 158 20.7 22.0 21.3 230 23.1 23.8
Canada
Gross domestic investment. . . ... .. 287 32.9 288 30.6 26.3 29.5 34.5
Budgef deficit, or surplus {(—). ... —b69 ~0.0 —4.9 -39 -2.9 —3.1 —52
Internal demand for saving. ... ... .. 2L8 23.9 24.0 26.8 23.4 25.8 29.3
Export balance. . .. ..... ... . . —2.4 ~33 0.9 —-2.2 ~2.1 —30 —5.7
Total demand for gross private saving 194 207 24.8 24.6 212 22.8 23.6
Denmark
Gross domestic investment. . ... .. . 24.6 20.7 21.4 24.0 241
Budget deficit, or surplus (—) . L] —3.8 —36 —4.5 —49
Internal demand for saving. ... ... . 200 16.8 17.8 9.5 19.1
Export balance. ... .. ... ... 4.5 —1.4 0.7 0.5 —22
Total demand for gross private saving 155 15.5 18.6 19.9 16.9
Federal Republic of Germany
Gross domestic investment ... .......  28.0 289 293 279 28.1 332 313
Budget deficit, or surplus (—). . . —4.8 -T2 —8.4 =109 ~11.3 —11.7 ~118
frternal demand for saving. ... ... 233 211 209 17.0 17.4 215 195
Export balance .. . ... . ... . —15 2.4 3.3 50 4.5 3.1 4.5
Total demand for gross private saving ~ 21.8 241 24.2 22.0 219 246 24.0
Franee
Gross domestic investment . ......... 235 22.6 22.8 211 20.7 21.8 23.0
Budget deficit, or surplus (=) .. .. ... —4.4 —3.6 —-1.7 ~2.4 —-238 —29 —2.2
Internal demand for saving. ......... 191 19.0 211 187 17.8 18.9 20.8
Export balancs . . e —0A -~19 —21 ~0.9 0.2 0.7 ~2.6
Total demand for gross private saving  18.7 171 19.0 ¥ 18.0 196 18.2
{tal
(gross domestic investment AU 23.1 24.9 250
Budget deficit, or surplus (—}. ... ... —16 —1.7 -2.6
Internal demand for saving . 215 233 22.4
Export balance. . .. ...... ... ... —23 —2.0 —2.0
Total demand for pross private saving 19.2 213 205
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Table 3. Demand for Gross Private Saving, by Country (coniinued)

¥ 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 seasenal movements, levelled off or de-
clined before the end of 1951 in all the industiial coun-
tries. This was true even of France and the United
Kingdom, where pressures appeat, 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 aetivity
upon the prices of primary products, supplies of which
did not respond readily to the growth in demand. The

{Percentage of gross private income after tax »)
Couniry and item 1950 1951 4952 1953 1854 1855 1956
Japan
Gross domestic investment® .. . 316 39.7 337 34.5 207 20,4 345
Budget deficit, or surplus (—)s -0.8 —13.2 —10.1 -8.1 —6.4 —5.2 —5.2
Internal demand for saving.. .. ..., 210 26.5 23.6 5.4 233 24.2 29.3
Export balanee. . ... ... .. . .. 3.3 38 28 0.2 1.2 2.0 0.3
Total demand for gross private saving 252 30. 26.4 25.6 24.5 26.2 29.5
Netherlands
Gross domestic investment . .. ... ., 36.3 325 24.7 28.4 33.7 315 36.8
Budget deficit, or surplus {~) ... —108 —13.6 —16.4 ~12.9 —10.3 ~--8.1 —11.3
Internal demand for saving . ... . 25.5 189 8.3 155 23.4 23.4 255
Export balanee . ... ... . . .. . —7.0 —0.5 11.0 7.8 16 4.2 ~2.7
Total demand for gross private seving  18.5 18.4 19.3 23.3 251 27.6 220
Norway
Gross domestic investment. .. .. . . 34.1 34.6 35.3 36.8 363 36.7 33.7
Budget deficit, o1 surplus {~) oo —-83 Q.4 —9.9 —0.1 —8.0 - 8.9 —8.6
Internal demand for saving . 25.7 252 25.4 277 28.3 278 25.1
Export balance . . e o =10 12 —0.7 —6.2 -T2 51 —0.4
Total demand for gross private saving ~ 18.7 26.4 24.7 21.5 2L1 22.7 24.7
Sweden
Gross domestic investment . o 214 25.7 21.0 245 263 285 27.5
Budget deficit, or surplus {—) -~3.0 —5.7 —69 —6.7 —69 —7.7 -~ 8.3
Internal demand forsaving. . . ... 184 20,0 200 17.9 19.4 207 19.3
Export balance ., e 0.7 3.2 0.6 1.2 —0.4 —1.1 0.3
Total demand for gross private saving 190 23.2 206 19.1 19.0 19.6 19.0
United Kingdom
‘ Gross domestic invesiment 138 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 36 —-19
Internal demand for saving 8.6 16.7 14.9 16.9 164 17.7 18.1
o Export balance .. Co 30 ~3.3 1.3 0.9 16 0.3 16
a Total demand for gross private saving  11.5 13.4 16.2 17.7 18.0 174 167
l United States ¢
i Gross domestic investment 24.3 247 217 21.9 20.5 23.1 232
. Budget deheit, or surplus (—). —6.5 ~51 -~1.7 w14 —1.0 —-37 -39
Internal demand for saving 17.8 19.6 20.0 20.5 19.6 194 19.3
i_!; Export halance | R 08 14 0.9 0.1 05 0.4 1.0
1] ‘ Total demand for gross private saving  1B.6 21.0 20.9 20.6 20.0 168 203
Source: Statistical Office of the United Nations and Bureau of ® General government and public corpoiations,
Economic Affairs. 41n the Iﬁxi!ed States all government investment other than
* See footnote a to table 2, constructien is reflecied in the budget deficit, or surplus, rather

then 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,® Selected Countries
(Percentage of gross private income after tax ¥)
Country and ilem 1950 1951 1552 4953 1954 1955 1356
Cenada
Personal disposable ingome ... .o 85.5 81. 84.5 84.0 83.2 83.3 83.5
Personal saving. ... oee o 4.9 8. 8.6 8.5 5.0 9.7 6.8
Gross corporate saving ° A o145 12, 15.5 16.0 16.8 16.7 16.4
Total gross private saving 19.4 21 241 24.5 21.8 22.4 23.2
Denmark
Personal disposable income ... ... 0926 92. 919 91.3 90.3
Personal saving. . .. e 8.1 7. 105 11.3 72
Gross corporate saving ... ... 74 7. 8.1 8.7 91
Total gross private saving 15.5 15. 13.6 19.9 16.9
France
Personal disposable income.. ... ... 868 86. 85.8 86.0 85.9 85.9 86.5
Personal saving. ... ... . 5.5 3. 4.8 3.7 39 5.5 4.1
Gross corporate saving. .. ..... . o 132 13. 14.2 14.0 14.1 14.1 135
Total gross private saving 18.7 17. 18.0 171 180 19.6 18.2
Japan ¢
%ersonal disposable income . ... ... 81.5 86. 89.4 86.5 B1.6 86.9 85.4
Personal saving. .. .. oo oe e 12.5 16. 16.2 10.9 10.8 13.7 15.4
Gross coTporate SaVIng . ..o o 12.5 13, 10.6 13.5 12.4 13.1 14.6
Total gross private saving 25.1 29. 26.8 24.4 23.1 26.8 30.1
Sweden
Personal dispossble income. ... ... oo 82.8 79. 85.5 86.5 81.0 89.1 89.5
Personal saving. . .. c.-ve e 19 3. 6.2 5.7 6.0 8.7 85
Gross corporate saving .. ... oo 17.2 20. 14.5 13.5 13.0 10.9 10.5
Total gross private saving 19.0 23. 20.6 19.1 19.0 19.6 19.0
United Kingdom
Personal disposuble income. ... 87.1 85. 81.7 B6.S 85.5 86.5 86.5
Personal SAVIBE. . .o —12 -1, 31 3.4 29 4.4 6.7
Gross corporate SAVINE. ... ooou oo 129 14, 12.3 13.5 145 13.5 13.5
Total gross private saving 17 13. 154 16.9 174 i79 20.2
United States
Personal disposable income. ... .. - 86.8 86. 86.9 87.2 86.8 86.0 86.3
Pessonal saving ‘ 54 1. 72 7.1 6.3 5.2 6.2
Gross corparate saving. .. . ..oy 13.2 13, 13.1 12.3 13.2 14.0 13.9
Total gross private suving 18.5 20. 20.4 15.9 19.6 19.3 195

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

= Equal to the sum of personal saving, corporate saving and
total capital eonsumption allowances, less depreciation, of senerai
government sector—the last two components being combined in
gross corporate saving. Apart from errors of rounding, the failure
Sf details to add to total demand for saving shown in table 3 in
some countries s attributable to one ox more of the following:

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

These sources of higher demand were, however,
counterbalanced by other factors. Personal saving
tended generally to advance in relation to total private
incorme, 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 roe 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 abread upon infla-
tionary tendencies at home was felt more freely in

residunl error, inventory valuation changes not adjusted for, o1
lack of coneeptual comparability between the national snd the
United Nations system of sccounts.

b See faotnote a to table 2.

o After inventory valuation adjustment for non-corporate as
well as corporate stocks,

d Before inventory veluation adjustment.

o Excluding public corporations.

1955.1957 than in 1951 because of the much smaller
degree of governmenial 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 wetre relatively small, on the whole.
Moreover, in few cases was demand pressure eppre-
ciably higher than in 1951 or 1952, when output and
income had been lower; and in several countries pres-
sure was lower. In these circumsiances there was gen-
erally sufficient elasticity in the consumption seclor Lo
shsorh whatever increases in demand pressure took
place during the recent boom. Thus the pressure from
demand in 1955 and 1956 did not cause 2 general shift
to profits; on the contraxy, the rise in savings often
accompanied a change in the distribution of income
unfavourable to profits. Such data as ae available for
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1957 point 1o 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.® 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 1elation 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-
sumplion than ir 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 hoom confirms the
conelusions 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 re-
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 oceur with-
out aggregate demand becoming excessive, mainly because of a
corresponding rise in_personal saving without any majer shift in
income distribution. The later retention of rationing, 1s well as
of various forms of restraint onr consumer supplies, caused
elements of pent-up demand to persist in that eountry 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 aiter
1950 As supplies of oll types of consumer goods returned to
normal after the end of the Korean confiict, while the ratio of
cash balances in the kands of the public to the national product
declined by 1956 to something like the pre.war Ievel, 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 os indicated above.

rather than to any shortage of supplies.”® World export
prices for food scarcely changed in the course of the
boom, and raw materials were in sufliciently 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 difliculties 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 elaims 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 hoom, 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 Furopean 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

¥ The peor 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,* average weekly hours worked rose no
higher than the level recorded in 1951.

Relatively few countries recorded lower unemploy-
ment percentages than in 1051, 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 (anada, Norway, Sweden
and the United States unemployment percentages never
declined to the level of 1951. Oaly in France, the Neth-
erlands and the United Kingdom was the percentage of
unemployment in the recent boom not only relatively
tow but also lower than in 1951.

It is worth emphasizing that the degree of fiexibility
in supply may easily be underestimated if unemploy-
ment percentages which appear very low ere inter-
preted too literally. Real output did not tend to level off
to any greater extent in 1956 in countzies 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 refain 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 subsequently.}* Moreover, there has been a
considerable growth in recent years in the imporiance
of technical and supervisory personnel, who on the one
Land cannot readily be dispensed with in the absence of
major declines in output, and who slso 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
lahour from other sectors, is yet another indication that
pressures in the labour market were not particularly
severe during the recent boom.”* 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 therm-
selves,

i1 figcept that average weekly hours worked in manufacturing
dropped in 1954, owing to the recession.

"5 explaining the failure of productivity to rise in the
Netherlands in 1957, the Government, in its reply to the United
Nations guestionnaire on economic trends, problems ond policies
for 1957/58, stated that . . owing to demand focters, produc-
tion did not further increase in she second half of 1957, without
this having resulted in 2 proportionate discharge of workers.”
The United Kingdom Treasury, Bulletin for Industry (London),
January 1958, stated, regarding recent productivity trends, that
“1f frms generclly had concentrated on using their improved
capital egquipment to the tull, the same output could have heen
achieved with fewer men .. " Similar phenomena bave ocourred
in most other industrial countries in recent years.

13 Ty the United Kingdom, for example, the distributive trades
and professional, fnancial and miscellaneous services together
have been continuously incressing their share of total civilian

THE COARACTER OF RECENT PRICE INFLATION

Three main elements may be distinguished in the
price inflation in industrial countries during the recent
hoom. 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 cosls
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.

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 produe-
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, slheit 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 rese from mid-1954 lo mid-1955, though less
rapidly than from mid-1950 to mid-1951; its share declined in
1956 and {orther in 1957. In Norway likewise, the share of trade
and raiscellaneous activities in total employment was maintained
or increased during the recent hoom, The share of industry in
Norwey also rose up to 1956 but much more slowly than from
1950 to 1951; its share declined i 1957. In Canadn and the
United Stetes the share of manuiscturing in total civilian em-
ployment at the pesk of the hoom was lower then in 1953; in the
Tnited States, in fact, employment in menufecturing in 1955
1056 was less than in 1953, absolutely as well s relatively.
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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 come
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 lo capacity in
the durable goods industries at the peak of the boom in
1956 than at the previous peak in 1953; moreover,
employment in these industries was 3 per cent lower,
while the total labour force and totel unemployment
were both kigher 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 1o 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 Lurope’s domestic resources. The deficiency
was, however, met by higher imports from North
America. There were, likewise, indications of heavy

* See chapter ¢ for further discussion.

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 oiders in the engineering industries de-
clined continuously from 1951 to the end of 1955. In
both 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;% 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 Kingdorm,
hawever, shortages were not sufficiently serious to pre-
vent output per man-hour and the volume of exports?® 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

** 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 frst time
since 1950, new orders exceeded deliveries . . . Shartages of steel,
which appeered during the year, were responsible for some
restrictions of activity end, more frequently, lack of special
shapes and sizes led to the accumulation of work in progress”.

% After adjustment for the effect of the dock strike towards
;hg end of 1954 on the distribution of exports between 1954 and

955.
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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 houtly
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)
Tlem and conndey 1254 1955 1056 4557

Coal

Copada. ,........... e ..... 98 98 104 109

Federal Republic of Germany ... 98 99 106 112

France .. . ...... ........... 100 99 102 103*

United Kingdom. .... ... ..... 96 99 120 140

United States. .. . ........... 94 94 106 116
Steel

Belgium............. ......... 97 113 124 132

Federal Republic of Gerreany. ... 97 98 100 105

France. .. ......... .. ....... 98 99 107 114

Tapan................. . ... 91 109 145 147

United Kingdom.. ... ..... ... 78 86 110 122

United States. ....... . .... 103 104 111 119
Machinery

Yederal Republic of Germany . 98 100 105 106

Norway ... ............ ..... 99 100 103 104

Sweden®.... ................. 92 94 101 106

United Kingdome. ......... .. 101 103 108 115

United States. .. . ...... ... 102 106 113 121

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

o 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 sott, 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 pressing 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

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 eaming groups
are willing to accept changes in their ahsolute 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 even sectoral 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 2 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 maxrgins. When, however,
total costs incresse 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 countiles 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. Lven
in the latter countries rent contrels 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 Kingdom!' 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 illustiated 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 [ederal Republic was Jess 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 feod sub-
sidies were reduced during that period in the United
Kingdom, whereas they had been of minor impoitance
in the Federal Republic ir 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,®
while United Kingdom food import prices rose 20 per
cent.

Apart from the eflects of spontanecus 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 zeal income; such a conflict may result from
pressure of excess aggregate or excess sectora) 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 manufacluring sec-
tor of ‘the economy in recent years,?

Prices and costs

Prices in manufacturing have, for the mest part,
conformed roughly to changes in costs throughout the
period since 1950.** An examination of the yea1-to-year

** Contrel of rents in the United Kingdom was greatly cased
in the Rent Act of 1957,
" Tor g more complete account of these developments, sec

United Nations, Forid Eeonomic Survey, 1956 {sales number:
1957.11.C 1}, page 85.

** Simila: studies cannot be made in most other sectors of the
cconomy. 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 alse limit the uscfulness of any
aggregative analysis of cost-price relationships.

* The derivation of priee and cost components is discussed in
the footnote to table 6. It should be noted that the term “price”,
as used here, has 2 special meaning. It represents the average
price of transactions that oceur at all stages of the productive
process and is, therefure, conceptually akin to the genersl whole-
saie price index; the lstter, however, is a base-weighted price
index, selective in coverage, whereas the former is current-

changes in individual countries shown in table 6 indi-
cates that with very few exceptions the change in price
fell between the change in wage cost and the change in
materials cost. Gross margins®® between direct costs
and price tended lo contract about as frequently as they
tended to widen. Although the variations were fre-
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 industiies that are commonly
considered to have administered prices® 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 marging widen in more countries than they
narrowed; this was petroleum and coal produsts, and
in the particular period under review the widening mar-
gins may have been due to changing technology and
product mix ** 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 maigins were associated with increasing
prices or narrewing margins with decreasing prices
were no more common than industiies 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
induslry, where they play an important role not ealy
in terms of their effect upon the costs of other industries
but in setling a pattern for the economy as a whole.
It has not been possible to test this proposition at the
level of detail which would strietly 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 manulae-
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 miterials 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 expecled to exert & substantial
inlluence on changes in price purely as a result of duplicating
transections. 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 enly final products con-
sidered, as measured by the gross netienal product plus imports,
the range of variation in the share of wages (compensation of
employees) would rise to between 29 and 32 per cent. Similarly,
the gross margin over direct costs would represent a larger share
of gross natjonal produet plus imports than of the gross value of
preduction.

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

** Including metals and metal processing, products of petro-
leum und coal, transport equipment, chemicals and tohaceo

*? In all countries, the proportion of petroleum produsts, which
have extremely low direct costs, has been increasing, and the
technology of petroleum refining itself has become increasingly
capital-intensive.
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Table 6. Indices of Price and Cost Components in Manufacturing,® Selected Countries

{1950 =100)
Counlry and ilem 1851 1952 1953 1954 1955 1956
Canada
PriGE. . ooe it e e 112 113 112 115 119 126
Direct cost per unit of eutput . ... ... ...... 113 114 111 il4 117 125
Wage cost per unit of owtput . ......... .. . 112 120 123 123 122 128
Materials cost per umit of eutput. . ... ..., 113 112 108 112 116 124
Denmark
F et T U R | 120 116 115 118
Direct cost per unit of output. ... . ........ ... 122 125 118 116 120
Wage cost per unit of output. . ... ......... 109 118 120 119 122
Materials cost per unit of output. . ..... . ... 126 127 118 115 119
Federal Republic of Germany
Price. . i e e 114 117 112 111 113 116
Direct cost per unitof output. ... ... ... ... ... 118
Wage cost per unit of output. ... ........... 307 110 107 105 104 169
Materials cost per unit of output. .. ....... .. e . 120 . .
Netherlands
Price. . o oot e e e MLT 117 111 113 114 120
Direct cost per unit of output .. ... .......... 119 112 109 111 i1l 120
Wage cost per unit of output. . ............. 108 111 108 116 119 127
Materials cost per unit of output. .. ... ..... 122 112 109 110 110 118
Norway
Price. . et e e oo 128 128 123 123 130 135
Direct eost per unit of output.. ......... ... 125 130 125 125 134 140
Wage cost per unit of output ........... ... 110 123 124 122 128 134
Materials cost per unit of output. ... ....... .. 129 132 125 126 135 142
Sweden
Price. . . i e e e 13T 137 129 137 142
Direct cost per unit of output... ... ........... 133 144, 134 142 147
Wage cost per unit of output. .............. 118 139 137 144 149
Materials cost per unit of output. ... ........ 138 146 133 141 146
United Ringdom
Price. .. ooeiii e e 12T 130 136 143
Direct cost per unit of outpat .. . ... . ... ..., 128 129 136 144
Wage cost per unit of output. ... ... ... 115 128 134 144
Materials cost per unit of output. . ........... 131 129 136 144
United States
PriCe.. oot e e 109 109 112 113 114 117
Direct cost per unit of output. ... . ....... ... 112 110 112 112 112 114
Wage cost per unit of output . ....... ... .. 110 114 118 115 116 119
Materials cost per unit of output ... . ...... 113 109 110 112 112 114

Source: United Nations Burean of Kconomic Affaira,

o Indices of price and cost components in manufacturing
obtained by dividing appropriate value indices, based on data
derived from national industrinl ceususes, by indices of the

generally show a widening of margins during the re-
cent hoom.

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 elee-
tricity. Except for the Netherlands, wage cost is defined te
exclude salaries. In the case of Norway, data cover manufactur-
ing and mining, the Iatter sector comprising 2 per cent of the
total gross value of production of hoth sectors in 1935,

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
1ose 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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wage costs were in generzl approximately stable.®
Thus prices also were fairly stable or even falling {rom
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 & 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 vear, 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.

Determinants of direct costs

On the whole the hehaviour 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 couniries representing a small part 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 alse, owing to insufficient capacity.
However, certain of the minerals with a relatively high
value per ton appear to behave more like agriculinral
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
fess 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.

* Altheugh 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 compensaiing for the previous policy of
wage restraint

‘The behaviour of wage costs per unit of output must,
of course, be the resuitant 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 carnings 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

Table 7. Inter-industry Variations in Howmly Earn-
ings and Productivity in Manufacturing,

1950-1956
(Perceatage)
Coefficient of variationb
Caunlrya Azerage annual
Average hourly Oulpul per  percenfage of
earntngs man-hour unemployment
Italye .. ... .. ... ..., 22 % 4.5
Belgium 4 | . 101
Canada . . o o 19 118 35
Denmark 4 . L 18 89 9.8
United States = . | 18 95 4.1
Netherlandse R 99 21
Federal Republic of Germany 12 38 7.3
Sweden!. A 11 62 2.4
United Kingdem . . ‘ 10 81 1.5
Francee ... .. . . . g a8 .
Norways. . ... . . . .9 86 1.2

Source: United Nations Burenu of Economic Affairs, based on
official national statistics. Owing to differenees in definition, un-
employment percentages are not in all cases entirely comparable
between courniries.

o Countries ranked in descending order of the relative disper-
sion of percentage changes in earnings

b Cuc&cient of variation is the standard deviation expressed
as a perceniage of the mean change. It measures the extent to
whic]ll percentage changes in hourly earnings and output per
man-hour in various industries are clustered sbout the mean
percentege change for all manufacturing industries.

° 19511955 * 1950-1955.

419511956, £ 1952-1955.
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industries than rates of increase in output per man-
hour, as shown in table 7.%5 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

i e

2 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 aetivity
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 lnhour 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 unflled 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 lahour 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 Erilke Lindah! (Stockholm, 1956) ).
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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, Denmatk and Italy.®

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

* Iy is impossible to evaluate quantitatively the influence of
institutional arrangements in the Iabour market upon the rela-
tive cohesiveness of the wapge 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-
Iective bargaining, the policies followed in respect of wage
demands and the extent to which government participstes in
wage determination are all significant. The national collective
bargaining system in Sweden and the role of government in
woge determination In France and the Netherlands may have
contributed to the uniformity of wapge changes in these three
countries. These institutionsl factors impart a degree of coke-
siveness to inter-industzy wage variation that has no counterpart
in the interindustry variation of output per man-hour.

Table 8. Determinants of Wage Cost in Manufacturing, by Country®

Azerage annual perceniage change, 1950-1856 b Average annual percentege change, 19541556 ©

Counitry and lem

Quiput J}lncm 3 Wage cqin[ Oulpul z}ucra}yd Wage cq.;!
Oulpul mrﬁl{xj—c{our car?zgnz: 5’ e:u'r;;:it Oulpul masj’lraur :z;l?:i:lgs o?c;u?;;l

Belgium

All manufacturing. ... . .. ... 6.0 4.4 0 444 — 95 6.4- 444 —1.8
Canada

Average of highest quartile .. ... 10.1 6.8 8.1 0.9 145 7.1 4.2 —2.5

All manufacturing . .. - ‘ 4.2 2.4 7.7 4.7 7.0 19 3.8 1.8
Denmark

Average of highest quartile . 7.0 3.5 4.5 0.8 115 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

Average of highest quartile. ... . 284 7.0 86 1.1 18.6 6.3 8.4 1.8

Al manufacturing . ... ... . 16.5 6.7 a9 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 22
]!a}lﬂ

| manufacturing . ... . .. 105 8.9 6.4 —16 8.0 7.1 6.6 —0.4

Netherlands

Average of highest guartile. ... 113 4.8 64 1.3 14.3 7.0 10.2 2.8

All manufacturing . . . . 7.0 26 6.8 3.8 9.5 4.1 9.6 5.0
Norway

Average of highest quartile 9.5 5.1 9.3 3.4 116 75 5.6 ~1.6

All manufacturing 5.6 3.0 95 5.7 6.5 38 55 1.6
Sweden

Average of highest quartile . 78 6.4 15.6 7.0 11.6 7.2 7.2 —

All manufacturing . . 2.8 28 14.0 9.8 5.5 20 6.4 4.4
United Kingdom

Average of highest quartile. 5.6 1.7 9.5 7.2 46 3.0 9.2 5.8

All manufacturing .. . a5 12 9.1 74 3.0 L9 84 6.3
United States

Average of highest quartile .. 8.7 3.0 6.0 2.6 il.o 5.0 5.1 01

Il manufactuzing . 4.7 23 58 3.1 10 3.1 4.7 1.5

Source: United Nations Bureau of Economic Affairs.

* Wage cost per unit of output for Belgium, France and Italy
derived from data for average hourly earnings nd eutput per
man-hour. In all other countries, wage cost data are based on
industzial censuses as indicated in table 6.

b For Denmark: 1951~1955 and 1953-1955; for Netherlands ,
Norway and Sweden; 19501955 and 1953-1956.

¢ Qutput per man,
4 Average daily earnings.
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nological change in each of them, and hence upon the
rale of investment in new plant and equipment® 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 diflerences 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, hoth over the whole peried 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 Jess.™
For the most part, where there were large differences in
rates of expansion of oulput among indusiries, there
were also large differences in productivity growth.

Sinee 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 1o 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 been 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 industiies 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 industiies taken together might still rise

** In theery new investment may merely add to capacity with-
out adding to produetivity, but in pructice new instailaticns
nsually incorporate ot ieast some improvement over old ones
Rates of new investment tend to be highest where rapidly in-
creasing oulput and inercusing pressure upon exisiing resources
provide the necessary incentive.

** In the Federal Republic of Germany productivity increased
rapidly from 1930 to 1956 even where output grew most slowly—
although this is perhaps attributable 10 the extremely low level
of wilization of capacity in alt industries in 1950; the relation.
ship for the latter part of the period is not out of line with the
experience of other countries,

because of the smaller productivity gains in the less
rapidly expanding industries.

FFurthermore, even in the expanding industries in.
ereases 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.®® 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 Lo what has often been assumed, wage
costs have tended during the peried under review to
increase less the greater the increase in output, znd
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 inereases by
only 10 per cent, unless there is suficient 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
stack in the labour and product markets, further ad-
vanees in productivity will be limited by the pace of
technical progress and the rate of additions to capacity.
Under these conditions, houily 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 spaie resources have been ab-
sorbed. Nevertheless, the relationship indicated above
does serve to focus altention upon the prime importance
of labour productivity in the determination of wage
costs, and upon the fact that reduclions in demand may
slow down the 1ate of increase in hourly earnings much
fess than they depress the rate of progress in output per
marn-hour.

3 An examinalion of year-to-year changes in outpul and wage
costs In individual manufacturing indusiries confirms the ex-
istence of such zn inverse relationship oves the whele period
under review.
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The behaviour of product prices, both in particular
industries and for the manufacturing sector as a whele,
follows from the behaviour of wage costs, materials
costs, and gzoss margins. Table 9 shows how changes in
the constituents of product prices have been related for
various industzy groups. The table relates to the period
1050-1956 as a whole, but for most industries the pic-
ture is the same for shoiter periods.

Table 9. Relative Changes in Wage Cost, Mate-
rials Cost and Gross Margins in Manu-
facturing Industries, 1950-1956°

Number of ,
Indualty indusiries  Wage Malerials' Margin
covered cost €

Leather and leather products 9 4 - +
Tobacco produets . . . .5 -+ - =
Tood processing ... 8 s a —
Textiles and clothing .. .. . 14 + = —
Paper and wood products . 18 = = =
Chemicals and rubber .. ... 10 = = =
Stone, clay and glass . ... 7 = s =
Metals and engineering. . ... 22 - e —
Petroleum and ecal products 3 - = +
Punting. ... ........... .. 4 e 4 =

Source: United Nations Bureau of Economie Affairs,

» A plus sign indicates that in a mojority of the industries
within the group, there was a rise in the share of the specified
component in the value of product; 2 minus sign indicates a
decrease in the component share, and an equal sign, noe chaage.
The able is based upan frequency distzibutions 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 1950-1855

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,
rtose 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 hetween 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
giose margins was smaller than that in either wage cost
o1 materials cost. In the industries where demand grew
least rapidly, such as food processing ard 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 chaage 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 balanee, 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

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.

Thete 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 1apid
advances in productivity; on the other hand, there is a
greater danger that raw material bottlenecks will be
encountered and henee that materials cost will rise. 1f,
alternatively, output grows moie slowly, supplies of
raw materials are likely to he adequate, but wage cost
increases may well be greater because of the depressing
effect of slow growth on productivity.

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 visen in response to higher de-
mand. During the IKorean commedity 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 incressed substantially in certain coun-
tries, but not in all, at the beginning and end of the
petied studied. They were stable in most countries dus-
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 ltaly appears to have {ailen,
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 produe-
tivity increases was o 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,
hecause of the cohesiveness of the wage structure, to fall
behind in other industries where growth was slower. In
countries where substantial unemployment was asso-
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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 upen supply in the iabour 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 moave in line with the
tempo set by the wage leaders. There were also many
instances in which wages responded te autonomous
changes in the cost of living. This was particularly

important in 1953, 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 difficalt to decument 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-manunfacturing 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)

Prirale consumplion

Fized capital formniion

Cutirlry Public Groes

Tolal Fgod  Clothing Durables  Rend Cther Telal  Producer Construc-  ronsump- national

durables fion lion product
Belgiom.. .. ..... ... . . 103 102 97 96 115 104 103 103 104 110 106
Canada. ... ... ... .. 103 101 99 95 114 103 109 108 108 113 106
Penmark. ... .. ... oo 112 116 116 111 115 111 106 105 108 113 112
Federal Republic of Germany. 104 . e o e .- 107 102 112 112 106
Framee. . ....... .. .. . 107 108 101 100 130 108 105 101 109 112 107
Ttaly. ... .. .. ... ... 108 111 101 93 149 165 104 103 106 115 108
Netherlands. . . 106 108 95 101 126 106 110 103 118 120 110
Norway .. B £ 1 116 100 104 120 108 108 106 111 119 114
Sweden. . .. S 109 113 iG0 100 114 110 107 107 108 111 109
United Kingdom .. .. . . 110 116 106 106 111 108 110 109 110 115 111
United States P 11 99 101 101 106 106 o7 109 105 110 105

Source: United Nations Bureau of Economic Affairs; besed on Organisation for Eurepean 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.®® It may he 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-

* In interpreting the changes shown in table 10, it must be
borne in mind that hitkerto what has been econsidered is average
price deveiepments 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 e reletively
Inrper 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 mederate in
clothing where, aithough 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 upen agricultuzal raw materials also rose
less than the average.

In construction and the service industiies, 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 1ose 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
“gther private consumption” category shown in table
10 includes some consumer non-durables as well as
gervices, but the increasse in price was nevertheless
somewhat greater in most countries than in the mana-
factured goods components; where it is possible to
isolate services, the data show significantly larger in-
creases in prices, as was to be expected.™

Government policy contributed to the considerahle
advances in rents, and, in some countiies, in foad prices.
As was pointed out ahove, rents went up in most coun
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 Inflation™

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 sufli-
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 particelar countries had been suffering from
excess aggregate demand was analysed after taking the
role of the external sector as an equilibrating factox
fully into zccount. 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 discussior, 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

*'The rige in the implicit “price” of public consumption
shown in table 10 simply indicates the average increase in wage
rates ¢f government employees, in accordance with eonvention.

3 Tor a fuller discussion of this subject, see United Nations,
World Economic Swrvey, 1956 (sales number: 1957.11.C1),
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.

Flucteations 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 1elationship 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 fixrst 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 compenents of demand so as to aveid 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 secior 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

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 count:y’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 11.  Indices of Export and Jmport Prices of Industrial Countries

{1933 = 100}
Counlry and ilam 1950 1854 4552 1954 1958 1:056 1957

Belgium

ﬁports e Ce e 80 120 119 4 97 103 106

Imports . . . ...... ... ... . 87 109 106 96 96 99 102
Canada

Exports. .. . . ... L 92 104 103 97 99 103 103

Imports . ... . .. .. . 1 31 115 101 100 101 103 107
Denmark

Exports C C C 89 99 105 96 100 104 102

Imports. . .. .. . e 89 113 111 97 98 102 103
Federal Republic of Germany

Exports e 78 a8 103 98 g8 101 103

Imports . ... .. L a8 123 113 98 100 102 103
Franee

Exports. . . .. o a3 97 103 94 g5 a9 106

Imports . .. o 87 114 112 99 98 102 111
Ital

E{cporis. . . . o 94 112 105 99 98 104 105

Imports . o . 81 114 110 98 100 105 110
Japan

Exports. . .. .. e 82 122 108 96 91 O 97

Imports. ... . .. .. .. ... ... 90 124 114 96 94, 97 103
Netherlands

Exports. .. ... . . S 91 109 169 08 100 102 106

Imports. . ... ... ... ... 89 112 111 98 99 102 108
Norway

Exports ... .. . ... ... 83 115 115 99 107 1i5 119

Imnports oo e 85 102 105 98 100 102 108
Sweden

Exports .. ... . ... . 75 117 115 98 102 103 105

Imports ... B 82 104, 109 50 99 103 106
United Kingdom

Exports . . L A 84 99 164 99 101 105 110

Impoits e 84 112 110 2 102 104, 106
United States

Exports . ‘ e 88 101 101 99 100 103 107

Imports. .. .. ... ... L 88 111 105 103 102 105 105

Source: 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
Viterature 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 11. 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.”

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 invelving 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 couniries are among
those which have experienced the most {requent 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.

Eiberalization 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 dificulties were
caused by differing degrees of deflation.

The disequilibrium in intra-European payments dur-
ing the recent hoom 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 sav-
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

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

Interms of Uniled Stales In lerms of European

Belgium quanitly weights quaniity weights
90 . . ... . . ... 118 1.51
198 ... . .. ... .. 12] 1.29

Federal Republic of Germany
1950 . PR 09254 161
1955 ... ... ... ... 114 1.43

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

France
195¢ . ... ... ... 1.08 1.27
1955 . ... . .......... 087 0.98
Italy
s . ... .. . 105 1.36
1955 . . ... ... 1.07 1.45
United Kingdom
1950 . ....... ... L26 1.41
1955 Co 115 1.31

Seurce: Olﬁunisation for Eurx;paan Economic Co-operation,
Comparative National Products and Price Levels, by Mitton Gilbert
and associates (Paris, 1958).
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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,
but in addition, in more recent years, governments have
preferred to use monetary rather than fiscal contrels
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 poliey, 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 {or consumer goods is Hmited to those areas in
which consumer credit is important—principally hous-
ing™ 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 & 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 avsilable 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, invesiment for
recenstruction and reconversion should be facilitated
by low berrowing costs. There was also a desire to limit
the hurden 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 rales was seen as a means of
holding down at least one of the sources of pressure on
the balance of payments.

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

** While Lousing is usually classified as investment, the de
mend for housing stems mainly [rom consumers.

sumplion 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 Lurope 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 paymenls, 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 decontrul.
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 substantizlly eased. In north-western
Europe, however, there were several countries in which
contrels even on domestic transactions had not yet dis-
appeared and in one or two cases partial rationing was
still in foree.

The first 1esponse 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 as alloca-
tion by governments of certain industrial raw materials,
helped to hold down privale invesiment in sectors out-
side the scope of defence activities. In addijtion 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 eredit
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 incressing
independence shown by central banks, and by the bank-
ing system generaily, 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 waie
scarcely perceptible and it might be dilficalt, in many
cases, to point to eoncrele 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 1o
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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 Kozean 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, heen
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
hanks, 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.3® 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 Federnl Reserve
System in the United States early in 1956 and by the Sveriges
Rikshank in Sweden in 1957 was krown to be in conflict with
Treasury views in the two countries; and in October 1957 the
Nationzl Bank of Belgium prevailed upon the Government to
bring its overdraft with the Bank gradually down to the agreed
Jevel, which had been exceeded,

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
cansed 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.% 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 investment 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
measutes 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 vears, 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
liguidity.

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

18 Patn on fixed investment in table 12 exclude residential
construction, which, us indicated helow, appears to have been
significantly affected by special restrictions affecting housing,
and to some extent also by general credit pelicy. 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,” by Country

Country 1950 1951 1952 1953 1954 1955 1956
Belgium®. . .. .. 4.4 4.7 5.0 46 4.5 4.2 41
Canadab . 3.2 3.1 3.0 29 3.1 3.0 2.8
Denmark. . ... ............ . 380 49 4.7 4.6 4.6 4.8 4.7
Federal Republic of Germany®. . 2.8 30 3.1 3.0 29 2.6 2.7
Frances . . ... . ... o 4 4.7 5.1 54 53 52 5.1
Ttaly .. ... 5.0 4.8 477 4.8 46 4.5 4.4
Netherlands 3.8 38 3.7 3.6 32 3.0 3.0
Norway.. .. ....... .. . - 28 2.6 2.7 2.7 2.8
Sweden... .. ... ..... 4.6 4.5 46 42 4.0 42 4.3
United Kingdom 6.8 69 7.2 7.1 6.6 61 5.7
United States 5.7 54 5.6 5.6 5.7 5.7 5.4

Source: Statistical Office of the United Nations.

» 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 1852 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 variahle
cash reserve or cash 1atio 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.® [urthermore, 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 impesing 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 sipnificance
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.®® 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 2
fairly close relation between short-term rates and the
official rate during the recent boom. The sizable spread
between the Treasury biil 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 te bear upon the money
market by open market operations and other means.
Only in extreme cases, such as the raising of the bank

3 The establishment of liquidity reserve requirements was
prampted largely by sizable bank holdings of shert-term govern-
ment securities s o result of war-time government deficits. These
securities conmstituted a powerful potential source of credit
expansion. In some countries, however, these liguidity require.
ments nlso facilitated cheap 8rancing of further government
deficits by bank eredit.

3 [y several countries increases in indirect taxes on these
ttems were introduced to supplement the effect of the selective
credit restrictions.

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 intexest rates, have in more recent years moved in
harmony with the discount rates. In the Federal
Republic of Germary 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 nairow 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 taising 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 taise the
actual cost of credit to the boriower both in the United
States and elsewhere much more than is suggested by
the published yates.

Long-term rates did not move as steeply as the short-
term tates, reflecting the expectation that short-term
rates were hound 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 tise 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 corn-
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 ve-
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.”

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

# There is, morecover, no evidence that traders were merze
censitive to interest rates in fixing the size of their inventories
than maonufacturers. In any case wholesalers account for only
14 per cent of non-farm inventories in the United States; their
share in the United Kingdam is also small. Nor do limitations
on the supply of credit seem to have acted us the mein restrain-
ing influence en inventories in 19541957 It will be nated that
rates of inveatory accumulation were modest in practically all
countries, although the degree of eredit restriction varied greatly
from country to country. Mereover, an examination of the data
country by country does not suggest that inventory accurmnulation
responded at all sensitively in the course of the hoom 1o changes
in the cost or availability of credit, except possibly in Japan.
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Chart 3. Canada and United States: Changes in the
Structure of Interest Rates en Government Obliga-
tions of Varying Maturities
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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 pye-
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
rales was accompanied by an advance in fixed in-
vestment. Fixed investment might, of course, have heen
larger if the rate of inlerest 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 inlerest cost is borne by enterpiise.

Whatever deterrent effect high interest rates might
have had is likely to have been more than offset by
expeclations of higher prices®® 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 restraini®! The long lead time
required for investment decisions in such industries
renders revisions of investment plans in response to
tempoiary changes in interest rates highly imprac-
ticable. Moreover, public utility regulations implying
cost-plus pricing meant that there would be no dificulty
in recovering any additional costs due to higher interest
rates.

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 feld, 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 morigages
and not the high level of the moitgage interest rate
that appeated to be the main obstacle to mortgage

**In answer 1o a question thal was asked of manufacturers in
the 1956 annual survey of business investment, approximately
one-third thenght prices of capital outiays would be Righer 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.

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




CuarPIER L. INFLATION IN INDUSTRIAL COUNTRIES

49

Table 13. Ratio of Residential Construction to Gross Domestic Fixed
Capital Formation®

(Pexcentage)

Country 1856 1951 1952 1953 1954 1955 1956
Belgium 25.5 22.5 21.1 3.7 25.4 222 190.7
Canada. ..... 226 18.6 16.6 19.5 217 244 20.5
Denmazk . ... O [ 0 16.0 157 16.6 17.5 168 15.2
Federal Republic of Germany. .. .. e 24.1 272 276 25.4 249
France. . e 158 19.1 229 24,1 250 254 244
Ttaly .. 16.4 16.9 20.0 207 23.6 26.0 26.4
Japam . ... N 62 7.7 80 8.8 8.8 8.3
Netherlands ... . 173 16.6 17.0 175 16.1 141 15.9
Norway. . 18.3 19.9 215 205 18.7 18.3 16.0
Sweden... ... .. 24.7 234 22.4 23.2 24.3 24.6 252
United Kingdom . .. 19.7 20.3 23.8 27.1 26.2 228 213
United States 27.2 22.9 22.9 22.0 24.4 26.5 22.5

Source: Organisation for Luropean Economic
Co-operation, General Statistical Bulletin (Paris);
reply of the Government of Japan to the United

financing.** 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.*?

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.**

Availebility 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. Moreaver,

‘2 This is indicated by the precipitate relative decline in gov-
ernment underwritten morigages as compared with conventional
mortgages.

*11n 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
secieties to reise deposit rates to attrect savings; mortgepe 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 ecapital 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 ether 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 ene of a whele series of measures,
which included declarations by the Governments of the Federal
Republic of Germany and of the United Kingdom of their inten-
tion te maintain eurrent exchange parities,

Nations questionnaire of 1957 on national accounts

» 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 hanks 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.*

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
1eserves of the banks. Chart 4 shows that a sustained
decline in Hquidity took place in the Netherlands, Nor-
way, Sweden and the United States. Where minimum

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

Connlry 1950 1954 1952 1853 1954 1955 1556 1957
Belgium..... ... ......... .. 13 2] 9 -3 11 17 5 1s
Canada. . ...... .. .. ......... 20 8 11 17 — 19 10 1
Depmark. . ................... 9 8 5 8 7 2 6 6
Federal Republic of Germany ... .. . 42 18 17 12 15 16 5 4
Franee. ........... ... ... .. 20 6 i8 15 17 i5 8 16
Btely .. ... .o oo AT 18 26 21 15 16 16 12e
Japan. . ... o M 53 40 26 9 10 27 24
Netherlands ..., .. R ¥ 19 2 24 24 21 14 -1
Norway ... .. ... ............. 21 19 8 4 8 3 ] 6
Sweden.... ... ....... . ... .. 14 10 -3 1 12 —5 1 2
United Kingdom. . ... .. ... . 8 17 et 11 -2 3 -2
United States. . ......... .. .. .. 21 i1 11 5 5 i6 9 4

Seurce: Organisation for Turopean Economic Co-operation, Ganeral Statistical Bulletin, and national sources.

= Third guarter.

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 liguidity
did net, or perhaps was not intended to, result in an
immediate decline in bank credit, although a slewing
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 portfolie 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
liguidity 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.*"
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 banks,*”

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 statt 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 appeais 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

¢ Tn the Federal Republic of Germany the contribution of
banks to the finsnce of enterprises declined in 1956 to less than
cnethird of the total, and in the United States to only 10 per
cent (see Deutsche Bundesbank, Monrthly Report {Frankfurt),
Naovember 1957 and Board of Governors, Federal Reserve Sys-
tem, Federal Reserve Bulletin (Washington, D. C.), October
1057). Japen is probably the only country where bank lending
supplied as much as half of tota]l business finance during the
recent expangion.

“Board of Governors, Federal Reserve System, Federal
Reserve Bulletin, Qctober 1957, The reliance on bond francing
in the United States, despite n relative deeline in yields of
equities beginning in 1958, reflected the asymmetry of treat.
ment with respect to corporste 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 lquid 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, suck as the export industries or naticnal
defence, or to pinpoint those sectors, such as consumer
durables or residential building, in which demand was
thought to he postponable and which were therefore
called upon te play a compensating or anti-cyclical role.
There seems to be little doubt that such selective mea-
sures, when pursued vigerously, have brought about
quicker and more sharply focused results than general
credit restraints, though to some extent—as long as there
was fAuidity in the credit system—the privileged indus-
tries could always redistribute part of their benefits to
the non-privileged industries.

The extraordirary 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 eredit
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 increeses 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 rest:aint 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 also noteworthy that

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 inteifere 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 alse be a serious
deterrent to growth of the durable consumer goods
industries, where very favourable opportunities exist
for achieving high preductivity 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 he seen
from table 15 that in practically all countries which
introduced tight money policies, the gross national
product increased relatively moze than the supply of
money. In other words, the effect of restrictions in
money supply on economic activily 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 wveloecity of circulation of money.
Moreover, despite an almost continuous decline in
liquidity during the post-war period in a majority of
countries, a Hmit to the decline was apparently not
reached even during the recent period of hard money *#

** 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 caleulation of lquidity. If they
had been, the decline ia liquidity would be somewhat Jess steep,
owing to the faster rate of growth of substitutes for money in

the post-war period, but the conclusions reaclied in the text
would be unaltered.
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Table 15. Changes in Gross National Product and Money Supply,® by Country

{Percentage change from previous year)

Counlry and ilem 1950 1951 1852 1853 1984 1955 1956 1857
Belgium
ross national product.. . .. 2.8 14.6 4.7 0.5 34 6.0 6.3

Money supply. 1.9 3.8 6.9 25 2.5 4.0 41
Canada

Gross national product, ... . 89 17.9 1.7 46 )1 9.5 10.6 3.6

Money supply ... .. 91 25 36 43 1.2 9.3 1.9 -23
Denmark

Gross national produet. . .... 150 80 5.6 79 4.7 3.2 6.1 5.6

Monay supply. . 0.9 -11 5.9 49 2.0 ~2.1 3.0 33
Federal Republic of Germany

Gross national product .. 23.0 12.2 7.1 7.1 14.1 9.6 15

Money supply. ....... . ... 15.2 15.0 10.9 12.7 10.8 9.0 114
France _

Gross national produet. .. ... 141 23,3 192 2.8 6.2 8.9 8.3 9.7

Money supply. ... ... ... 195 18.5 15.2 114 10.8 13.7 135 8.1
Tral

(g;oss pational product... ... 106 16.1 6.0 9.4 6.8 9.5 72 6.9

Money supply .. .. ... ... e o 18.3 11.3 4.5 103 89 6.6
Japan

Gross nationsl product ... . - 52 16.3 74 1.6 i2. 9.4

Money supply. .. .. .v0.vn- 16.5 310 224 186 43 1.2 20.7 114
Netherlands

Gross national produet. ... .. 109 11l 5.5 5.8 9.9 9.8 6.8 7.3

Money supply. -12 3.4 10.3 7.3 7.7 T4 L7 2.5v
Norway

Gross national prodoect. .. .. 108 251 10.9 03 7.0 6.8 9.8 8.4

Money supply .. ... ... - e 12.0 3.8 4.9 0.2 0.9 21
Sweden

Gross national produet .. .. 6.9 23.0 9.8 2.2 5.4 81 7.1 6.0

Money supply.. ... ... 5.1 12.3 115 5.4 3.8 11 23 4.9
United Kingdom

Gross national product . .. . 5.7 10.5 8.4 6.8 6.1 6.5 78 5.6

Money supply .. . ..., 0.8 2.8 —-10 21 4.0 11 -0.4 0.1
United States

Gross national product . .. 10.8 153 5.4 5.1 —05 84 5.8 4.3

Money supply .. .... .. .. - 28 5.0 51 24 i3 38 1.1 0.4

Souree:United Nations Bureau of Economic Affaires.

s Gross national product ot current prices. Money supply represents the annual average of monthly data,

where it represents the quarterly average.
b Nine months.

In a number of countries, notably Canada, the Scan-
dinavian countries, the United Kingdorn 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.%° The implication of this for monetary policy
is that rising interest rates, accompanying restraints
upon the supply of money, also induce 2 more economi-
cal use of money. Consequently, whatever effect a hard
money policy may have on aggregate demand is at least
partly ofiset by the tendency of the economy to make do
with a lower level of liquidity.

4* The interest rale is represented by the yield on long-term
government bonds, becouse such data are avzilable for most
countries. The observations in the text hold true for those
countries where Treasury bill rates can be substituted for long.
term bend vields, although the shape of the curves is afiected by
peged Treasury bill rates in severs! 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.

except for Denmark,

From the foregoing discussion it can be seen that the
economic systemm 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
dute 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 cur-
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 Rate® and Liquidity,?
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-
jcy provides a sensitive instrument of controel 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.®

Furthermore, inasmuch as monetary policy may be
expected to exert its influehce 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. Tor 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 1eserves 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 rmonetary policies upon business activity exerted
through their direct effect upon the cost and availability

5 Bank sutheritics themselves have stressed the limitations of
monetery policy. In a speech hefore 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 enotigh demand for cotton and tos much demand
for steel, there is little that monetary policy can do shout it
directly”. In a speech before the Dutch Association for Political
Eeonomy, November 1957, Dr. M. W, Holtrop, President of the
Netherlands Bank, expressed the view that, while the central
hank had means at its disposel to put o brake on inflationary
developments and in the end to curb them entirely, the hank
hardly had such means svailable as would enable it to com-
pensale inflationary impulses cropping up in one place by con.
irary 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
sovour of an attempt to make the tail wag the dog.”

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 natare
of the case there is no methed 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 Jess certain are
they likely to be as to the precise consequences to be
expected of any given action. Above all, the difficulty of
cotrect 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 - enly
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 expendituze on
goods and services were both generally stable o1 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.®*

Thus in most countries lotal 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
aumber of countries in which government expenditures

51 Notable exceptions were provided by the rise in transfer
payments in Canada and the United States during the 1954
recession owing o increased unemployment compensation,
In Belgium increased rates of pay to the unemployed accounted
for a sharp rise in transfers in 1954, and in Sweden transiers,
interest and subsidies all increased in relation te outpu! from
1953 to 1056, though subsidies to housing were reduced carly

in 1957.
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Table 16. Government A

{In percentage o

propriation of National Income
gross national product)

Country and tiem

1956

1954

1952 1953 1955 1955 1956

Belgium
Total tax receipts .. ... . ..
Government property income. ., ... .. ..
Less transfer, subsidy and interest payments
Net appropriation of income .~ .
Less gevernment consumption. .
Balance on current account. . . .

Canade
Total tax receipts .. .. ... ... . |
Government property income. ... .. ... .
Less transfer, subsidy and interest payments
Net appropriation of income o
Less government consumption . .
Balance on current account. . .
Less government investment®. -
Total balance
Federal Republic of Germany
Total tax receipts. ... .. . . .. .
Government property income . ...
Less transfer, subsidy and interest payments
Net appropriation of income S
Less government consumption
Balance on current account . . .

France
Total tax receipts .~ .. . . e
Government property income. . ... . ... ..
Less transfer, subsidy and interest poyments
Net appropriation of income ... .. .
Less povernment consumption .. ..
Balance on current aceount. .. ..
Less government investments, . C
Total balance
Japan
Total tax receipts S
Government property income .
Less transfer, subsidy and jnterest payments
Net appropriation of income S
Less government consumption
Balance on current account .
Less government investment=, . .
Total balanee

Netherlands
Total tax receipts . )
Government properly income. . oo
Less transfer, subsidy and interest payments
Net appropriation ef income S
Less government consumption
Balance on current account . .
Less povernment investmente,, .. .
Total balance
Norway
Tokal tax receipts .
Government property income : .
Less transfes, subsidy and interest payments.
Net appropriation of income .
Less government consumption
Balance on current account. .. |
Less government investments, , ‘
Total balence
Stweden

Total tex receipls S .

Government property income o
Less transfer, subsidy and interest payments
Net appropriation of income ‘

Less government consumption .
Balance on current zecount .
Less government investments,,
Total balance
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Table 16. Government Appropriation of National Income (continued)
{In pezcentage of gross national product)

Coundry and iem {850 1951 1952 1953 1954 1955 1956

United Kingdom
Total tax receipts . ... .. . ..., 32.6 31.9 31.2 20.6 28.8 29.0 28.3
Government property income. ... ... ... ... - — 04 0.6 0.8 0.8 11
Less transfer, subsidy and interest payments ..  —13.4 -~12.6 -12.4 —~12.0 —-11.8 —115 ~11.3
Net appropriation of ingome. ... .. ... . 162 193 19.2 18.3 17.8 183 18,0
Less government consurmption . ... ~159 -17.2 =191 -—18.8 —18.0 —17.2 -17.4
Baimce on current account .. ... .. .. ... 3.2 21 0.1 —0.5 ~01 1.1 0.6
Less government investments... ... . ... ~09 -3.2 3.5 3.5 —-2.0 —16 21
Total balance 23 —-1.1 —34 —4.0 —21 0.5 -1.5

United States

Total tax receipts. . .. ... ... ... ... ... 24.2 259 26.1 26.0 24.8 257 26.2
Less transfer, subsidy and interest payments . 6.6 4.9 —4.6 4.5 —9.3 -5.2 -5.6
Net eppropriation of income e 17.6 210 21.5 21.5 19.6 205 20.6
Less government consumption —12.3 -16.9 —20.2 —20.4 —18.8 175 —17.5
Balance on current account 5.3 4.0 1.3 1.1 0.8 29 3.1
Less government investment*,. .. ..., —2.0 —-21 —-2.1 —2.1 —2.3 w22 —-2.3
Total balance 33 2.0 —-08 -1.0 —~15 0.7 0.8

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

» Ior Canada, France and Norway, povernment investment
includes all net capital formation in government enterprises and
seneml government together with capital grants to fimance

omestic capital formation in the private sectors. For Japan, the
Netherlands and the United Kingdom, government investment
includes only net capital formation {(of gerneral government,
government cnterprises and public corporations in Japar, 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 2 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** Owing to reductions
in tax rates or increases in exemptions, in all countries
listed in table 16 except Sweden, the ratio of tax re-
ceipls to gross national product was stable or declined
from 1953 to 1955.%

32 Hypothetical estimates have been prepared for three coun-
tries to show the effect upon the income tax yield of a given
inerease in persenal incomes. The estimates were based upon the
distributien of personal taxes, and of incomes by size, prevailing
in Canada in 1951, in Norway in 1955/66 and in the United
Kingdom in 1955. In gll three cases it was found that a hypo-
thetieal increase of 5 per cent in personal incomes at all levels
would, under the conditions prevailing in these countries in the
vears indicaled, have generated an increase of approximately
10 per cent’in personal income tax yields

®1 Tn Sweden both direct and indirect taxes had heen some-
what reduced in 1953/54, but not sufficiently to lower the ralio
of yields to incomes evern in 1954. By the ead of 1954 fiscal policy
had once sgain hecome 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 1934 to 1955 in
the United States was due to the recovery from the recession,
tax rales having been reduced during 1954,

ment and government enterprises in the United Kingdom), For
Sweden, goveramant investment includes gross capimi; formation
by general government, government property income being gross
of deprecintion, For the United States, government property
income represents a deduction from transfer, subsidy and interest
payments, and is gross of depreciation and met 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.%* 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 gnd 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 governmenis to use an ag-
gressive tax policy to curtajl demand is strikingly illus-
trated by the fact that, in general, only those govern-
ments faced with balance of payments dificulties 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

* The relative decline in the vield 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
intter were further increased in April 1956, Thus while profts
taxes paid declined in relation to output from 1955 to 1956,
profits taxes accrued increased considerably. In Nerway 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 reveaue rose less than in
propertion 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, s in
Norway, a relative decline in revenue from indirect taxes.
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payments pressure up to the end of 1957, no increases
in taxes were imposed.® In the Federal Republic of
Germany, in fact, personal taxes were reduced in the
budgetr 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 heen
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 a! 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 1955° &nd Belgium, France and
the Netherlands in 1957, governments did feel com-
pelled to employ fiscal as well as monetary 1estraints.
In previous years many of these countries had fre-
quentiy fallen back upon import and exchange contzols
when confronted with severe pressures on their loreign
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-
chinexy — to the point at which they could no longe:
provide a significant barrier to losses of foreign ex-
change. At the same time they wished to maintain their
exchange 1ales at existing levels—a point on which paz-
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 noet be placed
solely on monetary policy which, even if it proved
elective in the long term, might not yield results sulli-
ciently quickly to prevent a eritical run on the {oreign
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.®” This suggests either that governments felt that
public opinion would not toleiate a rise in personal tax
rates, or that they recognized the inapproprinteness of
such a measure under conditions in which effective
demand was inadequate to keep the industries produc-
ing consumer goods [ully employed. In so fa: as the
latter explanation holds true, however, it aflects any
policy designed 1o 1educe tolal 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.

** Although the United Kingdom again encountered balance
of payments pressures in 1957, no increases in toxes were im-
posed os  result, presumably because the external current ae-
count wasg still in surplus.

*"The nearest approach to this wes the introduction by
Denmiark in mid-1957 of compulsory savings nt progressive rates
on persozal incomes exceeding 14,000 Danish kroner in taxable
income, as one of the measures to deal with o renewed deteriora-
tion in the balance of payments.

The total result of the revenue and expendituie poli-
cies of governmenls was that, in general, & mildly ex-
pansionist influence upon the cconomy was exerted
from 1953 to 1954, following the end of the Korean
boom, and an equally mild anti-inflationary influence
was felt from 1954 1o 1957, The only countries in which
gevernmen! operations were lending to accelerate
rather than retard activily 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 [rom 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 cuirent and
capital accounts together—was equivalent to more than
one per cent of the gross national product in any one
vear. One exception was the United States in 1955,
where the effect on tax receipts of recovery from the
recession together with a slower 1ise 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 tendeney for money incomes fo rise faster than
real output per head during the recent phase of infla-
tion has highlighted the basic dilemma confionling the
industrial countries in secking price stability under
present conditions. On the one hand, the logic of a free
market requires that each economic unit be at libeity to
make the best baygain that it can, whether in the market
for goods and services, or in the market {or labour.
On the other hand, the exercise of this [reedom in recent
years has frequently resulied in facior incomes rising
more rapidly than productivity. In such ciicumstances
there is no reason to expect any one group to moderate
its demands for higher incomes in the absence of assur-
ances that other groups will behave likewise. It is
doublful whether the appeals {01 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 enlerprises. A growing
number of wage disputes weie 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 appea:
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 % and, to a lesser extent, in Sweden
and other Scandinavian couniries. 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 severzl 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—lazgely
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 tate 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 atterp! 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 Hkely to be more dificult 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

% f international Lahour Office, “National Wage Polioy:

the Experience of the Netherlands”, by Bert Zoetewei], Interna-
tional Labour Review (Geneva}, February 1955,

doubt as to how far the target level of wages in any
particular year really depended on domestic price
objectives and how Ffar on bhalance of payments con-
siderations. Thus, an exceptionally favourable balance
of payments position seems to have provided a suflicient
justification for generous wage increases, despite the
repercussions on prices.

Appeals for wage zestraint were almost always ac-
companied by appeals for profit and price restraint.
It is doubtful whether moial 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 subseription 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 propesals favourably
since in so far as the companies are able to pay, wage
earners prefer definite wage advances to the uncertain
outcome of profits.” Another plan for “collective profit
sharing” seeks a national redistribution of profits rather
than profit sharing on an industry basis.” Thexe 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,” 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 Automocbile Workers of America, but the industry
has declared the proposal unacceptable.

¢ pAdvocated by the Secietary of the Netherlands Federation
of Trade Unions (International Labouwr Office, Irternational
Labour Review (Geneva), June 19533}

%1 However, certgin fentures 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.®?

In countries where there is a strong link between
wages and price indices, attempls to peg prices have
frequently been made. Revival of subsidies previously
abolished in Norway, and intreduction 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,

after an initia} period of apparent success, when the
necessary accormpanying 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 indireet 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 industiial 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 goeds had surplus capacity, and
could have increased output significantly in yesponse
to higher demand.

it is true that unemployment was generally low dur-
ing the period of greatest demand. But the demand for
Iabour 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 beeause 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 dificulty in
recruilment. Thus the slackness in demand for labour
outside the durable gooeds industries was for some time
expressed more in a {all in the rate of increase of pro-
ductivity than in a growth of unemployment. In many
countries, moreover, no significant shoitage of labour
occurred even at the pesk of the beom.

Undoubtedly there was, in certain countries, consid-
erable pressure of demand upen supplies of durable
goods [or 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

%*1n 1957 the trzde unions in the Netherlands agreed not to
press for wage increases 1o compensate for increases in prices
that might be brought about by reductions in certain subsidies
and inereases in indirect taxes. In Denmark, the escalater classe
on weges did not apply when the risc 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 fscal
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 conllict and which was due in the first
instance to searing 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 cosls represented a response to other
factors, particulaily 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 these in productivity.
Wages will not necessarily advance more rapidly than
productivity if all ether 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 tiend 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 ol 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 neax 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 inctease in the upward phase if only because de-
clines are not likely to spiral, wheress 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 eredit 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

fiscal policy. Few countries engaged in any fronmtal
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 go that curtailment of bank credit could
be offset by use of accumulated liquid reserves, by
flotations on the capital mazket, 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 inahility 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 1estraints 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 1o experience a diop 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
1estrain 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.
The cost-price spiral acquired & momentum of its own

1 The Norwegian Government, Central Burepu of Statistics,
in Okenomisk [tsyn 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 dewn the growth in productivity more than
the granting of wage increases, the restrictive policies
may even have 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 indi-
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 dizequi-
librium within Europe. In this sense the world economy
seems to operate with even less efliciency 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 £all in the
opposite case when gold fowed out. There is room for
argument as to whether changes in the supply of money
wete 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-ggainst foreign disturbances
and none of the creditor countries in the recent past has
taken an increase in the export balance as a signal for

raising the level of internal demand; indeed, the largest
European creditor sought to offset the effect on domestic
demand of its Jarge unintended expeort balances. Thus
the burden of correcting international disequilibria has
not heen shared between surplus and deficit countries;
rather, the degree of defiation 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.
Sinee 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 desigred 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 hecome aceustomed. Moreover, in
so far as sectoral excess demand has 1o 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 {rom certain~they
raise the gravest questions for governments regarding
the various 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-195], 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 ameng 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 eatlier 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 Increase®

Number of couniries

Preanar 1948 4950 1954

{o Iy iy o

Annual rale of increase 1946 1948 1953 1957

26 per cent and above. . ... .. ... 13 7 6 2
21to25percent ... ... ... D — 1 4
i6te20percent .. ... ... ... 4 6 1 —
IltolSpercent . ... .o ... 4 4 5 1
6tol0percent .. ....... ... . 9 12 12 9
liw5percent.. ... > 5 10 18
0 or decrease. . ... e ol - 6 5 6
Torar 40 40 40 40

Source: Statistical Offiee of the United Nations,
Statistical Yearbook and Monthly Bulletin of Sta-
tistics.

o Arpentina, Australia, Belgian Congo, Bolivia,
Brazil, Burma, Ceylon, Chile, g:lumbia, Costa Rica,
Cubsa, Cyprus, Egypt, El Salvador, Trench Equa-
torial Africa, Hongums, India, Indonesia, Irasm,

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 & 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 based upaon official
prices, which, owing to difficulties gncountered 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, Istael, Jumaica, Lebenon, Mexico, Morocco,
New Zealard, Pakistan, Parapuay, Peru, Philip-
ines, Morthern Rhodesia, Southern Rhodesia,
gudan, Thailand, Tunisia, Turkey, Union of South
Africa, Urnguay, Venezuele 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.®

As a measure of inflation, these indices reveal a much
greater diversity of experience among the primary pxo-
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 countiies as Bolivia,

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

Rale of increaser

Rate in 1954~1257 compared with 1950-1953

in coxt of living indez,

19501957 Faliling Consiant Rising

Paraguay Bolivia

Argeglz:ina Chile
Hich Indonesia Brazil

L Israel

Viet-Nam

Uruguay

Thatland Tron Mexico

Australia Cyprus Turkey

Peru . . Colombia
High to moderate ... .. g‘f;:g Equatorial Afrien

Morocco

New Zealand

Sudan

I Salvador Burma

Union of South Africa Costa Rica

Northerr. Rhodesia Lebanon

Ghana India

Jamaica Irag
Moderate to low .. Seuthern Rhodesia

Pakistan

Belgian Congo

Honduras

Guatemala

Ceylon Philippines
Stable. . . ..... ... ... ... .{Veneruela Egypt

Cuba

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

® High rates of increase in cost of living indices
have been defined as rates of increase excesding

Chile and Paraguay have increased tenfold or more.
While the chronic inflation besetting these countries has
also been evident, but to a lesser degree, in such other
countries as Argenting, 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 heen at the same rate in the
period since 1954 as in the earler 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 ahout
75 per cent per annum in 1950-1953 to about 20 per
cent in 1954.1957, and in Israel, a decline from 30 t0 7
per cent occurred between the same two periods. Gen-
erally, however, the change in tempo from one period to

10 per cent per anoum; high to moderate rates,
hetween 99 and 5 per cent per annum; moderate
te low zates, between 4.9 and one per cent per
anpum; stable indices are those which have in-
ereased less than one per cent per sanum.

the other did not signi{y 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 & 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 greally 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
gountries and which have been discussed in the previous

//chaptetx It may be said, however, that, in the primary

producing countries generally, one of the most perva.
sive sources of inflation has heen the eflort to accelerate

? 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.

Pl

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, expoit 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.

Inereases 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, i 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 Hmes, an excess of aggregate
demand over 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 1ela-
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
gectors. As real income has risen, the changing level
and composition of demand have called {or a continuing

_~feadaptation in the structure of production. By com-

1

parison with the industrially advanced countries, how-
ever, greater difliculties 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,

J

Such disproportions between demand and output have
heen variously occasioned by circumstances that are
characteristic of the economies of wunder-developed
countries. An instance is the lack of adequate credit
facilities, which tends to restrict the low of capital into
many sectois 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 preduction and of demand have necessarily resulted
in low rates of increase in aggregale output. A number
of under-developed countries have experienced rela
tively high rates of growth in recent years. These rates,
however, have sometimes refiected 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 fexibility 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 stiucture of domestic produe-
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 lag is seen to have been
even more pronounced in some countries (see table 19).
The relatively slow rate of growth, or the stegnation,
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 foodstufis has, moreover, often been height-
cned by the rapid growth of urban populations; even
where the output of foodstuffs has been inereased, 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)
Anerage ennval rafe of growth Sfmre in folal produclion=
Transpord, Transpor,
communiica- comuUntnIci-
Agricul tiony end Agricul- lions and
Couniry fure Industry? trade Services ture Industryb trade Serpices
Pre-1950 period®
Argentina. . ... ... 0l 74 e, Qe 24.5 26.9 it} B G e
Brazil ... .vu-. ... 23 06 5.8 5.8 36.6 15.6 20.8 270
Chile ... ... 23 56 4.6 6.2 18.1 25.3 24.3 32.3
Colombia. . . . 21 89 16.34 4.4e 48.9 227 3.4 25.3
Mexico . 11.5 58 7.0 8.6 181 27.4 304 15.1
India. . ....... ... il — 19 1.9 40.1 17.1 185 15.5
Turkey ... ... .o 1.0 32 2.6 4.0 354 4.2 151 15.3
Post-1950 period®
Argentina . 33 1.4 2.2 165 31.7 s VA (e
Bolivia -19 2.7 6.3 —1.1 318 39.1 147 143
Brazil . . .. 2.7 206 et T 29.0 21.4 216 28.1
Chile 16 L4 2.2 149 26.2 23.7 34.9
Colombia... . - ... 2.6 7.3 8.9 39.6 206 6.3 24.5
Teuador . . . 6.9 106 129 7.6 38.9 21.5 15.0 24.8
Honduras. . ~0.6 7.5 5.3 3.2 53.4 14.6 15.9 16.1
Mexico. . .. 4.9 6.8 7.3 6.0 20.6 25.4 38.4 156
Burma. . 64 8.7 46.4 53.6
India. .. .. 29 3.6 3.7 4.7 49.0 16.7 18.8 57
Pakistan . . Ca 20 138 3.1 2.9 60.8 7.3 12.2 10.6
Turkey.. ... ... 59 8.3 0.0 10.4 48.9 16.2 i6.3 18.5

Source:United Nations Bureau of Ecoromic Affairs, bused on
data published in officinl sources.

» Beginning of period. )

% Including mining and construction.

o The period covered in sach country depends on availability
of datn. It refers to 1935-1938 ta 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
fovour of groups with relatively higher rates of saving,
excess aggregate demand has encroached upon the real
income of wage earners. The labour untest ereated by
such a situation has commenly 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.

4 Transport only.

¢ Including commerce.

t Geperally 1950 to 1956; however, in Bolivia, Honduras,
ﬁgi‘? and Turkey, it relers to 1950--1955, end in Fewador, 1950~

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.

Apartt from the wage-price spiral, the final efiect 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.

i 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
leapital 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 of the 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 countiy over time.
Though changing external circumstances have often

generated demand pressure or advances in costs, infla-
tion, as will be seen below, kas been largely of domestic
arigin 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 industiial 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.’

The emergence of excess aggregate derand 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 sfowly to
generate a sufficient margin hetween income and consumption
expenditure. In addition, since per capita incomes are very low
in many primary producing countries, even & comsidersble in-
come growth often yields little excess over consumption require-
ments,

had been pent up in an earlier period. The extent to
which excess aggiegate dermnand 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 onwaid the pattern of changes in external
or internal demand varied not only from year to yea
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 oceurred.
The principal explanation is to be found in the sharp,
and at the same time, widespread foreign trade changes
agsociated with the Korean boom. The balance of ex-
ports over imports of most countries deteriorated in
1951, This occurred despite the fact that the hoom 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
countzies 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 gross private income after tax)

Counlry and ilem 1950 1954 1552 1953 1854 1955 195¢
Argentina
ross private fixed investment 18.2 174 159 12.8 13.0 156
Change in private inventory . . . —1.3 2.4 27 —19 1.7 16
Gross private investment. . . 16.9 108 186 10.9 14.7 172
Budget deficit, or surplus (—). . 2.0 16 14 20 4.6 440
Internal demand for saving . .. 189 21.4 20.0 12.9 19.3 212
Export balance e e 0.7 —3.9 —~4.2 20 0.7 0.1
Total demand for gross private saving 19.6 175 15.8 14.9 20.0 21.3
Australian
Gross private fixed investment . .. 19.0 23.8 18.8 1.7 21.2 21.0 19.7
Change in private inventory. . 7.5 12.3 —4.0 22 4.4 3.l —1.0
Gross private investment. .. .. ... .. .. 265 36.1 14.8 21.9 25.6 24.1 18.7
Budget deficit, or surplus () . 2.6 4.0 49 28 35 42 2.2
Internzl demand for saving .. 29.1 40.1 19.7 24.7 29.1 283 20.9
Export balanee. e 33 ~18.9 5.8 -0.2 -6.1 5.2 1.9
Total demand for gross private saving 324 212 25,5 24 4 29 231 22.8
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Table 20. Demand for Gross Private Saving, by Country (continued)

{Percentage of gross private income after tax)

Gounlry and ifem 1550 1951 1552 1953 1954 1855 1856
Burma®
Gross private fixed investment 8.8 9.3 11.0 10.0 10.8 9.2 10.8
Change in private inventory .. . ... 1.9 — 18 — 0.2 1.8 -0.1
Gross private investment. 10.7 9.3 12.8 10.0 11.0 110 10,7
Budget deficit, or surplus (—) —2.3 0.4 20 1.6 10.9 5.7 10.3
Internal demand for saving 8.4 9.7 14.8 17.6 219 167 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 16.6 212 251 19.3 17.5 23.9
Ceylon
Cross private investment... ... . 53 8.1 7.6 6.2 5.0 6.0 6.2
Budget deficit, oz surplus (—). . 2.1 0.8 6.6 4.3 -19 2.0 0.3
Internal demand for saving. . ..... ... T4 8.9 14.2 10.5 3.1 3.4 65
Exportbalenee...... .......... . .. 30 2.2 -9.3 —6.1 6.8 5.5 3.7
Total demand for gross private saving 10.4 11.1 4.9 4.5 9.9 8.9 103
Chile
Gross private investment... . .......... 1.0 7.0 5.2 8.4 2.2
Budget deficit, or surplus (=) .. 3.0 1.3 2.0 5.0 34
Internal demand for saving . .. 10.6 8.3 1.2 13.4 5.6
Exportbalance . ... .. ... o —0.5 1.7 0.5 —-0.7 ~1.0
Total demand for gross private saving 101 6.6 7.6 127 4.7
Colombia
Gross private fixed investment . 9.4 11.3 11.7 14.4 14.4 13.2
Change in private inventory . 18 30 0.7 0.3 0.3 0.7
Gross private investment. .. . ... 11.2 14.3 12.4 14.7 147 13.9
Budget deficit, or surplus {—) . 2.4 20 2.8 3.8 3.9 8.8
Internal demand for saving 13.6 16.3 15.2 18.5 18.6 22.7
Export balance. ., . ..o 0 =01 —0.8 0.1 —0.3 —1.6 w34
Total demand for gross privale saving 13.5 15.6 15.3 18.2 170 19.3
Ecuador
Gross private fixed investment 70 9.4 7.3 8.5 10.9 9.4
Change in private inventory 28 2.3 1.3 3.4 2.9 2.9
Gross private investment 9.8 1.7 8.6 119 13.8 123
Budget deficit, or surplus (—) 2.2 14 16 2.5 1.4 1.8
Internal demand for saving . o0 120 13.1 10.2 14.4 152 i4.1
Export balapee. .. .. .. ... ... 4.5 ~1.8 2.4 ~14 -1.9 —2.4
Total demand {or gross private saving 164 11.3 126 13.1 13.2 11.7
Ghane
Gross private fixed investment . . 5.1 5.3 LN 6.9 5.4 6.6
Change in private inventory 36 0.7 0.4 —-1.7 0.8 2.3
Gross private invesiment. 93 6.0 6.1 52 6.2 89
Budget defieit, 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 —38 8.1
Export balance ... .. . .. S 113 109 4.3 2.0 18.0 2.0
Tota} demand for gross private saving 18.1 13.9 10.3 69 14.2 10.1
Honduras
Gross private investment . ... ... 13.2 15.9 18.0 15.0 11.3 13.0
Budget deficit, ox surplus (—) —~1.5 -1.0 0.1 0.8 3.0 -
Internal demand for saving . 1.7 14.9 181 158 14.3 13.0
Export balance. e . 0.2 -0.8 —4.0 1.8 0.4 —22
Totzl demand for gross private saving 118 14.0 140 14.0 14.7 10.
Indias
Gross private invesiment . . . 7.5 8.1 81 76
Budget deficit, or surplus (—=}..... 1.3 0.7 1.9 2.4
Internal demand for saving 88 88 100 100
Export balance. .. ... ... ... . —_— —~21 — —01
Total demand {or gross private saving 8.8 6.7 10.0 99
Lsrael
Gross private investment®. . 22.4 24.4 257 211 20.0
Budget deficit, or surplus {—) 16.2 ., 12.3 11.3 12.6 96
Internal demand for saving ... 386 36.7 370 33.7 29.6
Export balance .. ... .. . ... .. =24 —21.6 —28.8 —272 ~24.3
Total demand for gross private saving  14.0 15.1 8.2 6.5 55
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Table 20. Demand for Gross Private Saving, by Country (continued)
{Percentage of gross private income after tax)
Country and ilem 1950 1954 1952 1953 1954 1955 1956
Mexico
Gross private fixed investment . 9.2 5.2 9.2 10.2
Change in private inventory . .. .. 0.0 —0.4 49 3.3
Gross private investment .. . 9.2 88 14.1 13.5
Budget deficit, or surplus {—) | 0.2, 0.7 0.1 () Do
Internal demand for saving. 9.4 0.5 14.2 13.3
Export balapce. . ... .. ... . .. ... —0.4 —15 —0.5 0.3
Total demand for gross private saving 9.0 7.9 138 136
New Zealand!
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 24
Gross private investment. , ..., ., 20.8 218 17.9 120 21.0 20.5
Budget deficit, or surplus (—}, . . | 2.7 0.5 5.7 56 1.9 3.1
Interpal demand for saving. ... . 23.5 223 23.6 176 229 236
Export balance. T+ % —5.1 ~{.8 4.0 -5.2 —38
Total demand for gross private saving 285 17.2 228 21.6 17.8 18.7
Peru
(ross private investment. ... .., . 20.4 26.4 248 23.0 226 24.0
Budget deficit, or surplus (=), .. ... ... —0.1 0.6 11 0.4 0.4 0.2
Internal demand for saving . . . . 203 25.8 259 234 23.0 24.2
Exportbalance. ....... ... ... .. —04 ~31 -39 —5.5 ~-1.0 —-2.9
Total demand for gross private saving 20.0 22,7 219 17.9 220 212
Philippines
Gross private fixed investment. 4.8 4.9 4.8 5.4 5.4 5.7 64
Change in total inventorys. ... . | 14 1.0 1.0 14 21 2.1 1.5
Gross private investment. .., . . 6.2 59 5.8 6.8 7.5 7.8 7.9
Budget deficit, or surplus (—). . .. .. 3.2 0.9 0.5 . 1.2 Q.7 0.9 13
Internal demard for saving. . ... . 9.4 6.8 6.3 8.0 8.2 8.7 9.2
Exportbhelance ... ......0...... ... 08 —1.5 —17 —14 —-22 —4.1 -1.6
Total demaxnd for gross private saving  10.2 5.3 4.6 6.5 6.0 4.7 7.5
Rhodesia and Nyasalandb
Gross investment . .. .. ., ,... . . 532 65.6 58.2 43.7 38.5 41.6
Budget deficit, or swrplus (~).... . .. —5.4 —6.5 —11.8 —10.1 -84 —9.7
Internal demand for saving. ... .. .. 478 59.1 46.4 336 30.1 31.9
Export balanee . ... ... . - —263 ~36.6 —275 —14.1 —6.3 ~5.3
Total demand for gross private saving 21.5 225 19.0 194 23.8 26.5
Turkey! :
Gross investment .. ... . . 11.3 15.6 17.9 17.0 16.4 16.5
Budget defisit, o1 surplus {(—) . ‘ 2.2 2.7 0.6 -6 —08 0.1
Internal demand for saving. ... . . . 135 183 185 164 156 16.6
Export balanee .. . o ... —0.38 —21 —4.0 —2.9 —3.3 —3.0
Total demand {or gross private saving 12.7 16.2 14.5 13.5 12.3 136
Union of South Africa
Gross private fived investment = . 156 183 21.0 19.2 15.7 18.7 16.3
Change in private inventory —-25 81 -5.7 —~2.5 [N 3.3 1.7
Gross private investment . . 131 26.4 15.3 16.7 214 220 18.0
Budget deficit, or surplus {—~). . 528 6.5 8.7 89 7.1 5.8 6.9
Internal demand for saving . .. . 189 329 240 25.6 285 27.8 249
Export balance S =08 —10.5 —6.2 —52 —30 —-3.2 ~09
Total demand for gross private saving 18,0 22.4 17.8 20.4 256 24.5 24.0

Source; Statistieal Office of the United Nations, Bureau of
Ecenomic Affairs and national sources. Components of demand
for pross private saving may not udd up to totel hecause of
rounding,

Gross private income after tax is defined ns gross national
expenditure less turrent government revenue plus current
government transfer and interest payments. It 1s identically
equal to the sum of gross private fixed investment and chenges
in private inventery, the budget deficit {government deficit on
current account plus public fixed capital and inventery forma-
tion}, the export balance and private consumption {import and

udget surpluses being treated as negative items).

= Tiscal year beginning 1 July,
® Fiscal year ending 30 September.

¢ Fiscal year beginning 1 April. All figures ate percentages of
net private income.

4 Including investment of public enterprises.

° Federal r%gcit only.

¢ Fiscal yep/beginning 1 April.

© This component and alse gross private investment inelude
changes in private and public inventory.

t Gross investment includes private and public sectors. Budget
deficit or surplus excludes public investment.

Gross investment includes q:‘ivate and public sector. Budges
deficit or surplus excludes public investment. Changes in total
inventory (wﬁich includes public sector} are available only for
1950-1953; they are 0 6, 4.5, 4.4, 3.0, respectively. Internal and
total demand for saving include changes in total inventory only
for 1950-1953.
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exports and imports permitted substantial increases in
sovernment revenues. Since the indirect taxes which
constitute the bulk of tax receipts in most primatry pro-
ducing countries depend in large measure on foreign
trade activity, government incomes cxpanded 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 heiped 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
receipls 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 restrainis on imports and to restrictive
credit and fiscal measures aimed at reducing pressure
on the [oreign balance. The consequence of these poli-
cies was a reduction in investment, which was due in
large measure to a decline in inventory accumulation;
the drep 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
Jessened, but still considerable similarity in 1952, the
period as a whole was characterized by considerable
diversity of national experience.

The fiscal activities of governments conslituted a
major determinant of the demand for savings and,
thereby, of price movements. While government ex-
penditure and revenue often changed in respense 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 similaities in the behaviour
of the budget deficit. For the most part governments of
primary producing countries did not succeed in raising
their revenues sufficiently to cover their expenditures.
While the ditect effect of increases in the deficit upon
the demand for savings was at times congiderable, 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 liquidily
generated secondary increases in the money flow of
expenditure on goods and services.

As shown in table 20, while the relative size of deficits

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 1ate
of economic growth, providing social services, altering
the distribution of income and wealth, and, in general,
determining the allocation 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 Tesult 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 Australiz and New Zealand;
in these countries, another factor of considerable im-
portance was the large influx of European 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 cconomic 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 foxmation.
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 {actor underlying the
intermittent swelling and subsiding of private invest-
ment. In 1951, {or example, a year of rapidly rising
export incomes in primary producing counlyies, in-
creases in the ratio of investment to income were more
common than at any other lime 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 & 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. Iaventory investment was frequently
affected by a country’s balance of payments positon.
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 impozt 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 dizectly 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
generzlly declined.

: Inaworld 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 geneially
favourable environment, 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.t
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 coflee 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 resalted in more than proportionate increases in
exporters’ income. In Brazil, devaluation of hoth the

*See World Economic Survey, 1956 (sales number: 1957.11.-
C.1}, puge 103

export and import rates foliowed 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 impottant 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 impozts,

The extent to which import demand of individual
countries was in fact realized depended mainly upon
their capacity to ireport. 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 peried, 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 2 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 impoxt capacity remained approximately steady
in Egypt since 1952, in both Argentina and Pakistan the
decline continued through 1956.

ExXcESs 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 coirresponding giowth 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

!
i
!
{ primary producing countries; and this inflexibility has




12

Part I. INFLATION IN THE NINETEEN FIFTIES

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 moze 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 & 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 lagged 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-waz
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; mest of the countries which experienced a
relatively high degree of inflation were in this group*

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 agricuitural labour force, have proceeded
with great rapidity in Latin America, in Australiz,
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 Americe 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.® 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 popuiation increase has heen
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 s imperfect indicalion of the presence or
ahsence of a bottleneck in foed supplies. Increnses in the food
priee ratio, {or example, have sometimes reflected @ removal of
price controls on foodstuffs or a withdrawal of subsidies; some
part of the advance in food prices in Australie and New Zealand
may be ascribable to this renson. On the other hand, where
food prices have risen less than the cost of living ns a whole,
governmental measures Lo stabilize {vod prices have, in one or
two instances, partly accounted for the lag; in Israel, for ex-
ample, the importation of foodstuffs 2t & favourable exchange
rate moderated the advence in food prices.

2 Feonomic Commission for Latin America, Economic Bulletin
for Latin America, vol. I, No. 1.

Table 21. Indices of Food Prices in Relation to
Cost of Living Index, Pre-war, 1950-1951 and 1955-
1956: Seleeted Countries®

19551956 19504954 19551956
{1950-1951 {prewar (pre-war

Country e 100) = 1) = §00}
Bolivia .. .. .......... 126 122 153
Braz@l.. . .. . . 116 10 117
Austraba. .. .. .. ... Ii3 105 119
Uruguay ... ......... 112 102 115
Union of South Africa .. 108 108 117
Chile. S A 97 105
New Zealand . oo 108 108 116
Peru. . S . 107 115 123
Irag. .. .. o 104 108 113
Israel . .. .. ... .. 104 111 il5
Eoypt ... - 164 113 117
I'I%}:‘l%ums o 103 125 128
Lebanon . . ‘ 103 119 122
Mexico o102 95 97
Costa Rica. . . Cooo 10t 95 96
Ceylon.. .. .. o 100 111 111
Philippimes . .. . . 100 100 100
Co!om%ia . . 99 109 108
India . e 98 102 100
Iran .. N 98 Qo 97
Thailand S 08 150 147
Argentina. . . o 93 107 105
Burma . ... . . . .. 97 120 116
Tuckey.. . .. ... .. 96 124 119

Source: Statistical Offiee of the United MNations, Statistical
Yearbaok and Monthly Bulletin of Statisties. In descending erder,
besed on the relative food price change between 1950-1951 and
19551956,

s Pre-war refers to the average of 1937-1938, oz to the years
nearest to 1937-1928 for which data are aveilable

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,’ 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-
teriprated or shown only slight improvement in many
countiies; only a few have enjoyed a substantial

* Although most of the decline in Australia had laken place
by 1947, it continued, though more gradually, through 1954
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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 somef In no
country during the peried 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 countiies,

Table 22.  Per Capita Food Availabilities, Selected
Countries

(1934~1938 =100)

Couniry 19501954 15551856
Thailend .. . . ... . .. . 112 127
Union of South Afeica ... .. . 118 124
Colombia. .. .. ... . . 130 123
Pers ... . . . o 114 118
Philippines o 109 115
Mexico .. ... . o 108 114
Turkey. e 102 114
Argentina. .. .. . o 0] 111
Brazit. . . .. . . ... . g9 109
Egypt. . . .. ... . .o 100 108
Chile ... .. .. .. ... o108 107
Indonesia.. . ... .. .. . ... . 93 101
India, . e 84 95
Pakistan ....... . ... . . 93 92
Burma I * ) | 83
Ceylen. .. .. . .. ... 82 88
Cuba .. .. ... . g0 88
Malaya . . o 83 84

Source: United Nations Burean of Economic Affairs. In
descending order, based on the 1955-1056 index. Food availa-
hilities svere estimated on the basis of the index of food pro-
duction of the Faod and Agriculture Organization of the United
Nations, adjusted to take account of exports and imparis of
important food items. In making these adjustmeunts, the FAQ
welghts used Lo 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
1950/21 and 1936/57.

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 achicved 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 patt hdve 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 in 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 seme cascs,
ut too much weight cannot be given these shifts. Tt has not been
possible to incorporate stock chanpges into the estimates, so that
fuctuations in consumption may wel have heen less than year-
to-year figures would show.

ments in demand, has also been determined by the dis-
linctive 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.® 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 course, 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 masked rise in domestic prices, since
foodstuffs were heavily subsidised.?®

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 domeslic 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,”
Selecied Countries

{Percentage)
Annual average Annual gverage
1950-1952 ) 1953-1956=

Cost of Wage Impart Rate of net Cost af Wage Import Rale of nel

Counlry tiving earpings prices indirect tuzes living earnings prices indirect fuxes
Argentina. . .. ... ... 44 28 55 40 9 15 6 9
Brazil. S ¢ 14 18 - 24 46 57 ..
Chile .... . . 26 21 32 29 72 28 54 20
Colombia .. .. . S 3 | 17 14 9 9 — 26
Mexico. .. ....... .. . 15 8 10 16 11 13 21 —6
Ceylon. ... . o 2 7 14 14 — .. — 15
Egypt L 4 10 18 -1 —4 9 —4 —13
“India . .. AU | 8 12 —d -5 3 w3 9
Israel . . ... . . 35 46 o e 9 21 39 .
Philippines . . 1 . 6 —~32 -— 1 -} -3
Turkey. . .. ... ... . 2 4 1l -1l 10 11 4 10
[ Australia . ... .21 21 11 23 3 4
{New Zealand ~ ...... . 10 8 14 4 4 4 1 6
“Union of South Africa . 9 g 17 -3 3 1 8

Source: Statistical Office of the United Nations, Monthly Bulle-
letin of Statistics and Statistics of National Income and E?:;pcudb
ture, Series 4, No, 10; International Lebour Office, Yearbook of
Labour Statistics, 1957 {Geneva}.

= Egrnings in manulacturing exeept foz Beazil, Ceylon, Colom.
bia, Egypt, Turkey and the Union of South Africs, where general
wage ngci dats 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
1ate to a previous rise in the domestic level of prices.
Tt would be erroneous, then, to ascribe underlying

s Por a detailed review of the share of imports, see United
Nations, Forld Economic Survey, 1956 (sales number: 1957 1.
C.1}, pages 117 to 122,

® 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 cosis oecasioned by prices of
capital equipment may not be direcily refiected in the cost of
living index.

b This refers to indirect taxes less subsidics per unit of real
national product.

¢ For Argentina, India, Mexico, Turkey and Union of Southl
Africa, data refer to annual average chanpes from 1953 to 1955;
for Chile, Colombiz and Egypt, to the change from 1958 to
1954 only.

4 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 pelicy, in determining whether the
exchange rate is to be held stable or devalued, may
considerably modify the relationship between impost
costs and domestic prices {rom year to year.

-
" Another aspest of government policy affecting the

movement of prices in primary produecing countries has
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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 Airgen-
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,
laige food subsidies were important in éountering the
influence of the rise in impozt 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.

Wage costs

In & manner similar to import costs, the role which

i wage costs! have played in modifying the inflationary

experience of individual primary producing countries

-has, in part, depended simply upon the propertion
.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
sabour 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 undouht-
edly emerge. But, in addition to this simple structural
consideration, the proportion of wage costs also acquires
irmportance 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 o 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.

" In this discussion, explicit account is not generally taken
of the effect of changes in productivity per man hour upen wage
costs, since such data are not usually nvailable. However, in most
of the countries mentioned, the inereases in wages have been
of such o magnitude as to he the predominating determinant of
changes in wage costs.

Table 24. Share of Labour in National Income,
Selected Countries )

{Percentage)

Couniry 1950 1955
Argentina 61 58
Brazils, . . 43 42
Chile o 45 46
Colombia. .. .. ... 50 46
Peru. . .. a7 38
Isteel ... ... .. .. ... ... ... .. 60
Philippines. . . ..... . 43 42
Australia®s ... ............... 50 62
New Zealandd 47 57

Source: Statistical Office of the United Nations.

. iﬁxgluding compensation of agricultural employees.
954,

¢ Fiscal year beginning 1 July.

¢ Fiscal year beginning 1 April.

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 1eal 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 orgamization 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 institutiona) differences is
provided by a comparison among countiies 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 moze 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 Austraiia,
New Zealand, Argentina and Chile than in Colombig,
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,*® the most important has

21t is mlso interesting to note that weges in ether sectors of

production have moved more closely in line with manufactuzing
wages since 1950 in some countries than in others. In Australin

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
beer 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 mann-

and New Zenlond, wages in such branches of production us
agriculture, mining, construction and transport moved closcly
in Iine with the changes in wages pnid in manufacturing.
Similarly, in Argentina, wages in mining and services eorre-
sponded closely in their movement te manufscluring wages.
Tn Colombia and Perw, on the other hand, wages in such
branches as agriculture, mining, transpert, censtruction and
services showed some tendency to rise reletive to manufacturing
wages; and in Mexice, agricultural wages similarly underwent
a relative increase. In Chile, daily earnings in both agriculture
and copper mining increased more sharply than daeily earnings
in manufacturing between 1950 and 1953,

Table 25. Wages in Manufacturing Industries: Average Change and Dispersion of
Changes,” Selected Countries
{Percentage change from preceding year)

Country and ilem 1352 1952 1953 1954 1055 1556
Argentina
Aversge change. .. . ... .. 239 24.0 9.4 170 11.2 155
Dispersion of changes .. 93 5.5 4.0 4.1 35 8.6
Relative dispersion of changes 39 23 43 24 3l 55
Chile
Average change 31.8 432.1 83.4
Dispersion of changes .. . .. 12.4 12.6 304
Relative dispersion of changes 39 30 36
Colombia
Average change .. . . . . 6.9 2.0 4.0
Dispersion of changes . . 6.8 14.2 13.5 5.4
Relative dispersion of changes . 99 675 135
Mexico
Average change. .. . . 101 .2 58 8.8 141 0.9
Dispersion of changes .. .. 106 1 108 10.5 8.4 8.7
Relative dispersion of changes 105 110 119 80 126
Peru
Average ehange . . . B2 12.3 12.0 10.9
Dispersion of changes . 17.3 25.5 123 177
Refative dispersion of changes 211 7 103 162
Australia®
Average change. . .. .. 23.4 88 5.0 5.9
Dispersion of changes o 3.7 2.8 18 21
Relative dispersion of changes 10 a2 36 36
New Zealands
Average change 1 8.7 83 6.9
Dispersion of changes 3.4 43 3.5 4.1
Relative dispession of changes 49 42 59

Souree; International Labour Office, Yearbook of

Labour Statistics, 1957 and national publications

Number of industries and type of wage data for
each country: Argentina: sixteen indusiries,
monthly earnings; Chile: twenty industries, daily
carnings; Colombia: eleven industries, daily earn-
ings; Mexico: seventeen industries, monthly earn-
ings; Peru: sixteen industries, daily earnings; Aus-

tralia: fifteen industries, annual ecarnings; Mew
Zealand: twenty industries, annual earnings.

o The dispersion of changes is measured by the
standard deviation of the percentage changes of
wages In each industry from the average change
for all industries. The relative dispersion of changes
is measured by the coefficient QFvariation,.

b Fiscal year beginning 1 July.

< Fiscal year beginning 1 April
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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 Austrzlia 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 nationsl 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.** 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 diflerences 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 upen 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 coste of these differ-
ences in the institutional systems of countzies 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 ease
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 hoth
wages and prices have continuously advanced at a very
high rate, adjustments in wages have come to include a
large element of compensation, not mezely for past but
also for expected increases in prices. The wage-price
spiral has thus acquired & momentum of its own, though
its pace has sometimes been accelerated, sometimes de-
celerated, by the influence of ather economic events.
Apart {rom such special instances, however, itis broadly

* 1t is possible that the relotively 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 ameng industries does not suggest that the
dispersions have been significantly influenced by this factor in
the short period under review.

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 impostant 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 heen drawn up by the competition of em-
ployers for scarce lzhour; and on the other hand, since
excess demand raises prices, wage earners have sought
to protect their level of living by secuzing 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 scareity 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
lahour may be 1esponsive 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 1ise in investmeni 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 heen 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 wage deter-
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 recavery 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 lo
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

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

5] Table 26. Changes in Money Wages and Real Wages,® Selected Countries

(Percentage change from corresponding period of preceding year)

Country and item 1950 1951 1952 1953 1954 1455 1956
Argenting
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
Reslwage ... ....... ... ... —2 -1 -3 —-16 4 =10 23
Chile
Money wage . ....... . .. ... 16 11 29 13 28 70 57
Real wage. . ... .. .. 2 —10 13 —16 —26 -2 —
Colombic
Money wage .. .. ...... 33 2 -3 3 9
Real wape .. 10 —6 -1 —4 —
Mezico ‘
Money wage .. ..... ... ... 9 11 4 6 10 15 8
Realwage . ... ... ... ..., 2 -1 -9 9 5 —2 3
Peru
Money wage - .. .. ... ...... 18 14 11 28 2 4
Realwage. . ..... ... .. ... .. 3 4 4 i8 -3 -1
Burma
Money wage .. .. ... .. .. 3 3 2
Real wage . ... . 7 5 5
Ceylon
oney wage ... 11 2 -2 3
Real wage. ... .. . . . ..... 6 3 —4 3
Egypt
ﬁﬁmcywageh._...w.n 10 15 4 2 9 4
Real wage .. .. .. .. ... .. 4 5 4 9 14 4
India
Money wage. -2 7 7 e — 6
Resl wage. —d 4 8 -3 5 12
Indonesia
Money wage . ... .. 6 14 10
Real wage. .. .... . 9 13 —8
Israel
Money wage e 5 21 60 a3 18 13 i4
Real wage ... .. .. . .. . 12 11 2 4 5 7 7
Philippines
Money wage. .. ... 7 4 3 -3
Real wage 11 5 4 -5
Australia®
Moncy wage ... .. . . .. . 16 23 14 S 6 8 3
Real wage . ... .. . . ... 5 2 -2 1 5 3 -1
New Zealands
Money wage. . ... . .. . 11 10 5 7 9 6
Real wage . . . S 6 —2 -2 3 4 4

Source; International Labour Office, Yearbook of
Labour Statistics (Geneva), and national publi-
cations.

» Refers to general wage level or to wapges in
manufacturing; wages are monthly, weekly or

daily eainings, except for Indonesia, where data
refer to minimum rates.

b Yiscal year beginning 1 July.
s 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 1ise 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.

1t 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 supphes and in total output. That
a number of countries entered the present decade with
such structural imbalance piesent in their economies
has been pointed out in an earlier section. Though there
has generally been some improvement in foed supplies
since 1950, such a structural imbalance is not readily
corrected, and the wage-price spirals thereby en
ger/aflfere& have persisted down to the present.

_~""The general importance of excess aggregate o1 sec-
toral demand in generating or accelerating wage-price
spirals should nat, however, be allowed to obscure the
fact that independent changes in cost factors have some-

AN

times exerted a considerable, or even a predominant,
influence upon wages. Increases in costs of imported
commmodities and in net indirect taxes have not only
divectly affected domestic price levels, as noted above,
but have also thereby contributed indirectly towards the

., - a - "
“..generation or acceleration of wage-price spirals. A nom-

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 hoth
prices and money supply adjusting passively to changes
in costs. Though such cost pressures have been sullicient
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 sapply
have been an active, 1ather 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

inereases in the money supply has been the expansion of
governmental borrowing (see chart 6). As governments

! have commenly assumed a major role in the economic

development of their countries, large budgetary defieits
have heen 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 sipply 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 Austialia, Brazil, Cuba, Ecuador, Egypt, India,
the Philippines and the Union of South Africs, the
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Chart 6, Components of Money Supply as Percentages of Total Increase, from 1950 to 19560
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Chart 7. Index of Money Supply® and Ratio of Gross National Product to Money Supply®
{Index, 1950 = 100)
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change in foreign assets has exerted a contracting infiu-
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 ection—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 importanee in Latin
American countries. To a considerable extent, this has
reflected the greater increase in the demand for working
capitai 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 & 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—theugh, 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, whiie the advance in output
weuld not have oceurred 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-

tries; given the ever present danger of inflation in a
country seeking to develop rapidly, there is evidently
little willingress to hold increases in the money supply
in the form of idle balances or to increase holdings of
other liguid 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.™ It is true that a sharp [all in velocity was asso-
ciated with the sudden increasse 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 velocily 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 heen absorbed in idie
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 incieases 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
piivate investment may not change from year to year,
the financing of even such unchanged expenditure by
means of a conlinuous 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 thal periodic increases in

i the external balance arising mainly from changes in
¢ world market conditions for primary commodities have
played 2n important 1ole 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

™ Long-term 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 Lo home markets, constitutes a
fairly direct alternative to an increase in domestic prices
whenever inflationary pressure is intensified. Thus, a
close inverse 1elationship 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, & close
inverse relationship between changes in the inteinal
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. I'or, 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 infationary pressuze, 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. Lven in

these cases, however, clear-cul evidence of increases in
domestic consumption at the expense of exports is not
the rule (see table 27). In Axgentina, for example, the
1e-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'® Again, in Thailand, during recent years when
inflationary pressure has been manifest, rice exports

¥ 1f the data for earlier years are considered, the evidence in
Argenting is more conclusive. From 1945 to 1947 beef preduction
inereased sharply by over 25 per cent and then remained ahout
stable until 1951, Per capitn 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 preduction thea
declined in 1951 and 1952, exports fell to a new low level. These

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 tice exporters have also deterforated in re-
cenl years, so that the evidence is not conclusive, Turkey
may be an impertant exception, however, for the data
strongly suggest that internal inflation has encroached
upon exportable supplies of wheat. Wheat production
expanded 1apidly 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.

Eixcept 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 fuctuations 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 absarbed by the domestic
market, the same is not true of imports, Imports cover
a wide range of commodities, and an inciease 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 mbi'é'difébti)?'ir'%té_i’?él'é'téa:"'Oﬂ"tﬁg'
" 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 preduction and exports in thou-
sands of metric tons) :

1944 1945 1946 1947 1048 1945 1050 1951 1952

Produckion 1,620 1,454 1,666 2,055 1,969 2,063 1,044 1880 1,788
Exports. .. . 201 176 227 338 176 318 174 120 103
Par capifa con-

sumption (pounds) 146 152 174 193 205 205 204 200 183

Source: Commonwealth Economic Committee, Meat, a Review
{London}.

Substantia} price increases began in 1943, but were un-
doubtedly moderated by this diversion of exports to the domestic
market, znd by the large expansion of imperts which teok place.
Argentine authorities were well aware of the deeline in meat
exports, and, in 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)

Counfry and commodity 1548 1950 1951 1952 1853 1954 1955 1956
Argentina
Wheat:
Production. ...... ... .. ... .. 5200 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
Beefl and veal:
Produetion. .. ................... 2,063 2,044 1,880 1,788 1,766 1,815 2147 2,515
Txports.. ........... .......... 818 174 120 103 115 108 194 362
Consumplzon . ... 1,599 1,614 1,608 1,513 1,535 1,584 1,732 1,900
Per capita consumpiton (pounds)‘ Lo 209 204 200 183 183 184 198 213
Turkey
Wheat:
Production....... ........... .. 2517 3,872 5,600 6,447 8,000 4,900 6,900 6,400
Exports. ... ....... ... ... .. ... — — 24 483 605 1,400 159 177
Consumptmn . ... 2,878 2,948 3,949 4,068 4,200 3,772 4,628 4,700
Per capita Lnnsumpnon (pounds) . 309 311 406 408 412 355 423 421

New Zealand
Heef and veal:

Production......... ..... . ...... 181 188 180 195 185 203 230 254
Exports. . .. . ... .. ... .. ...... 60 60 44 58 45 61 96 120
Consumptmn e e 96 99 106 104 100 103 103 110
Per capita consumpiton (puunds) . 118 114 121 116 107 108 106 111
Mutton and lamb:
Production. . .................. 8393 337 297 354 338 333 352 358
Exports. .. ................... .. 3281 258 212 300 256 281 271 276
Consumption. .. .. .. . 61 63 66 69 70 71 7 9
Per capita cunsumptlon (pounds) - 73 13 75 77 76 75 80 a0
Butter and cheese:
Producgtion....... . .......... .. 289 298 204, 315 294 299 306
Exports ... ................ .. . 245 241 258 279 264 227 243
Consumptmn .. - 34 a9 43 46 48 49 50
Per capita consumptmn (puunds)‘ . 39 45 48 50 51 51 a1
Australia
Wheat:
Production. . ....... ... . ...... 5190 5,939 5,013 4,346 5,312 5,387 4,588 5,319
Exports. .. ......... .. ........ 3217 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:
Produetion . ........ ... ... 617 662 594, 686 715 732 763 817
Exports. .. .. ... . ... .. 82 72 44, 39 158 114 149 124
Consumpuon e - 454 496 475 474 462 480 504 549
Per capita consumpt:on (pounds) . 124 132 123 120 115 ile 119 127
Mutton and lamb:
Production - 1.7 ¢ 278 281 402 371 394 386 362
Exports . . ..., 87 24 14 42 64 60 57 35
Consumpnon S . 267 238 247 310 316 323 318 312
Per capita consumptaon (pounds) . 73 63 64 78 78 78 75 72
Butter and cheese:
Production ... ....... ... . 929 212 179 217 212 240 254
Exports. . .............. ... Q0 165 53 59 63 72 104
Consumption .. ... ... 115 141 144 149 150 149 150
Per capita consumptmn (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
Expozts C e o0 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 Ce e 1,234 1,532 1,638 1,436 1,363 1,034 1,248 1,260
Source: Commonwealth Economic Committee, Grain Crops, o Meat, a Review {London); for Turkey, Central Statistical Oﬁ'n:e

Summery (Londen}, Dairy Produce, a Review (Londen) 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 inteinal 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 imporis, 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 sexved 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 2s 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 correspandence in their movements. In the
Asian countries, on the othex hand, the share of invest-
ment goods in total impozts 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 he described as simply a response to changes in
internal demand. What in fact has primazily 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 impozts 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

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 devilopments.'®

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 Las varied according to whether official policy
has permitted the increase to take the form of investment
goods o1 consumplion 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 2
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 compesition 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

1% An illustration of the interaction hetween foreign exchange
earnings, imports and import restrictiens is provided by the
experience of Australia, There, large export earnings during the
Korean boom permitted a rapid expansion in imperts and, until
mid-1951, exchange holdings also rose. At that point export
earnings declined rather sharply, and the high volume of imports
led to & 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 te 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 almest pny of the primary producing countries,
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decline which began in Cuba in the Jatter part of 1952

and in Peru at the end of 1953; and these changes were -

associated with cerresponding changes in the pace of
advance in domeslic prices. On the other hand, in sev-
eral other countries, where changes in imports have been
primarily in the volume ol imported consumer goods,
a clear inverse relationship between the cost of living
and the volume of imporis 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
inerease 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 relalive fo 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
imporis.

As regards exports, the process through which do-
mestic inflation may reduce the volume of exports from
primary producing countries is clearly different {rom
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 expoit 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 expoit 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 lo
curtail production or to shift resources—wherever
feasible—to other lines of production for domestic use
where prices do vary with domestic eosts. In most cases
such changes may be made only gradually over a period
of years, but by the same token, once the change has

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 aie 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 zelationship, then, which indicate the
extent to which inflatien may aflect the export sector.
Though it is 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 1apid rate thrioughout the nineteen
fifties unaccompanied by any adjustment in the ex-
change rate.*” In 2 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 Unjon of South Africa the cost of living
rose rather slowly throughout 1950 to 1957 while the
exchange 1ate 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.

Lven 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 1apidly. 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.’® The

" The eurrency was devalued in Australia and MNew Zealand
in 1949, but in both countries rising prices had eliminated this
gain by 1051,

" 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®

(1948 =100}
Country and llem 4937 1949 1956 1851 1958 4953 1984 1955 {846
Turkey
Cost of living . ... . ... 29 114 104 102 109 112 124 134 153
Exportrate. .. ......... 45 100 100 100 100 100 160 100 100
Batio . ... .....cooiii.. 65 110 104 102 109 112 124, 134 153
Australia
Cost of living. ... ... ... 68 109 121 146 171 179 180 184 103
Ixportrate. .. .......... 82 108 144 144 144, 144 144 144 144
Ratio . . . e a3 101 84 102 119 194 125 128 134
Brazil
Costof Livingg. ... .. ... 23 98 103 108 132 161 150 234 277
Fxport rate. . . .. o 79 100 100 100 100 106 149 206 217
Ratio ... ... .. ...... 29 98 103 108 132 151 128 113 128
New Zealand
Costof living ... .. .. .. 71 103 108 119 128 133 140 144 149
Exportrate . . ... ... 86 110 122 122 122 122 122 122 122
Ratioc . .. .. ... ... ... 82 93 88 97 105 109 115 118 122
Venezuela
Cost of Hving. ..... .. ... . 108 109 118 119 118 118 118 118
Expottzate . . . .. ... ... 100 100 100 100 100 100 100 100
Ratio. .. . .............. ... 108 109 118 119 118 118 118 118
Malayab
Costof living. ... ..... ... .. 100 1925 127 123 116 112 114
Exportrate. ... .. . .... .. o 100 100 100 100 100 100 100
Ratio... .......... ... ... 100 125 127 123 116 112 114
Eeuador
Costof living.......... ... ... 98 98 109 111 112 117 119 113
Exportrate. ... ..... ... .. 100 111 111 111 111 111 111 111
Ratio. .. ....... ... ... .. 98 g8 109 111 112 117 115 113
Palistan
Cost of Hving . . .. cel 99 95 99 101 112 110 106 110
Exportrate. .. ... ..... ... 100 100 100 100 100 160 115 114
Ratio . ... ......co oo . 99 95 99 101 112 110 106 110
Colombia
Cost of living. ........... 35 107 129 140 137 147 160 159 169
Exportrate. . ... ..... .. 101 112 112 121 131 136 137 144 158
Ratio .. ...... ........ 35 96 116 115 165 109 117 111 107
Burma
Cost of livimg. ... ...... . 26 135 117 115 109 105 100 102 118
Exportrate . .. ........ 63 103 111 111 1i1 111 111 111 111
Ratio. . ... ......... 42 130 105 103 98 94 90 92 106
Thailand
Cost of Jiving. ............ 8 97 100 111 122 135 134 142 150
Exportrate. . . ..,...... 17 97 115 117 104 103 116 142 151
Ratie . . ... ... ... . 48 100 87 05 117 131 115 160 90
Union of South Africa
Costof living . ... ... ... .. G5 104 104 116 126 130 132 136 139
Exportrate. .. ... .. .. 82 108 144 144 144 144 144 144 144
Ratio. . . e 79 96 72 a0 a8 S0 02 g5 97
Philippines
Cost of living ... .. .. .. 25 o4 97 106 98 a5 94 93 95
Exportrate. . .. ... .. .. 100 100 100 100 100 100 100 100 160
Ratio .. .. ... .... ... 25 94 97 106 98 95 94 93 95
Argentina
ost of living . .. .. ... 48 132 165 223 310 323 a35 377 426
Exportrate.. .. . . . a7 160 117 168 190 191 193 231 478
Ratio .. e 55 132 140 132 163 169 174 164 89
Cuba
Cost of living ... . ... .. 38 87 84 04, 03 92 89 89 89
Export zate R (4 | 100 100 100 100 100 100 100 100

Ratie. ... ... .. .. . 38 87 84 94 93 92 39 89 89
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Table 28. Cost of Living and Average Effective Export Exchange Rates® (continued)
{1048 =100}
Caunlry and ifem 1837 1949 1950 1954 1852 1853 41954 1955 1956

Mexico

Cost of living . 27 106 113 125 144 141 148 o172 179

Export rate e 64 139 154 154 154 154 199 222 222

Ratio. ... ... 42 76 72 82 93 92 74 7 81
Indonesia

Cost of living e 8 96 113 189 200 213 226 300 343

Exportrate. .. . .. . ... 69 111 286 286 429 429 429 429 429

Ratio .. .. ... .. . ... 12 86 39 a6 47 o0 53 70 80
Peru

Cost of livieg. .. ... .. 30 115 130 143 153 167 175 183 193

Exportrate .. . ... .. 52 179 196 198 203 222 255 250 250

Ratio. .. ... .. . .. ... 58 64 66 72 76 75 69 T4 76
Ceylon

Cost of living .. . . . ... 42 g9 104 109 108 - 109 109 109

Export rate. .. 81 111 144 144 144 144 144 144 144

Ratio. ..... . . . 51 as 73 76 75 77 76 76 76
India

Cost of living o 35 102 103 108 105 109 103 98 108

Export rate ‘ 81 111 144 144 144 144, 144 144 144

Ratio . o 42 92 72 75 73 76 12 70 5
Egypt

Cost of living. . . . 35 99 104 114 113 105 101 161 103

Export rate . - 81 108 144 144 144 144 144 144 - 144

Ratio . Lo 43 92 72 79 78 73 70 70 T2
fra

(gost of living. . 15 80 73 78 84 73 72 74 79

Export rate . o 81 108 144 144 144 144 144 144 144

Ratio. o 18 74 51 54 58 51 50 51 55

Source: International Monetary Fund, Jnuternationel Fingncial
Statistics (Washington, D. C). Export rate series for Argentina
and Burma estimated from nationsl 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 heen
largely dependent upon other factors, such as changes
in the pattern of world demand.*

It should mnot, 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

** See World Economic Survey, 1956, chapter 3.

# Couniries are arranged in descending order of the ratic 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
priee high, Chilean production stagnated ard the coun-
try’s share of the world market declined. The revision
of poliey in 1955, among other changes, granted a much
mote favourable exchange rate to the copper companies
in an effort to bring about an expansion in production.
Again, in Brazil, there was almest no adjustment in
the exchange rate applied to coflee 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 commedities alse,
this meant that coffee producers continued to be faced
with the same unfavourable relative price situation
which prevailed during the nineteen thirties, while for
cottor growers the lesser 1ise 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 Axrgentina, the rate granted on wool and wheat
exports lagged far behind cost of living increases from
the late nineteen thirties until 1952; the rate was less
than doubled, while the cost of living inereased 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 countiies.
In Brazil to 1953, in Argentina to 1955, and in Inde-
nesia and Turkey to 1956 this change in relative prices
wag particularly severe. In each of these instances, the
cost of living had risen by about 60 per cent more than
import prices since 1948,

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 1933, domestic prices 1ose 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 hy 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 genexally tended to sssume 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 pest-war policies.

/fn earlier years, the strong inflationary tendencies were

closely connected with the efforts of governmenis 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 1945 1950 1954 1952 1953 1954 1955 1956
Indonesianb. .. . ... .. ... ... e 100 121 133 128 146 137 167
Argentine. ... . .. .0 L 122 128 92 114 151 156 159 .
Tarkey. .. ... .. .. ... e 125 141 114 121 131 142 146 159
Ghana . PO ¥ 1 125 12] 118 126 130 143 141
Venezuela P - ] 141 134 138 141 144 141 141
Australia .. .. ... P 3] 101 100 116 128 129 128 131
New Zealand ‘ S O 4 108 103 102 112 118 1i9 123
Honduras, .. ...... ... . . . o 110 107 110 110 116 125 118
Colombia .. . ... . R 14 115 98 92 103 113 110 116
Malayas. = . R 1 ¢+ 95 95 108 114 119 113 115
Brazl . . P 41 133 117 128 164 139 113 105
Philippines C 104 109 104 99 100 103 102 103
Cuba . S 102 106 99 99 100 105 98 ..
Mexicot .. . . e i 100 98 109 106 86 93 .
Ceylon o o 103 106 94 86 97 111 107 97
India.. ... ...... .. . . 97 82 80 91 92 89 66
Union of South Africa | ¢ 1N 96 a7 85 90 91 93 95
Chile .. . o ceee o102 95 34 88 95 107 108 93
Peru. . . S 4 a3 i 80 90 84 83 82
Eg‘ﬁ?t. e S o8 102 97 82 79 79 71 T
Pakistant ‘ . o - 100 81 95 108 106 84 63
Tstaele . . . . L . 100 90 . 81 56 47 48

Source: United Nations, Monthly Bulletin of Statistics and Inter- b 1950=100.
national Monetary Fund, Internatienal Finoncial Statistics.
» Ratio of feod prices to import prices. ¢ 1049100,
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developed over the years, however, many countries be-
gan to realize thal 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, unremitling price
inflation invariably encroached upon the incomes of
some classes of society and thus aggravaled social len-
sions and unrest. It was the emergence of such difficul-
ties that prompted many governments to reappraise

“.their earlier policies.

“Fhere is, then, little doubt that government policies
have been increasingly reformulated to foster econemic
development within o 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 1estiain 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-

j ernmental action in this latter respect has been the em-
! phasis placed upon expansion of food production.
" Poaticularly in the Asian countries, post-war economic
development programmes have generally given priority
to such expansion of output. Although these efforts weie
often motivated by balance of payments considerations,
the expansion of food production was also regarded as
necessary to meet the increasing requiremenls mising
from population growth, urbanization and higher per
capita incomes. In many countries, there has been much
grealer govermment investment in the agricultural sector
since 1950 ; in some it has constituted a substantial pro-
portion of total investment For instance, in India, gov-
ermment agricultural investment under the first five-year
plan absorbed more than 40 per cent of its total invest-
ment expenditure,”® and in Ceyloxn for the period 19534-
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 {armers with additional irrigation watez, im-
proved seeds, farm implements, fertilizers, pesticides
and othet supplies, has been instrumental in expanding

3% This estimate includes expenditure on community develop-
ment schemes nnd on power works

food production. Moreover, in a number of countries,
government price poliey 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 heen 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 atlention was concentrated upon industrialization
—expansion of food production was commonly not em-
phasized. But, in recent years, greater weight has heen
given to it. The wheat development pelicy 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 praduction 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 1853 ; 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 deterted by the low 1ates prevailing for certain
classes of imports. In fact, in countries such as Argen-
tina, Brazil, Chile, Colombia and Indonesia, which have
utilized maltiple rates over most years since 1950, the
spread between the rates applicable to the various cate-
gories of exports and imporls had widened with the
passage of time™ In other words, while the rales appli-
cable to some internationally traded commodities rose

 See FForld 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
zates have usually been granted on imports of essential
consumer goads, multiple exchange rate systems have
in the shorter term had disinflationary effects. This
aspect of multiple zate systems has, moreoves, been zein-
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
have 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 impoit rates
were unified in mid-1956, the new rate being about thiee
times higher than the average effective rate prevailing
in 1955. In Israel, multiple 1ates were abandoned and
the currency devalued in 1954.%% 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 wheze these reforms have
also generally been part of an effective over-all stabi-
lization programime, they have not given rise to cumu-
lafive 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-
sourees,

Policies designed to facilitate redistribution of re-
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
restiain aggregate demand or advances in costs.

In a few countries where the wage-price spiral has
heen particularly acute, one of the more immediate
measures adopted by governments has been wage re-
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
governmenta] 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

™ A separate rate for remittances was, however, retained,

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 zate, the cost of living rose appreciably;
and in partial compensation 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 Lo increases in the cost of living, which had been
in force for many years, was ahandoned; 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; fox, 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 yeals, governments have increasingly
utilized hudgetary 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 & 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 countiies 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 o1 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 consclidated 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 DBrazil,
steps were taken in 1956 to reduce expenditure and to
increase yevenue by ralsing 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 {or 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 te 1952, the budget deficit as a proportion of gross
nationa] product rese 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 vise, higher salaries had to be granted to government
employees, and costs of materials consumed by govern-
ments also increased. The curtaliment 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 preduct increased consid.
erably in Colembia and Venezuela in 1954 and 1955.
In both cases, government expendilure policy was
heavily influenced by changes in the export sector.
The incieased 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 Eeuador and Guatemala.

While government revenue has also risen in 1elation
to gross national preduct 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 Lo
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-

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 conlrast to its eflects in devel-
oped countries with progressive lax systems—io reduce
the tax yield in relation to national product. For in-
stance, the {ailure to revalue urban and rural property
has led to a fell 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 1ising prices.

While, in Latin America, there has been a general
tendency to adopt stricter budgetary policies, trends
among the Asian 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 restrainls 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 unsuccessiul
efforts to reduce the budget defieit during the period
from 1950 to 1954, vigorous measuies were taken in
early 1955 upon the renewal of a sharp rise in prices.
Restrainis en spending, together with a rise in exchange
profits and surcharges, tended to stabilize the budget
deficit for a shorl 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 countiies
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 restrietive
budgetary policy; and both expenditure and revenue
remained approximately constant in relation te national
product throughout the period {rom 1950 to 1956.

In contrast with these irends, 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 propertion of
national product has recently risen appreciably; this
was also irue of Burma in recent years except that in
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Table 30. Government Revenue and Expenditure,® by Country, 1950 to 1956"

(Percentage of gross national product)

Erpendifure

Couniry and year Current Tnvestment Total Revenue g;’irgiu{ -fl)u
Argenting
1950—1952 avexage R .4 9.1 21.1 18.5 —~2.6
1953. RO ¥ 1 8.2 21.3 18.8 —25
1054, ... ... e 12.9 7.4 20.3 158.7 —4.6
1965, . it 12.1 58 17.9 14.0 —3.9
Chile
1950-1952, average, ceeee.. 118 4.5 16.3 14.5 -138
1053, . . P 4 1 55 174 13.0 it 4
1954, . .. 123 4.8 171 14.1 —3.0
Calambm
1950-1952, average ....... iee. 99 14 113 9.1 -2.2
1953.. eewe ... 108 18 126 9.1 ~35
1954.. e, HOG 2.8 13.7 10.2 -~35
1055 10.5 7.3 17.8 9.9 -19
Eeuador
1950-1952, average‘ T - 3.3 17.0 154 —-16
1953 R ¥. ¥ 4.2 180 15.5 —~2.5
1954 e e 133 49 18,0 16.5 —-15
1955 . ... ... e 128 6.0 18.8 17.2 —16
Guatemala
1950-1952, average. ......... 10.9 10.4 —-0.5
1953 .. L A 11.5 11.9 0.4
1954 e 13.1 120 —-~11
1955, e 139 115 —2.4
Honduras
1956-1952, average .......... 6.8 24 9.2 9.9 08
1953, .. ... 68 3.4 102 9.2 -1.0
1954 . .. ... 83 3.0 11.2 8.2 3.0
1955, .. ... ..o, 15 2.3 9.8 9.6 ~0,2
Mexico
1952, ... ... e e 4.8 48 9.6 8.9 -~Q.7
1953, ... .. o, 44 3.7 a1 7.5 —{.6
1954 . .. . ... . oiiaee.. B 53 104 8.1 —2.3
1955, .. ... ..., ... 3% 4.8 8.5 7.3 —12
1956.. ... e, 29 3.4 6.3 5.6 ~0.7
Peru
1950—1952, avemge i ewi.... 93 21 114 11.7 0.3
1953 .. . ce ... 100 2.3 12.3 112 -1l
1954 T X 2.1 117 12.0 0.3
Venezuela
1950~1952, avamge .......... cee et 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‘ Cieeee.. 9.3 4.3 13.8 13.8 -
1953 . s 11.4 104 21.8 15.3 —6.5
1954, e, . 162 13.2 28.4 19.6 -~83.8
1955, . . .. . ...e..... 133 12.5 25.8 21.3 —4.5
1936.. ... ... ..., 128 8.2 22.0 13.0 -~9.0
Ceylon
1950-1952, avemge. ceween.. 123 5.6 17.9 13.4 —4.5
1953. . e ..., 138 6.8 20.6 14.9 —5.7
1954 e 124 5.9 13.3 17.2 —1.1
1955, . ool 121 6.4 185 18.1 —0.4
195 . . ... ............. 155 7.1 226 19.2 —3.4
Ghana
1950-1952, avezage N 3.6 85 14.3 58
1953, . R i 8 | 5.8 11.9 17.1 5.2
1954 . - N4 5.0 10.7 251 144
1955 ... ... 10 5.0 120 20.1 8.1
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Table 30. Government Revenue and Expenditure,® by Country, 1950 to 1956° (continued)

Percentase of pross national product
& B 5

Ezpendiiure
Surplus or
Cotinlry and year Qurrent Invesiment Tolal Hepenue deficil (—)
India

1950-1952, average. . .. ... .. 6.0 3.0 9.0 7.6 -~ 1.4

1953 ... ... 6O 3.3 9.4 7.1 —2.3
! ER T O X § 4.5 11.5 8.2 -3.3
! Indonesia
! 1950~-1952, average. . .. ...... 13.9 1.2 15.1 14.2 —~0.9
‘ 19s3.... ... ... . ... ...... 136 1.1 14.7 12.3 —2.4
} 1954, ... .. ... ... ... 123 1.1 13.4 9.2 —4.2
! 1955, ... . . ... 115 0.9 12.4 10.3 —-21
! fsrael
& 1950-1952, average. . . .... 186 6.6 25.2 13.9 ~113
] LT U £ 4 6.2 24.3 13.7 —10.6
: 1854 ... ... .. .......... 186 5.7 24.3 16.7 —7.6
t Philippines
i 1950-1932, average. .. ... ... 1.5 2.4 9.9 8.5 1.4
! 1953.. .. i 19 2.1 10.0 8.9 -11
1 1954, .. e .. 80 2.0 10.0 9.4 ~0.6
i 1955... . ... . iieiiae.... 83 2.0 103 9.4 —0.9
| 1956, ..o v .. 82 1.9 10.1 8.9 -1.2
! Thailand
f 1950-1952, average. . . ... .... 9.3 23 11.6 9.4 2.2
| 1953, .. ... 125 2.0 14.5 11.7 —2.8
: 1954, ... o 128 3.2 16.1 12.8 —3.3
; Turley
] 1950-1952, average 5.9 51 11.0 10.1 —-0.9
1958, ..o 6.7 3.9 10.6 6.6 —4&.0
; 1954, ... B2 6.5 12.7 10.0 - 2.7
! 1955, ..ol 6.0 5.5 11.5 93 2.9
1 1956.. . .. 6.6 6.0 12.6 9.3 —3.3
¥
: Australia
! 1950-1952, average .. ... .. 101 9.8 19.9 16.8 —-31
’ 1953 ... . ... 10.0 8.4 184 16.0 —2.4
! 1954, .. . 9.9 8.6 18.5 156 —-29
i 1955 . .. .. ... ... ... 103 8.6 18.9 15.4 —3.5
1956, . ............. ... . 100 83 18.3 164 —-19
i New Zealand
1650-1952, aversge. .. .. .. ... 11.5 8.1 10.6 17.2 —2.4
i 1653 . ... . ... ... 123 9.4 21.7 16.9 —4.8
; 1054 ... ... .. 100 8.8 19.8 18.2 —-16
i 1955.. . .. ..o ML 9.5 20.6 17.7 —29
: 1956 ... .. ... oo 1LT 9.9 216 175 —4.1
| Union of South Africa
: 1950-1952, average .. ..... 117 83 20.0 14.3 - 5.8
i 1953, . . . ... ... ... 11B 10.5 22.3 14.8 —-7.5
| 954, o oo 112 9.0 20.2 14.4 —5.8
t 1855.. . ... ... .. . ... 110 84 194 14.2 —-5.2
{ 1956 .. .. ... 114 8.7 20.1 14.1 - 6.0

; Souree: United Nations Bureau of Economie

Indonesis; “public works and other capital expen-
Affnirs; Statistical Office of the United Nations,

diture” in Peru; "capital outlays™ in Turkey; and

Statistical Yeorbook, Statistics of Notional Income
and Expenditure, and nationsl 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 spproximate, ns investinent 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”’ i

“sconomic 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 Zenlend, they hoth refer
to fiscal years beginning April of the yeor stated;
for Australin, fiscal years beginning July; and for
Burma, fiscal years ending Seplemger. Fn Ceylon,
Guatemala and Venezueln, only budget data are
on the besis of fiscal years.
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1956 expenditure declined sharply. While there has
been a 1ising trend of expenditure throughout the post-
war veals, 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 heen a significant rise in government
revenne in relation to national product, but it has lagged
hehind expenditure. The rise in revenue has heen due
not so much to direct as to indirect taxation. Among the
indirect taxes, duties on both imports and exports have
genetally 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 goeds 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.

L

It was inevitable that in those countries where the
budget deficit 10se, 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 te an increase
in direct taxes, steps were taken in 1957 to authorzize
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 o 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 zaised, they were lowered again
in the subsequent budget.

I'rom 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 heen generated
as much by sharp and irregular increases in export
earnings as by domestic forces of a less variable
character. Budgetary reasures 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 manipulatior of export duties or the application of
penalty exchange 1ates.

Among the primary producing countries under re-
view, such restzaining 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 incieases in earnings to the Government to a
somewhat lesser degree. In Ghana there were same 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 entizely
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.™

While Burma and Ghana have relied entirely upon
State menopolies to offset increases in export profits,

**The State marketing of copra in Indonesia, though imper-
tant in insulating prices to domestic consumers from the influ-
ence of fluctuating world prices, is less significant in the present
connexion, beceuse copra is not 2 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,” Selected Countries

(Percentage)
Counlry 1950 1954 1952 1853 1954 1955 1956
Burmz. ...onveonnonn 37 32 36 46 42 31 24
Ceylon. . ........... 1l 16 16 13 15 20 20
Ghana.............. 12 15 i9 18 38 28
Indonesia. .......... 16 27 17 11 6 7 4
Thailand. . .......... 16 18 21 19 19 11 18

Source: United Nations, Statistical Yeerbook and
Economic Survey of Asio and the Far Eust, 1957
{sales number: 58.ILF.1}; Burma: Ministry of
Nationgl Planning, Naticmal Income of Burma
{Rangoon); Ghana: Ministry of Finance, Economic
Survey, 1955 (Accra).

® f?(;venuc from exports refess 1o the net profits
of the State Agricultural Marketing Boord in

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 abserb a part of increases in export
profits. Thus, for instance, during the course of the
Korean boom, export duties on jute and colton 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 neatralizing 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 expoxt profits have
heen diverted to the government; this is reflected in the
7atio 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 beom
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 fixst lowered
but were later raised between 1954 and 1956 when tea

Burme; in Indonesia and Thailand it inecludes
gmnnpoly profits, exchange profits and export
uties.

b Except in Burma, revenue figures are based on
fiscal years and export figures on colendar yewrs. 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
apon import duties and exchange surcharges on impoxts.

With one or two striking exceptions, governments in
Latin America have not adopted measuies 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-
jcy 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; circom-
stances in most countries have thus argued less power-
fully for the adoption of such neutralization measures.™
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 incieases in export profits were those oper-
ated in Argentina and Chile. In Argentina, the State
trading agency (IAPI), which operated up to 1955,
established fixed prices for major agriculiural products,
and any gain resulting from rising world prices conse-
quently acciued 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 Asien zad
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 Venezucla, 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 2 heavy penalty
rate.*s 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
elfect. 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 inerease 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, Boliviz and Chile, as a result of
a sharp increase in revenue in 1951, government spend-
ing was rapidly adjusted upward, but, when revenue
fell ofl in succeeding years after the boom had subsided,
large deficits emerged.

Generally, however, during the periods within which
an expert hoom 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-

** Although Bolivia has siso 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 effccts of this rate.

justed to & change in receipts. This lag is often likely
to be longer than in the private sector since new esti-
mates have to he 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 exten! 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 inereased 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 =o far
as these restraints have heen effective, monetary policy
has contributed to a lessening of inflationary pressure.
1t 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 alse be curbed.
It must be recognized, however, that the ellorts 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 meney supply
created by governmental borrowing or rising foreign
exchange receipts has been absorbed into the cash re-
serves of the commezcial banks. Thuas, while the central
banks have sought to limit the volume of credit, other
forces have heen at work to [facilitate its expansion.
in these circumstances, monetary policy has not reduced
the volume of ecredit but has, at best, only moderated its
rate of expansion.
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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 {or 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
{actors. 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.

Table 32, Changes in Central Bank Rates, Selected
Countries, 1950--1957

Change in infereal rafey

Couniry and dule {per cend}

Brazil

May 1954 . ... ... 6t 8

May1955. ... . . . ... . 810 6
Ceylon

July 1983 .. .. ... . ... 2103

June 1954, . . ‘ e 3 to 2%
India

November 1951 .. . ... . 3 to 3¥4

May 1957 . ... . e 315 to 4
New Zealand

November 1954 ... . . .. 34tod

July-October 1955 . ... ... ... 4 to 7o
Philippines

February 1954. . .. . .. . . . 2to 134
Turkey

February 1951 . .. . ce 440 3

June 1955 .. ‘ 3 to 48

June 1956 ‘ o . 4% to 6
tinion of Seuth Africa

March 1052... . .. . 334 to 4

September 1965 . ... 4 to 434

Source: International Monetary Fuad, Internetional Financial
Statistics.

» Raised by successive steps te 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 baunks, 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,

however, the principal obstacle to more elfective re-
stzaints by the central hanks has been the continued
augmentation of the commercial bank’s cash reserves
through the effects of budget 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 2ll 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 commercizal
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 1ise in reserves, making possible a
secondary expansion of money through an enlarged
volume of credit®® (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. I 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

*V This is revealed by a comparison of the figures in lines
C and D of table 3¢ Figures in line C have been taken from
table 33; these measuie the primary changes in the money sup-
ply originating in governmental borrowing and in foreign assets,
net of the changes in currency in eirculation. Figures in line D
mensure the changes in the cash reserves of the comimercial
banks exclusive of their berrowing from central banks. The
difference between lines C and I} represents, i positive, sale of
assets by central suthoriiies o commercial banks and, if nega-
tive, sale of assels hy commercial banks 1o cential authorities.
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Table 33. Changes in Primary Supply of Money, by Country
{(Milliens of national currency)
& A. Changes in foreign assets and claims on government sector»
% B. Changes in currency in circulation
Changes in the supply of cash available to commercial banks®
Connlry 1954 1852 1553 1954 1955 1956
Bolivia ‘
e e TH 2,070 14,610 4,660 26,390 159,590
Booo oo 610 2,200 5,370 8,420 18,630 107,790
C..... ......... 160 - 130 9,240 3,760 1,760 51,800
Brazil
A . ... ... .. =—3800 1,800 8,200 —5,300 8,600 12,800
B .. ... 3,300 3,100 6,400 11,160 8,100 10,400
C................. =7100 —1,300 1,800 —16,400 a00 2,400
Chile
A 3,240 4.630 6,750 ~— 700 17,620 17,470
# B ...o....... ... 1,650 3,530 5,160 6,090 17,270 17,320
Co. 1,590 1,100 1,590 6,790 350 150
Colombiae
5 e 159 119 107 314 26 345
B oo 54 97 74 8l 20 158
C............. N 105 22 33 233 6 187
Cuba
Ao 4 9 57 —14 39 101
B, o 46 35 —6 13 5 17
Cooovniiin, —42 - 26 63 —27 34 84
Eeuador
A oo - 102 145 ~16 45 —48 60
B .. .. —16 72 36 90 —37 a8
G e - 86 73 —52 —45 —11 —28
Guatemala
-1 5 2 el 16 17
B oo 1 5 8 1 -2 7
C . ... —2 - —6 -5 18 10
Honduras
A 14 4 13 —11 4
B ... 5 4 4 6 —6 4
C. . 9 — - 7 -5 —
Mexico
AL o 62 126 —~B65 312 2,836 524
B ... 543 193 220 e 451 609
C...... e —48] —67 - 285 —465 2,385 —85
Peru
Ao 130 114 245 o7 - 100 477
B ... . ... 126 134 190 156 96 330
G 4 —20 55 —49 199 147
Venezuela
A oo 19 145 12 37 8 322
B ... 34 77 25 61 52 78
C .. .. -15 68 —13 - 24 26 244
Burma .
: Ao L 46 59 168 113 343 192
- B ... 40 18 84 67 158 105
. C.o... 6 4] 84 46 185 87
Ceylon
AL 96 53 —0G 119 156 33
B .. . . e 51 20 e 22 i 42 17
Co. 45 —33 —~T7 112 114 16
Egvpt
SKP . 27 3 13 —8 12 45
B .. ... 14 3 —16 -1 -3 41
C ... . ... .. 13 — 3 -7 15 4
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Table 33. Changes in Primary Supply of Money, by Country {continued)
(Miﬁious of national currency)

A. Changes in foreign assets and claims on government sectorn
B. Changes in currency in circulation
C. Changes in the supply of cash available to commercial baaks®

Counlry 1951 1852 1953 1854 1555 1956
India ’
A - 880 —80 550 980 1,980 1,560
B... ..... e — 360 —520 100 590 1,610 1,000
T . —580 440) 490 390 370 560
I'ndonesia
A e 90 2,420 —36 3,090 1,010 1,120
B e 750 1,020 870 2,320 1,290 770
G s — 660 1,400 —906 770 - 280 450
Iran
A —Gl10 2,230 4,110 200 500 2,340
5 S — 750 1,410 1,910 —20 150 940
Gt i 140 820 2,200 220 350 1,460
Trag
A e —6 -1 6 3 2 5
B -2 -2 4 7 2 5
NN —4 1 2 —4 — —
Israel
11 8 —15 37 85
B .o 18 18 21 24 56
G =29 —10 ~— 36 13 29
Palistan
Ao v 495 63 280
B e 203 415 477
G 2092 — 347 —197
Philippines
A o —181 66 23 -17 37 116
B —48 -3 27 10 4 62
C.o —133 69 - w27 33 54
Thailand
Ao 688 32 712 578 525 566
B 713 —78 338 532 628 245
G —25 110 374 46 —103 321
Turkey
A 218 19 501 208 754 728
B .. 139 94 151 40 490 490
G 79 -75 350 168 264 238
Australia
A o 120 109 222 -G -7 135
B .o 39 29 18 19 2] 6
G s 61 —138 204 ~113 - 28 129
New Zealand
Ao 15 17 52 —20 -7 29
B 4 1 6 5 2 —2
C.ovi e 11 16 46 —25 —9 31
Union of South Africa
AL —a7 25 1 20 —29 9
B oo 3 6 8 4 4 3
Cooo o —55 19 -7 16 —33 6
Source: International Monetary Tund, Inter. changes in government deposits and for revalue.
national Financial Statistics. tien of foreign nssets.
s Refers to assets ond claims of the banking b Difference between rows A and B.
system as a whole. Adjustment has been made for © Relers to Central Bank only.
appreciably. In Bolivia, there were large increases in By comparison with the Latin American countries,
the primary supply of money, partieularly 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 upor cash reserves. pansion in the supply of money upon the position of
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CHAPTER 2. INFLATION IN PRIMARY PRODUCING COUNTRIES

Table 34. Changes in Cash Reserves of Commercial Banks, by Country
(Millions of national currency)

€. Changes in supply of cash available to commercial bankse
D. Changes in net essh reserves of commercial bankst
E. Commercial banks’ borrowing from Central Bank
Couniry 1954 14952 1953 1554 1955 1556
Belivia
N 160 130 9,240 - 3,760 7,760 51,800
g. e e 580 820 1,890 4,730 4,370 32,120
Brazil
Gl e — 1,100 ~1,300 1,800 — 16,400 500 2,400
Do —100 2,100 500 2,200 3,900 4,100
E ..o 1,500 1,400 1,400 1,200 300 1,000
Chile
G 1,500 1,100 1,500 —6,790 350 150
Do 780 w450 350 1,630 -~5,080 —~3,010
E. ..o —140 1,320 2,180 4,860 6,880 7,770
Colombia
Coo v o 105 22 33 233 G 187
Do, o 21 a3 23 117 —227 68
B 14 16 -10 — 185 -12
Cube
G —42 —26 63 - 27 34 84
Do —8 —44 17 ~32 13 54
| 6 43 w2k 19 7 -12
Feuador
G - 86 73 —52 — 45 -11 —-28
Do -32 69 14 7 -9 a5
| N -2 -3 -1 5 2 5
Guatemala
G -2 — G —5 18 10
Do -1 -3 2 -1 12 9
| O 1 3 1 i -4 -1
Honduras
G ] - - 7 -5
Do e 6 -1 —3 4 -3 —
| . ~1 -1 1 - 1 —_
Mexico
G ~481 —67 —285 —465 2,385 -85
Do —305 95 g 193 418 52
Eo.oo....... s , 54 48 10 —13 -7 4
Peru
G 4 -20 55 ~49 -199 147
Do 179 37 —--143 281 —150 389
E.oo...... ... i —5 60 234 - 259 154 —112
Venezuela
—15 68 —13 — 24 26 244
"Ig 105 61 14 -9 50 185
Burma
6 41 84 46 185 a7
Do ) -7 26 6 27 30 56
B
Ceylon
Coo. i 45 —~33 —717 112 114 16
Do 27 —71 —64 4] 38 14
Egypt
oo 13 — 3 -7 15 4
Do -3 5 1 —~14 12 -7
| 17 —12 — 9 —_ 4
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Table 34. Changes in Cash Reserves of Commercial Banks, by Country (continued)
(Millions of national currency)

€. Changes in supply of cash available to commercial banks»
D. Changes in net cash reserves of commercial bankst
E. Commercial banks' borrowing from Central Bank

Country 1551 1952 1953 1954 1558 1956
I ndia
Co............ . -—580 440 480 390 370 560
Do —280 —30 10 180 —260 —710
E...o. .. 140 —60 —10 100 230 610
Indonesia
e e — 660 1,400 906 770 —280 350
E T, —360 250 280 470 — 770 190
Iran
Cooie 140 820 2,200 220 350 1,400
Do —40 --00 230 260 610 -390
Ira
g e —4 1 2 ! — —
Do -1 1 3 -2 2 ol
Tsrael
e . —29 —10 —-136 13 29
D............. ... 8 6 8 —23 39 22
E..... ... - — —_ 4 12 19
Palistan
S . . 202 —347 -~ 1497
b.. .. 22 4 19 -113 16 1
E .. ... dd —63 —33 146 -3 34
Philippines
c . . . . ~ 133 69 o ] -27 33 54
D. .. — 166 20 16 —30 15 01
. . S 32 4 27 45 30 108
Theiland
c... ... . . —25 110 314 46 —103 321
D . 54 13 79 —57 —7 37
E . — — 22 -~ 3} -7 o
Turkey
C.o.o. 79 —15 350 168 264 238
Do 26 —211 —51 —352 74 17
E .. .. o 83 214 85 500 85 246
Australia
e Bl —138 204 —113 —28 129
E e 23 —14 10 — 14 1 -7
New Zealand
| L il 16 46 —25 -9 31
Do 1 15 19 —21 w10 —
E... — — — e — —
Union of South Africa
c .o —55 19 —7 16 —33 6
Do —37 20 —16 9 6 23
Eo — — — — - e
Source: See table 33, b Changes in total cash reserves at the end of
the period, exclusive of horrowing from Central
» Row C of table 33. Bank.
the commercial banks. In some of them, moreover, such 1956 despite a primary expansion in the supply of
action was intensified in the more recent period. In money. In Ceylon, during earlier years, a neutral cen-
.India and the Philippines, for instance, the net cash tral bank policy was reflected in the close correspond-

reserves of the commercial banks declined in 1955 and 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
hanks’ reserves; in 1954 and 1955, however, the mone-
tary impact of the export boom was, to a large extent,
offset by centzal bank operations.

in Australia the policy of the central hank followed
a contra-cyclical pattern. When the primary supply of
money increased in 1951, 1953 and 1956, monetary
restraints were tightened. A contiactionary 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 seme 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 Hquid funds, Though the neces-
sity of 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 opere-
tions, the need for such action might not have arisen.
Where such tecourse 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 yediscount rates; as the preportion 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 cormmercial bank credit, not only
through efforts to limit cash 1eserves, but also by means

of varying legal reserve 1equirements* This measure
was originally adopied 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 genetally utilized to offset the exces-
sive incieases 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 re.
serve requirements were frequently introduced between
1950 and 1957,

Generally, central banks have authority to vary legal
reserve equirements within failly wide limits In
Burma, for example, the legal requirement of the
amount of cash to be held against demand deposits can
be vatied 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
vaiiations in reserve requirements have been, at times,
an important means whereby the effect of large increases
in the cash 1eserves 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
hank tended to lessen the impact of an increase in
reserve requirements upon the volume of credit.

Through these various means, used either singly or in
combination, central banks have, in varying degree,
sought to limit the expansion in eredit extended by
commerciai hanks 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 circumstanpces in each country.
Nor should it be supposed that the various controls,
when used simultaneously, have always been exercised

* At present, among the countries under review variable legal
reserve requirenients are in force in Bolivia, Colombia, Ecuador,
Guatemala, Peru and Venezuela in Latin America; Burma,
Ceylon, Egypt, India, Pakistan and Thailand in Asia and in
Australia, New Zealand snd the Union of South Africa.
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Table 35. Changes in Commercial Banks, Claims on the Private Sector, by Country

{Percentage)

Counlry 1951 1952 1853 1854 1955 195G
Bolivia...... . .. ... ....v... 21 30 1 54 89 179
Brazil ... .. . . i ... B 8 19 18 12 22
Chile. . .......... ... ....... 21 20 30 36 46 33
Colombia». ....... ... ........ 17 14 16 31 27 27
Cuba... . .o « ov e . B 16 —6 9 6 5
Eevador.. . ........... . ...... 1 19 16 26 10 14
Guatemala. ... ..... ... ....... 11 -1 i2 13 G 27
Honduras . ... ... ... ... ... =T 24 21 —8 g 21
Mexico... . . ........ ... .. 22 13 14 19 21 12
Peru.......... ... w8l 27 12 7 20 13
Vepezuela ... .. .. .. ...... 9O 21 28 27 17 20
Burma.. .. ... .. . .......... 22 12 —10 32 2 16
Ceylon. . ....... ... ... ...... 55 —8 6 19 4 34
Leypt. ... ... ... ...... 3 -5 — 27 2 11
India. .. ... .. ... .. .. ... . 22 —7 —~2 13 14 25
Indonesia e .... 253 11 o] 18 42 26
Tsvaol. .. ... ... .. ... .. . ... 29 41 21 16 18
Pakistan .. .. .. ... . ... .. 1§ —14 1 23 20 6
Philippines .. ... .. .. ... 83 —_ 11 11 18 13
TFhailand . e 28 54 38 15 32 15
Tuikey L - 11 49 32 20 19 12
Australia ... . .. . ... ... .. 24 — & 5 18 5 5
New Zealand .. . .. ... .. ... 43 —G -3 22 7 -7
Union of South Afsica.. ... .. 49 —11 13 13 14 3

Source: See table 33.

s 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 operatiens 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
1056, some acceleration was evident. The use of selective
eredit controls, however, within this centext 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 aggiegate expenditure.

While on the whole the rate of increaze 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 peried; 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—{or 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 o1 Pakistan, reserves were replenished by
increased borrowing from the central bank. A similar
situation of declining cash 1reserve ratios prevailed in
Australia, New Zealand and the Union of South Africa.

Developments in Latin America were generally simi-
Jaz, though there were a few exceptions. In Guatemala
the Hquidity of the commercial banks improved, while
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Table 36. Cash Reserve Ratios for Commercial Baoks, by Country
(Percentage)
1. Ratio of total cash reserves® to total deposits
II. Ratio of borrowing from Central Bank to total deposits
: Counlry 1550 1954 1952 1953 1954 1955 1956
Bolivia
. 16 26 34 42 51 36 42
E | § — — - — —_ _
: Brazil
: R . 20 22 20 20 21 21
m............... 8 9 11 13 12 11 10
: Chile
TP & | 11 12 13 14 11 11
: M. .. ... 16 11 14 14 17 17 17
i Colombia
T -1 17 20 19 21 17 15
g m...... ... 23 20 20 16 11 22 15
Cuba
- I................ 33 30 30 30 28 27 28
) ) 1 T 4 7 7 4
f' Fouador
R 1 39 42 41 35 35 35
w4 4 2 2 2 3 3
Guatemala
P e, 42 41 44 48 48 52 51
T oo, 22 24 36 35 38 18 12
Honduras
e w..... 38 53 44 33 42 37 30
1 R 4 2 5 4 6 5
Mexico
2 e, 40 31 30 27 26 25 24
. ) SR | 2 1 1 1 - e
Peru
z I................ 15 18 18 19 18 16 19
... ........... 6 5 6 12 4 7 4
Fenezuela
33 38 35 30 26 24 27
.o e — wm — — e — -
Burma
1. 24 19 33 27 24 22 25
.. — — — - — —_ —
Ceylon
I.. 25 28 23 14 17 19 18
I — — — e — — _
R Egypt
gx{p 26 33 27 27 22 27 24
|1 SN 11 3 3 7 7 9
: India
z T e, 12 11 10 9 11 10 9
o e — 1 1 — i 3 7
Indonesia
61 29 35 438 53 21 24
Mot e — — s —_ —_ o -
Israel
¢ 24 25 22 12 20 24
Paldstan
e 13 14 12 9 10 10 11
im....... s 8 9 6 3 8 10 11
Philippines
T ... 40 19 23 20 20 19 22
Moo e 2 6 7 3 8 11 21
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Table 36, Cash Reserve Ratios for Commercial Banks, by Country (continued)
(Percentage)
1. Ratio of total cash reservess to total deposits
11, Ratio of borrowing {rom Central Bank to total deposits
Counley 1950 1954 1553 1553 1954 1555 1856

Thailand

1... 34 31 28 28 23 19 20

. — — - 1 1 — —
Turkey

I 10 17 11 10 14 17 20

Inm. .. 17 20 25 22 37 34 33
Australia

Ce 7 8 7 7 6 6 6

Im.... ... - — — — e — —
New Zealand

... 31 31 a9 41 29 26 26

o — —_ — - - — e
Union of South Africa

L. 26 16 20 16 17 17 20

i . — — e —_ — e —

Source: See table 33.

in Brazil and Pern 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

» Including borrowing from Central Bank.

countries. But in a number of them the control exercised
by central banks over the volume of private eredit 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 disinfationary influence, a large part
of the actual expansion in credit was often necessitated
by rising business costs generated by inflationary forces
olher than private investment expenditure.

Conclusion

Inflation in the primary producing counliies cannot
be explained by any one 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. Qften, the
various influences were present together; in such cases,
it is dificult or impossible to distinguish unequivecally
the primary agent in the chain of causation. Neverthe-
less, ane 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 {act.

Sectotal imbalance has also proved to be a major.-
problem [or 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 1apidly than
the general level of prices. In Latin America, especially,
where rapid urbanization has created additional pres-
gure on [ood supplies, this has proved in many instances

te be a particular]y acute problem.

Posl-war experience has clearly demonstrated  the
importance-of an' appropriatély baldnced 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 vyet,
while inflationary pressures have indeed been lessened
in many cases as a result of successful eforts to expand
food pzoductmn, there remain a number of countries
where per capita food suppl;es 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 cests. The ad-
vance in food prices, however, does not wholly explain
the magnitude of the wage-price spirals experienced by
many couniries; 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 heen
aftected 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-

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 agricuitural 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 remeval or lessening of the
instability in export markets'of primary products would
represent a major contribution towards gieater 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 devclup
ment and at the same time, avoiding inflation would
remain. Addmonai resources may be 1aised in varions
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 he placed on domestic

i resources, foreign capital may considerably facilitate
the process of stable growth, both by supplementing the
supply of domestic zsavings 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 ecenomic 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 & 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 developiments, 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 expenditure
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 ol the system.?

* Recent changes in the methods of planning and management
have not resulted in any alierations of the methods of price
determination, relevant for the problem of inflation, aithough
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 noet, therefore, enter the stream
of private income and have no efiect on consumer de-
mand or on savings.

Personal income, in the centrally planned economies,

The system of planning and price formation deseribed 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 interference
of the central nuthorities,
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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; nearly 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 curh 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 faet, 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

prices received by the enterprise are fixed by the plan,
changes in profits of the enterprise are an indication of
impiovement 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 eficiency 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.*

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. [irst, it is im-
posed almost exclusively on consumer goods; and
second, unlike profit rates in the private enlerprise
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 unielated 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 tise 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 SYS$TEM 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

? Planned profits are caleulated as a percentage of planned
cost; a part of planned profits and a much smaller proportion of
profits in excess of plan are tronsferred from the enterprise to
the government budget
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of depreciation allowanees, 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 :ate 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 eflective 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 translers and paymenis to the
peasants after deduction of income tax and personal
savings. It follows from this methed 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 laxes 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 foree is
engaged in activities which produce goods and services
not available for personal consumption,? 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 eflective de-
mand generated in the entire economy. The price-cost
ralio of consumer goods is therefore determined by the
ralio of the wage bill of the investment sector to the
wage bill of the consumer sector. Thus, selting 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, apait 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 bili of

* Strictly speaking, not available for sale to consumers, since

some goods and serviees are made available to conswmers Iree of

charge.

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.* Con-
versely, an increase in the share of resources allocated
to consumption will lead to price reductions. Similarly,
for @ 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 zels-
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 disposahle
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 totzl outpat, on the other hand, which in itself would
result in pressure on prices of consumer goods, might
be oflset by a commensurate increase in the share of
resources devoted to consumption.®

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 1atio
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

1 Disregarding transfer payments, direct taxes and savings,
and treating income of peasants as equivilent to wages paid in
consumer goods industries, the value of consumer goods may
he nssumed equal to the total wage bill in the ceonomy, 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 cf consumer poods, c==cost of consumer goods,W,=
wage bill in consumer goods and Wi=wage bill in the rest of

p WtW, Wi
the economy: — =m0 =1 .}
¢ W, We

allocation of resources away from consumption will, if unit wage

. Since any shilt in the

1

costs remain unchanged, raise the ratio—, it will require an in-
-3

erease in prices ol consumer goods and in turnover tax,

5 Under the assumplion specified at the beginning of the pre-
ceding footnote, the combined effect, en the pressure of demand
on consumer geods, 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 hill
Average unit prico of consumer goods =

volume of consumption
total wage bill volume of consumption

volume of national output  volume of national output
unit woage eost

share’of consumption in national cutput
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prices of consumer goods as a corresponding® inciease
in output per man in the consumer sector; its effect in
either case would be a decline in the 1atio 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 eentrally
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 itis accompanied
by an increase in the share of national product allocated
1o consumption.

PLANNING AND FROBLEMS OF IMBALANCE

Since hoth 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 authoxities
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

® 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 tax-
gets stems primazily from the fact that the planning
authozities 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 distupts the originally
established halance 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 inecreases in agricultural output, as o 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 distuption of plans for the supply
of consumer goods has been the general tendency to pro-
mote the expansion of the investment sector regardless
of dificulties encountered in fulfilment of plans in othex
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 o1 over-fulfilment of production plans,
it was assumed that no disruption of wage-rate plans
oceurred. However, this need not always be the case.
Inflationaty 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 fiom pressure of labour for
higher wages than those set in the plan.

As productivity and the supply of labour are nol
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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
pepulation to enter indusirial 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
g greater than planned differentiation of wage rates,

Pressure of labour for wage increases has taken
various forms, such as absenteeism, high turnover, re-
sistance against the upward 1evision of norms,” 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 compelitive 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 diverling resources earmarked {or 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®

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 ailocation of national produet 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 inercases are nol granted,
workers may become restive and productivity may be
adversely aflected 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 incieases 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 distupts the origi-
nally established balance of income and outlays of the
population, has at times been unavoidable hecause the

* Upward revisien of norms amounts to a reduction of piece-
rates. When the attempt to impose a reductien of piece-rates
fails, the planned drop in unit wage costs will not be achieved
and the planned belance between the income and supply of
consumer goods will be upset.

* A more stringent finaneial control over the disposal of enter.
prise funds has considerably reduced unauthorized wagze in-
creases in severn] countries.

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 selting prices of consumer goods at a level equating
supply and demand. Prices in State and co-operative
trade, however, have frequently been set helow 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 gioups. However, even dur-
ing periods of general price reductions, prices of several
consumer goods were [requently reduced more than
changes in the supply-demand situation warranted, with
the result that some pressure of demand against supply
would remain. Although no conelusive informaltion ex-
ists about the reasons [or such poliey, 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 largets or over-fulfilment of others would nec-
essariiy 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 Hquid 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 1o 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 potataes to meat}, only a very substantial rise in
prices of goods in short supply would have absorbed

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, 1649.1956

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 pressue,
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 Tespects 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
litle 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 reconstrue-
tion had been completed in almost all countries and
the framework of the new system was, broadly speaking,
established. The essential difference between the chai-
acter of inflationary developments during these two
petiods, 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)
Caunlry and ilem 1848 1850 1951 1952 1554 1055 1956
Bulgaria

State and co-operative trade, refail prices. ... .. ... 74 94 105 07 89 83 i
Foed ....... ... .. .. . ... . 104 88 84 79
Industrial goods .. ... ... .. 111 90 83 75

Collective {arm market prices. .. .. o 93 89 87

China, mainland®

All trade, retail prices. .. .. ..o oo 86 95 96 100 102 102
Staple food. . ... o . 96 100 101 101
Subsidiary foed. .. .. .. ... 39 103 105 106
Textles . ... o e e e 100 100 102 102
Fuels .. e e 97 102 103 103
Daily “necessities™ . ......ci v e 99 99 100 100

Czechoslovalia

State and co-operative trade, retail prices. . . .. .. .. - 94 g1 89

Cost of living index, uiban families® 76 92 92 87 a6 84
Food .. ... . ........ 62 85 48 91 o0 88
Clothing. ... . oo v 85 86 78 13 69 63
Fueland light. ... ... .. oo e o 91 93 j02 94 92 9l
Rent ... . oo i e 100 100 100 100 100 100
Other goods and services. . .. .. ...... .. 127 132 125 93 90 90

Eastern Germany»

All trade, retail prices, goods and services.... .. .. .. 133 118 107 93 94 89
Goods. . .. . e e 136 120 107 92 89 89
Services, .. ...... .ioiiaoaan 99 100 100 98 98 938

Cost of living indexs. . . ... . .. 145 115 105 93 91 90
Foodo . . e 167 123 109 90 86 87
Clothing . ..., ..o e 113 93 93 97 a3 94
Fuel and light. ...... ... 134 126 125 100 100 100
Rent ..... .. .. ..o e 100 100 100 100 100 100
Household goods. ... .. .. ....... .. .. 107 107 99 102 102 102

Other services’. .. .. ..... ...

109 106 105 99 96 95
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Table 37. Price Indices of Consumer Goods, by Country (continued)
(1953 =100}
Counlry und ilem 1948 1950 1954 1952 1854 1855 1556
Hungary
State and co-operative trade, retail prices. . .. .. 97 96 96
Feod ... .. ... ... . . .. 95 04 94,
}ndustrialgoods‘ T, . . 100 498 98
Cost of livingindex . . ......................... b8 59 72 100 G5 94, 93
Food .. ... ... ... e 46 R 68 100 GG 93 93
Clothing.... ... .. O 64 72 H) 96 97 93
Fueland dight ... ... ... . . : 11 82 80 89 104 104
Household furnishings .. ... .. . ... .. .. 73 2 72 103 97 a7
Services .. .. .. ... e 86 89 90 99 100 100
Poland
Al trade, retail prices, goods and services ... . ..., 52 56 62 71 94 91 91
Food.......... .. e 45 49 53 67 95 95 95
State and co-operative trade . .. ... ... . ... 45 48 51 62 95 94 04
Collective farm prices ....... .. ........... ... 37 45 58 89 99 105 105
Catering. .. ...... ... . . ... Lo 51 53 60 80 93 92 92
Industrial goods . . .. N - . 64 72 75 91 85 84
Serviees. . ... ... ... .. .. €8 69 71 71 98 o8 o7
USSR
State and co-operative trade, retail prices. ... .. ... 158 127 116 110 95 95 95
Food ... ... . e 178 139 124 114 97 97 97
Industrial geods .. .... . ... ... .. ... .. 137 114 108 108 92 92 92
Collective farm market prices. . .. e 107 108 107 110 110 101
Yugostavia
All trade, petail prices . 0000 46 61 124, 93 99 113 118
Cost of living indexs o ‘ ‘ . ce 118 96 98 111 117
Foadb . C . 93 100 118 125
Clothing. ...... .. ... . 102 83 89 90
Fuoel and hght.. .. ... 114 106 114 120
Rent, . C 57 112 136 135
Furnishings. . 94 a6 99 100
Other services 85 111 123 133

Source: Bulgarin: Statisticheski Godishnik na Narodne Republika
Bsad a}ria, 1956 (Sofia), and Statisticheski Izvestia, Nox 1, 1958

ofia}.
¢ China, mainfand: Report on fulfilment of plan for 1956, State
Statistical Bureau (Peking).

Czechoslovakia: Statisticke Recenla Republiky Ceskoslovenske,
1957 and Statisticke Zpravy, No. 4, 1957 (Proguc). 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 duta on cost of living are estimates
published in United Natiens, Fconomic Survey of Europe in 1953
(sales number: 1954.11.E2) and United Nations, Eeonomic
Bulletin for Europe, vol. 8, No. 1, 1956 (Geneva).

Fostern Cermuny: Statistisches Jehrbueh der Deutschen Denok-
ratischen Republik, 1956 (Berlin).

Hungary: State retail sales price index derived from the value
of retall sales in current prices and the volume index in 195%
prices reported in Stotisstikai Evkonyn, 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 queslionnaire

Poland: Roczril Statystycsny, 1957 (Warsaw).

Union of Soviet Socialist Republics: State retail prices:
Narodnoe Khozyaistve SSSE (Moscaw, 1956); collective farm
market prices: same source, and Sevetshaya Torgoslya, 1956
{(Moscow).

Yugoslavia: Statisticki Godisnjak, 1955 and 1957 (Helgrade).

s Eight cities.

b No official index of cost of living is available for the peried
prior to 1954, The agprepate index for 1950 to 1953 and the
indices of prices of clothing, fuel, light, rent and other goods
and services for 1950 1o 1956 are eslimales based on prices in
December 1850 to 1952, June 1953 and April 1954 to 1956.
The aggregate index and food index for 1954 10 1956 are official

indices referring to April of each year. The dilference between
the estimated and official indices for the years for which the
latter were availeble was insignificant. Similarly, there was little
difference between the average annual date and the indices
referring to April from 1954 to 1956. 1t 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-
saquence the indices for 1950 to 1954 may not reflect adequately
the movements of the average price levels and should be con-
sidered mainfy as a rough indication of the direction and
intensity of changes.

o’The indices reproduced in the table are at variance with an
index of retai prices derived {rom data on retail trade in current
and constant prices published in Newes Dentschland, 13 February
1958, The derived data scem to indicate that the decline in
prices between 1950 and 1956 was considerably smaller than
that shown by the index given in the table, porticularly in 1951,
The tack of information on the cause of this diserepancy makes
it difficult to assess which of the two indices rellects more
nceurately the price movements during that peried.

4 Tor an industrial worker's family with an average monthly
income of 396 Deutsche marks, and with four persons.

o Weighted average of food, and tobacca and beverages. The
weights (42,1 and 7.8 per cent) represent the share of these
expenditures in family budgets in 1955 (Wirtschafis Wissen -
schaft, No. 5, 1956).

t Weighted average of education and enteitzinment, and
tiansportation. The weights (34 and 23 per cent) are from
Wirtschafts Wissernschaft.

= For & worker’s family with four persons.

b Weighted average of food, and tobacco and beverages. The
weights (558 and 5.5 per cent) represent the share of these
tlzx]ger)“lditures in [amily budgets in l3955 {Stutisticki Godisnfak,

957).
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in price levels from 1949 to 1950, their luming 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 emeige from
the examination of conswmer 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 pexiod. This
group includes Bulgaria, Czechoslovakia, Hungary,
Poland and Romania.’ 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—
Fastern 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 in 1955,

There were also pronounced differences in the mag-
nitude of changes among countries. In the first group of
countries, where the upwaid 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
1649 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

® Romaniz has not so far published any general price indices.
The scattered information om prices of specific commodities
indicates zn upward movement until 1952, Thus, hetween Tune
1650 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 en the share
of rationed and men-rationed purehases precludes any definite
conclusion about the combined effect of these changes on the
svernge price levels, but it appears that the average level of
prices in September 1953, though helow that of December 1952,
was considernbly 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 teade in 1954
and 1955, in current and constant prices, given in Anuarul
Statistic, 1957 {Bucharest). In 1956, priees declined by 3 per
cent. The conclusion with respect to price incresses prier te
1953 is supported by the fact that the revenue from the turn-
aver tax during that period was increasing substantially in rels-
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 lavel of
consumer goods in State and co-operative trade was in
1956 close to the 1949 level.

In mainland Chira, which was able enly 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 laigest 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 ceat 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?®

As mentioned asbove, 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. Tn 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 econemic growth, brought
down the index of retail prices in State and co-operative
trade in 1954 by some 56 per eent 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.’* These divergent movements of prices on differ-

19 The cost of living index rose by 17 rather than 18 per cent.
The data in the lext refer to the index of retail prices, because
no index of cost of living is available for the period 19401952,

't When compared with pre-war levels, prices on the collective
farm markets in 1947 were much higher than Siate prices. From
1950 ta 1956 State prices declined by 26 per cent while prices on

collective farm markets, after considerable Auctustions, wera
lower by 6 per cent.

The share of eollective farm markets in totel 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 Lo 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.*®

In Eastern Germany between 1950 and 1956, the
oflicial 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®

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 Lastein
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 indusiry as
well a5 in agriculture, which could be put into operation
without considerable outlays. In addition, in Eastern
Germany an important {actor enabling the Government
to reduce prices was the climination of reparation pay-
ments, which made it possible to increase the share of
national product used fer domestic consumplion.

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 diflerence 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 praduc-

¥ fgsed on Lhe 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 cnd of 1956, 244 times as compared to 1947,
and, compared to 1950, 133 times”

1 Newes Deutschland of 13 Febrvary 1958 published in
grophic form an index of retail sales in current and constant
prices, which seems to indieate that retail prices [¢ll by only
15 per eent between 1950 and 1956 Lack of information on the
methods ef computation and the coverage of these indices makes
it difficult to derive a definite conclusien as to the actual rate of
decline of consumer prices during the period.

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.'* 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
World 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 Wur, 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 dificulties of the ini-
tial period of industrialization were over, prices began
to decline. In the Soviet Union 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 unti} 1938. This trend was inter-
rupted by the internal changes related to the imminence
of the Second Woirld 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 indi-
cated by the following indices for isolated years, derived
[rom official statisties:*® 1928 = 100, 1932 = 250,
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, repreduced in table 37,
shows significant disparities between the movements of

* Similarly, increases in real personal income, made pessible
by a relative shift in atlocation of resources from investment to
consumption, have also been frequently brought about by price
reductiens rather than by increases in money wages

18 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-
stye SSSK {Moscow, 1956) . The index of volume was published
in Voprosy Ekonomiki, No. 10, 1957 (Moscow). While these
data indicele 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 weuld probably accen-
tuate the price increases between 1928 and 1932 and reduce their
rate of increase during the subsequent period.

¢ Weighted average of “commercial” and ration prices.
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food prices, of industrially produced consumer goads,
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 foed than of other
consumer goods in relation to demand, and reflects the
dificulties 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,
ov mote 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 agricultuzal 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 tood 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 Yugosiavia,
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 whezeas prices of con-
sumer goods are as a rule demand-determined, those of

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-
went 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 o1 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 cent.”

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,'® 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
hut prices of producer goods were maintained in general
at their former level up to January 1949 when they wete
increased by 56 per cent® This move, associated with
the aholition 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 snd
consumption In constant and in current prices as registered in
national income statistics.

18 A5 a result not only of increases in prices but also of a rise
in the share of non-rotioned to total sales. Ration prices re-
mained unchanged throughout the war, but were increased in
1946.

1N Kisman and I, Slavnyi, Scvierskie Finansy {(Moscow,
1956)
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several investment goods,® and by estimates hased 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

** According to Statistische Praxis, No. 3, March 1957, the
following price incresses took place hetween 1950 and 1954:
Siemens-Martin erude 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.

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 gzoods
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 monelary reform involving the cancellation of
liquid assets accumulated during an earljer 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)

Counlry and ifem 1950 1551 1352 1953 1954 1955 1956
Bulgaria
State and co-operative trade, retail prices, . .... ... 126 112 103 93 89 94 93
Wagebill. .. ... ... . . .. 1n 122, 123 115 114 108 106
Retail sales in constant prices ... .. .. .. . 1ja 89 122 114 124 112 115
Retail sales in curzent prices. . ... .. ..... .. . 143 99 125 106 116 106 105
Ratio of wage bill to volume of retail saless . 98 137 101 161 92 95 o2
Crechoslovakia
State and co-operative trade, retail prices. . .. .. . cae e . e o4 a1 98
Wage bill. ... . e S 123 1i8 111 112 111 105 107
Retail sales in copstaat prices ... . . i . . . 118 110 109
Retail sales in current prices . .. ... ..., 111 107 107
Ratio of wage bill to volume of retail salese. 94 95 o8
Lastern Germany
Retail prices of goods. . 88 89 93 92 97 160
Wage gil% e 114 111 111 114 103 103
Retail sales in constant prices Ce e 141 131 117 118 110 104
Retail sales in current prices. ... .., .. . . . 134 124 117 108 109 106 104
Ratio of wage bill to volume of retail saless 81 85 95 97 94 99
Hungary
State and co-opesative trade, retail prices 106 121 140 103 96 160 99
Wagebill. ... .. ... . 132 123 144 116 112 104 109
Retail sales in constant prices.. . . . 109 100 90 i1l 120 105 111
Retail sales in current prices. ... .. ... . {115) (121) (126} 114 115 105 110
Ratio of wage bill te volume of retail sales=. . .. 121 123 160 104 94 98 a8
Poland
Retail prices of goods . ... . 108 110 116 143 93 97 99
Wage Ei]i e 144 120 115 151 110 108 116
Retail sales in constent prices. . 109 106 104 97 119 111 115
Retail sales in current prices. ... . .... . . 118 117 120 138 111 107 115
Ratio of wage bill to volume of retail saless 132 114 i1l 156 93 o8 100

Source: Annual price changes based on table 37 exeept as
indicated. Other data as follows: Bulgaria: Statisticheski Godish-
nik na Narodna Republike Bulgaria, 1956, and Statisticheski

Trvestic, No. 1, 1958,

Crzechostovakia: Statisticke Rocenke Republily Ceskoslovenshe,
1957 and Statisticke Zprasy, No. 3, 1957. Fastern Germany:
Statistisches Jahrbuch der Devtschen Demokratischen Republik,
1956. Retail sales in constant prices obtained by deflating the

current price data by the retail sales

rice index of goods.

Hungary: Statisstikai’ Evkonyv, 1949-1955, Statiszitkai Havi
Kozlemenyek, No. 7, 1957 (gudnpesl); Ugited Nations, World

Economic Survey
in current prices for 19
in constant prices by us
retail sales in constant

current

froem tah

tained by converting data in }

of goods,

prices obtained
rices by the cost of livin
e 37, extrapolated b

Roexnik Statystyezny, 1957, Re

» 1935 (sales number: 1956.11.C 1}. Retail sales
40-1951 estimated by converting data
e of the cost of living index. For 1956,
by deflating datn in
g index. Retail price index
the cost of living index. Polsnd:
tail trade in curreat prices ob-
956 prices by the index of prices

* 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 earneis, patticularly of peasants, and also
the real value of accumulated saving.

The influence of these factors makes it difficult to
assess Lo what extent price changes reflected variations
in the demand-supply position on a yeai-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.®

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 tetail 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 1ise 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 piessure 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 pelicy. In
Hungary and Poland the annual increases in the wage
bill between 1949 and 1953 continuously exceeded the
increases in the volume and in the value of 1etail 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

3 The wage bill represents the major share of the money in-
come of the population, the other two important ilems heing
transfer payments and the money income of pessants.

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 compaxison of indices of the wage bill
with these of the volume and value of retail sales must
be treated with caution, largely because they do not
reflect changes in peasants’ income, lransfer 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 tose 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 hill. As 2
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 & 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 datz 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:** “a serious gap between the available quantity
of goods and the monetary incomes of the population
brings about a dispropertion 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, particulaily livestock products, persisted;

2 By the Minister of Trade, Mr. Mikoyan, Pravde, 18 Febru-
ary 1956.
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similarly shortages of certain manufactures, the farm de-
mand for which had greatly increased, glso remained.?®

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 menetary 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 ecountry 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. Betweern 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.**

Deralioning was usually associated with an increase
in prices of goods that had been rationed and with a
reduction in piices 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 inflalionary pressures. However, there was ne
monetary relorm during that period in Hungary, and

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 monelary reform. Instead, the Goy-
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 liguid
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 teok
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 inecreases, owing to a sharp
deterioration in the situalion 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, undeilying the considerable
movement of prices in the centrally planned economies

** According to Kemunist, No. 11, 1957 (Moscew) + “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 eompletely satisfied,
The good 1956 harvest considerably inereased the supply of all
agricultural goods and the level of consumplion increased over
1955, At the same time, the important measures jntroduced by
the perty and the Government (such as imcrease 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 populatien
for consumer goods. The demend was not entirely satisfied in
1956 also.”

* 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 Germaay rationing was eliminated graduaily, but even
in 1956 several items were still rationed.

Monetary reforms invelving cancellation of liquid assets were
introduced in Poland in 1950, in Bulgaria and Remania in 1952,
and in Czechoslovakiz in 1953,
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changes in cost, whether incurred in the investment or
constmer sector, influenced prices of consumer goods
primarily through their effect on the income of the

opulation and thus on demand for consumer goods.
The effect of relative shifts in the aliocation of national
product, as hetween 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 inciease 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, teproduced 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 genexally 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 1ising 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 *® Between 1949 and 1953 investruent
increased in Hungary thiee 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 1051, when retail sales fell; and in Romania, for
which nio data are available for the period prior to 1950,
investment rose considerably more than retail sales in
1951 and 1952.%° The resulting decline in the share of

*® 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 mere ambitious investment targets were
fenerally reached.

** The rise in total retail sales was probably smailer than indi-
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.

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 consurption
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 & see-
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-
pul 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 vears out of four for which data are
available. Thus, it secms 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 incieased 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 2 continuous increase in
consumption in relation to national income (see
table 40). In Bulgaria the share of consumption rose
froma 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.*

Tn 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 o1 in

1 Tn Hungary, the share of consumption in national product
in 1954 ameunted to 58 per cent; the considerable increase in
thot 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 Sales® and Consumption, by Country
{In constant prices; 1953 =1G0) -

Couniry and ilem 4858 1956 1951 4058 1854 4955 1055
Bulparia
National income .. ... .. ... . . 58 65 83 83 98 108 113
Total investment. ..... .. . ... ...... 04 65 7 41 108 115 114
State investment ... ... ... ... . o7 67 82 o1 114 119 122
Retail zales. ... ... .. .. . . ... 71 81 72 88 124 139 160
Personal consumption. . . . . o L . . B4 109 125 135
China, mainlandb
National income . 85 109 115 121
Total investment e . .. 57 115 132 215
Retail sales .. ... ... ... . . . . 43 75 113 116 158
Czechoslovakia
National imcome. . .0 ... . . ... .. {2 79 86 95 104 113 119
Total investment . .. .. .. ........ 98 69 84 93 a8 106 129
Siate investment... . . ... ... .. B9 72 86 101 o8 101 113
Retail sales. . .. ... .. .. ... .. 86 . . 118 130 142
Personal consumption. .. . ... .. 116 128 137
Eastern Germany®
National income .. . ‘ s S 69 83 G4 106 111 114
Total investment .. ... .. .. .. 47 61 80 91 101 133
State investment. .. .. . ... . ‘ 41 59 81 o4 98 131
Retatl sales. .. . ... .. . o 63 78 g1 1069 115 118
Personal consumption ... ... .. . ‘ 68 81 a2 110 115 114
Hungary
National income . ... .. .. ... ‘ 64 77 90 a8 96 104 a3
Siate jnvestment . ... . . ..... 83 61 89 101 69 65 58
Retail sales . o . 92 100 100 90 120 126 141
Personal consumption ... .. . ... O] 97 101 97 120 129 14¢
Poland
National income . .. .. . .. 69 79 85 91 111 120 13¢
Total investment . . . B ¥ | 66 T4 87 167 111 13
Investment, socialist sector . .. . ... 61 73 a6 105 107 16¢
Retail sales . ... . 86 94, 100 103 116 132 15¢
Personal consumption . . .. : 80 87 93 97 118 128 14%
Romania
National income . ... . . ... .. 63 66 83 90 105 125 13¢
Investment, socialist sector . . . o . 42 59 79 88 98 11
Retail sales?. . .. ... .. . 63 70 79 114 125 14.
[/55R
National income .. . ... 6l 73 82 g1 112 125 14,
Investment, socialist sector o .62 75 85 a5 118 134 15!
State investment. . . .. e . 64 76 86 96 118 129 15
Retail sales. . . ... L .49 65 75 82 118 124 13

Source:  Bulgaria:  Statisticki  Godishnik, 1956, and
reply of the Government of Bulgaria to the United Nations
questionnaire of November 1957 on economic trends, problems
end policies; China, mainland: Razvitie Narodrnogo Khozyaistva
Kitaiskoi Nerodnoi Respubliki (Moseow, 1956); 5oprosy Fleono-
miki, No. 7, 1957 {Moseow); People’s Datly (Peking). Czecho.
slovakin: Statisticke Rocenka, 1957; Rude Prave {(Pregue), 31
October 1957; United MNations, Woerld Fconomic Survey, 1956
{sales number: 1937.11.C.1}. Eastern Germany: Statistisches
Jahrbuch, 1955 and 1956; Statistische Praxis, Nos, 3 and 5, 1957
{Berlin); United Nations, Economic Survey of Furope in 1955
{sales number: 1956.11.E 2}, Hungary: Statisstikai Evkenyv,
1649-1955; Statisstikai Havi Kezlemenyek, No. 7, 1957; United
Nations, World Economic Survey, 1956 snd data communicated
to the Secretzriat of the United Nations. Investment in constant
prices, 1949-1955, obtained by deflating reported investment
valued in curreat prices by l{xe implied price index for net
investment The lggﬁ figure is based on the percentage change
in constant prices. Poland: Rocznik Statystyczny, 1956 and 1957,
194G investment extrapolated by data in 1950 prices. Romania:
Anuarul Statistic, Al RPR, 1957 (Buchmiest); speech by
Georghin Dej, 26 December 1955; United Nations, Forld
Economic Survey, 1935 and World Economic Survey, 1956 Soviet
Union: Narodnoe Khozyaistvo SSSR v 1956 Godu (Moscow, 1957);
Vestnik Statistili, No. '}, 1950 (Moscow); Pravda (Moscow), 18

January 1950 and 29 Januery 195%; Bolshevile {Moscow)
November 1951, Retail sales in constant prices for 1949 obtaine
by deflating values in current prices.

» Txcluding farm market sales.

b In current prices.

°In current prices. Indices of national income in constan
prices derived {rom data resorded in Seatistisches Jahrbuch, 1958
and indices of personal consumption, obiained by convertin
the data on current prices repraduced in the table by the inde
of cost of living, ere as follows:

1050 1951 1952 1953 1954 193

National income. . 738 878 957 1000 1117 120
Personal consumption 50.2 67.4 858 100.0 1171 12%

The ahove indices were not reproduced in the table beeause ¢
an obvious inconsistency. They suggest an increase of 260 pc
cent in real personal consumption and a rise of 160 pex ceatl !
real naliurmf income between 1650 and 1955. On this bas
personal consumption, which in 1950 accounted for 69 per cet
of national income, would in 1955 exceed considerably the toh
national income. The probable reason for this discrepeacy
the inadequacy of the official price indices, which seem to ové
state the aetusl decline in consumer prices.

¢ Fxeluding private non.farm market
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Table 40. Percentage Distribution of National Income by Type of Expenditure,® Selected Countries®
{Based on constant prices except as indicated)

Counlry and type of expenditure 1945 1956 1957 1952 1553 1954 1855 19456

Bulgaria

Accumnulation . 267 280 18.9 16.5 14.0

Social consumption e 6.7 6.2 6.6 69 7.1

Personal consumption. . ... ..., . 66.6 65.8 4.5 76.6 789
China, mainlands

Accumulation. . . . 157 18.3 21.6 20.5 22.8
Eastern. Germany

Accumulation. 14.7 14.6 14.7 13.9 14.8 148 16.1

Social consumption. 16.6 1.1 175 168 14.2 135 12.5

Persenal consumption. 68.7 67.3 67.8 69.3 71.0 717 71.4
Hungary

Accomulation . . 21.0 26.8 34.0 28.4 314 24.9 2711 6.1

Social eonsumption. . ......... ... 130 15.1 14.3 20.9 224 17.3 16.4 182

Personal consumption. .. .. ..... ... 660 58.1 517 50.7 46.2 57.8 56.5 758.7
Poland

Accumulation ... ... ... ... .. ... 154 20.5 201 22.6 277 23.0 22.2 20.0

Social consumption. ... ... ...... 6.0 5.6 6.1 5.5 438 5.3 5.7 6.3

Personal consumption. . ......... .. 785 73.9 73.8 71.9 67.4 71.6 72.1 78.7
Yugoslavias

iccumulation e 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 9

Source: Bulgarin: Statisticli Godishnik, 1957; based on 1952

rices. China, mainlend: Pesple’s Datly, Lastern Germany:
tatistisches Jahrbuch, 1955; Statistische Praxis, Nos. 3 and 5,
1957. Hungary: Statisstikai 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 extm})olutiug the
above values by the reported percentage increase of each com-
ponent in 1954 prices; export-import balance added to social
consumption. Poland: Recznik Statystyciny, 1957, derived from
absolute figures given for 1955 and 1956 and indices 1949-1955;
export-import halence and losses added to social consumption,
Yugoslavia: Stetisticki Godisnjak, 1956; United Nutions, World
Eeonomic Survey, 1956; export-impert balance and statistical
discrepancy added to socin! consumption.

* A3 the percentage share of a given type of expenditure in
the total depends in part on relative prices used in the valuation
of 2 given expenditure, datr in this table may be viewed only
s indicative of changes over time, to be used with caution in
any inter-country comparisons. Sinee in Bulgaria, Hungary and
Poland the ratio of consumer goods prices to preducer goods
prices wos 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 ir total income would
be highest when hased 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 he illustrated by Polish data,
Expressed in 1950 prices, the share of persenal comsumption
in the total declined from 69.1 per cent in 1949 to 55.4 per
cent in 1953 and incressed to 62.8 per cent hy 1956. The com.
gnmb!e movement, based on 1956 prices, was 78.5, 67.4 and

3,7 per cent, respectively.

The relative movements of prices of consumer and producer

goods should alse be berne 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 persona! eonsumption and national income.

In Romania, between 1953 and 1956, national income
tose 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 maioland China and Eastern Germany, based on current
rices, Simce in mueinland China prices of producer goods
Reclined 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
incrense in the share of personal consumption would be quite
substantial if the date were expressed in conatant prices.

b The system of national accounting adopted in the centrall
planned economies distinguishes three major types of expendi-
tuzre on national product: personal comsumption, social con.
sumption and aceumulation. This classification corresponds
approximately to that of lperaonul congumption, government
expenditure and net cepital formation nsed 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 alse. 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. Secial consump-
tion is compased of consumption of goods by the government
and hy establishments providing services to individuals. Govern-
ment expenditure on military equipment and installations may
be allocated partly to socizl consumption and partly to accumulg.
tion. It is also probable that in some countries social consump-
tion contains an adjustment for the foreign trade halance, whic
in others is listed separately. In order to render the data com-
porable 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 #s 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
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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 agrieultural
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.?®

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 1934, the year
immediately following the changes in economic policies
introduced in 1953, while in 1955 and in 1956 either
cutput per man rose more than money wages or only
slightly less. In Poland and Hungary, however, money
wages increased much more then 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 alse 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

* Tn countries where the share of agriculture in national prod-
uet is large, & decline in agrieultural output during a given year
will affect national product considerahly but may have little
cffect on consumption, since the latter depends Jargely on agri-
cultural supplies produced during the preceding calendar year.

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. 1t is signifi-
cant, however, that the initial sharp increases in con-
sumption in relation to national income, which oceurred
in 1954, were in general [ollowed 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 ahsolute de-
cline in national produet; 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.®

** The rise in peasants’ savings was mainly due to a growing
helief 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 eguipment and of fertilizer, induced peasants to

restriet their consumption with the view of raising their invest.
ment in the future.

Table 41. Indices of Gross Qutput per Man, and Real and Money Earnings per Worker, in Industry, by

Country
(1953 =100)
Counlry and ilem 1949 1950 1951 1552 1954 1955 1956
Bulgaria
Qutputper man. . .. ... . . ... . ... .. 71 75 85 93 101 106 114
Earnings per worker:
Money... .. ... ..ol 68 76 83 94 106 111 114
Real " . . ... .o L 91 81 79 as 126 133 147
Ratio of real earnings to gross outputs. .. ... 128 108 93 94 118 126 126
China, mainland®
OGutput per man 90 114 125 151
Earnings per worker:
Money .......... 91 102 106 121
Real . ... . . . 94 102 105 118
Ratio of real earnings to gross outputs. 165 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}
Counlry and ilem 1949 1950 1951 15852 1954 1955 1956
Czechoslovakia
Qutput perman. . .. ... ........ ... .. . ... 65 73 80 92 102 116 118
Eamings per worker:
Money. . . ..ot 69 77 83 92 109 110 113
Reale.. ... ... ... ... . ... .. 101 90 100 124 128 135
Ratio of real earnings to gross outputs. . 138 112 109 122 116 114
Eastern Germany?
Output per man. . 71 85 92 106 113 125
FEamnings per worker;
Money. .. ........ .. .. 78 86 92 110 114 118
Reale... .. ... .. .0 . . 54 75 87 119 126 130
Ratio of real earnings to gross outputs. . . 70 89 95 113 111 104
Hungary!
Outputperman . ....... . ... .. ....... ... .. 68 80 91 99 99 105 95
Earnings per worker:
Money ............ ... ... .o 59 70 73 96 111 116 122
Beal. ... ... ... ... ... . ....... 110 122 107 95 116 122 131
Ratio of real earnings to gross outputs .. ..., 163 151 118 96 117 116 139
Paland¢
Outputper man.. ... ... ... ........v.o... 65 70 80 9i 107 114 119
Earnings per worker:
Moneys. . ... ........ . . ... ... .. 48 59 65 71 106 110 122
Reals.. ... .. ... ..o . 92 104 105 10 113 123 135
Ratio of real earnings to gross owtputs. . ..., ,.. 143 148 132 112 106 106 113
Romania
Output permen.. . ....... . 73 86 96 103 112 122
Earnings per worker:
Moneys. .. . . 92 i 120 131
USSR
Outputper man. ... ... . ... . ... .. .. .. 71 80 88 94, 166 115 123
Earnings per worker:
Moneys........ ... ooovin Ll . 99 100 100 101 104 107
Reale. ... ... ... ... ... .. ... ... 67 78 85 91 105 108 112
Ratio of real earnings to gross output= | 94 98 97 97 99 04 91

Yugoslavia
utput per man,
Earnings per worker:
Moneys., ... ...... ...
Reals,, ... ..

Ratio of real earnings to gross outpute.

. 94 100 103 106

114 99 107 111 121
97 103 109 100 103
109 109 97 97

Source: Bulgarian: Statisticki Godishnik, 1956, China, mainland:
People’s Daily. Crechoslovakia: Seatisticka Rocenka Republik
Ceskoslovenske, 1957, Enstern Germany: Statistisches Ja Lrbud{
1955 and 1956. Hungary: Sratisstikai gvkanyu, 1649-19535, and
Statisztikei Havi Kozlemenyek, No. 7, 1957. Poland: Rocznik
Statystyczny, 1957. Romania: Anuarnl Seatistic RPR, 1957;
Probleme E{anomice, May 1957 (Bucharest) and table 42. Soviet
Union: Narodnoe Khosyuistso SS5R v 1956 Godu and reports on
fulflment of plans. Yugoslavia: Statistieki Godisnjak, 1_?)55 and
1957 and Index 1957, No. 1. It was assumed that the increase
in money wages for the whole economy in 1956 was equal to
the increase in wuges of industrial workers.

Real wages for Czechoslavakia, Eastern Germany, Hungary
and Yugosiavia were obtzined by deflating money wages by the
cost of fiving index; for Hungary, a cost of living index for wage
carnery wos used which differs somewhat from that given in
table 37. Real wages for Bulgaria, Poland and Meinland China
Were obtained by deflating money wages by the retail price
indices shown in the same table. The index of money Wages
for the Soviet Union was derived by multiplying the index of
real wages by an estimated retail price index ineluding free farm

market prices. The retail price index was derived from data on
State and collective farm market prices weighted by the 1940
shares of these two markets in totax; trade. Since the retail price
index may not reflect adequately changes in cost of living, the
index of money wages indicated in the table may involve certain
@ITOrs.

= Renl earnings per man divided by output per man.

¥ Bxcluding smell-scale and private industry,

@ Since the index of cost of living used to deflate money wages
for 1950-1952 relates to the price levels of December each
year end the data on money wages are anoun} averages, it is
possible that real wages declined less in 1951 and 1952 than
was shown by the index.

9 Including salary earners.

¢ As indicated in footnote ¢ to table 37, it is not certain
whether price indices reproduced in that table were revised sfter
the publication of the Statistisches Jahrbuch. It is, therefore,
possible that the increnses in real wages obtained by use of these
indices overstate the actual rise in real wages.

! Industry under the jurisdiction of ceatrsl ministries only.

& Average in national economy.
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For mainland China and Yugoslavia, the two coun-
tries where prices of consumer goods centinued to
increase throughout the period under review, data on
changes in the allocation of national product are avai-
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 lo 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
pse. 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 haxvest.

During the following two years the share of con-
sumplion 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 Tise in social consumption. Beginning with
1954, the share of accummulation declined ; the effect of
this decline was partly offset, however, by an increase
in social consumption, o 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
industrialiy-preduced 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 eivil war,
was arrested in 1950, and was followed by a shozt 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 acocumu-
lation in national income reproduced in the table are
based on national income slatistics in current prices,
{hey seem to reflect adequately the actual changes in
the allocation of national product, since prices of in-

vestment and consumer goods moved approximately in
parallel during the period to which they refer.” Corn-
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-
suzes 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 thal ac-
cumulation tose 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’ consumplion 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 upen 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 cenl. 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,
suflicient 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

1 faet, prices of investment goods tended to decline, while
those of consumer gocds incrensed The indicaled rise in the
rate of accwmulation somewhat understates, therefore, the in-

crease which would be obtained if the data were expressed in
constant prices.
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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
eflective 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 countiies,
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 inventeries, and second, that the changes
in retail sales may not adeguately measure those in total
consumption owing to variations in peasants’ consump-
tion of their own produce. Generally, however, for the
Soviet Union, there appeats to be a closer corzelation
between changes in retail sales and those in consumption
than between changes in fixed investment and those in
total accumulation™ The relative movements of retail
sales and national income may, therefore, he 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

*' The effect of the changes in State fixed investment may be
offset or reinforced by changes in other government expendi-
Lure, in investment of collective farms and especially, in case of
fluctuations of agrieuitural 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 ghare much less impertant, than in other
centrally planned economies

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 1elation 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 appeais that the period of declining prices
in the Soviet Union was characterized either by a rize
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 remained approximately constant during the pe-
riod of falling prices indicates that the main factor
which 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 veal 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).% During this
period, output per man increased very substantially, and
since the share of national produet devoted to consump-
tion remained unchanged, the supply of consumer goods
increased much more than the money wage bill, creating
conditions for a considersble 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 peasanis 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 inereased
substantially. Also, during the same period, taxes on
peasants’ income and on certain groups of urban popu-
lation were reduced.®® Thus, in contrast to the earlier

¥ It is evident that, since retail prices do not adequately re-
flect the changes in cost of living, the use of sueh indices for
inflating real wages can give only 2 broad approximation of the
changes in meney 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.

**Tor details see United Nations, World Economic Survey,
1956 and Economic Survey of Lurope in 1956 (sales number:
19571 E1).
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years, the reduction in the unit wage cost did not resuit
in any reduction in consumer prices because its effect
was offset by a rise in other payments and by a redue-
tton 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.™

In Lastern Germany, another country where consumey
prices were declining duzing mest 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 1934 ; 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
investiment 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 soeial consumption and accumulation declined
substantially in relation to national income and that the
rise in the share of personal consumption was moie
pronounced than is indicated by the data in current
prices. This was most likely due to the fact that repara-
tion payments during this peried were first curtailed
and then abolished.

Restrictions imposed upon the growth of income pay-
ments in relation to output centiibuied only Lo a limited
extent o the decline in piices. 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
countzies of the group, was partly due to the situation
at the beginning of the period. While in most of the
other countries consumption had aliready 1ecovered its
pre-war levels by 1950, in Eastern Germany real wages
were then stiti about 50 per cent below pre-war levels *
While comprehensive data on total consumption are not
available, it is significant that in 1950 per eapita con-
sumption of meal and {als was more than 50 per cent
helow the pre-war level, and even in 1236 it had not
yet reached that level,

" See statement reflened o in footnote 22 in this chapler
% In the Federal Republie of Germany, by eompaiison. the
reawar fevel was exceeded in 1930 by about 10 per cent

P i

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 {rom 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-
tiary to the Government’s objectives, was & shift in the
distribution of inceme from the urban to the rural
population. The intreduction o1 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 suflicient
to prevent them altogether.

In certain countries and periods these shifts weie
associated with a decline in over-all per capita con-
sumption. Such decreases were exceplional, 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 1930 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 thei: increase whenever the attempt
to keep money wages down proved unsuccess{ul. An ap-
proximate measure of the drop in the share ol product
allocated to wage earners, during the period of inflation,
can be obtained by comparing the changes in real wages
with those in ouiput 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 Chins,
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 rales were fre-
quently kept below the rise in output per man

Similarly, price changes were instrumental in bring-
ing aboul the 1ediztiibution of real income in favour of
labour afte: the turning point of 1953, This was paiiicu-
larly impertant in 1954, when theve were unusually
steep increases in real wages owing laigely to price
reductions. Duiing that year, the rise in zeal wagzes
considerably exceeded the increase in outpul per ruan
in all countries experiencing a reversal of price trends.
In Bulgaria, Hungary and Peland, seal wages continued
to 1ise lasler than ouiput par man between 1954 and



CHAPIER 3. INFLATION IN CENTRALLY PLANNED ECONOMIES

133

1956, although the difference between these two rates
was considerably smaller than in 1954, In Czechoslo-
vakia, however, output per man 1o0se more than 1eal
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 ruch 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. Fixst, 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

income in favour of the peasanis 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 intreduced 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 Iree 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 consurap-
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 intendeqd 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 1ise 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 cf
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 & 1ise in wage cost did not play a 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-
gquence 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 he
achieved, thereby giving rise to a larger than planned
increase in non-agricultuzal employment and in the
wage bill (table 42). However, even in such countries
as Czechoslovakia and Poland, where output per man
tose 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, whethe: o1 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 42. Indices of Planned and Actual Increases in Employment, Output per Man
and Agricultural Preduction, during the Five-Year Plans linding in or Prior to 1955°
(Year preceding beginning of plan =100)

Employment
Planned Aclual

Agriculiural
production

Planned Actual

Quiput per man
Planned Actuul

Counlry
Bulgarin®.. .. ... ... .... 138 153 160 166 157 117
Czechoslovakia . ... .. ...... 130 112 160 173 167 113
Fastern Germany .. ... ... .. 119 129 172 147 157 112
Hungary .. ... ...... ...... 161 174 192 147 ... e
Poland... ... ... . .. 160 161 166 70 150 120
Romania.... .. ... .. ... .. 140 150 i75 148 188 150
USSR... ... ... ... .. 1138 129 150 144 145 120

Source: Reports on [ulfilment of plans.

= The periods covered by the plans are as follows:
Bulgaria, 1949-1953; Czechoslovakia, 1949-1953;
Esstern Germany, 1951-1955; Hungary, 1950~
1954; Poland, 1950-1955; Romania, 1951-19055;
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 {actor of imbalance
was the failure to raise agrieultural 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 (tzble 42). The consid-
erable lag in the expansion of output and supply of foed
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 Lastern 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 balanee of de-
mand and supply, but also because of the importance of
food in workeys’ budgets. Shortages of {ood exerted a
much greater pressure on prices and wages than short-
ages of less essential items. In additian, 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 additienal 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
cutput indicated in the table refers to 1933. Al-
though during that year both employment and
oulput per man exceeded the original targets set
for 1955, 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 situzation was particularly important
during the period preceding 1953, when the rate of
increase in industrial production was the highest, while
agricaltmral output generally lagged far behind
(table 43). In Bulgaria, in 1952, when prices of con
sumer goods reached their peak, agricultural production
was Jower than in 1948. In Czechoslovakia agricultural
output shows hardly any change between 1948 and 1952,
In Poland, agricuitural output rese by 10 per cent in
1950, fell during the {ollowing 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 reasor 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 atieropts to impose collectiviza-
tion against the wishes of the large majority of peasants.

The eflect of the stagnation of agricultural produe-
tion on the supply-demand situation of the urban arcas
was in general reinforced by the considerable shifls of

Table 43. Indices of Gross Industrial and Agricultural Output, by Country

(1953 =100)
Counlry und ilzm 1948 1950 1951 1952 1954 1955 1956

Bulgaria
Producer goods. ... e S o 47 56 66 89 120 128 149
Consumer goods e e e 60 61 81 86 104 113 128
Total, industrial production 54 03 75 87 111 119 137
Crops o S . S 63 66 103 75 &1 9l 82
Animal products .. . 88 86 02 a9 101 108 106

Tetal, agricultural production 71

70 99 82 87 96 a0
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Table 43. Indices of Gross Industrial and Agricultural Qutput, by Country (continued)

(1953 == 100}
Coundry and tlem 1249 1950 1951 1952 1854 1555 1956
Ching, mainland
Producer goods. . . .o viuiiei e 21 73 120 140 159
Consumer goods. ... . 0 viaiiia iy s 37 78 115 116 141
Total, industzial production 30 76 17 126 164
C;opsv . ..
Animal products. . ... ..
Total, agricultural production 65 97 103 111 117
Czechoslovakia
Producer gaods. . ... ol i 52 61 12 89 104 113 125
Consumer goods .. ... ie i 60 79 36 a6 105 119 129
Total, industrial production 59 68 78 91 105 116 127
0 - 90 102 101
Animal produets. ... iee e 115 121 130
Total, agricultuzal preduction 94 97 99 96 98 109 110
Eastern Germany
Producergoods. ... ....oiiiiiiie 50 62 75 88 116 120 130
Consumer goods. .. ...\ oo ieea s Cee e 49 64 80 g1 110 117 121
Total, industrial production 49 63 7 89 110 119 126
CTOBS . o o rvt e s ve s i ne e vera e .
Anigaalpmducts...w.“.‘._,.‘....
Total, agricultural production 84 101 101 109 111 112
Hungary
Producer goods ... . .oiiiiaea
Consumer go0dS. . . voiieer i e
Total, industrial production 46 58 74 G0 104 112 100
Crops . vovnn v e
Animal products .. ... i i s
Total, agricultural productions 87 97 115 72 95 110 92
Poland®
Producergoods. .. ....... o v 43 50 68 84 113 126 139
Consumer goods. ... ..ouve i iin s 4B €0 74 86 109 122 131
Total, industrial production 44 51 71 85 112 124 136
CROPS. .o o i e .. 106 107 97 100 108 109 17
Animal products. . .. iiu e e ar 97 94 94 103 108 116
Tatal, agricultural production 96 103 96 97 106 109 117
Romanin
Producergonds. .. ... ... oo 57 104 125 141
Consumer goods . ... .v.oi v i e e 63 111 117 125
Total, industrial production 43 60 75 90 107 121 134
CrOPS . vt o e e a8 79 05 115 83
Animal products. . . .. e e e e e 98 100 112 128 118
Total, agricuttursl production 91 92 86 100 119 95
USSR
Producergoods. . ........ . oo 54 69 86 90 114 130 145
Consumer goods. . ......... ... i e 60 69 80 89 113 122 134
Total, industrial production 56 60 80 89 113 127 141
Cropss. . ... i e 99 95 112 104 130 155
Amimal products. ... ... Lo L
Total, agricultural production
Yugoslavia
rodueer goods. .. .. .iv e el
Consumergoods. ... .... c.oooov v 107 103 101 a9 115 129 144
c Total, industrial production 92 94 91 90 114 132 146
FOPE . . i e e e e
Anima produets. ..... ...... e
Total, agricultural productiond 100 66 87 100 88

. Source: Bulgaria: Statisticheski Godishnik na Nurodne Respub.
tika Bulgaria, 1957. Ching, mainland: Razvitie Narednogo Khax
yeistva Kitaiskol Narodnoi Respubliki, 1956; People’s Daily.
Czechoslovakia: Statisticka Rocenka, 1957, and Statisticky Obzor,
No. 12, 1056 (Prague). Fastern Germeny: Statistisches fziarbuclx,
1955, and report en plan fulflment, 1056, Hungary: Stasisztikai
Havi Kozlemenyel, No. 7, 1957, und Stetisstikai Evkonyv, 1949-
1955; estimations for 1956 by the Secretariat of the United
Ntm'or}s. Poland: Rocznik Statystyczny, 1957. Romania: dnuarul
Statistic A1 RPR, 1957; pian Tulflment reports; Rezvitie Ekono-

mii Stran Norodnei Demokratii (Moscow, 1955), and United
Nations, IForld Economic Survey, 1955, Soviet Union: Narodnoe
Khozyaistve SS5R v 1956 Godu. Yugoslaviar Statisticki Godisnjak,
1957; index of agricultural production com;:ilcd by the Secre-
tariat on the hasis of information on annual changes.

s Net product.

b Y049-1955, socialized industry; 1953-1936, all industries,
linked.

¢ Grain only.

4 Rough estimate.
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the population {rom 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 sue-
cessful and as a result, in the countries which prior to
1954 experienced inflationary pressures, per capita sup-
ply of {ood to urban arcas declined.® 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-
ereases, first on free and unauthorized markets and later
in State and co-operative trade. The decline in prices
after 1953 was greatly faeilitated by the improvements
in feod 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 arresied 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 tock place in the
face ol little, if any, increases in agricultural pro-
duction. This would seem to indicate that the rise in

* For instance in Hungary, retail sales of food increased in
1951 by oaly 2 per cent and declined by 8 per cent in 1852;
in Poland between 1949 and 1953, urban population rese by
21 per cent but retail sales rose by only 13 per cent and sales of
food rose even less.

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 goverament policies towards agri-
culture after 1953. In all countries, greater 1eliance was
placed upon income incentives as a means of increasing
output. Peasants’ incomes were substantially incieased
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, thiough
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 devoled to agriculture in the eurrent plans of
development is associaled with the increased importance
currently being attached to increasing levels of con-
sumption.



Part 1T

CURRENT ECONOMIC DEVELOPMENTS







i
[
E:
i
i

Chapter 4
RECENT TRENDS IN INDUSTRIAL COUNTRIES

The 1ecent 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 whale,
in 1954, accelerated in 1955, maintained its advance,
albeit at a slower pace, in 1956, and 1eached 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 1esources by
governments at the end of the war, and the use by pri-
vate business and consumers of accumulated lignid
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 peried,
following the mild recession experienced after the
Korean boom, was marked by a rapid growth in resi-
dential construction and personal consumption, whick
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)
Fired investment
Gross Muachinery Erxports and imporls of goods and services
national Personal Government HResidential and Change in
Year produc! cansumplion  ezpendifure Total conafruction eqguipmen! invenlories  Balance Exporls Imports
1958 .. ... 1000 65.8 15.7 17.3 3.8 83 1.0 0.2 a3 —-9,1
1954 . ... 101.2 67.6 14.7 18.1 4.2 8.1 02 0.6 10.2 -8.6
1955 . . 1085 72.2 14.5 198 4.7 8.6 16 0.4 111 -10.7
956 . ..., 1122 748 14.8 20.8 45 9.5 1.2 0.6 121 -11.6
1957 ... ... 1144 76.6 151 21.2 4.3 9.9 0.7 0.9 13.0 -12.1

Source: United Nations Bureau of Bconomic Affairs.

s Ineluding Denmark, Federal Republic of Germuny, France,
Italy, Netherlands, Norway and the United Kingdom in western
Europe; and Canada and the United States in North America.
Caleulated, except for Cannda, 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 hoom from developing excessive momen-
tum, imposed credit and other restrictions designed to
limit the expansion of demand and release resources for
other purpeses. Nevertheless a rapid increase in per-
sonal consumption, especiglly 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 Eutope as shown in table 45,
The sharp rise in production led to an increase in the
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parities, ns established for the purposes of table 32 of Organisa-
tion for Turopean Keonomic Cooperation, Comparative National
Products and Price Levels, Milton Gilbert and Associates (Paris,
1958). Data for Canads included on the basis of the official
exchange rate. Exports and imports of poods and services
represent the sum of the fgures 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 fevourable 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 encounttered in the supply of
materials, equipment and labour during this period did
not significantly hamper the growth of production.
Most of the essential raw material and energy require-
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Table 45. Western Furope and North America: Gross National Product, Gross Fixed
Investment and Consumption®
(At constant prices; percentage change compared with preceding year)

Region and flern 1954 1955 1956 4957

Western Europe
Gross national product . ... ............ 6 6 4 4
Gross Axed investment ‘ 10 10 6 4
Residential construction . .. N 1 1) 5 2 2
Machinery and equipment. . .. .. 10 15 8 5
Personal consumption 5 6 4 4
Durable censumption. . . 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
Persenal consumption . 2 7 3 2
Durable consumption . — 22 —8 —

Source: United Nations Bureau of Fconomic Affairs.

* 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, hut were over-
come by imports from North America. There was, as a
result, a rapid growth in the trade of western Europe
with Noxth America, a development which was further
stimulated by measures of trade liberalization in west-
ern Lurope.

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 indushial
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 ir-
poriant was the sharp declire 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 Amierica, reflecting the re-
sponse of business investment to the previeus year’s
economic expansion. The consequent {all in the rate of

utilization of capacity was the main factor tending to
slow down the growth of business investment in 1957.
In western Lurope, which had embarked upon the cur-
rent phase of econemic 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 produetive
capacity continued to open, and the volume of idle
equipment was steadily augmented Nevertheless busi-
ness investment continued to rize slowly until the laiter
partt of the year, owing in large part to the continuation
of investrment projects begun eailier 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 1937.
Of more immediate importanee 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
Tapan, likewise, business investment and industzial 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 countsies 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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early phases of the economic upswing relatively high

Per cent change in industrial production compared with

rates of growth in total real product had been recorded. preceding year
In the western European countries, as a whole, total 1954 1955 1956 1957
output increased a little less than 5 per cent in 1953 Toﬁv%i SIS “é %(l} g g
and about 6 per cent in 1954 and 1955. Real output rose estern hurope... .

s . _ North America .. .... —7 11 3 -
evenfaster in Canada, Japan and the United States— Tapan ... ... 7 7 99 14

by zhout 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 Luropean couniries and in North America.
In western Furope 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.?
It can be seen from the following table that industrial
production rose at a rate of 9 to 10 per cent in western
Furope 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
hoth 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 tevival 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 & 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.

*In Trance and Itsly, 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 produwct 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 mationsl produet in that year than in 1935
ard 1957,

Source: Statistical Office of the United Nations.

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 primaxily 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 industiial production in 1956 prob-
ably eould 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 light as they had been in, say,
1951 ;* 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
govérnmental 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-

* For further discussion of this point, see chapter L.

Table 46. Real Gross National Product and Its Major Components, by Country®
{At constant prices; as percentages of 1956 gross national preduct)

Gross

Ezports and imporis of goods and sereices

nalional Personal Government Fized Change in
Country and year product consumplion expenditure  investment  invenlorics  Balanes Frports Imporls
Western Europeb

1955 .. ... ... .. ........ 963 64.8 123 17.2 13 0.7 16.6 —159
1936 .. e e 100.0 67.5 128 18.2 1.1 0.4 17.6 —17.2
1957 1038 70.1 129 189 1.3 0.6 18.8 —182

‘ Belgium
! 1955 ... ... ... ... 9Ll 67.2 11.1 16.8 0.1 2.0 34.6 32,7
956 .. . ... .......... 1000 68.9 114 17.6 o7 1.4 38.1 —36.7
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Table 46. Real Gross National Product and fts Major Components, by Country® (continued)

(At constant prices; as percentages of 1956 gross national product)

nqurig:a! Personal Government Fixed Change fn Ezporly and imporls of gouds and sersice
Country and year producl consyrmption  expendilure  inveciment  invendories  Dofonce Ezporls Iniports

Denmark

1955 ... ... .. ..., 088 67.7 130 17.2 — 0.9 33.9 —33.0

1986, ... .. .. coaeei ... 1000 68.3 13.2 174 1.4 (.4 34.6 —34.9

1957 . . . e . 1044 70.7 132 17.8 10 15 374 —~35.9
Federal Republic of Germany

1955 945 555 12.5 210 2.9 2.6 20.2 —17.6

1956 . . .. ... 1800 50.8 12.7 22.4 1.3 3.7 23.3 —190.7

1957, . e 104.6 62.9 13.2 22.5 1.6 4.4 26.4 —320
France

1955 . 958 65.6 12.4 16.2 0.8 0.9 15.2 —143

1956. . ... ... 100.0 68.8 14.3 17.3 1.4 —19 140 —15.9

1957. .. 106.1 72.9 14.9 18 1.4 —-1.9 14.9 —16.8
Ttaly

1955. .. ... ... .. ..... 950 65.0 104 19.6 1.4 —0.5 12.6 —13.1

1956. . . 180.0 679 1069 21.2 0.8 —0.7 13.9 -14.7

1957, ... . eeaa... 1854 70.8 11.0 22.8 0.5 0.2 16.7 ~16.4
Netherlands

1955, . .. .. 86.6 56.0 13.7 21.8 19 3.2 514 48 2

1956. e e .. 1000 60.9 13.7 24.2 29 —1.7 535 —55.2

3¢y 102.5 60.3 137 28 8 —0.3 56.3 —56.6
Norway

1955, .. ... 95.9 549 9.7 35.1 1.3 -5.1 349 —40.0

ios6. ... .. 180.0 56.4 10.0 36.4 2.5 —5.3 318 —43.1

1957 . 102.9 580 10.3 31 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 18.7 226 1.2 —{.3 21.8 —222

1957 .. o 102.1 58.5 19.5 23.0 1.1 — 236 —23.6
United Kingdom

1955 . . 98.4 62.8 185 15.4 1.6 6.2 23.2 —-23.0

1956 .. ... .......... 1000 62.9 18.6 16.1 1.3 1.1 24.7 —236

1957 ... .. . 101.8 64.1 18.0 16.9 23 05 249 —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 .. 1010 67.3 138 188 0.2 0.9 7.5 - 6.6
Canada

1955 .. .. 92.3 60.0 12.7 21.3 0% —2 19.3 —21.8

1956 .. ... 100.0 639 130 25.5 2.2 —4.6 n5 —~252

1987 . . e 100.5 64.9 13.0 26.6 0.4 —4.3 205 —24 8
[nited 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 09 57 4.8

1957 . 101.0 65.7 16.9 16.9 0.2 1.3 6.2 —4.9

Japans

1955 91.0 57.8 10.6 17.5 4.2 0.9 131 —122
1956 P 11 1 X' 61.6 11.1 21.8 7.6 —-1.6 14.7 —15.7
1957 . . . e 1061 64.6 11.9 256 6.7 —2.7 15.8 —185

Source: Statistical Office of the United Nations and Buresu of
Lconomic Affairs; replies of Governments to the United Nations
questionnaire of November 1957 on economic trends, problems
and policies; Organisation for Buropean Eeonomic Co-operation,
General Statistical Bulletin; and nationa! seurces.

Figures for 1957 are preliminary estimates of governments oy
of the United Nations Bureau of Economic Affairs.

@ Except in the ease of Japan, Norway, Sweden and the United
Kingdom, wherc it was not possible to do so, figures have been
adjusted to conform, as far as Fossib]c, to the United Nations
system of national accounts This has invelved the following
adjustments in the case of the Urited States: "net [oreign
investment” was replaced by the balance of exports and imports

of goods and sexvices, by edding loreign economie aid and private
remittanees abroad to net foreign investment and omiliing the
carresponding items from government expenditure and personat
consumption, respectively; the value of civil public construction
was transferred me goevernment expenditure to fixed invest-
ment; and an amount equal to the valuwe of new pgovernment
buildings was added to government expendilure in respeet of
(EeErecintion of government buildings
See footnote a to table 44,

® Public civilian investment in corporations and enterprises
is included in fixed investment; the rest of public investment is
included in government expenditure.

4 No provision is made for inventory valuation adjustment
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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 tevenue and expenditure policies
upon the economy. As was shown in chapter 1, the total
outcome of these policies was that, in general, 2 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 1957.2

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)

First Second

Countey half half

Total . o 2 -1
Western Furopean countries®.. . . 3 1
Belgium. ........... ....... 8 —6
Demmark. . ....ovevr e 2 ]
Federal Republic of Germany .. © —1
Framee.. ...... .. ..... . ... 4 4
Taby. ... oo 5 1
Netherlands ....... .. ....... 4 —4
NOFWEY. oo e 1
Sweden... .. ....... .. ... 3 —
United Kingdom. ~ ........... 1 1
Conada...... ...... -1 -3
United States ., 1 2

Source: Organisation for European Economic Co-operation,
General Statistical Bulletin (Paris}.

s Member countries of the Organisation for European Eco-
nomic Co-operation.

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 partieularly ac-
tive in this respect, since in addition to introducing

*The United States Government exerted a fairly substaniial
retarding influence on the economy through the budget in 1955,
hut this did not prevent & 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.

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 Nerth 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 counlries
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 te 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 Hne 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.* Measures introduced by the Scandinavian
countries in 1954/55 and by the Netherlands in 1957
had a similaz 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.

INTER-COUNTRY DIFFERENCES IN TIMING

The stowing down in the growth of demand and pro-
duction did not occur in all industiial 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
Jed to serious balance of payments difficulties;® strong

1 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.

3 In Sweden and the United Kingdom the high rate of inven.
tory accumulation in 1955 alse contributed to the deterioration
in external balances.
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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 Fersonal
nafional  disposably  Personal
Country and year product tnicome™  consumplion
Western Europeb
1966, ... ... ..., B2 5.8
1956, ... ... ... .. ..... 88 4.2
WsT ... ... ...... 38 3.9
Denmark
965, . ... ... ..., —08 —1.6
1956. ... ... ... 1.2 0.9
1957 o 4.4 3.5
Federal Republic of German
1955Pf)’ 118 8.7¢ 9.4
1956 ... ... «o.ouee.. 5B 7.4e 7.8
1957 ... ... ... ..... 46 T2= 50
France
955, ... ... ... 67 g 59
1956, ... .. ... 4.4 6 6.4
1957 .. ... 6.1 6 59
Italy
1955. . ... . ......... 68 3.9
1956 4.3 .4
1957, .. ... 5.4 4.2
Netherlands
1965 ... .. 7.1 6.8
956, . ............... 35 8.8
1957 .. 2.5 —1.0
Norway
1955.. ... 2.9 26
1956. 4.3 2.7
1857 .. 29 2.8
Sweden
1955 . 4.0 5.2 3.9
1956 . 32 2.7 2.7
o587 . L. 21 18 1.0
United Kingdom
1955.. .............. 30 4.7 32
1956, ... ... ... 1.6 3.1 04
1957. ... .. 1.8 2.7 2.0
North America®
1955. . 7.7 7.2
1956.. .. .. 3.2 3.3
1957 . ... 1.0 L6
Canada
1955 ., 8.2 8.8 g0
1956 . . ... 33 7.9 6.6
1957 . . 0.5 15 15
United States
1955 ... .. 7.0 5.8 71
1956 . .. 2.9 4.5 32
1957 ... ..., 1.0 1.4 16
Total industrial countriest
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 @ to table 44,

° Disposable income from wages and salaries, retirement
pensions, public transfer paymenis and withdrawals by self-
employed persons for private purposes.

governmenlal 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 I'rance 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 indi-
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 Lo restrict the growth in
consumption.® These measures were {ollowed by a fall
in the Ievel 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 rela-
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.” The very censiderable increase in external
demand for shipping services during and immediately
after the Suez crisis and the continued rise in ex.
ternai demand for basic export commodities also con-
tributed to the improvement in foreign halance and to a
moderate rate of growth in demand ard 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 inerease in industrial invest-

* A deterioration in the terms of trade as a resul: of a fal}
in the prices of agricultural exports also had an adverse effect
on the balance of payments,

" In Sweden a slowing down in the rate of inventory accumula-
tien in 1956 and 1957 also contributed to the improvement in
the foreign bhalance.
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Chart 9. Indices of Industrial Production
(Sensonally adjusted heli-yearly avernges)
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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 construe-
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 wes associated with a progressive relaxation
of the previously imposed restrictions late in 1956 and
during the first half of 1957.% In spite of this, total
consumer expenditure did not rise in relation to per-
sonal dispesable 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-
Juction 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 detexioration 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.

" The casing of the restrictions affecting purchases of motor
vehicles did not have an immediste impact on snles because of

the imposition of petrol rationing from December 1656 te May
1957, in connexion with the Suez crisis.
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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 1eal 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 {ailed 1o incresse any further. The slowdown
was now extended to the consumer goods industries,
accompanying a 1ise 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 lax 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 ears. Housing
investment was adversely affected by reduced avail-
ability of funds, higher costs of land and construction,
and more selective demand.? The {all in durable con-
sumption in 1956, which was even more significant in
slowing down the expansion of demand,!® 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
tesulted in a 1ise 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 frst
levelled off and then dropped towards the end of the

*See Economic Report of the President {(Washington, D C,
Jenuary 1957}, page 25 Tt should also be neted that, as a result
of the large volume of residential construction sinee 1950, there
was a substantial increase in the stock of vacant units, avail-
able for sale and rent.

** The decline in automobile sales was 1wice as large as that
in vesidential construction in 1956.

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 uplurn in defence expenditure which had begun
in 1956. However, even these two buoyant components
of demand turned downwards in the lattex part of the
year; this, coupled with disappointing sales of new auto-
mobile models, led to a small decline in total final
demand al the end of the year. Industrial production,
which had beén 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 Targest
element in the drop in total demand in the [ourth
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 hack-
logs of unfilled orders in manufacturing industries. New
orders for industrial goods reached a peak late in 1936,
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 10 have been gen.
eral in wholesale and retzil tiade, 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 Netheilands, mainly because of 1apid increases
in fixed investment and peisonal consumption. In
France @ steep rise in public expenditure, consisting
primazily 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 o less marked easing
of demand for the year as 2 whoele in Belgium, Japan
and the Netherlands. In Canada developments during
1957 resembled those in the United States. Although
fixed investment rose [or 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 wes 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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rose, especially at the end of the year. In Belgium, where
the boom had been largely based on demand from
abroad, falling externa! demand for ceal, steel and
other metal products resulted in deterioration in the
external balance; this, together with a slight decline in
zeal 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 resiraining 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 halances of Canada
and the Netherlands during 1957.

The only two countries which did not experience a
significant sethack 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
tota} 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 1ise 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 balonce. In Ttaly, where consumption
10se 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 beth countries the rate of
increase in industrial production for the yeair 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
movemenls.

_ The slower rate of expansion in aggregate demand
in the industrial countries in 1956 and especially in

Table 49. Changes in Employment and Unemploy-
ment, by Country

Percentage change from previous year
g B P ¥

Tolal Employment Percenlage
clvilian in manu- unems
employment  facluring

Country and year ploymenia

Belgium
1955, ..
1956 . . ... o
W57, e
Denmark
965, . ... -1
1956 . . ..o . —4
WS7. .. . 3
Federal Republic of Germany®
1955 . 0o
1956, .. ...
1957 .o
Frances
1955 . ... ..
1956, ..., ...
1957, . ...

Italy
Joss. Lo
1956 . ... ... ...
1957.. .. ..
Netherlands
1955 e e
1956. .. ... ...
1957 ..
Norwaey®
1956. . .. e
1957, .
Sweden
1955, . .
1956 . ... e
1957, oo o0 0.
United Kingdom
1955, . . i
1956, . ... e
1957 . o e
Canada
1955 ... e
1956 . ..o
1957 . e e
United States
1955 .. ... .. ..
1956 . .o
1957 . o -
Japan
1955 . e
1956, . . ..
1957 .
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Source: Statistical Office of the United Nations, Monthly
Bulletin of Statistics; and national sources.

= The percentage of unemployment relates to the ratio of uan-
employed either to the total civilizn labour force or to the civilian
labour force available for hire. Unemployment percentuges are
not, kowever, comparable between countries owing to differences
in definition.

b Civilinn employment refers to wage and salary earaers only.

¢ Civilian employment refers to the over-all index of emplay-
ment of the Finisir of Labour. Unemployment percenisges
represent the ratio of gpplicants for employment to the civilian
labour force covered by the over-all index.

4 First aix menaths compared with the corresponding period of
the preceding year.
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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 40,

The easing in demand for labour became particulaily
pronounced in the latter part of 1957 and the early

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 stee} 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 boem. 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 stowed down less than production, both
total and industrial, in 1956, and in North America
the volume of expouts 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
guarter of 1956,

The volume of trade between the industrial countries
themselves 1esponded sensitively to the upsurge in busi-
ness activity in 1955, as shown in table 51, rising more
rapidly than industrial produetion 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 Nozth
America for goods from western Europe and Japan
and a corresponding advance in the purchases of west.
ern Eurepe 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 Notth 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 considerahle importance in re-
lation 10 the buoyancy of North American imports as
the recession began at the end of 1957, The telatively

Table 50, Quantum of Exports and Imports of Industrial Countiies
(Corresponding period of preceding year = 100)

Jtein and yeur Totala

Western Europeb
Nerth

America Totai Conlinental Sterling
Exportss
1954 .0 .0 o 110 104 111 114 105
1955 o 113 110 i1 113 107
1956 ... .. . 110 116 107 107 106
1957 .., . : 106 106 106 107 103
1957 Tirst quaster .. 116 121 113 116 106
1957 Second quarter. . . 106 109 104 105 102
1957 Third quarter .16 104 107 167 105
1957 Tourth quarter . 99 94 102 103 98
Imports
194 . . . . 105 93 112 116 162
1955. .. .. - . . 112 112 112 112 112
196 .. ... ... o 109 112 167 111 a7
987 . L o 105 100 106 107 103
1957 TFirst quarter . o 112 101 115 123 102
1957  Second quarter o 106 99 106 107 103
1957 Third quarter Co 104 101 104 105 1
1957 Tourth quarter . ... . .. . 101 99 108 102 104

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

» Including Japan.
! Member countries of the Organisation for

European Economie Co-operation. The sterling
countries are Iceland, Irelund and the United
Kingdam; centinental countries are the remainder,

° Excluding special calegory 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)

_ Totald
Counlry or area of arigin z{};ﬁ:’ﬂ::a %r;il;;,; z&tf::ls‘fgg oﬁnﬁr

North America®

1955, . e .o M 18 13 3

1086 . e e 14 16 i6 14

1057, e e —2 6 4 12
Western Buroped

1955 . ... ... .. 18 14 14 7
1956 . oo e 2] T g 3
1057 . e B 6 6 7
Japan

TOB5 . e T4 36 62 18
1956 ... e 20 20 20 21
1057 oo e e e 31 12 10
Tatal industrial countriest

1955 I £ 15 14 7
1056, . .. 1B 9 12 8
1057 e e s T 6 5 9

Source: United Nations Bureau of Econemic
Affairs.

a Tatimated on the basis of the current value of
exports to each area, deftated 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 19551956,
there was a considerable growth in import demand for
stems in short supply from domestic sources, such as
coul, steel and certain types of machirery. The liberali-
zation of imports from Japan and North America pro-
ceeded more rapidly than intra-European Liberalization
—trade within western Furope having alieady 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; apait from raising the total
impott requirements of importing countries, the short
crop caused a decline in French exporls in that year.
In addition to these developments, there weie 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 alse
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 petied, hut 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

b Including Japan.

¢ ixcluding &nimd States special ealegory
exports.

¢ Member countries of the Organisation fos
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 disappea ed 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 1est 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 Lastern
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 Lrade 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 Tose very
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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)

Quanfum of frade Terme Change in
of currend trade
Exports Tmports frades balance
Counlry and year {Pereenioge change from Rreceding year) (Afillions of dollars)

Belgium-Luxembourg

1955 ... .o 17 11 3 181

1956, ... ... .. ... 7 11 3 —56

1857 ..o L —2 2 — - 137
Canada

195, ... ... ... L. 8 14 1 —2713

956, ... .. 8 19 1 —591

1957... . 1 —4 -3 124
Denmark

A 9 ~1 1 86

1956.......... .. . 2 7 s —79

1957 ... 8 2 -3 15
Federal Republic of Germany

1955......... 0 ., . 16 24 -2 —335

1956, ... ... ... . 16 12 1 399

1957 ... . . 14 12 1 335
France

1955 ... .o 16 13 2 213

1956 ... .. .. . —16 16 —— —1,190

87 ... L 10 4 -2 —58
Ttaly=

1985.. ... ... . . 14 9 -3 —~03

o66...... .. . ... 9 12 1 —158

1957... ... . e 17 9 - ~ T4
Japan

1955 .. . 31 5 —d4 310

1956 .. R e 20 27 1 -269

1957 ... .. .. . 12 25 —4 e T2
Netherlands

1655 . ... : 10 8 1 -~ 77

1956. ... . . i 13 -1 —342

57 . 5 6 -2 — 14t
Norway

1955, . . . .o 2 4 5 —-21

86, ... . .. 14 8 B} 17

9s7 . ... .. — e —3 -~13
Sweden

1655, . . oo . 5 il 2 — 78

1956 . . 11 6 —3 13

1957, . - 8 6 —1 —13
United Kingdom

1955 .. g 12 -1 —730

1956. . 6 -1 2 816

1857 . 2 4 3 — 137
United Statest

1955 ... . S 10 11 2 155

1956 . o 17 8 1 1,680

1957 e . 8 3 3 1,730

Source: Statistieal Office of the United Nations ¢ Quantum of exports and imports derived by

and Bureay of Economic Affairs.
* Ratio of export unit value Lo import unit valug,
Y Exports f.o.b. less imports caf Imports of

dividing value by official unit value indices.

Canada and United States adjusted to ¢if, (foh. * Excluding shipments under military aid pro.
plus 1) per cent) Erammes.
premium of 20 per cent to a similar propertion of The short-term balance of payments position of
exports.t* France began to improve immediately after the August
** At the same time the spocial compensatory tax on imports changes in the exchange system; in facl, the August

was abolished, and the existing s stem of expert subsidies was .
superséded for all except o fow p);'{)duct& ? EPU deficit was already sharply reduced from the July
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level. However, some speculation continued,’® and on
98 October virtually all imports were made subject to
the 20 per cent surcharge and all expoxts to the 20 per
cent premium. Therafter a further improvement in the
bhalance 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 balances'® 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-
lands*” and the United Kingdom, and the declarations

18 In particular, there was a considerable increase in imports
of coal and steel, which were exempted from the previous im-
pert surcharge; France could not restrict imperts of these
commeodities from other members of the Europesn Coal and
Steel Community.

18 Although there was some shift in the United Kingdom trade
baiance 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 substontial decline in the
tmport balance of continenta! western Europe with the over-
seas sterling area.

7 Fhe 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.

by the Governments of the Federal Republic of Germany
and the United Kingdom of their intention to maintain
existing exchange parities.

FLuCTUATIONS IN DOLLAR BALANGES 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)
First Second Third Pourth
Country nad idem quarier quarler guarler quarler
Federal Republic of Germany
Trade balance. ... ... ..., -~+417.0 4-482.7 4-390.0 -4-403.5
Other items. —5L.3 —~86.3 -+307.7 —437.6
Total balance 43657 ~+4-390.4 -+697.7 —34.1
France
Trade balance . —1327.8 —~242.4 -~122.4 ~54.0
Other items .. .. ... . ... -—124.4 -51.3 —87.4 —32.4
Total balanee . ... ... ... —252.2 ~-203.7 —209.8 - B6.4
Netherlunds
Trade balance, —~110.7 -119.1 —30.6 —41.1
Other items . . . 4989 +113.1 —61.7 4-187.4
Totsl balance —-118 —6.0 —92.3 -4-146.3
United Kingdom
Trade balance . .. 4-62.4 4+21.0 —57.8 —813
Other items. —22.6 —24.6 —303.6 +84.9
Total balance 4-39.8 —-36 —401.4 +3.6

Sourcer Orpanisation for Europesn Feonomic
Co-operation, General Statistical Bulletin, No. 2,
1958 (Paris).

a Trade halances are the exports f.o.b. to all
countries in the European Payments Union less
imports ¢if. (excluding, however, the trade of

France, the Netherlands and the United Kingdom
with their respective affiliated monetary areas).
Payments halances, referred to in the body of the
table gs *‘total balances,” consist of the net sur-

luses or defeits with the European Payments
I[]Jnion, *“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 World, 1954-1957

{Sensonally adjusted quarterly data)
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Source: United States Department of Commerce, Survey of Current Business {Washington, D. C.}

& Represents payments abroad for United States imports of goods and services, government grants and capite] outflows on government

and private account,

b Represents receipts {rom abroad for United States exports of goods and services (excluding military 2id exports), fereign
long-term investment in the United States and errors and omissions. The verticsl distance between the two curves represents the

increase or deerease (chaded area in the chart) in foreign gold and dollar assets.

Table 55. United States: Balance of Payments, 1953-1957

(Millions of dollars)
Ttem 1953 1955 1955 1956 1557
Exports of goods and servicess. .. . . 17,081 17,938 19,015 23,518 26,262
Imports of goods and servicesb. cooeo —16644 16,088 —17,923  —19,800 —20,627
alance of goods and services o 437 1,850 1,992 3,718 5,635
Government grants and capitais <. —2186 —1638 —2308 2465 —2.725
United States private capitale e —845 2106 1,600 —3,483 —3,582
Fareign long-term investment in United States 206 244 344 342 339
Change in {oreign gold
and dollar assets {decrease —) . ... . .. 2,102 1,516 1,130 996 — 428
Errors and omissions .. ... . 296 178 451 692 761
Source: United States Department of Commerce, b Including government military expenditures
Survey o[f' Current Business (%Vashingmn, D C) abroad.

s Excluding military aid and exgarts of goods
and services in connexion with such aid. © Including private donations.

- 1 o3 |
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Table 56. United States: Ratio of Imports and Exports to Gross National Produet

Imparis Hzportss
Goods and services

Intluding Ezrcluding

QULrseas QUErseiLs

military military Gootdy and

Year expenditure cxpendiftire Merchandise services Merchandise

1953 . ....... .. 4.58 3.88 3.03 4.64 3.38
1954 .. ... . 44d 3,73 2.87 4.90 3.54
1855. ... . ..... 458 3.86 2.94 5.06 3.65
1956 ... ... ... 478 4.08 3.08 5.65 418
1957 . ........ 475 4.03 3.05 6.05 4.44

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 Furope in 1956 and 1957 than in the United
States. The following data alse show that the 1ate of
growth of industrial production in the United States
was smaller than in the rost of the world except during
the initial phase of United States recovery from the
1953 /54 recession (indices, 1953 = 100) :

1954 1955 1556 1857
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 te 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 cutput were recorded in
Canada and Japan since 1953. In other words, not
merely did economic activily 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 shaie
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 Stales exports as a percentage of
total world exports and of exports to certain selected
areas in 1953 and 1956:

United Stules czporiss oz a percentage of weorld exports to
Tolal All

Western indualrinl  olher
World Europe Cunada Japan couniries® couniriesb

1953 . . 162 9.2 737 322 181 207
1956, . . .. 179 121 754 342 204 212

Seurce: Statistical Office of the United Nations.
s Tixoluding sEeciul calggory exports,
b fixcluding the United States.

{Washington, . G}, February and March 1958.

v Excluding military aid exports.

Of greatest importance in the expansion of exports
from 1953 to 1957 were the agricultural surplus dis-
posal progiamme of the United States and the growth
of demand in the rest of the world for non-agricultural
raw materials and industrial equipment. The latier were
required to facilitate the production and investment
hoom 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, petroleum® and, to some extent, of metals.
Liberalization of imports outside the dollar area has
appartently 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 laigely of consumer goods, ac-
counts for less than 6 per cent of the 1ise in export
shipments from 1953 to 1957.° The main result of
dollar liberalization programmes thus far appears to
have been 1o 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, incressed 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 1357 in Canada, the chief United States market for consumer
goods,
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Table 57. United States Exports,® 1953 and 1957
{Millions of dollars)

Tem 1953 1957 Trcrease

Agricultural products . 2,848 4,511 1,663
Food ... .. . 1,721 2,498 777
Raw cotton. ... T, 517 1,048 531
Selected non-agricultural materials and equipment.. ., . 6376 10,786 4,410
Coal and related products. e 346 845 499
Petroleum and products 498 796 298
Metals and manufactures. . . 1,050 2,305 1,345
Machinery and vehicles® 3,682 5376 1,694
Chemicals and related products 800 1,374 574
Other manufaclures .. ... o 1,599 2,006 407
Textile manufactures 640 667 27
Passenger cars e e 276 208 22
Wood and paper manufactures 135 267 112
Miscellaneous manufactures e 528 774 246
Other. ... ... e e 02 1,088 386
Total exportss 11,525 18,391 6,860

Jource: United States Department of Commerce,
Total Export Trade of the United States, 1953, 1936,
1957 {‘Kﬁmhington, D.C)

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 capilal 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, bolh 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.* 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 industiial 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.

* In se far as these shipmenis were financed in domestic eus-
rencies of other countries, a reduction in their level could not,

of course, contribute to any improvement in the demand-supply
position for doliars.

» Exeluding special category exports.

b Excluding passenger cars.

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 produet
was still slightly higher in the last quarter of 1957 than
in the corresponding quarter of 1956. But there was a
sharp change {rom 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 nermally 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 imporls of certain items rose because
of special situations. This applies, for example, to the
replenishment of inventories of coflee, which were gen-
erally run down early in 1957, and to the large expan-
sion 1n imports of meat products, associated with a rela-
tive shortage of domestic supplies®* These develop-
ments are reflected in the import data for crude and
manufactured foodstufls shown in table 58. There is
probably also an exceptional element in the rise in
imporls of cars, involving a shift in the pattern of con-
sumption, secing that total sales of cars in the domestic
market declined sharply.

Of longer-lerm consequence js the fact that the share
of recession-sensitive commodities in tota] United States
imports has been declining in recent years. Imports of
crude and semi-manufactured materials other than
petroleum did dzop 10 per cent in value f1om the fourth
quarter of 1936 to the corzesponding quarter of 1957,
but at that time they comprized little more than one-

* There was also a large incresse in general imports of
tobacco, though not in imports for consumplion.
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Table 58. United States Imports, Fourth Quarters
of 1956 and 1957

{Millions of doliars)

Fourth quarier Percenlage

e e LRcrease or

Hem 1956 1557  decrease{~-)
Crude foodstuffs .. . ... ... 444 577 300
Manufzctured foodstuffs . . . 263 320 217

Crude and semi-manufactured

materials. . ... ... .. .. 1,582 1,516 —4.8
Petrolesm. ... ... ... 346 392 13.3
Other. .. .... ......... 1246 1,124 908
Finished manufactures .. .. . 889 911 25
Automobiles. . .. . ... .. &7 109 1319
Other. .. ... ... ... 842 g02 48
Torar 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 2bove normal levels.®® 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 pait of the
year, while the volume of impoits of ores or consump-
tion of foreign ores was generally maintained or even
increased.™

23 Tyom 1954 to 1957 the volume of imports of industrial raw

materials other than petroleum rose substantially less than in-
dustriel production in the United States.

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.™

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 hefore 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 upou 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
being achieved through slackening economic activity in
the rest of the world, with a consequent weakening in
the demand for goods from North America.

33 While imports of petroleum and of non-ferrous metals thus
showed & resistance to the recession, petrcleum imports are al-
ready subject to restrictive measures, and action whick weuld
have the efect of limiting imports of non-ferrous ores and metals
is under consideration.

3 Ags noted previously, & number of countries drew dollars
painst their quotas in the Internationel Monetary Fond 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 Changs in
US Government invesiment  Joreign gold
Goods and Services gronts in and doller Errors
and Private United asiels and
Year Eazparise Importsh Balance capiials capilals States {decrease(~~) omissions
1956
First quarter 5,392 &, 934 458 —~506 —577 125 536 54
Second quarter . 5,811 4. 856 955 —618 —623 157 76 53
Third quarter 6,049 —4£,805 1,054 —(88 --1,129 147 454 162
TFowrth quarter .. 6,266 - 5,025 1,241 —G33 - 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 — 047 —766 17 440 - 109

Source: United States Departme
Current Business (Washingten, D. C)

o Excluding military aid and expox
connexion with such aid

nt of Commerce, Survey of

ts of goods and services in

b Ineluding government military expenditures abroad.

e Including private donations
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Current Situation and Outlook

THE DEVELOPMENT OF EXCESS CAPACITY IN INDUSTRY

In view of the significant role of business fixed invest-
ment in some of the major industiial 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 weslern
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 1o a reduction in the
level of expenditure on plant and equipment, especially
in those industries in which excess capacily is most
burdensome.,

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 thexefore 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 lo rise 1apidly. With the slackening in
consumer expenditute in 1957, idle capacity began to
increase more quickly in consumer goods industries.
By April 1958 the extent of capacity utilization in hoth
sectors of industry was considerably below the level of
October 1955.

Federal Republic of Germany: Percentage changes in capacity
utilization, compared with October 1855

Cupital goody Conaumer goods
induyiries indusirics
19506, October . .. . —5 -9
1957, Apiil . . .. —4 Zs
1957, October. . ..., =7 —5
1088, April. .. .. ) -8 -9

Source: 1FO—Institut fiir Wirtechaftsforschung, Schnelldienst
{Munich).

In the United States, data on the volume and growth
of piroductive 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 arive 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 peal 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
thal 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 (o 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 capacily.

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
cenl—a percentage which was passed about three months
after the beginning of the current recession in 1957 by
the first quarter of 1958 the 1ate of utilization in major
materials averaged only 70 per cent of capacity at the
start of the year.

Changes in industrial production and cepacity

Estimates of production and capacity growth in
Uniled States industiy®® yield conclusions along the
lines of those reached above for major industrial mate-
rials. Similar estimales 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

* Unless otherwise stated, the tlerm “industry” as used
throughout the following discussion covers enly manufzeluring
and mining.
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Table 60. TUnited States: Ratio of Qutput to Productive Capacity,” MajorMaterials,
Metals and Textiles

{Percentage)
Year majm? ;(:fgfcrfnls Melals m?:ffﬁ(rfl:

1951

Firsthall. .. . c...covven 97 97 95

Second half. ... v 93 98 a5

Fullyear.........oviven o 95 98 90
1952

Firsthalf .. ... ........ 83 80 75

Second half. ... ........... 8O 84 81

Fullyear..... ... oovoos 84 82 78
1953

Pisthalf ... . ......... 91 g5 80

Second hatf.. .. ..... . ..... 86 90 73

Full year.......oeoeinvons 89 92 77
1954

First half, ..o oveuervon. 1B 73 68

Second hatf. .. ... e venuoo. 19 5 72

Tull year. ....cooovvnioonns 78 74 70
1955

Firsthelf.. . ..... ......... 8B 90 e

Second half .............. Lo 92 95 81

Full year.....ovvuvvvaninan 90 92 80
1956

Figsthalf. . ... oo vreen. 92 94 80

Second half .. ............ 85 82 7

Full year......coovouevvnns aa 48 78
1957

Tisthalt.............. ... 87 89 80

Second hall. .. ........... 81 79 i

Fullyear........ ..o 84 84 9
1858

First quarter®. ... ...... 10 38 70

Souree: United Nations Bureau of Economic
Affairs, based on data supplied by the Board of
Covernors, Federal Reserve System of the United
States.

a Based on data for seventeen materials cor-
bined with value.added wei?hts. Metals are pig:
iron, steel ingots, primary aluminum, and refine
copper. Texties are colton yari 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.?® They are examined here not only for the

* 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 eguipment o
gross investment in new plant and equipment remains roughly
unchanged throughout the period, {&) that the rate of com-
pletion of new cepacity varies proportionaily with gross fixed
investment, (c) that there is no change in the composition of
investment or of output which would sipnificantly aflect the
average relationship hetween ¢ unit of investment and a unit
of output and {d)} that there are no quality improvements in
productive assets due to technologicel 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 capaeity; to this extent, indications
of increases in excess capacity would slso 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 separately are cement, wood-pulp, puper,
aperhoard, petroleum products, coke, ung five
industrial chemicals.
1t is nssumed thot changes in capacity between
the beginning and end of each year have taken
place at a uniform rate.

192 é&s per cent of preductive capacity in January

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. Tor the four
western Buropean countiies, 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 tevms,
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 Indusirial Production,” Selected
Western European Countries
{At annual rates)

Country and ifem

4951 o
J855a 1946 1957¢

Countries with no slackening in demand in 1956-1957:

France

Gross investment in machinery and equipment (billions of 1954

franesy. ... L Lo A 141 1,400 1,500
Absolute change in industrial production indexd . ....... . ... 5 12 11 :
Ital
1oss fixed indusirial investment (billions of 1854 lire}e.... ... 780 910 1,000
Absoluie change in industrial production indexd. ... ........ ... 8 9 10
Countries with slackening demand in 1956-1957;
Federal Republic of Germany
Gross investment in machinery and equipment (hillions of 1954
Deutsche marks) ... . . 0 L 16 22 22
Abselute change in industrial production indexd. . . . e 11 10 8
United Kingdom
Gross fixed industrial investment (millions of 1948 pounds)e... . 764 914 945
Absolute change in industirial production tndex®. ... . ... ... . 4 —1 3

Source; Organisation for EuroBuan Economie
Co-operation, General Statistical Bulletin (Paris);
and national sourges,

¢ Investment relates to the average for the years
1952 to 1955; the annuzl rate of ncrease in in-
dustrial production is based on the increase from
1951 to 1955,

b [nvestment in 1956; industrial production in
1956 compured with 1955,

as compared with the earlier period. In France,* where
the recovery from the 1952 recession was delayed by
about a year, as compared with other western Luropean
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 Lwo years,

Unlike the situation in the above two countries, in the
I'ederal 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 1995, was accompanied by a Jower annual absolute
growth in industrial production.® This was particularly
true of the United Kingdom where industrial production
actually fell in 1956 and recovered moderately in 1957,
There was an inciease in idle capacity in both couniries

** It will be noted from teble 61 that in the Federal Republic
of Germany and in Franee, purchascs of machinery and equip-
ment are used as indicators of gross fixed investment in industry.

** Fhis 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 wtilized in 1951 than in 1955 in the United
Kingdom. Even in the Federal Republic of Germany, wheie the
relation belween the two years is less clear, since capacity
wtilization was high both in 1951 and in 1955, it is deubtful
whether this could have been an impeitant factor

¢ Investment in 1957; industrial production in
1957 compared with 1956,

4 The agsolule change in the industrial produc-
tion index is the numger of points by which the
index of industrial production {1953 =100} in-
creased or dccrcnseg (—) during the periods
indicated.

© Investrent in manufncturing, mining and
public utilities other than tramsport 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.?®

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 1933 peak to the end of 1955, although the

*In the caze 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 produe-
tive resources has been gradually easing, Although industrial
production in 1957 was only slightly higher than in 1953, the
high investment which has been going on for several years in
most industries should provide a ‘store of capacity’ for further
expansion ”

P A
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Chart 11. Gross Fixed Investment and Changes in Industrial Production
{1052.1955 avernge = 108)

IMDEX INDEX
ERAMCE ITALY
00 Wwo 1~
o E 0 ¢
1952-1955 1952.1955 1756 1957
average average
INDEX INDEX

FEDERAL REPUBLIC OF GERMANY

100

19521955 1956 1957
averoge

UNITED KINGDOM

100

19521955
average

1956

D Gross Raed investment lin percentage of 1952-1955 average leval)

increase, 1952-1953)
Source: Derived from table 61.

volume of investment was approximately maintained,
the rate of growth of production declined to about half
the zbsolute magnitude attained in the preceding two
petiods, as shown in table 62 and chart 12. Similar
trends may be ohserved 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

Chonge in tndusiriel production {in porcentoge of average onnucl

fully employed in the peak period of activity in 1955
as it had been in similar periods in 1951 and 1953.%

The lag between the growth of capacity and of pro-

it Part of the industrial capocity created in the period 1951-
1053 was defence oriented, and may not have been convertible
1o civilian purposes when defence expenditures were subse-
quently curtniled. However, the fall in the relative rate of
growth of productien appears to he too steep to be explained
solely by this factor.

il
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Table 62. United States: Gross Fixed Investment® and Changes in Industrial Pro-
duction,” Selected Months

(At annual rates)

Jul: January May Decomber  Degember  Decomber
1948 fo 1951 to 1953 v 1955 1o 1556 to 1956 [o
Junnary May December  December Augst December
1951 1953 1955 1056 1957 1957
Ttem N 8 (3 ) (5} (6)
Industry
Gross investment in non-farm producers
durable equipment v e 150 16.3 16.1 184 18.8 18.7
Gross fixed investment in industry? 7.5 9.8 96 1.6 11.8 i17
Absolute change in industrial produc-
tiomindext.. ... .. .. . .. 7 6 3 2 -1 -11
Menufacturing
Gross fixed manufacturing investmentd . 6.8 9.0 8.8 10.7 11.0 10.8
Absolute change in manufacturing pro-
duetion indexk. .. . . 7 3 1 — 10

Source: United States Department of Commerce,
Survey of Current Business (Washington, D. €);
Board of Governors, Federal Reserve System of
the United States, Federal Reserve Bulletin (Wash-
ington, D. C.).

o Billions of dellars at 1947 prices on a season-
ally adjusted basis. Periods covered for investment
as follows: column (1), second half of 1948, full
years 1948 and 1950; column (2}, full years 1051
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 ef 1807; column (6), full year 1957,

b The abselute change in the  industrial (or
manufacturing) production index is the mumber
of points by which the index of industrial (or

manu{acturiaﬁ) production (1947-1949 average =
100) increased or decreased (--), on a scasonally
adjusted basis, between the montlis indicated.

* August 1957 is chosen as the last month pre-
ceding the current recession.

4 Scasonally adjusted expenditure on plant and
equipment during the periods indicated deflated by
tmplicit deflators lor producers durable equipment,
The results would not be appreciably different if
changes in prices of non.residential construction
were taken inte account, owing to the broadly
similar movements in the prices of such construc-
tion and of producers dursble equipment during
the peried under review. Industry includes manu-
facturing and mining

Chart 12. United States: Gross Investment and Changes in Industrial Production, Selected Periods

(July 1948-January 1951 = 100)

INDEX
150 7
— foeeiiem
100 +
50 A
o B ;
Juty 1948 Jan. 1951 Moy 1953w Dec 1955~
Jen 1951 May 1953 Dec 1955 Dec 1956 ;
Dec. 1956
—~50 - Aug 1957
Gross investment in aon-form producers durchle equipment
{in percenlage of average July 1948—Junvary 1951 lovel)
100 -
Chonge in industriol production (in percentage of average
w150 annual rate of increase, July 194B—Jonuvory 1951) :
Dec. 1954
Dec. 1957

Source: Derived from table 62.
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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
[imited 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
fizst continued at a rate slightly lower than in December
1956, and later—after August—turned downwards. Thus
even prior to the decline in produetion which begar 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.® 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
curmntlative purchases of equipment less cumulative de-
preciation, at constant prices.®® Changes in the net vol-

2 Sep "“Manufacturing Investment since 19297, United Stales
Department of Commerce, Survey of Current Business (Wash-
ington, D.C.}, November 1956.

" The value of equipment was allocated over its useful life
by the straight-ine methed 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) .

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 advanees, 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 suppoit the conclusion
teached earlier that since 1953 the growth of prodaction
has generally tended to lag behind the growth of capac-
ity in the manufacturing sector of the United States
economy. 12 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 cach 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 manuafacturing production with irformation en 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® in Manufacturing,
Selected Months
(May 1953 =100)

1948 1951 1853 1955 1956 1957 1957
Tlem July  January  May  December December August December

(1} Manufacturing productiont. ... . .. 75 a8 100 105 106 106 99

{2} Net value of equipmente Y 41 a7 100 109 113 116 118

{3) Depreciation en equipments. . . ... .. 74 87 100 113 118 120 121

(4) Index of copacityd. . .. ... ... .. . .. 83 100 115 12} 125 127
Capacity utilization, compared with May 1953

{1) as percentage of {2). . . . . 100 101 100 96 94 91 84

(1) as perecentage of (3}, . o m
(1) as percentage of (4} .. .. .. .. ...... ...

103 100 93 90 88 82
104 100 a1 88 g5 78

Source: United Nations Bureau of Economic
Affnizs, bosed on United States Department of
Commerce, Survey of Current Business (Washing.
tan, 0. C.), November 1956, and 1Ith Annucl
MeGraw-Hill Survey.

» Estimates of tge net value of equipment, and
of depreciation, at 1947 prices from the Survey of
Current Business, Novemher 1056, covering the
years from 1929 to 1055, have been extended to
1956 and 1957, using, so far as possible, similar
methods of estimation

¥ On a seasonally adjusted basis.

¢ By interpolation.

4 Trom ""Business Plans for New Plant and
Equipment,” I1lth Annual McGrew-Hill Survey,
18 April 1958, table VI The survey is based on
reports by large companies only, accounting for
about 49 per cent of total employment in industry.
Physical copacity is reported to McGraw-Hill by
eompanies according to their own definitions
Weights for the over-all index of capacity are
based on velue added by manufacture, as uvsed by
the Federal Reserve Board in its index ol manu-
facturing production. A uniform rate of growth of
capacity in the course of each year has been
essumed.
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Table 64, United States: Percentage Change in Capacity Utilization in Manufacturing,
compared with May 1953

1953154 Recession J957/58 Recession
Month Capa(ti;i’}; k::ﬁgﬂ!fml Month Capuzlifg; l:iif}';afion
&) 2 3) iy 2 3)
September 1953 ... —5 -5 -5 September 1957 ... —-10  —13 =1
December 1953 .. .. 12 —12 -~12 December 1957 .. —16 —18 —23
Tuly 1954 ... ... =15 —16 =16

Sourcer United Nations Burean of Economic
Affzirs, 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, industry was still
operating only slightly below the level of capacity ulili-
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 1054, 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 ™

At the onset of the current recession, in September
1957, the 1ate of capacity utilization was much lower
than in September 1953, as may be seen in table G4
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 {actor 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 pressutes for the

33 Geptember 1953 was the second menth of decline in indus-
trial production in the 1958/54 recession, while September 1957
was the first month of decline in the current recession. In August
1953 capacity wtilization was slightly higher than in the following
month, shown in table 64

3¢ & cimilar, though shorter, lag occurred in 1948-1950; indus-
trial production began rising before the end of 1949, and total
output at the turn of the year, but investment in producers dur-
ables did not advance untii the second guarter of 1950,

(1) Based on net vaiue of equipment ot constant
prices

(2) Dased on depreciation at constant priees.

(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 capacily.

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 aclivity
before the expeclation of pressure upon capacity would
provide an inducement to business to raise ils invest-
ment outlays significantly. In the absence of other influ-
ences tending to encourage investment, the time lag
hetween the end of the decline in over-all activity and a
yecovery in business investment might, therefore, also

well be greater than in 1954.1955.%

It will be observed in table 65 that not only investment
in manufacturing, bui total business expenditure on
plant and equipment is expected to decline more rapidly
during the present recession than in 1953/54. This is
xplained largely by developments in the commercial
sectois of the economy ™ Investmenl in these sectors,
which accounis for aboul 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 calegory of investment had begun to
fall even prior to the current recession and the decline
is expected to go Turther in 1958.

THE PRESENT OUTLOOKY

The tendencies in business fixed investment discussed
above have a prolound bearing upon the present eco-
nomic outfook. Their significance is probably greatest
in the United States, where it was not c¢lear early in
1958 that there was sullicient offsetting strength in the

3 This does not, of course, rule out the possihility of spon-
tancous increases in investment demand due o technological
advances or other factors Such increases cannot, however, be
relied upen to provide a stimulus 1o the economy at the precise
time required by eyclical developments

0 These sectors include trade, service, finance, communications
and construction.

%% Based in part upon replies of Governments to n United
Nations questionnaire on cconomic trends, problems and policies.



i
I
|
1

T LT LT

s

e oA b AT

st

CuAPTER 4. RECENT TRENDS IN INDUSTRIAYL GOUNTRIES

165

Table 65. United States: Business Expenditure for New Plant and Equipment
{Indices, seasonally adjusted)

45853/4954 1967 /1058
{Third quarler 1053 (Third quarter 1357
= 100) =100
Manufae- Munufae-
Tolu furing Tolal turing
1953, Fourth quarter, actual. . ... 99 89 1957, Fourth quarter, actual. . ... 96 93

1954, First gquarter, anticipated. .. 97 95
1954, Second quartex, anticipated. 95 94

1958, First quarter, anticipated ... 90 87
1958, Second quarter, anticipated. 86 8l

Source: United States, Council of Economic Advisers, Economic Indicators, April 1954 and March 1938,
* Peak investment period during the preceding hoom.

economy in the shoit 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 vet 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 Norway?®
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 xise in output
in 1958 did not in general expect that rise to be very
grest; moreover most governments recognized that their
expectations might have to be qualified in the event of
unexpectedly adverse developments in expoit 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 progiessively sironger in the
caurse of 1958, and to extend into 1959. Meanwhile for
several countries the inventory siluation was providing
4 more immediate source of concern. In North America
inventory decumaulation 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
Burope 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

** In Norway investment in ships is expected to rise by ahout

20 per cent, owing to past orders, but the increase in other fixed
Invesiment 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 dispesable
incomes were being relatively well sustained as the
“automatic stabilizers” began to operate, but little addi-
ional 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-
four 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.?®

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 Goveinment 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

3 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 produetion in the United States declined slightly, on a
seasonelly 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 expendituie, espe-
eially in housing; it was also intended that public con-
sumption should decline—much of the decrease consisl-
ing of a 25 per cent cut in real military expendilure.
Credit contiols were being employed in an altempl to
limit private investrent which, it was {eared, 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 thal 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 1aw 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. For
Japan this rate is very much below the average in the
post-war peried or in the projected five-year plan.
Even this advance is based on the expectation that a
decline in investment will be more than oflset 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 expendilures 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 firal demand,
however, are not likely to show very much increase.
Considerable doubts have been expressed by the two
Governments about the development of export marlkets.
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 forescen, but at the same time
tabour markets are expected to be less tight, with some
rise in unemployment.’® Industrial production at the
beginning of 1958 was significantly lower than the year
before in Norway, and somewhat higher in Sweden.

Althoush 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-

9 The 2 per cent increase in real output [orecast in Sweden
takes account of the ellects of a gradual reduetion of the working
week {or most wage-carners from 48 to 43 hours during a three-
year period beginniag in 1958, In industry this involves a short-
ening of the working week by one hour in 1958

 [gwever, the Norweginn Government anticipates a tight
labour market “in the summer half year”.

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 mventory
decumulation was taking place, especially in stocks of
coal and steel which were particularly affected by de-
velopmenis in the export markets of the engineering
industries,

In Denmark and the United Kingdom, ouiput is not
expected by the Governments to increase significantly in
1058, even though the level of home demand is expected
to be mainlained. 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 decteasing 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 aveid
some growth in unemployment.

In the United Kingdom no increase is expected in
private’® 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 velation 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 wetl 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 1953, Declines
in private investment both in fixed capital and in nven-
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 natienal budget.

In Belgium, the Government noles that there are no
indications that the slackening of economic activity

12 Manufacturing industry’s real investment in fixed asseis in
the fourth quarter of 1957 fell five per cent below the level of the
corresponding quarter of 1956, although total real private fixed
investment, excluding housing, was stitl 3 per cent higher, An in-
qyuiry undertakes by the Federntion of British Industries, re-
ported in The Times of London on 15 March 1958, showed that
many more companics expected a decline in authorizations ©
capital expenditure in 1958 than expected an increase; similaz
results emerged as 1egards expected actual disbursements on new
capital items in 1958, solely, however, because of Jowes expendi
ture on buildings; companies werc 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.

1t was in Canada and the United States that the de-
cline in demand had pone farthest by the beginning of
1958. The zate 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 irn 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 incressed 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. 'reliminary 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.

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 1553.1954 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 oiders 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 $%0

Table 66. United States: Changes in Expenditure and Output in Three Recessions®
(Annusl rates, seasonally adjusted, at current prices)

19048-4549 19531954 19571958
Deownswing Upswing Dotnswing Upswing Downswing
Billion Per Bitlion Per Billion Par Billion Per Billien Per
Tem dollars cent dollara cent dollars cend dollars  eent dollars cent
Consumption expenditure. ... 3.4 1.9 56 3.1 3.6 1.6 6.2 26 -24 048
Private Excd investment
expenditure. . ... ........ —2.0 =53 61 172 -7 =14 16 32 -27 --42
esidential construetion. 1.3 15.7 28 292 0.7 5.7 22 171 0.3 2.1
Plant and equipment. ... —~3.3 —113 33 127 ~14 37 —06 —16 ~30 —6.1
Inventory change. .. ..... . =112 13.6 4.6 20 —-12.0
Net foreign investment®, .., —1.8 -~18 2.8 0.5 ~1.7
Government expenditure on
goods and servicesb. ... ... 3.2 8.0 -32 —T74 —99 =116 -—12 -16 0.8 0.9
Federal. .. PO | 47 -3.7 —15.1 —129 -211 26 —54 -11 =22
Defence. .. ......... 07 4.1 -0.6 —3.4 —100 -188 =31 -72 —~10 ~22
Other. . .. 0.4 6.3 —3.1 —d46.3 -29 —367 05 100 -01 =21
State and local. .. .. 2.1 12.5 0.5 26 3.0 12.3 14 5l 1.9 53
Gross national product..... -85 —3.2 20.4 8.0 —87 —24 9.0 25 —-180 =42
Industrial production -7 14 -9 3 ~10

_Source: United States Department of Commerce, Survey of
Currcnt Business; Council of Lconomic Advisers, Feonomic
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.

b Upswing in both cases refers to succeeding twe quarters.

b Unilateral iransfers sbroad included in *‘government ex.
enditure on poods and services” and not in “net foreign
Investment”.
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billion, as against $83 billion in 1957.%% In fact, how-
ever, it seemed that the rate of increase in defence obli-
gations was less rapid than had been anlicipated,* 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.*®

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 wnem-
ployed were automatically tending to sustain personal
disposable income in 1958, as in 1933-1954 and 1948-
1949, Moreover, much of the decline in the value ol
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 fizst quarter of 1958, and an insurance dividend
was paid to veterans of the Fizst World War, During

43 This compares with an estimate of §86 billion for the cal
endar year 1958 in terms of the oripinal budget proposuls of
January 1958

* It was anticipated early in 1958 that defence orders would
rise from 56 billion in the second half of 1957 to $11 billion in
the first half of 1958, To some extent this represented a normal
sepsonal incresse, but the rise was accentuated by changes in
defence procurement policies. Thus fm it would seem that the
actual incresse 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
23 billien.

the previcus two recessions, however, stronger support
to personal disposable income was achieved by reduc-
tions in income and profils tax rates.S Moreaver, a
large insurance dividend was paid to velerans of the
Second World War early in 1950, which strenzthened
the foices of recovery.*”

While personal dispesable income had declined less
than tota] output by the first quarter of 1958, consump-
tion was not as buoyant in relation to income as in the
two previeus yecessions, and the demand for housing
was also weaker, as shown in table 66. Both in 1949
and in 1954 sirong demand for durable consumer goods
helped Lo promote the recovery from the recession.
At the same time lederal action affecting the availability
of mortgage credit encouraged a vigorous upsurge in
residential construction; the two post-war peaks in
housing starts were reached scon 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 morlgage credil, housing starts failed 1o show the
usual seasonal tise in the spring of 1958 and reached
only three-quarters of the average 1955 level by April*s

*8 Tt should, however, be noted that in 1958-193¢ there was
also a sharp drop in government expenditure.

*"The faet that personal disposable income nevertheless de.
elined almost in line with total output in 1948-1949, as shown in
table 07, cannot be fully explained because of the statistical
discrepancy. However, there was a very large fall in {arm in-
comes in 1948-1949, Tarm income declined much less in 1953-
1954, and actually rose from the third quarter of 1957 to the first
quarter of 1958 ‘

*% An increase in housing starts from March 10 April 1958 left
the seasonally adjusied total in the latter month still well below
January 1958

Table 67. United States: Changes in Income in Three Recessions®

{Annual rates, seasonaily adjusted, at current prices)

15481045

19531954 19571058

Downswing Upswing Downsiwing Upmnaing Downswing
Billion Por Riilion Pap Rillior: Per Billion  Per Bilfion Per
Iem dellurs renl dallars cent dollurs ceni dollars  eent dollars cenit
Gross national product -85 ~32 20.4 8.0 8.7 w24 90 25 ~180 —42
Gross corporate saving -28 -95 25 9.4 14 4.2 15 4.3 110 —95
Business taxes . . —-03 08 70 185 —45 73 24 A2 -
Personal income {rom
production . . —95 48 129 6.8 —-4.2 16 56 1 -70 =22
Statistical discrepancy ¢.0 —-20 —-16 —0.3 —_
Personal income . . . —-75 =35 154 7.5 —-18 -06 66 2.3 —4.d4  —1.3
Personal income from
production —-95  —48 129 68 —-4.2 —=16 56 21 -~70 =22
Transfer paymenis 20 13.9 25 152 2.4 136 1.0 50 2.6 1090
Personal laxes ... =18 —88 14 7.5 —-51 —86 05 15 -12  —28
Disposable income . .. . =57 ~3.0 140 715 1.3 05 61 24 -32 -1l

Source: United States Department of Commerce, Survey of
Current Business; Cownell of Eeonomic Advisers, Feonomic
Indicators.

» Downswing: 1948-1949, fourth quarter 1948 to fourth

quarter 1949; 1953-1954, second quarier 1953 to second quar-
ter 1054; 19567-1958, third quarter 1957 to first guarter 1958

Upswing in both cases refers to suceeeding two quarters.
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As noled previously, the current supply of housing is
easier than during the two previous recessions.

{n summary, the tendencies in the United States early
in 1958 were towards declines in business fixed invest-
ment expenditures and in ivventories, which were being
offset only in part by incrsases in government expendi-
ture. While the “automatic stahilizers” were once more
strongly in evidence, consumer expenditures were not as
buoyant in relation to income as in the past, probably
because Lhe factors which had supported the demand for
consumer durables and housing in the two preceding
yecessions 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 countiies to any re-
versal in dollar balances of payments may be gieater
than during the previous post-war recessions. Ixcept in
the Federal Republic of Germany and ltaly, liquidity
positions, as 1eflected in the ratio of gold and foreign
exchange reserve holdings to imports, were not as strong
a5 in 1953, and in many cases were weaker even than
in 1948, as shown in table 68.*° Not merely does this
imply serious limitations on the ability of countries to
withstand the consequences of any significant decline

19 Of the United Kingdom holding of gold and deliar 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 doller
reserves rose 8 further $500 million. In the case of France,
drawings on the International Monetary Fund, together with
short-term credits ohtained in 1956-1957, are estimated to have
ameunted to nearly $700 miilion, compared with total official gold
and foreign exchenge reserves of §775 million ot the end of 1937.

in exports. It also expeses 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 pessible an
actual acceleration in private capital outflow from the
United States. The relatively narrower margins of
safety implied in current 1elationships between imports
and gold and foreign exchange 1eserves would inevi-
tably impose obstacles to the repetition of this devel-
opment. [ndeed recent experience in western Lurope 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 Iixchange
Reserves to Imports® of Industrial Countries
Counlry 1948 1953 1857
Belgium =~ . ... ... . (46 Ad .83
Canada .~ ... . .. ... .35 .38 .24
Denmark ... .. B £ A7 13
Federal Republic of Germany .. . . .52 76
Franced
- o e 24 13
B. S .. 27 15
Ttaly. o S < .39 A2
Japan . L a7 .24
Netherlands .. .. ... . ... .19 52 26
Norway.. ... . .. .. . 19 16 14
Sweden ......... ... .. ... .17 32 .19
United Kingdom®
AL R 24 27 20
23 217 17

nited States. 303 187 161

Source: International Monetary Fund, Internations! Financial
Stetistics (Washington, D. G}

nif, except %o k. for Canada and the United States. Data
relate reserves at end of year indicated to imports during the
yezr. In ling B for the United Kingdom, reserves at end of 1957
are related to impotts during first half of 1957, at en 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 te the impezts of the franc and sterling areas, respec-
tively, from the rest of the world (imports of the sterling area
are caleulated as exports, fo b, of rest of world to the sterling
aren, plus 10 per cent}.




Chapter 5

RECENT TRENDS IN PRIMARY EXPORTING COUNTRIES

The Implications of Changes in International Trade

ConMODITY TRENDS

The year 1957 opened with the price index of com-
modities entering international trade at iis highest ievel
since 1951—the period of the “Kovean 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 2 whole was about
4 per cent above the 1956 level. Hence the terms of
exchange between primary commodities and manulac-
tured goods—which had dropped slightly below the
1953 level to a post-Korean low in 1056—declined {a1-
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 stiil
about 10 per cent helew the 1953 level, while for sugas
the rate had dropped back to the 1953 level by the fnal
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 industiial 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 iis pur-
chases of most raw materials. In contrast to this slack-
ening in over-all demand, supplies of most items weze
greater in 1957 than in 1956* because production facili-
ties had been enlarged, as in the casc of some of the
ores, because of a favemable 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 impozts 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
exceplions, 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 comparable in-
terval during 1957 (see table 69). With no significant
upturn in total industrial production—and hence in the
consumplion of raw materials—in immediate prospect,

3 For details see United Nations, Commodity Survey, 1957
(sales number: 58.11.D 1).

Chart 13. Indices of Unit Value and Price of Commodities in International Tiade
(1950, first half = 100}

150
140

Price index of primory commodities
130 &i I

— e i * -,‘_“
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Export unit value index, non-indusirial couniries

100

1951 1932 1953

1950

1954

Source: Statistical Offiee of the United Natiens, Monthly Bulletin of Statistics.
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Table 69. Indices of Commodity Prices
(Preceding quarter == 100)

1957 1958

Indez First Secend  Third  Fourth First

quarier guarter  quarler  quarier quarler
Fconomist (United Kingdom) .. ... .............. 100 a8 96 96 98
Reuter (United Kingdom). . .. 100 96 95 95 98

Financial Times (United Kingdom) . ....... ... 97 99 99 97 99
Warld Commodity Survey (Federal Republic of Germany) 100 99 98 97 93
Moody (United States) Co..o 98 98 102 93 101

Bureau of Labor Statistics“‘(Unifeﬂéieitéﬁ) DR

102 101 10 97 103

Source: Bank for International Scttlements, Press Review (Basle); The Economist (London); The Financial
Times {Londan); Bureau of Labor Statistics, Monthly Lobor Review {Woshington, D. Ch
s Index of wholesale prices of crude matesials 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 helter market adjustment.

The output of a number of commodities has been xe-
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 cottorn. 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 IMPORES 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 alumininm (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 grealer between
the first half of 1956 and the fixst 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 latge 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
weze 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 ris¢ 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 Armerica in the
first half of 1957 were about 2 per cent above the corte-
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 commaodities other than petroleum was
3 per cent less than in the first half of 1956. Sinece
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 fixst 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 tobaceo,
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 petroleam 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 impoits of the selected commodities
into western Furope were 12 per cent higher on a gross
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valuation and 14 per cent higher on a net valualion.
The only zroups to register a decline in the value of net
imports were cereals (15 per cent) —because of a reduc-
tion in the third quarter—nen-fervous metals (17 per
cenl) and to a smaller absolule exten: butter and cheese
{39 per cent) and rubber {5 per cent).

As in the first half of the year, gross commodily im-
ports into North Americu in the first three quarters of
1957 were slightly above the level of the corresponding
portion of 1956, the principal gains—in petroleum (21

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). Decause cereal
exports were lower in the third quarter of 1957 than in
the third quarter of 1956—as were the corresponding
imporls into western Lurope—the over-all decline in net
imports was somewhat smaller [or the nine menths 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 fals 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 Imporis

Net imports

Region and commodily 1956 1957 Differcnce 1956» 10570 Difference

North America®
Foodstulls .. .. ... .. .. .. 2068 1,950 ~ 118 423 359 —81
Cereals and flour . C 59 Gl 2 ~1,406 —1,380 26
Meat . ... . . . . . 136 150 14 4] 34 -7
Butter and eheese . 22 21 -1 —15 7 23
Sugar .. . o . 46) 483 22 427 458 31
Beverages o 1,380 1,235 - 155 1,376 1,220 —156
Coffe ‘ Lo 1,186 1,056 —130 1,173 1,043 —130
Cocoa .. - S 149 121 28 147 119 —28
Tea. o 56 59 3 56 58 2
Tobaceo. . . o 78 80 2 — 209 —231 —23
Oil-seeds, oils and fats . | 147 149 2 - 306 —356 —60
Hides . .. .. . 61 ok —-17 11 15 &
Naturat fibres o 382 348 — 34 ~ 62 -503 —441
Cottonn .. ... . 68 62 -0 —~3a0 —T70 —410
Wool and hair L 260 235 —25 244, 216 —23
Hard fibres . 55 52 -3 53 52 —1
Rubber. . . . A 335 295 — 40 256 199 —-57
Non-ferrous metals. . 720 784 64 T 52 —22
Base metal ores. .. .. L 591 073 82 296 253 3
Petioleum and products. | 1,239 1,497 258 693 576 —117
Torar 5,621 5,820 199 1,186 344 —B842

Western Furopes
Foodsiuffs . . . . 4,081 4,521 240 2,952 3,028 76
Cereals and flour ‘ 1,475 1,291 — 184 1,224 1,035 —189
Meat . . ‘ 797 013 116 388 446 58
Butter and cheese 448 383 — 65 197 120 ~T77
Sugar . . o 347 596 249 192 358 166
Beverages o 1,014 1,138 124 951 1,069 118
Coflee. . . . . 548 604 56 587 589 52
Cocoa .. . . . 203 218 i5 153 164 i1
Tea ‘ . 263 317 54 269 315 53
Tobaceo .. ... . . 338 370 32 262 260 28
Oil-seeds, oils and fats . . 1,001 1,156 G5 9063 966 63
Hides ... .. . ‘ 237 260 43 i61 202 4]
Natural fibies . 2,043 2,585 542 1,622 2,005 473
Cotton . . .. ‘ 809 969 160 7687 046 159
Wooal and hair 1,032 1,399 367 605 987 202
Haid fibres o . . 203 218 15 139 162 25
Rubber . . . 487 461 —26 476 450 — 26
Non-{errous metals. . . 1,462 1,287 —175 637 531 —106
Basec metal ores . 921 1,079 158 678 all 133
Petroleum and products . 9.726 3,439 713 1,884 2,560 676
Tora. 13,366 14,958 1,592 0,575 10,933 1,358

Source; United Nations, Commodity Trade Statistics, Statistical
Papers, Series D.

» A minus sign signifies net exports.

¥ Canada und United States; imports fo.b, “for consump-
tion"; exports fo b, “natienal™.

s Austria, Belgium, Denmack, Federal Republic of Germany,
Irance, loeland, Ireland, Italy, Luxembourg, Netherlands,
Norway, Portugal, Sweden and Gnitcd Kingdom; imports ¢ 1.0,
for consumption, except Iieland and United Kingdom for which
thcy are “general”; exports fo b Yspecial”, except Ireland and
United Kingdom for wﬁich 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 guarter 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
petroleurn.

If petroleum is excluded, the value of gross United
States commodity imports in 1957 as 2 whole was about
2 per cent below the 1956 level, increases in sugar,
tobacco, meat and cereals, iron ore and aluminium,
nickel, lead and zine being more than offset by contrac-
tions in cofiee 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 quarler being 2 per cent above the
1557 average rate.

Metal and ore imports inte the United Stales con-
tinued to expand despite a significant decline in the
output of duzable goods industries, and alihough there
was a general decline in domestie 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 Jead 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 garlier. In the case of copper, while impozrts were
maintained more or less at the 1956 level, exports were

Table 71. Primary Commeodities: Indices of Gross Imports® into the United States
and Selected Countries® in Western Europe in 1957

(1956 == 100)
United Slales Western Europeb
Commadily

Vulua Volume Value Volume

Toodstuffs, . ... .. . .. ... . ... 102 101 102 104
Meat . . .. S . CLo 127 145 108 103
Wheat ... ...... . . ... . .. a8 99 85 88
Riee ... ... ... ‘ s o 9l 88
Maize. ... ... .. .. ... . .... losd 92 99
Segar. ... . Co. 105 100 154 124
Coffee. . .. .. .. ... ..., 96 98 165 102
Cocos o S ‘ . 94 91 110 113
Tea L R 1 ¢ 4] 102 116 126
Tebaceo . ... . .. . . 106 103 g7 108
Agricultusal raw materials . . . . ... ... 110 106
Vepetable seeds and oils o111 101 116 107
Animal oils and fats ... .. . ... s € 113 109
Rubber L ... B8 96 101 107
Wool . ....... .. .. ... .. ... 87 79 115 101
Cottom ... .. ., .. .. .. 162 171 110 111
Tute. .. . .. .. .. 99 80 127 109
Other vegetable fibres . .. . .. 80 95 97 105
Ironore . ... .. ‘ .. 114 117
Non-ferrous ores and metals. .. . 98 1 95 105
Non-ferrous ores. . . o .. I 105 100
Copser e 760 160- 77 110
Lead ... . . ... .. .. .. .. 109- 114e 84 95
Zine ... ... .. T 21+ 103 a8 102
Tin... .. 74! 90+ L, 1 146
Nickel. ... . . ‘ 131G 100 131 106
Aluminium . . ... 108k 103 89 87
Fuels. . . . . . o L 120 . 119 .
Petroleum, crude. 120 { 121 o
Petroleum products. ... ... .. .. [*7 125 -
Total of items listed 101 108 104

Source: United Nations Bureau of Economic
Affairs and national trade statistics.

o Imports c¢i.f and “special” for all countries
except United Kinpdom, where they are “general”,
and 1%nil:ed States, where they are “for consump-
tion”.

b Belgium, Federal Republic of Cesmany, France,
Netheriands, Norway, Sweden and United King-
dom. In 1956 imports into these seven countries
accounted for 80 per cent of total imports inte

3]

western Europe, and an even higher proport ion of
imporis of primary commodities.

° Not imperted in significant quantities.

t Value of feeds and fodders.

e Including the metal content of ores and con-
centrates,

4 Imports of tin concentrates practically ceased
in 1957; the volume index of gross imports of m etal
and coneentrates eombined is 73.

& Including bauxite.
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almost 50 per cent higher so that net intake in 1957 was
about one-third less than in 1956. The increase in lead
and zine imports seems to have been occasioned, at least
in parl, 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.? The
2 per cent decline in Jocal 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.

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)

Change in
Stocks at
Mine Nel smelfers and

Melal producticn tmporis refineries
Aluminium.... . ... —31.5» 11.6 69.1
Copper. . .. —293 -127.1 44.0
Leatf e o 193 63.4 48.7
Tin., .. . . . o =160 o 23 4 —0.4
Zine ... ... 2.2 22.6 97.7
Nickel. 5.0 —0.7 12.3

Source: United States Bureau of Mines, Mineral Industry
Surpey; American Bureau of Metal Statistics.

n C}l;ange int smelter production. In the case of aluminjum, the
decline in the ouiput of domestic vre (bauxite) amounted to
368,000 short tons, dried equivalent.

As in the United States, gross imports of primary
commedities into western Europe were well sustained
in the second half of 1957. Tor 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
producls (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

*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 elause of
the Trade Apreements Extension Act” See dmerican Metal
Market, 5 June 1957, and United States Burean of Mines,
Mineral Industry Survey: Mineral Market Report MMS No.
2738 (Washington, D. C.).

to western Lurope, 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, seiting 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 proporticn, woed and pulp imperts by about
3 per cent, agricultural raw materials by just under one
per cent and foodstufls by a small {raction.

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.if. 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.

EXPORTS 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: exporiers of
metals and ores and experters of colfee.

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 1935 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 1n Value of Exports®

1956 18570

fuatio Number of  Value of MNumber of  Value of
(preceding year= 400) countries exporis counirics exports
Less than 0. . . 11 1,128 14 3,761
90 to 94.9 ... 6 2,094 3 1,590
950999 .. ... b 2,142 10 3,432
100 to 1049 ... 14 7,833 12 5,712
105101099 ... 13 4,999 8 3,747
110 to 1149 1 5,887 9 3,365
115 to 119.9 9 1,479 2 2,435
120 and over ... O 494 7 2,707
Torate 75 26,056 75 26,809

Source: International Monetary Fund, International Financial
Siatistics (Washington, D. G).

o Valued in miilions of dollars, f.e.b.

b Calendar year in most cases, but October-September in a
few of the smuller countries for which final quarter data were
not availuble.

¢ Tor list of countries see {ootnotes to table 74

Among the coflee producers the lower export yields
reflected chiefly the decline in price and in the intake
of the prineipal {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 Celombia, 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,
El 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 well show that the higher prices
received for the 1957/58 crop actually 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 Nicaragus—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 o1 there
had been a major decline in the earnings from sec-
ondary exports. Among the petroleurn exporters, for

Table 74. Primary Exporting Countries: Indices of
Change in Foreign Trade

(Preceding year==100)

Yelue of Yalus of

cxporias fmportss

Country group R
exporling moinly 1956 1857 1956 1857
Metals and orest ... ... .. 111 91 105 108
Coffese, .. ... . . .. 106 96 08 105
Cocoat. ... . . . ... 95 99 106 103
Cottone. ... .. ... . ... lo4 100 110 106
Rice!. . .. ... ... . .. 103 100 109 125
Rubbers . . ... ... .. 97 103 114 103
Petroleum®. . . ... . . 106 104 109 122
Teal.. ....... ... ..... 97 106 119 117
Wooli, .. ... ... oL 1080 107 95 108
Fruitc. .. .. .. ...... 101 113 i10 122
Sugar!. . .. 110 116 105 116

Total, seventy-five countries 105 103 105 111

Soutrce: International Monetary Fund, International Financial
Statistics.

s Measured in dollars, exports f.0.b, imports ¢if.

v Belgian Congo, Bolivia, Chile, Korea (southern), Morocea,
Rhodesiz and MNyasaland, Sierra Leone, Surinam and Tunisia.

© Angola, Brazil, Colombia, Costa Rica, Ei Salvador, Ethiopia,
Trench West Africa, Guatemala, Haiti, Kenya, Madagascar,
Tanganyika sad Uganda.

d T'rench Cameroons, Ghana, Nigeria‘.

o Epypt, French Equatorial Alries, Mexico, Mozambique,
Nicaragua, Pakistan, Paraguay, Peru, Sudan, Syria and Turkey.

{ Burma aad Thatland.

# Cambodia, Indenesia, Malaya and Singapore, North Borneo
and Viet.Nam.

u Aden, Brunei, Iraq, Netherlands Antilles, Sarawak, Saudi
Arabiz, Trinidad and Venezuela.

i Ceylon and India.

! Arpenting, Australia, New Zentand, South Africa and
Uruguay.

% Algeria, Ecuador, Honduras, Israel, Lebanon and Panama,

! Burhados, British Guiana, Chins (Taiwan), Cuba, Dominican
Republic, Fiji, Guadeloupe, Jemaica, Mauritius, Philippines and
Réunion.
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example, Irag and to some extent Saudi Arabia were
unahle to maintain exports during the Middle East crisis
that closed oil pipelines and the Suez Canal. Ameng
the wool exporters, New Zealand experienced a signifi-
cant reduction in earnings from dairy products which
kept total procecds at the 1956 level, while in Urnguay
exporters held back supplies of wool in expectation of
moie favourable exchange rates. A decline in exports
from Ceylon was mainly the result of smaller shipments
of coconut products. In the Philippines, whose suga:
was sold to the United Stales 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 fafled to maintain the 1956 level of ex-
ports was an even larger inerease—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—DBarbados, China (Taiwan), Cuba, Fiji,
Jamaica and the Dominican Republic—but they also
included small coffee exporters—Costa Rica and El Sal-
vador—and other smal} 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-
teving 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 ffth in 1936 to a fourth in 1957,
the proportion of total export procesds accounted for
by this group rose from less than § 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 countiies as a whole slackened, the
rate of expansion in imports was significantly highe:
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 {rom 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. Al the other end of
the scale the proportion whose impoits expanded by
15 per cent or more 1o0se from less than 19 per cenl—
accounting {or one-fifth of all imports—to more than
28 per cent—accounting for almost two-filths of all
imports (see table 75},

The largest relative gains were recorded by the rice,
fruit and petroleum exporting groups, reflecting in par-

Table 75.  Primary Exporting Countries: Distribu.
tion of Change m Value of Imports®

1956 I957%
alit z i mlier o “ulue

{precudir{;u;’iguw 160y ;";’;:{:};ﬁ"ﬂgf Ti:(zz:ﬁglrg{ Tgu)rile::r'uxf ]t'rﬁ,{v;rf-;f
Less than 95 .. 16 6,692 7 2,027
951999 . . . 8 2,773 6 3,727
100 to 104.9 .10 3,361 & 752
105 to 1099 . .12 4,170 20 7,158
110 to 1149 .. 15 5,328 15 5,464
11510 1199 & 714 10 5,178
120 and over .. 10 4,854 1l 0,637

Totare 75 27,802 5 30,944

Source: International Monetary Fund, International Financigl
Statistics.

* Valued in millions of dollars ¢il.

& Calendar year in most cases, but October~September in a
few ol the smaller countries for which final quarter data were
not available

° I'or list of couatries, sce footnotes to tahle T4,

ticular the expansion of imports into Burma, Algeria
and Venezucla, 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 inereases were registered by
countiies whose exports actually realized less in 1957
than in 1956~Sudan, for example, and only slightly
less markedly, Argentina, Brazil and Chile (ali 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 evenls 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 allected
chiefly the brade between western Furope 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
laige 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 impoit
content of some projecls involved a severe drain on
foreign exchange reserves—as in India and, to a less
extent, the Philippines and Rhodesia. In some count: ies,
local inflationary conditions and the associated high
levels of expenditure wete 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 2 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 TRADE?

Though the expansion in the value of exports from
the primary exporting countries was somewhat smaller

* This anzlysis 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 eountries,
nccounting for rather more than one-half of total trede. As indi-
cated in tables 76 and 77, in most cases fgures for shorter
periods of six to cleven months have had to be used. The direc-
tional breakdown was also incomplete: some 3 per cent of totel
exports and 2 per ceat 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 therefore no more than lentative, their validity
depending on the extent to which the trade patiern in the final
portion of the year conformed to that in the first portien and
the extent to which the unalloeated trade was distributed in
the seme way as that whose origin and destination were known,

Table 76. Primary Exporting Countries: Indices of Change between 1956 and 1957 in Exports to Various
Destinations

(Corresponding period in 1956 =100)

Cenlrall Southern and

Couniry group North Weslern pIannch Latin Middle  south-casiern
exporting mainly Totals America Europe Japan couniries America East Aasin Oeeania Africa
Meatals and oresb. . .. 92 85 87 191 43 96 3l 144 101 93
Petroleums ... oo 111 117 126 140 129 97 101 30 55 112
Rubherd. . .. ... . 104 95 94 103 142 151 114 116 105 97
Cottons .. ... . .. 101 103 93 90 135 101 104 80 139 96
Woelt . . ... . 109 94 107 125 169 112 69 109 123 111
Cocoas. . ... .. ... 98 79 101 * 389 100 100 * 59 92
Coffeet .. . % 88 97 99 83 142 100 63 g8 105
Teat, . ... .. . 96 97 80 167 95 100 111 76 96 91
Ricel. ... ... .10 86 87 75 83 50 254 130 175 293
Sugark . ... 1B 105 131 112 221 114 115 116 70 185
Froitt. = . ... 112 105 113 133 126 127 134, 100 75 92
Torar= 105 99 102 111 124 106 103 106 110 106

Source: United Nations, Direction of International Trade, a joint
?ublicutian of the Statistical Office of the United Nations, the
nternational Monetary Fund acd the International Bank for
Reconstruction and Development.

Note: Asterisk denotes exports were zero either in 1956 or in
1957,

» These indices differ in varying degrees {rom those presented
in toble 74 because of diffevences in country and time coverage

b Belgian Congo {10 months), Bolivia (9 months), Chile
{8 months), Korea, southern {10 months), Moroceo (9 months),
Rhodesia (12 months), Sierra Leone (9 months) and Tunisiz
(6 months).

o Aden (12 months), Netherlands Antilles (9 months), Saudi
Arabin (6 months), Trinidad and Tobago (11 months) and
Venezuela (6 months).

4 Cambodia (9 months), Indonesia {11 months), Malaya and
Singapore (12 months} and Viet-Nam (12 months).

"%Zgypz (12 months}, French Equatorial Africa (11 mouths),
Mexico~ {11 months), Mozambique (8 months), Nicarspus
(12 months), Pakisten (10 months), Paraguay (12 months),
Peru (12 months), Sudan {12 months}, Syria (9 months} and
Turkey (12 months).
¥5T Argentina (12 months), Australia (12 months), New Zealand
(9 months), South Africa {12 months) and Urugeay (9 months}.

¢ Ghana {10 moaths) and Nigeria (8 months).

4 Angoln {10 months), Brazil (9 months), El Salvador {10
months), Ethiopia (6 mombs), Guatemela {6 months), Kenya
(10 months), Madagascar (10 months), Tanganyika (1 months)

and Uganda (10 months},

1 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), Mauaritius (9 months) and Philippines {12 months).

| Algeria (12 months), Ecuador (Il months), Isracl (11
months), Lebanon (9 months) and Panama (11 months).

= Fifty-nine countries, accounting for shout 87 per cent of
the oxports of the primary exporting countries included in
tsble 74 Because ofpnormal trade lags, there are differences
between changes in exports 1o a given destination and in imports
into the countries in question; ln particular, the indices of ex-
ports to western Eurape and North America are not necessarily
the same as the indices of imports into these regions {rom the
primary exporting countries.

Time coveroge is distributed as follows:

Vulue of c:.'?nnrt:
cllars)

(miltions of ¢
Number of Number of

months countliries 1956 1957
& 6 1,691 1,917

8 4 T34 730

9 11 3,015 2,923

10 11 1,770 1,768
11 7 1,864 2,123
12 20 9,547 10,121
6-12 59 18,671 19,581
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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 industrisl countries, 21 per cent to the
centrally planned countries and 37 per cent to the
primary exporting countiies 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 exporiing regions were substantial increases in
exports to southern and south-eastern Asia, principally
from the rubber, rice and wool groups—and to Latin
America, prineipally from the coflee, wool and rubber
groups (see table 76),

Though it accounted for over two-fiths of the abse-
lute increment, the relalive 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 Lurope, though little more
than 2 per cent, accounted for almost one-third of the
aggregale 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 [ruil groups—this
was insufficient to offset reductions in exports from other
groups, notably the coflee exporters.

The decline in exports from the metal and ore ex-
porting group was concenirated 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—rtepresented here hy
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.

Ixports of the other groups all rose, though the dis-
tribution of gains by destination was by no means
eniform. The large inciease from the wool group was
widely spread; shipments to North America—and on a
much smaller scale, the Middle East—-wese the only ones
that were lower in 1957 than in 1956, The petroleum
group registered considerable advances in exports to
industrial destinations, hut little change in shipments
to Latin America and the Middle East—that is, largely
within the petroleum producing regions themselves—

even though these were altered during the first part of
the year by transport and refining adjustments necessi-
tated by the Suez erisis. Shipments to southern and
south-eastern Asin and Oceania {rom Aden and Saudi
Arabia were smaller, owing in pait 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 {rom 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 zrubber 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 ail destinations, but by far the largest absolute
increase—more than three-fourths of the total—was in
shipments to western Lurope. The expansion in exporis
of the rice group, on the other hand, was concentraled
largely within the southein and south-castern Asian
region—where several rice importing countries had
poorer harvests in 1956/57—though there were also
gains in shipments o other primary exporting countries,
especially Middle Eastern destinations. Lower 1957/58
crops in Burma and Thailand reduced expoits very
substantially in the last quarter of 1957, so that for the
year as a whole there was very little advance ove:
1956. Exports from the eotton group to the areas that
had expanded their imports of United States cotton in
1957—western Burope, Japan and southern and south-
castern Asia—were significantly smaller than in 1956,
but this reduction was ofiset by a major expansion in
shipments to eastein Furope and the Union of Sovict
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 Notth
America. The chief expansion fiom this source was in
the imports of the petroleum and colton exporting
groups, though there was a large increase in the impotts
of the wool, metal and ore and sugar groups, too, and
smaller inereases in almost all the other groups (see
table 77}. In every instance the increment in imports
from Noxth America was larger than the inciement in
exports to that region, the gap being largest in the case
of the petroleum, metal and ore, cotton, woel and collee
groups,

Western Europe accounted [or about one-third of the
aggregate increment; the advances were spread over all
the primary experting 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 oSf Change between 1956 and 1957 in Imports from Various
ources

(Corresponding peried in 1956=100)

. . Centrall; Southern and

Imparting countrics Noril Westarn piunm:z; Lalin Middle  south-sostern
classified by majoer cxport Tolals America Europe Jupan counlrica America Fast Asia Gceania Africa
Metals and ores®. .. . 110 124 99 10 59 103 115 71 115 109
Petroleums. .. .. 129 179 130 126 105 113 105 83 78 102
Rubbers. . . . ... 104 99 107 g7 105 57 176 102 108 78
Cotton® ... ... .. .. 108 113 100 115 141 129 107 145 168 102
Woolt. ... .. .. ... . 108 113 108 68 43 112 106 123 134 102
Coceas . .......... 102 139 99 94 128 144 * 78 125 114
Coffeet . .. .. .. .. . 105 105 107 92 79 104 111 123 93 131
Teai.. ...... .. . lil 148 104 114 69 * 168 119 116 45
Ricei.. . ... ... .... 122 129 122 175 138 186 55 93 137 250
Sugar®. .. . . . .. 118 113 121 120 81 132 150 128 145 149
Froitt. . ....... ... 126 113 130 132 139 105 94 105 50 121
Topare 111 118 109 103 96 112 113 108 126 108

Source: See table 76,

Note: Asterisk denotes imports were zero either in 1956 or in
1957.

s These indiees differ in varying degree {rom those preseated
in table 74 because of differences in country and time coverage.

b Belgian Congo {10 months), 'Chile (8 months), Kores,
southern (10 months), Moroceo {9 months), Rhodesia (12
months), Sierra Leone {9 months) and Tunisia (6 months).

¢ Aden (12 months), Iraq {6 months), Netherlands Antilles
{9 months), Saudi Arabin {6 months), Trinidad and Tobago
{11 months) and Venezuecla {6 months).

4 Cambodia (9 months), Indonesia {11 months), Malaya and
Singﬁpore {12 months) and Viet-Nam (12 months}.

e Eoypt (12 months), French Equatosial Africa (11 monthas),
Mexico (11 months}), Mozambique (8 months), Nicaragua (12
months), Pakistan (10 months), Paraguay (32 months}, Peru
(12 months}, Sudan (12 months}, Syria (9 months) and Turkey
(12 months

f Argentina (12 months), Australiz {12 months), New Zealand
{9 months), South Africa {12 months) end Uruguay {6 months).

¢ Ghana {10 months) and Nigeria (8 monihs’);,

" Angola (10 months), Brazil (9 months), Colomhia (11
moaths), Costa Rica (10 menths), El Salvador {10 months),
Ethiopiz (6 months), Guatemale {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 coflee 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 lo eastern Lurope 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

Madagasear (10 months), Tanganyika (L0 menths) and Uganda
{10 months).

P Ceylon (12 months).

i Burma (6 months) and Thatland (10 months).

k British Guiana (12 months), China (Tniwan) (12 months),
Dominican Republic (8 months), Jamaica (11 months), Mauritias
(9 months), Philippines (12 months) and Cuba (11 months).

! Algeria (12 months), Israel (11 months) and Lebanon
{9 months).

= Fifty-nine countries, accounting for abeut 87 per cent of
total imports of the primary exporting countries included in
table 74.

Time coverage is distributed as follows:

Value of mﬂﬁorh
{millions of dollars}
Number of Number of e ———
months cotnlries 1956 1957
6 Ki 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 petioleum, 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 Amezica, due
mainly to trade within the region: the movement of
petroleum from Venezuela to the Netherlands Antitles
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 moat of the
increment in imports from the Middle East, notably
petroleum. The principal element in the rise in imports
from Qceania-—as in the case of Latin America—was
trade within the region, hetween 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 imporis and the fruit group (chielly 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 accounled for only one-cighth
less than the industiial 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, Aflrica one-sixth,
Oceania one-seventh and the Middle Tast the remain-
ing 5 per cent,

The significance of this trade among the primay
exporting counliies may be illustrated by some ex-
amples of its major forms—enirepél trade, trade in
primary consumer commodities, in raw materials and
fuels, and in manufactured goods—in 1956 and 1957

Singapore provides an example of Lwo types of
entrepdt trade—the performance of a direct commercial
funetion in the buying and selling of commodities and
the importation of raw material for processing prior
to re-cxport In 1957, over one-third of the rubber ax-
ports of Malaya and Singapore consisted of material
previously imported-—chielly {rom Indonesiz and Sara-
wak. Similarly, imports of tin ores and concentrales—
chiefly from Thailand, Burma, Viet-Nam and Laos—
constituted one-filth by weight of the expoils ol tin
metal. More important in international trade is the move-
ment of pelreleun to and from such tenitories as Aden
and the Metherlands 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 Fast, mostly in the form of erude petroleum,
while in the first thiee quarters of 1957 almost 80 per
cent of the $740 million of imports into the Nether-
lands Antilles came [rom Latin America and almeost
three-fourths from Venezuela. With the tendency for
petroleum 1efineries to be located increasingly in con.
sumer countries and metal 1efineries increasingly at the
mine, this type of entrepdt trade scems uniikely to
expand as rapidly as other intra-regional trade among
primmy exporling countries, but at present it accounts
for a sizable fraction.

Trade in primary consumer commodities also takes
two principal forms. Fizst, there is a considerable trade
in staple foods, with tropical countries importing wheat
from lemperate zone countries, notably Argentina and
Australia, and kigh population density countries im-
poiting wheat—as in the case of Egypt—and rice, as in
the case ol several of the countiies of southern and
south-eastern Asia, from areas of relatively low popu-
fation pressure, nolably Buima and Thailand, more
than half of whose combined exports in 1956 and 1957
wete lo destinations within theli own region. More
than one-Gith of Australia’s wheat exports in 1957
went lo 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 accounled for almost one-third of the exports

of Argentina and well over half of those of Uruguay,
Though with the progress of agricultmal development
projects in the foad deficit countries this trade may
alse decline, events in the past few years have shown
that for many of these countries self-sulliciency still lies
a good way off. With rising incomes the rural aress
themselves are absorbing larger quantities of cersals.
Borzover, adverse climatic conditions often raise total
imporl yequirements, as is illustrated by the expansion
in rice trade between 1956 and 1957 over and above
grain shipments received [nom the United States by
India and Pakistan, for example.

The second main flow of primary consume: com-
modities is in one respect a reverse of the first: it is the
flow of wopical products—particulaly the beverage
crops and to a smaller extent spices and selected fruits—
to the temperals zone countries. With population
growth and rising levels of income, this latter trade has
expanded measurably in 1ecent years, though—except
in the case of {ea—primary exporting countiies still
account for relatively small proportions of the con-
sumption of these products. In 1957, for example, only
ahout 7 per cent of all coliee exports but almost half
the tea exports from Ceylon were directed to other
primary experting countries.

Trade in 1aw materials and fuels has been expanding
rather more rapidly. It is a function of the industriali-
zation process in the primary exporting countries and
il 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, yaw mate-
tial imports, though still small by world standards,
have been increasing markedly. New petroleum refin.
eries have been constiucted in many of these countries
in recent years—Australia, India and South Africa, for
example—while imperts 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 fiom Australia to New Zealand,
from India and Hong Kong to other countries in the
southern and south-eastern Asian region, from South
Africa lo Rhodesia and other African countries and
from Argentina, Brazi] and Mexico to other Latin
American counbies. In 1957 the ratio of exports of
manulactured goods (excluding non-ferrous metals) to
tolal expotls 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 exporling regions between 1956 and 1957 thus
helped to counteract the decline in the rate of expan-
sion in exporis to the industrial regions, it did little to
reduce the demand for impoits from the industrial
regions and thereby to reduce the gap that developed
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between lotal exports to and total imports from those
tegions. 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 1egions were all very
small: 7 per cent {rom Latin America, 6 pex cent from
southern and south-eastern Asia, 5 per cent from the
Middle Fast, 3 per cent from Oceania, 2 per cent from
Afiica and one per cent from eastern Europe and the
Soviet Union.

The ratio of exports of the primary exporling coun-
tries to western Europe (measured f.o.b.) to imponts
{rom that region (measured c.if.} dropped from 102
per cent in 1956 to 97 per cent in 1957. In their trade
with North Ameiica, the primary exporting countries
iegistered 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 countiies 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 of 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 tubber 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 carnings have been con-
sistently above import costs is that exporting petroleum
{see chart 14},

Source: IMF, International Financial Statistics.
For country composition of exporting groups sce table 74
& In milions of dollars, imports e.i i, exports Lo b,

Chart 14. Primary Exporting Couniries:
Value of Impozts and Exports®

{Semi-logarithmic scales)
1953 1954 1955 1956 1957
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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 wexe 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—{rom the limils implicit in their
own export earnings by an inflow of foreign capital.
Though much of this capital has been directed toward
export industiies—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. Exposts 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-

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 imporls o the worsening of the belance of trade;
this refleets principally the decline in copper prices®
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
coflee from the world market by Brazil and Colombia
in an effort to maintain price”

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 ali
groups except that exporting petreleum, 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 Exchenge the average price of standard
electrolytic wirebars was 33 per cent lower in 1957 than in 1956,
and there was a comperable decline on the New York market,

* On the New York market there was a Iairly 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
DBrazitinn Santos No. ¢ and 14 per cent lower in the case of
Colombian Manizales {bul 5 per cent higher in the case of
Angolan Ambriz).

Table 78. Primary Exporting Countries: Distribution of Change in Balance of Trade®

Number of counlries in which, in relation to 1956, the balance of Irades in 1957

Counlry group

exporting mainlyb Was Moged from Was Was Afoved fram Was
more passive fo leag less active lo more
acting aclive passive aclire pusstre pussize

Petroleum . . 4 — 1 2 — 1
Rubber.. .. ... .. 1 — 1 1 1 i
Coffee ... ... ... 4 1 1 1 1 5
Rice. .. . . e — — - 1 1
Wool — 1 — e 2 2
Sugar. . ... ... . 1 2 4 — e 4
Coeea. ... ... ‘ — — 1 n —_ 2
Metals and ores . —— — 2 2 1 4
Cottonn. .. .. . . — —_ 4 1 1 5
Tea. .. .. L e e — — 1 1
Fruit ... .. .. . 1 — 1 — 4
Total countries 11 4 14 8 8 30

Total trade in 1956+ 4,730 6,758 4,769 6,508 9,853 21,331

Seurce: International Monetary Fund, Interna-
sional Finaneial Statistics,

s Exports {.0 b. minus imports ¢ if

b For country composition of these groups sec
table 74.

o Exports f.ob. plus importy ¢ il in millions of
doltars
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Table 79. Primary Exporting Countries: Changes in the Balance of Trade

Change between 1955 and 1957

Balence of Irade
in millions of dollors

as percentuge
of lolal trades

Counlry group Balanes e
exporling muinly® Erporist Iipertst of trades 1546 1957
Petroleum .. ... .. 188 73 —585 17 g
Rubber .. ... ... .. T 79 -2 -3 -3
Coffee .. e —122 165 - 287 i —4
Wool ... ..« . 368 420 —52 —5 —~6
Sugar . .o 269 320 -5l —9 -9
Cocoa . L o —10 24 —34 —7 —9
Rige . .o -2 138 — 140 1 —10
Cotton .. . .. ... - .. - . =10 210 - 220 -~ 10 -13
Metals and ores ... . ... . -~ 209 206 — 415 —6& —14
Tea ... . R 103 349 - 246 -~11 - 16
Fruit . AR 106 368 — 262 —35 —38
Total and average 758 3,052 — 2,294 -3 -~

Source: International Monetary Fund, International Financiel Statistics.
a For country composition of these groups see table 74,

b fixports f 0 b., imports cif.

= Exports plus imperts.

total trade was negative and —11 per cent o1 more 10s€
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 seale the proportion in which that ratio was positive
and 11 per cent or more dropped from 15 per cent of
both countries and trade to 9 per cent of the countries
and 11 per cent of the trade (see table 80). There was
some tendency for increases in trade surplus to be con-
centrated on petroleum and coftee exporting countries,
but increases in deficit were widely scattered, both
geographically and in respect of the principal com-
modity export. '

A wmajor part of the deterioration in the balance of
trade of the primary exporting countries—especially in
the case of the tea, rubber and cotton expoiting groups
—was due to a more or less universal rise in average
jmport 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 exporis 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 & 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 experting countries was in the vicinity of
4 per cent.

"Pable 80. Primary Exporting Countries: Distribution According to Relative Magnitude
of Trade Balance

1956 1857

Ratio of balence of frade Total trade Tolal irade

{0 iatal frade> Number of (millions of Number of {milliona of
{perceniage) counliries dollars) courniries dollars)
—3]l and over. . .. .. A 1,863 7 3,682
-9t -30.. .. 8 2,301 7 2,347
~1itw~20. . . ... 13 12,181 21 18,983
—Gto —10.. .. .. 10 7,138 7 2,828
Ote —5 ... - . . 9,501 10 10,709
01w 5.. o P 9,670 11 6,461
6tc 10... ... . 2 3,160 5 6,596
11te 20 . ... ... 6 2,464 4 4,733
9] and over. ... ... ... 9 5,671 3 1,419
Toratk 70 53,949 75 57,758

: Source: International Monetary Fund, International Financial Statistics.
& s Bxports {.0.h. minus imports ¢ i £ divided by exports plus imports.
b For list of countries see footnotes 1o table T4.
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In the aggregate—ihough 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 countiies averaged about one per cent
higher in 1957 than in 1956.° Nor was any decline in
quantum of exports responsible for the rise in the trade
deficit: on the contrary, the exporl quantum in 1057
was between 2 and 3 per cent above the 1956 Tevel,
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.

* As indjeated 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 kigher on the average than in 1056, Being
heavily weighted hy petroleum and cereals (which becaise of
special pricing and marketing arrangements, price suppotl pro-
grammes and other reasens are not subject to sudden and major
price changes) and seriously under-weighted in respect of non-
ferrous metals {whose prices are especially volutile in times of
change in the level of investment), this index is not a very scasi-
tive measure of the sort of price changes wlich have charac-
terized the recent boom and current recession. On the olher
hand, it is probably somewhat less insensitive than an index af
unit value of exports averaged over all primary experting
countries, influenced to a greater extent a¢ the latter necessarily
is by longer-term contractunl arrangemests. Such an index of
unil value indicates an increase of about one per cent between
1956 and 1957, while a similar index covering only thirty-four
countries-—but ircluding the major copper exporters and under-
weighting in varying degrees petreleum, fruit and cocon ex.
porters—registers no change between 1956 and 1957

The incidence of price changes and movements in
export quantum and in the capacity to import generated
by expo:ls 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 market in the fist half of the
year. At the other extieme are the countries exporting
mainly non-ferrous metals—paiticularly copper—whose
lerms 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 exporling countries was abaut
3 per cent below the 1956 figure.

The rise in the unit value of exports in the sugar
group was sullicient Lo convert a decline in quantum—
notably in Cuba and the Philippines—into a rise in total
receipts. Convelsely, the decline in unit value of exports
in the metal and ore group was suflicient to convert 2
rise in quantum-notably in the copper exporting coun-
hies—into a decline in total receipts. Like the sugar
group, the coffee group also exported less in 1957 than
in 1956; in this ease, however, the reduction in guan.
tum was accentualed by a decline in unit value, espe-
cially in Colombia and EI Salvador.

The cocoa group—represented in table 81 enly by
Ghana—also experienced a reduclion in unit value of

Table 81. Primary Exporting Countries: Indices of Export and Import Value and Quantum and Terms of
Trade, 1957

{1956 =100)
Exporls Tmporis
Country group Tolul Unit Tolal Unit Capacily Terms of
ezporling mainly values Chuantum wilue values Quanlum value to import trede
Metals and orest. 86 106 81 113 110 103 83 79
Teas. . . o ‘ 106 106 100 117 109 108 o8 92
Cocoad | oo o a7 103 94 109 107 102 95 92
Rubbere S 103 103 106 1063 96 107 96 93
Colleet . oo . 95 98 97 105 104 101 94 96
Rices. . . 100 102 98 125 122 102 98 96
Petroleum® . - 104 1G5 99 141 137 103 101 96
Cottont. . . . 101 90 102 105 100 105 86 97
Fruitt .. S . 115 112 103 94 01 103 112 100
Woolk | S . 108 105 103 105 103 102 106 101
Sugar! e 113 98 115 116 114 102 113 113
Average, thirty-lour countries® 103 103 100 111 107 104 99 96
Average, all primary exporting
couniries o 103.5 102.5 101, 1169 166.9 103.7 998 97.4

Source: United Nations Bureau of Economic Aflairs; Statistical
Office of the United Nations, Monthiy Bulletin of Statistics

* Because of differences in country eoverage, these indices
differ in varying degree from those presented in table 74

b Belgian Conge, Bolivia, Chile, Federation of Rhodesia and
Nyasaland.

¢ Ceylon, India

¢ Chana {9 months only).

® Indonesia, Malayz and Singapore, Viet-Nam.

f Brazil, Colombia, Costa Rica, ¥ Salvador, Guatemala

® Burma, Thailand

b Iraq, Venezuela,

* Egypt, Mexico, Nicaragua, Pakistan, Peru, Turkey.

i Ecuadory

& Australia, New Zealand, Unien of South Alriea, Uruguay.

! China {Taiwan), Cuba, Dominican Republie, Philippines

win 1956 these countries accounted for 74 per cent of all
exports and 73 per cent of all imports of the seveniv-five
primary exporting countries represented in table 74
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exporls, at least over the first three quarters of the year;
since cocoa prices rose faitly steadily after March and
the average for 1957 was about 15 per cent above the
1056 figure, the unit value index of exports for the
year as a whole was piobably appreciably higher than
the nine-month average of 94 shown in table 81. The
decline in unit value in the petroleam group--1epre-
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 fiom
Venezuela was about 10 per cent higher in 1957 than
in 1956 but the Middle East ciisis 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 produets.

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
Turope and the Soviet Union—but, as indicated above,
it was offset to some extent by an increase in import
unit values, which helped Lo 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 fox
the fruit, sugar and wool groups but appreciably lower
for the cotton, 1ubber, 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 iner eased
by mote than 2 per cent in 1956—declined by more than
4 per cent during 1957. Venesuela received by far the
largest accession to its reserves in hoth 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 scen 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

aggregate holdings, while the proportion experiencing
major losses of reserves—of more than 10 per cent—
was almost three Himes greater in 1957 than in 1956
(see table 82). One 1esult 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.

Table 82. Primary Exporting Countries: Distribu-
tion According to Change in Official Gold and
Foreign Exchange Holdings"

1956 1957
Bnd-of-year LEnd-cf-year
Number  haldings Number  holdings

Percenlage change of (millions of of

. {millions of
during the yeart couniries  doflars)

counlrics  dollars)

—3tandover ...... 3 23 T 1,220
From —11 to —30 5 2,631 15 3359
From —lto-—10.. 8 2,824 5 2,596
From lto 10 . 14 3,367 7 2,298
From 1lto 30 . 11 3,469 6 500
3landover. . .. . . 3 1,300 5 3,195

Torare 46¢ 13,785 46e 13,189

Source: International Monetary Fund, International Finaencial
Statistics; Belzian Congo: Bangue centrale, Bulletin dz la banque
centrale du &m o belge et du Ruando-Urundi {Leopoldvilie);
Rhodesia and Nyasaland: Central African Statistical Office,
Monthly Digest of Statistics (Salisbury}; United Kingdom:
Colonial Office, Colonial Digest af Statistics (London).

a Inciuding changes in tﬁe net foreign assets of commercial
banks in Rhedesia and in the sterling belances of United King-
dom dependencies.

b Year ending 31 December in ail instances except {(in 1957)
Mexico, Syria and Uruguay, for which it is the eleven months
ending 30 November, end Bolivia and the Urnited Kingdom
dependeneies, for which it is the year cuding 30 June. In total—
though not necessarily in respect of any individual regional
component—there was ve:y little change in the sterling holdings
of these dependencies during the second half of 1957

o In the absence of recent detailed statistics regarding sterling
balances, the United Kingdom dependencies have been incor-
%orated on a regional basis instead of as individual territories.

cpendencies in the West Indies have been incorporated as a
unit in the sugar exporting group, those in West Alrica as 2 unit
in the cocon exporting group, thase in East Africe as a unit in
the coffee exporting group and Malaya-Singapore-North Boraeo
as a_unit in t}i’w rubber exporting group.

#Two countries registered no change.

* One country registered no change.

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
beeause 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 zeduction in reserves in the tea exporiers, 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
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slightly in the face of a2 major rise in export proceeds.
The decline in the rate of expansion in reserves of the
petreleum exporting group reflects the dificulties of
some of the Middle East countries—especially Iragq—
which served to offset the gain in Venezuela where, as
indicated above, there was a f{urther large inflow of
foreign capital (see table 83}.

Table 83. FPrimary Exporting Countries: Changes
in Official Gold and Toreign Exchange Foldings

Percenlage chungs Official reserves as

Coundry group in official pereertage of everage
exporling matnly reserves during 19561057 impaorts

1856 4957 FEnd 1986  End 1957
Cocoar. . ..... . =5 -3 196 199
Petrolewm?. . . . 49 28 68 87
Ricer. ... . .. | 1 -5 68 67
Rubberd, . . .. .. —~2 el 58 57
Cotton®. . . ‘ 3 —12 58 51
Coffeat. .. 8 —8 55 51
Sugars. . o 5 -0 51 49
Teah, . .. | .o=21 —33 Tl 47
Woolt, .. . ], 4 37 39
Fruiti . 2 s 26 26
Metals and oresk . 18 —30 37 25
ToraL 3 —4 56 53

Source: See table 82 {or source and definitions.

o Ghana, Nigeria and Sierra Leone

b Iran, Iraq and Venezuela.

¢ Burma and Thailand.

4 Indonesia, Malaya-Singapore-North Borneo, and Viet-Nam.

* Egypt, Mexico, Nicaragua, Pakistan, Peru, Syria and Turkey.

t Brazil, Colombia, Costa Rice, El Salvador, thiopia, Guate.
mala, Kenya, Tanganyika and Uganda,

* Barbados, British Guiana, China {Taiwan}, Cuba, Dominican
Republie, Jamaica, Philippines and Trinidad

% Ceylon and India.

FArgenting, Australia, New Zealand, South Afriex and
Uruguay.

i Beuador, Honduras, Israel, Lebanon and Panama

k Belgian Congo, Bolivia, Chile, southern Korea and Rhodesia,

The part played by capital movements

The over-all stiain 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 heen 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 leng-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 Uniled
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 ran-
ning at almost double the 1956 rate.” 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 Furo
pean dependencies, a sizable net repayment of capital

* Bince the extraordinary concession payments 1o Venemela—
though well over $300 milion in 1957—were on more or loss the
same scale as in 1956, the inerease in the net capita] outllow to
other Latin Americun countries was reletively much greater
than this,

Table 84.  Capital Movements hetween the United States and the Primary Lxporting Regions, 1956 and 19574
(Millions of dollars)

Independent Western All otfier
' connlrics of Furopenn primary ezporling

Type of moocment Total Latin America aterling crea dependencies coundriest
1556 1957 1856 1957 1956 {557 1556 {8957 f936 1957
Private capital, total 1,268 1,586 826 1,299 29 1 36 49 347 237
Directinvesiments, net 839 1,179 612 1,008 33 7 35 65 159 99
New issues 78 65 —_ e 25 13 —_ e 53 52
Redemptions S —24 —23 w3 -9 —15 13 - — -1 -1
Other long-term, net 55 128 63 123 15 17 -7 —13 —16 35
Short-term, net o 8an 237 159 177 1 11 3 -3 152 52
Government capital, total 543 529 97 145 158 198 -2 -1 200 187
Long-term. . | 408 608 118 301 73 58 v ¢ 217 249
Repayments o - 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 48 037 424
Long-term capital 1,178 1,526 659 1,268 110 112 27 45 382 329
Unilateral transfersd 1,404 1,552 121 157 199 176 27 33 1,117 1,186

Source: United States Department of Commerce, Survey of
Current Business (Washington, D.C ), March 1958,
® Figures for 1957 are preliminary.

b Tncluding Japan.
c Less than $500,000.
4 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

Asiz 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
10568 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 pi-
maty 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 counlries, notably India, The high rates of
interest seem to have been instrumental in attracting to
the United Kingdom a reverse flow of short-texm funds
from various sources, including primary exporting
countries. This had the effect of putting wpward pres-
sure on inlerest 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 Furopean countries also appear to
have invested more abroad in 1957 than in 1956.° The
outflow of long-term capital from the Tederal Republic
of Germany, for example, is estimated to have reached
the equivalent of $185 million, almost one-hzlf of which
seems to have gone to primary exporting countries.
There was a similar, if smaller, rise in Belgium where
in the frst 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 1058, the 1957 loans appear to have amounted—at
the oficial rate of exchange—to somewhat less than $60

8 The 1956 Agure 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 enpital outflow
hetween 1936 and 1957 is still quite marked

% For more detailed estimates of the flow of funds to the pri-
mary exporiing couniries, sce 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 Amournd
Institution and Loans {(nel undisburaed Loans (nel undisbursed
horrowing of can~ Disburse- Repay- Nel 34 December of can~ Disbhurse- Repay- Net 34 Decemnber

region cellations) menls ments eulgoings 1956 cellalions) meniz menis oulgatngs 1957

IBRD®
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 T4.8 61.1 1.4 597 50.6
Southern and

south-eastern .

Asia .. o118 553 81 472 156.4 256.9 1217 83 1134 3316
Alrica. o 80.0 241 119 122 98.0 84 4 320 15.3 16.7 150.4
Oceapia . ... . 592 35.9 3.1 328 592 s 235 8.8 147 35.7

Torar 3283 219.7 394 180.3 600.7 4375 320.2 55.2 265.0 7180
Export-Import Bunk
Latin America .. 360.8 69.4 1130 —436 673.8 224.6 234.5 124.6 100.9 663.9
Middle Fast... . —04 148 6.7 81 45.4 0.9 6.5 6.5 —100 39.7
Southern and

south-eastern

Asia .. . . 64.8 138 6.0 7.2 91.9 1.0 49 6.7 —138 998
Africa. . . —3.8 21.8 10.2 116 51.2 —19 14.0 131 0.9 35.3
QOceania . g4 131 15 116 35 —3.4 — 21 —-21 0.1

Torar 421.8 1329 1380 —-b.1 871.8 2272 259.9 163.0 96.9 838.8

Sonrce: International Bank for Reconstruction and Develop-
ment, Fleventh Annual Report, 1955-1956, Twelfth Annual Rg-
port, 1956-1957 and su pf’emcnts, and press releases; Interna-
tional Monetnzy Fund, nternational Financial Statistics; United
States Export-Import Bank, Semi-dnnual Report to Congress.

a Ineluding participation by other lending institutions, except
in the case of Sxport-Tmport Bank loans carried by comumercial
hanks at their own risk.

b Including loans which have required further action by bor-
rower or guarantor {or both) before becoming effective.
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Table 86. Primary Exporting Couniries: Transactions with the International Mone-
tary Fund

{(Millions of dollars) \
1958 1857
Grosy Repay Net, Cross Repoy-~ Vel
Counlry borrowing ments Lorrowings borrowing mendys borrowing®
Latin America 214 282 —6.8 204.6 47.2 157.4
Argentina L — o e 75.0 e 75.0
Boliviab . . Lo 3.0 — 30 1.0 — 1.0
Brazil — 280 ~28.0 37.5 e 375
Chifeb. . . e 0.2 -0.2 311 12.3 18.8
Colombiav. — s — 5.0 5.0 —_—
Cubab | 125 — 125 350 22.5 125
Feuador, | —_ e — 50 o 5.0
5t Salvador . 2.5 — 25 - 25 2.5
Haiti — . — 10 R 10
Honduras . | - —_ — 6.2 2.5 3.7
Nicaragua® 19 — 19 38 19 1.9
Paraguay® 15 . 15 4.0 0.5 35
Middle Fast . 347 119 228 323 7.0 25.3
Egypt 15.0 —_ 15.0 15.0 — 15.0
Iran 67 119 7.8 o e —
Israel . ‘ wen — — 38 — 38
Tarkey ... . .. . . — —_— —_ 135 7.0 6.5
Southern and south-sastern Asia 5.0 275 47.5 260 O e 200.0
Burma 15.0 — 150 — — p—
India. — 125  —125 200.0 e 200.0
Indonesia . 55.0 150 40.0 — — -
Philippines . o R0 e 50 — - —_
Total, primary exporling
countiies. . 1311 67.6 63.5 436.9 542 382.7
Source: International Monetary Fund, lnternational Financial Statistics
* Minus sign indicates net repayment
b Amounts available from stzlmf-by eredit arrangements;
31 December 3 December 31 Decembur
1955 1556 1957
Belivia — 4.5 35
Chile — 350 i62
Colombia . ~— — 250
Cuba — 125 e
Nicaragua — 1.9 38
Paraguay — s 29
Peiu 125 2.5 125

million from Czechoslovakia and somewhal mare than
#300 million {rom the Soviet Union.

Foi some of the primary exporling countiies 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 debls seem to
have increased in total. This was true in India also
where there was a concerted effort to obtain long-term
credils {rom suppliers of capilal equipment—particu-
larly in the Iederal Republic of Germany and the
United Kingdom—as a means of slowing dewn the rate
at which the second five-year plan was exhausting for-
cign exchange eseives. In Turkey there was actually a
gain in official reserves, but this was achieved at the
cost of increasing exlernal liabilities, 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 ather 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-
cetlations) 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 Lastern countries, notably India,
Iran and Thailand (see table 85)

Operalions of the United States Export-Import Bank
in 1957 differed in several respects from these 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 outgeings were positive
for Latin America but negative for most other regions
—the reverse of the 1956 situation. While a smaller
aggiegate sum was negotiated in 1957, actual disburse-
ments (minus 1epayments), 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 Lo 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 Agure (see table 86).

The two most noteworthy {eatures of I'und 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, diawn 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 Buima (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 expoiting 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 eclectricity generated.
Cement production—now widespread among the pri-
mary exporting countries—was up 9 per cent in the
agzregate, 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 meodest. The 1957 wheat crop in the pri-
mary exporting countiies 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 Austialia, 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 Lastern
countries, as well as in Morocco and Seuth 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 concentraled largely in Lalin 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 abeve 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 1eduction 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, Viel-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 lable 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},
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Table 87. Indices of Production of Selected Food
Crops, 19572 )
(1956 = 100)

Table 88. Indices of Production of Selected Raw
Materials

(Preceding year =100)

Sugar

Region Rice {cen-

Wheat (paddyy Maize trifegad
World. ........ ... ..., 98 99 102 108
Primary exporting countries 100 97 ... 106
Central America. ... ... 105 90 89 103
South America . ... ... 8% 102 131 109
Afriea.... ...... .. .... 87T 108 91 107
Middle Fast........ ... 119 107 B9 108

Southernand south-eastern

Asta. ........ .. ... 107 9% ... 107
Oceania ... ... .. .. 73 101 100 108

Source: Foad and Agriculture Orpanization of the United
Nations, 8onthly Bulletin of dgricultural Economics and Statistics;
United States Department OF Agriculture, Foreign Crops and
Markets: Werld Summaries—Crops and Livestocks; United King.
dem, Commonwealth Economic Committee, Grain Bulletin.

» Data pertain to the crops actually harvested, in full or sub.
stantfally, in 1957, Since in several cases only first or second
forecasts are available, the indieces are subject to revision.

in the Belgian Conge (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 tham 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

Collon Wool Rubber
Region :!!2:35;;'/ :f.?j'.gi’/ 1955;3/ Jggz/ 1957
World. ............ ... 97 95 104 99 102e
Primary exportingeoun-
tries . . .. -, 99 108 106 98 101

Central America. 84 115
South America. .. 86 102 }99 105 }100

Afriea .. ... .. 118 87 101 99 107
IS\'Iiddlc Fast ... 104 107 e

outhern and

south-eastern 102101

Asia ... .. 105 101 100
Oceania. . ... .. 133 75 110 95 o

Source; Statistical Office of the United Nations, Monthly
Bulletin l}f Statistics; International Cotton Advisory Committee,
Cotton— P orld Statistics, April 1058; United Kingdom, Common.
wealth Economic Committee, Foo! Intelligence, April 1958,

» Preliminary,

& Excluding the centrally planned countries; inciuding syn.
thetic rubber.

¢ Negligible production,

indicators, it is seen that, like 1956, the year 1957
brought widespread increases in 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 less
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 fortvitous 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

f?%%api{:égfgnﬁr;rgggmgqﬁ Cl}?;:i’;’uc Eleclricity Steel Capper Lead Tin Zine Petroleurn Cement {graf?f‘:?ﬂ
lessthan 80 . .......... .. 9 0 0 — e 5 —_— 4 5 2
9010 98.. .. 2 2 1 3 1 6 1 4 6 1
99 to 101. G 2 2 1 — 3 e 1 2 11
102 to 104 3 2 0 2 2 1 1 4 2 2
105 to 110, . ... 4 15 3 1 2 2 1 3 o 14
it 115 .. . . i 7 1 1 1 — — 2 5 8
otwi2e. . ... ... .. 2 2 0 e — 1 —_ z 6 1
More than 120........ ... .. 3 6 i 1 1 3 2 G 8 8

Number of countries. .. .. 24 36 8 9 7 21 5 26 39 47

Source: United Nations, Monthly Bulletin of Statistics; Inter-
national Cotton Advisory Commitice, Cotton—World Statistics.
» Based in some instances on fess than a full year's output.

b Measured variously—and very roughly—by area, number or

value of buildings completed or of permits issued.

®Based on the apparent consumption of raw cotien in the
year ending 31 fuly.
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Thailand) and South America {Argentinza 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 capital formetion

Gross Gross External cccount
Counlry dotnestie Tolal _ Tofal fixed Change in damestie
product consumplion invesiment stocks experdilure Ezporis Tmporis

Cuba. ... ; b D D ol D B E
Venezuela . C C F o E E F
Ghapa ................ B B A - B b E
Belgian Congo.. ... ....... B B A - B A B
Lewador. ..... . .. C C B o C D C
Australia® .. .. A A —B e B D -
Australia, | B B B 0 B D —B
New Zealand® . B B —B — A B —B
New Zealand . B A B -4 B A B
Philippines.. . .. ... .. C B b e C B F
Thailand. ... . ... ] B C — A E C
Syria . .. C B B -+ c B -~
Ceylon. . —-B A A . A A D
Baypt.. ..o B B -~ o A C ~C
South Africa. ... ... .. .. B B A o B C D
Malaya and Singapere ... . A ~8 C -+ A A B
Puerto Rico*. .. .. ... ... B —B E o A D C
Rhodesia. . .. C C A - B C C
India. ... .. ........ ... B B r vl B C 1
China {(Taiwan) .. ... .. ... B B G . B ¥ B
Tean®. . ... ......... C B F C -D B
frand. ... ... ... C C F C A I
Israel C C B o C E B
Burmae.. .. ... C C B + G A F
Lebanon .. . ... B B B - B —B A
Mexico B B C + B o BB C
Pakistan A B r . B —~E A
Turkey. .. .. ... .. B B A + B C —-C
Brazil. ... . B B E + C —B F
Colombia. . .. —B A —F . —-B —C -r
Chile . A A (G -+ A C 3
Argentina. .. ............ =B —B C 4+ A B C
Indonesia,.... ........... =B -8 B —B B A

Source: United Nations Bureau of Economic Affairs. Australia:
National Income and Expenditure 1956-1957 (Canberrs, 1957);
Burma: Ministry of Finance and Revenue, Economic Survey of
Burme, 1957 (Kangoon, 1957); Irar: an unpublished document
of the United States Oversen Mission Program Office in Iran;
Puerto Rico: Department of Tressury, Report on Finances and
Economy, 1957 {(San Juan, 1957); Ecuador and New Zealand:
replies to the United Nations questionnaire of November 1957
on economie trends, problems and policies; other countries:
hesed on indicators derived from official statisties of trade, pro-
duction and public finance.

The symbels indicate a percentage range of incresse or de-
crease {~): A=—1101; B=2to 5; C=0to 10; D=11 10 15;
E=16 to 20; T=21 and over. The countries are arrayed in
ascending order of increase in cost of living index, sveraging
th% 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 imparts, with duc allowance for inventory changes when-
ever possible) of major food items, major textile items end 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 aetivity was slso used

in assessing investment changes, In most cases the “‘indicators”
were computed in real (physical) terms; where values were used,
they weze reduced to o constont price basis (usually the 1956
level) by means of the most appropriate uvai]abﬂe deflator.
Changes in external accounts were based on balance of pay-
ments statements wherever possible, otherwise on merchandise
exports and imports adjusted for other curreat items in the light
of 1956 fizures, a3 wclll as for price changes between 1956 and
1957. Changes in gross domestie product reflect changes in the
output of as many jtems—bath agricultural and industrizl—as
were available in afficial statistics, combined roughly in accord-
ance with weights derived frem national sccounts of recent
ears. In general the indicators were based on a comparison of

Egures for at least the first three quarters of 1937 with those for
the corresponding period in 1956, Agricultural production was
measured by the crops harvested entirely or principally in 1957,

» Iiscal year ending 30 June 1957 compared with preceding
fiscal yenr.

b Fiscal year ending 31 March 1957 compared with preceding
fiscal year.

o Fiscal year beginning 21 March 1956 compared with preced-
ing fiscal year.

3 Fiseal year beginning 21 March 1957 compared with preced-
ing fiscal year.

® 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 preducers.
In Argentina and Colombia a decline in agricultural
output in the 1957/58 scason 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 sethack 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 inerease 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 degiee: repercussions of government anti-
inflationary measures (as in Argentina and Chile and
to a less extent New Zealand and Australia), crop {ail-
ures {as in Ceylon), deterioration in the terms of trade
(as in Malaya and Singapore), or special local difli-
culties {as in Indonesia).

Tatal consumption was held baek by reductions in
current public outlay irn 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 Buzma, Iran,
Isizel and Lebanon. This appears Lo 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
assessmente have heen allempted there was an increase,
and of considerable dimensions in a number of cases—
Venezuela, [ran, India, Brazil, Puerto Rico, Pakistan,
Cuba and the Philippines, {or example. These were
countiies with active development plans getting under
way or experiencing a significant inflow of foreign
capital. An increase in fixed capital formation between
1056 and 1957 was not necessarily associated with high
1atios of investment to production. Some countries with
high rates of investment lo gross national product
showed relatively small gains between 1956 and 1957—
Australia, Istael, Mexico, Rhodesia and South Africa,
for example. Correspondingly, among the countries
whose fixed capital formation was lower in 1957 than
in 1056, were some with high and others with much
lower investment ratios. :

In some countries—Chile and Colembia, for example
_the anti-inflationary policies that helped to reduce

consumption were responsible in large measure for a
decline in fixed capital {formation as well. Such pelicies
also contributed to a decline in private investment in
Turkey, where personal consumption appears to have
heen maintained, and—in the fiscal year 1956/57~to a
veduction 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 [ractionally
above the 1956 level. In Egypt it was the threat to
external aceounts 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 {urther increase in government
investment was accompanied by another catback 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 thiee years. In Ghana
the 1956 decline in cocoa prices which continued until
mid-1957 induced caulion 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 scems to have been maintained more or less
at the 1956 level.

Among the countries registering the highest relative
advances in the 1ate of fixed capital formation were
Tran and Venezuela, where the main stimulant—directly
or indircctly—was the revenue derived from the petro-
leum industry, and India and Pakistan where official
development progiammes were largely iesponsible.
There was also a considerable increase in invesiment
in Puerto Rico and to a slightly smaller degree in
Cuba and the Philippines; in Cuba this expansion was
encouaged by the sugar boom, in Puerto Rico it reflects
further industrialization and in the Philippines growth
over a wide {ronl, especiaily in the private sector.
Over-average rates of increase in fixed invesiment were
also 1ecorded in Mexico and in China {Taiwan},
Malaya and Thailand In Argentina there was also an
appreciable rise in total investment; in parl this reflects
greater foreign borrowing and in part other changes—
actual or expected—in the external sector: lhere 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 appeat
to have been of particular impottance 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 liguidation of stocks also seems to have cccurred
in the Belgian Congo and Rhodesia. Relatively much
greater was the change in inventory position in Thai-
land where rice stocks were 1un 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 Tutkey (wheat and barley) and in Brazil
where coflee supplies were held back in support of
prices on oversea markels. There was also some
accumulation of stocks of imported goods in coun-
tries where imporis rose somewhat out of line with
current rates ol 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-
exnment policy to build up food stocks to counteraet 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 importtation
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 heen 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 propoztion in which it declined. Among
the countries with more than a mild 1ise in prices,
the proportion in which that rise was greater in 1957
than in 1956 exceeded the proportion in which it was
smallex {(see table 91).

The propottion of countries in which the rise in the
average level of prices exceeded 10 per cent was slightly
Tess hetween 1956 and 1957 than it had been between
1955 and 195620 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 mose 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 vetail 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 Couniries: Distribu-
tion According to Intensity of Inflationary Pressure®
in 1957

Comparison with 1956 Negligibled  Milds Moderaled  Severee Tatal

Less .... . . © 5 6 4 21
Unchanged . ... 5 6 2 2 15
Greater . .. 2 7 9 5 23

Forar 13 18 17 11 59

Source: United Nations Burcau of Economic Afairs

» Measured by movements in retail prices and cost of living,
In general, the groups rcflect the relationship between average
indices in 1056 and 1957, but adjustmenis have been made to
take account of the movement of the price index during these
two yeiars,

b A decline or a rise of one per cent or less,

e A rise of 2 to B per cent.

4 A rise of 6 10 G per cent.

© A rise of 10 per cent o1 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
[rom 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 1ecord-
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 souzce 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-
ciahly greater extent.

In the private sector, on the other hand, the 1ate 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 propertion in which there was a
major expansion diminished. In about one-fifth of the
36 primary exporting counlries on which table 93 is
hased, the rate of expansion was higher in 1957 than
in 1056, 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—{rom 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 92. Primary Exporting Countries: Distribu-
tion of Changes in Government Budgetary Position®

Ratio of change in the government balances
bedween 1956 and 1957 1o tolal gorernment
expenditizrg in 1956
Change (pereentage)

I io 16 amd
1l GlodD 45 over Tolal

Larger surplus..... ... 1 — e 1

Moved [rom deficit to
surplus. ... . .. .. i 2 2 i 6
Smalier defieit. . .. . 2 2 )i 1 6
Smaller surplos .. N 1

Moved from surplus to
deficit .. o 1 1 — i S
Larger deficit ......... 4 1 1 3 9
Torar 10 6 4 6 26

Source: Statistical Office of the United Nations, Statistical
Yearbook; United Nations Economic Commission for Asia and
the Far Tast, Feonomic Survey of dsia and the Far Fast, 1957
(sales number: 1958 11.F.1); Internstional Monetary Fund,
International Financial Statisiics,

s As measured by the net chanpe—indebtedness minus de-
posits—in the government’s dealings with the hanking sysiem;
ealendar years, except in a few cases in which the data reler Lo
the year ending in November, October or September.

Table 93. Primary Exporting Countries: Distribu-
tion of Change in Money Supply®

Number of connlrics in

Tnddex of money supplyt S A
1954 1957

100 or Iess L 4 9
131 10 106 . S ‘ ‘ 6 8
107w l112.. . . . T 6
133 w0 108 . . 9 7
I19and over . .. .. .. . .. 10 5]

Torar 36 36

Source: Statistical Office of the United Nations, Monthly
Bulletin of Statistics

» In peneral, business and individual holdings of notes and
coin und demand deposits in commereial and eentral banks.

b End of year (Jatest month in a few eases in 1957), with
corresponding month in previous year =100,

On the whole, the changes in the prices of commodi-
ties that were taking place on world markets during
1957 had little direct effect en the domestic price strue-
ture in the primary exporting countries. The decline
in the price index of commodities entering inlernational
trade, for example, was not generally reflected in aver-
age wholesale prices for the year as a whole: the dis-
tribution of change beiween 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.

Among the countries in which inflationary pressures
appear 1o have been negligible in 1957, there was in

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 & 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 eflect of which was to reduce marketing board
paymenis 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
miror dimensions in Niecaragua, however, where in-
creased production of export ciops slowed down the
dellationary 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 El Salvador and Viet-Nam,
also resulted in higher exporls and an improvement in
the trade balance (see charl 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,
Moroceo, New Zealand and Tunisia. A rising level of
imports also contributed in New Zealand, however, and
fater in the year in Australia, too. In New Zealand the
rise in imperts 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 Morecco and Tunisia, on the other hand, it was the
continuing outflow of capital that was the major facter
behind the low level of domestic investment, while in
Morocco domestic incomes were depressed by poorer
hayvests 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, domestie
expenditure was held down through seme 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 deterjoration in the
terms of trade prevented this [rom 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 emall, was greater than
the one which had occurred between 1955 and 1956,
had two characteristics in common: there was a ten-
dency for aggregale expenditure to tun ahead of
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Chart 15. Primary Exporting Countries: Changes in Internal® and External® Equilibriam
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domestic production and also a general-and in most
cases substantial—expansion in imports. Except in 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 casc ol
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 expeirienced a
sreater—but moderate—degree of price inllation in
1057, 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-
licularly large increase in investment—India, Iran and
Pakistan, for example, and to a less extent Irag, Mexico
and Thailand. In Burvma, India, Irag, fran and Thai-
land, expanding imports helped to prevent the gap
between el ective 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 paymenls that in all cases was more
severe than in 1956.

in China (Taiwan) and Israel the 1ise 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 receipls which regisiered 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 Republie, Lebanon, Mexico, Pakistan,
Peru znd 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 exporls from Lebanon

and Peru. In mest instances, the increase in imports
was geared lo 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, paiticularly Pakistan and Peiu wheie
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 longe:
standing, the state of internal disequilibrium was
aggravated in 1957 by a [ailure of damestic 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 supplics was hampered by a curtailment
of imports because of balance of payments dilliculties.
These were enhanced in 1957 by a worsening of the
terms of trade which affected not only these thiee coun-
tries but most of the others in which internal prices weie
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
stale 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 cxport earnings also helped to im-
prove the external account; Argentina was the only
other country in the group lo 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 inciease in Brazil, Chile and Paraguay. In
Argentina on the other hand, where expansion of invest-
ment took place in the {ace of a decline in production—
particularly in agriculture—a one-sixth 1ise 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 halance deleriorated.

Problems and Policies

In mest of the primary exporting countries the
economic problems faced in 1957—though differing
from one country to anocther 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 acceleratingtherate of economicgrowth
while at the same time accommeodating 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 conlinued to be with eflorts
to restrain inflationary pressures within the domestic
economy, there were several inslances in which some
slackening in the course of production and growth
began to give anxiely, 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 reccipts. Hence, if a gen-
exalization is to be made—in a field in which the under-
Jying heterogeneity of conditions and events inevitably
creates exceptions—it is that 1957 opened with the
state of internal equilibtium 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 1ise 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 yeai.

The year began with many countiies 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 Jocal
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 atterapt 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-
wres were also aimed at curtailing credit, and this was
also the case in 2 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 faciliries
of the central bank - as in Celombia, Ecuador, Nicaza-
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 — Colorn-
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, cither 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 tise 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 kl Salvador. In
some countries — Chile and Syria, for example — there
were diseriminatory changes in interest rates designed
to restrain some Lypes of hotrowing relative to others
regarded as temporarily more productive. In the frst
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, cuis in government ex-
penditure weze less common. Largely as a result of the
tendency fox 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 1ecent 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.%°

Though there were some countries in which the gov-
ernment finances moved from deficit to surplus, includ-
ing Burma, Ecuador, Guatemala, Haiti, Iran, Urugnay
and Vier-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
mote 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 fo
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 Tesources are often inimical to production, an
increase in which would in many instances prove to be

10 Iy the case of Syria, this 1956 surplas was in part the result
of the receipt of a lump sum settlement of earlier oil royslty
claims.
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Table 94.  Primary Exporting Countries: Major Government Measures Directly
Affecting the Internal Balance
Chattges in Interest Rales Changes fn Credil Volume Changes in Price end Wage Policy
B: rofes affecling borrowing in particular R: action through the reserve (or central)  Pr action directly affecting prices
5! reles offecting saving in particuler ank S: Subsidy
a = commercinf bunks C: gclion through (he commercial banks  F: {ax measure
¢ =geacral or widespreond nfjpi'imlinn O aclion through other credit inglitutions Wi aetion directly offecting wages
Counlry v =reserve (or central) bank ¢ = genered or widespread epplication 1 = freeze
' = seleelize or diseriminalory s = hire-purchase facilitics ¢ =general or widespread application
v = reseene reqrirements = seleelive or disoriminatory
» w= seleclize or discriminatory
v = volunfary restraint {or reluzation) Tending to Tending lo
reduce prices or roise prices or
Reductions Increnses Ezxpansionary Restriciive raise wages reduce wapes
Viet-Nam . . o B, 0.C, C. P,
Guatersala, .
Henduras. .. ... ... .. C., C.
Coba....... . . S5.B. BB, W, W,
Venezuela .
Nicaragua . . .. . N B. C.R.
El Safvador. . . ... .. B,
Papama. . o
Ghana. .. .. . T.P,
Belgian Congo
Eeuador R
Tunisia.
Australia. . .. ‘ oo C, C, v, T.
New Zealand ... ... 8.3, B, €O T, W,
P]Hli pirses A Br B;Su Cn Rucn Crncn
TimiIIz)mG . -
Costa Rica. . .. . o
Syria.... ... . ... B.A. B., 0.C, C, T, T.
Ceylon . : : S, B. RO, C, S, T
Feypt. . . ‘ R, Ce C, 3.
Moroceo. .. . . ... . P. P.
Union of South Alriea 0.C. Oy P.T,
Malaya. . S B, C,
RhOdESiﬂ . . C\'Ch Cr ‘“;u Wn P PHTS:
India ... ........ . _ B.S.B, C, C0, Py T
China (Taiwan) B.
Iran . A
Sudan . . B.B. C, P,
Israel e o B, S, W,
Burma. .. . o B, C, Te
Dominican Republic
Haiti ‘ R, C.
Iraq S
Korea, southern . .
Lebanon. . .
Peru... . . ... S, C. GG, W, W, P,
Mexico C. W, P,
Pakistan C. T, P,
Paraguay . O, W PP,
Turkey . . Py P;
Brazil Wa, W, P,
Uruguay ‘ O.R. C, W,
Colombia S B. O.R, C.R, RCC WP, P, T
Chile. . . . o B.B, S, C.R, C, € WPW, T.PS, TP,
Argentina B, R. PP.W, PW, W3P,
Indonesia C, W,
Bolivia C, W

Source: United Natiens Bureau of Econemic Affairs.
Note: Countries are arrayed in aseending order of inllationary
rressure as measured by changes in the retail price or cost of

iving index between 1956 and 1957 and in the course of 1957.
more effectively anti-inflationary. This is the reason
underlying the enactment in various countries of meas-
ures in apparent conf{lict with the declazed objective
of restraint. Thus a general policy of credit curtail-
ment was accompanied in a number of cases — in Cey-

Within each ecclummn measures are indicated in accordance with
whether they were enacted in the first or second hall of the year.
Where, in any country, similar action was taken more than once
within the half-year, the symbol has not been repested

lon, the Philippines and Syria, [or example, and even
in some of the more infation-heset economies such as
Chile, Colombia and Uruguay — by selective reductions
in interest rates, selective easing of restiictions 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 2 less
extent China (Taiwan), South Africa and Iran— the
relaxation 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 roost
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 1ising 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 2 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 Tutkey — 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 fiseal
action and action in the monetary and credit feld, the
strength and spread of inflationary pressures in the
primary exporting countries is not teflected 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 taxiff. During 1957 changes in these were many
and widespread but more often occasioned by the need
for 1evenue or for the protection of local industiies
than by balance of payments difficulties. Financial re-
straint was placed on importers in many countries,
either by limiting access to eredit for that purpose —
as in Indonesia and the Sudan — or by requiring the
deposit of some fraction (or muitiple) of the cost of
the goods in advance of their importation — as in FEeu-
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 te imports in a number of countries, egpe-
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 de-
terrents was the physical limitation of imporis 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 clesses of goods was in-
tended explicitly for the protection of some lecal 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 duzing 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 Colombiz 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, helow the reduced
rate which earlier restriclions had occasioned. Among
the cotton exporters Lgypt, Pakistan and Sudan all
tightened contrel 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,
Irag’s difficulties stemmed from the curtailment of pet-
rolenm exporis during the Middle Tast crisis, but in
addition barley exports were moving very slowly and
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Table 95.  Primary Exporting Countries: Major Government Measures Direetly
Affecting the External Balance
Measures affecting imports Measures affecting exports ﬂfwmrﬂufgc;i:;gz:m:r receipts
B s (oo oo 0 quantiathe, Lot ‘vt apeciie " Snsements concerning narlrude
Q: quantitalive conirol affecting all or commeodrly i capilel movernents
Counlry - ﬁr;:gfcgziﬁ of gao é’l rrxézg{ exchange _!IS }[J.acc"nsmig or c:;h;:r cantrol ) .
! tazey and c!uilfig T Z;I:r::; tf;m! dulles ’ ja;:':}cﬂ::‘lc;f ?::zdc ransfers cther than
v =selective or discriminalory v = cxchange releption rights R rale of exchange
o == seleelive or dizcriminafory ¢ = fiseul aclion
o = gelective or discriminalory
Liberalizing Restrictive Promolivnal Restrictive Ezrpansive Conlrective
Cambodid. .. .. . .. Q oD T R, C,
Ecuadar. .. .. N 414 TDR R.
Faypt ..o QTR, R.Q R, S Qr
Tumisia.. .. ... ... .. ..
Dominican Republic . ..... T T
Avstralia. .. ..., ....... QT 0,10 T 5T 0
Iran.......... ... .. Q 0 T 7
Colombia.......... ... 0Q b DR, IQTROD R, RT QT A
Uganda..... ... . . .... T T 0
Tarkey .. ......... ... T g g
I} Salvador. ... ... . ... )
Indomesin . ............ @ BQ TRQ T RT C
Moroeco .. ........ ... T T T T
China (Taiwan). .. . .. R.B R,
CostaRiea.. . ... ... T T T
Coba.. ... ... ...... T Q,
Syria. . ... .. ........ T T T Q T
Saudi Arabia. .. Y Q TQ
Nigeria .. ...... ... . . QT
Thailand . .. e Q Q {) T T Q
Tsrael .. ... Y 0 T
Union of South Afriea .. QT T T C
Malaya .. e Q.7 0 P,
Pakistan . . . Q T QD Q
Honduzas. . T T
Peru. .. . ‘ . QT T TR A A
Lebanon................ T TQ Q Q 0
French West Africa ... T0 T
Nicaragua. ... .. ... T R,
New Zealand . C.o Qr T T Q Q. c, P
Ghang. ............ .. .. Q,
India. .......... .. T Q¢ TOQ TQ T TQ C, PC L
Ceylon ... ... . T T " T C
Argontina .. QT QT gt QR SRR, R.Q AP
Mexico.. .. ... ... T T} T T T T T
Guatemala . ... ., TQ 0
Belgian Congo . . T T T op
Bolivia . . T T R 7T T, T AP P
Parsguay. T DT DR R.R: R,R T A
Venezuela A
Braail ... ... . .. . T 3 QR, 8 g
Rhodesia. . ............. QT Q.0 T T
Philippines. ... .. .. . QT Q.0 DOB R, C C c P
VietNam... ... ... D DRT TQ R.R R, o
Korea, southern .. .. .. ™ 0 Q
Ira e ST
Chile.. ... ... . . . TQD T QDT TD Q P
Urvguay ... ............ 1D Q D R.R, R,
Burma . S TQ ]
Sudan.. ... .. .. .. BO T T

Source: United Nations Bureau of Econoemic Allairs,

Note: Countries are arrayed according 10 ¢hange in balance of
trade between 1956 and 1957 {rom the greatest improvement to
the greatest deterioration, Within each column measures are

the expanded development programme had given rise
to appreciably greater imports. Development expendi-

indicated in accordance with whether they were enacted in the
first or second hall of the year. Where, in any country, similar
action was taken more than onee within the hall-year, the symbol
hos not been repeated.

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 receipls 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 these dis-
cussed above aze 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 texrms of trade in 1957, Among them Bolivia
and Chile had recently embarked on a regime of freer
trade al 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 cais. In the Belgian Congo and Rhodesia
domestic retrenchment was used to reduce the propen-
sity to import, reserves were atlowed 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 vear 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 tock 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, Kgypt, 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 ternded 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 nat otherwize 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 daties paid on material subsequently incorporated
in goods that are exported — as in Australia and Thai-
land — and the conclusion of agreements to promote the
fow of trade between particular countries — as between
Australia and Japan and between Tunisia and several
countries with which bilateral errangements 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.

Outlook

The dominant factor shaping the course of economic

** This section has been hased in part on the replies of Govern.
ments to the United Nations questionnalre 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 oulsel many commeodity prices were ab 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 compensaling inflow of capl-
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 lhe primary exportting counlxies
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
carn more from their exports in 1958 than they did in
1957 are those in which special [actors operated to re-
strain exports in 1957, those in which the price of the
major export commodily 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 fruil ex-
porters — Ecuador, for example ~ and South Africa,
an expansion in whose earnings from gold and uianium
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 petrolecum ex-
porters — Iran and Venezucla, for example — 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 carnings has
been gelting progressively smaller — 13 per cent, 10
per cent, 6 per cent and ¢ per cent in successive years
With the slowing down of the rate of growth in the in-
dustrial counlries and the possible curtailment of im-
ports into the Uniled States, a further reduction in this
rate of inciease may be expected, especially in view of
the fact that, with slocks at a high level, prices have
tended to drop below the increased figures posted in the
Arst 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 1o realize moie [rom
the smaller 1957/58 crop than they did from that of
1956/57; whether this will 1aise export proceeds for
1958 as a whole depends in large measure on the 1958/
50 ciop whose size will be the chiel determinant of

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 ecircum-
stances or policies reduced exports in 1957 to an ab-
normally low level — Irag, 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 aceumu-
late in 1957 — Syria, for example.

In this connexion, another factor which should help
te 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 will be on a much reduced scale in 1958, This
should improve the competitive position of exporters
of cotton, cereals and vegetable seeds and oils in paz-
ticutar, Cotton exporters should gain not orly from the
lower level of United States coramitments lo sell in
1958, but also from the [act that the superior qualities
in Commodity Credit Corporation stocks are reported
to have been largely disposed ol in earlier shipments.
In the case of Egypt, two additional factois may speed
up the movement of the larger 1957/58 cotton crop:
bilateral agreements will ensure sales to some of the
centraily planned countries, while exporl premiums
have been raised in order to stimulate sales to western
Europe and elsewhere.

The prospect for greater receipts from coffes 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 pressuie 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 lactey 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 1o the average 1956 level
but the Furopean beet harvest is reported to be a good
one and the high prices ruling in the first hall 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 lo
receive somewhat higher prices f{or their 1957/58
shipments, total exports of sugar may well be smaller
in volume as well &s lower in unil value in 1958 than
in 1657.

For cereal expoiters—as fo1 suga: expoiters—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 southein and south-eastein Asia, on the other
hand, over-all rice import requirements are likely to be



CEAPIER 5. RECENT TRENDS IN PRIMARY EXPORTING COUNTRIES 203

at least at 1957 levels, apain compensating for poorer
local crops—as in Ceylon, Indonesia and Pakistan—or
in furtherance of stockpiling policies, as in India.
Japar’s import programme for the fiscal year beginning
1 April 1958 includes rice imports of almost a miilion
toms, nearly double the 1957 intake. Against this, bath
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 re-
sult—Burmese quotations for government te govern-
ment transactions were raised by 6 to 12 per cent in
April—and export earnings should benefit.

A greatly reduced grain harvest has heen 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
valume 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 theie
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 imporls seems likely to de-
cline helow the 1957 rate. The slackening of investment
rates in other industrial countzies points to the proba-
bility of lower imports into western Europe also, The
result is likely to he 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 curtaiiment of copper produe-
tion, affecting not only United States mines but also
those of the Belgian Congo, Chile and Rhodesia.

By eatly 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 Indoresian smallholders, whose out-
put tends to be more sensitive to price movements—may
withdraw from the market. Totel consumption in 1957
was sustained more or Jess at the 1956 level; from what
is known of the course of industrial activity in the fizst
part of the year, world rubber consumptien is more

likely to he lower than higher in 1958. Hence, whether
because of lower average price or smaller production
ov 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 o1 less to sustain them at that level, there is un-
likely to be any over-all increase in exports from the
primary exporting countzies. 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 1egister a decline—the frst decline since the post-
Koiean 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 1aken 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 Inde-
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
impoits 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 320 billion in 1957; import commit-
ments for Future delivery are estimated—by the Reserve
Bank of India—to have declined from $2.1 billien in
September 1957 to $1.8 billion in Mazrch 1958, while
licences issued in this six-month period aggregated $628
million—13 per cent below the rate for the furst 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 1etrenchment—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 2 much broader front in South
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Africa; in the latter a continued fall in exchange te-
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 contrel over the use of export proceeds and
over foreign lransactions of a non.commercial nature,
and by oversea horrowing 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
régimes have only recently been introduced, have alse
tried to avoid the reimposition of blankel 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 {acilities, the decline in Chilean
reserves had reached a point where drastic action was
deemed necessary: all imports were brought to a
virtual, i temporary, halt by a decree raising prior
deposits to be paid by importers lo one hundied times
the peso value of the goods in question.

The fact that conirol over imports—whether direct
and quantitative or indirect, through local demand—
has been so widely imposed and that so many countiies
are aiming at an import bill less than that of 1957 is
likely to mean that in the aggiegate imposts into the
primary exporting countries will expand littie 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 Lhe extent
to which the government is commitied to maintaining
incomes or supporting prices in the depressed export
sector—as in the case of coflee in Brazil and butter and
cheese in New Zealand—and on the other hand on the

government’s dependence for revenue on the flow and
price of exports and imperts 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
—ot 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
{urther 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 1o be inducing some slack-
ening in the growth of demand which may affect the
output of the industrial sector inte which a large pro-
portion of recent investment has gone. A decline in the
export sector—particularly in mining and smelting ac-
tivity—ig also expected to reduce the rale 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 erops 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 reflugees
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 ceni—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 oulput
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 cotfee
expoits under the Mexican Convention this may have a
depressing impact on the domestic economy Expansion
in India will be aflected by “a more difficult food situa-
tion” and the inhibiting cflect of imporl vestriclions
which may rcduce supplies of some 1aw mateiials.
This is possible in the Philippines also, where an
“qusterity programme” was adopted late in 1957 be-
cause of the serious deterioration which had oceurred
in internal as well as exteinal 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 tise 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 expendilure and a contraction of credit
available to the private sector are direct outgrowths of
the deleriozation in terms of trade Deterioration in
texms 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 offsel to some extent by an
expansion in private capital foxmation, 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 ate 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 secter, government
policies are moving toward increased investment not-
withstanding the difficulties on external account ocea-
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 he at a somewhat lower level in
1958 and the external balance should benefit.

In a few countries the actlon 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 produetion in 1956
and 1957 that underlay the weakness in world markets,
expansion of exportable supplies seems unlikely to
inerease incomes. Indeed several groups of countries—
including those producing mainly sugar or tin as well
as the major coffee producers—are already embarked
on pelicies of restricting exposts or production in the
belief that, by sustaining prices, this will help reduce
the ioss of income.

The stimulus to import suhbstituting industries s
likely to he more decisive. However, investments made
under the influence of import curbs imposed ter-
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 he 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 contrals 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
impelied 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 Aectivity

INDUSTRIAT PRODUCTION

Industrial production centinued 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 eflect, 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 1ellected in part the unusual
circumstances in Hungary, where output recovered
from the disruption of economic activity during and
alter the events of October 1956. Industrial production
also increased at a higher rate in Czechoslovakia, Last-
ern Germany and Poland, while in Bulgaria, the rate
achieved in 1956 was maintained in 1957 Only in
Romania did industrial production increase ai a slower
rate than in the preceding year.

Table 96. Indices of Industrial Production, by
Couuu'y

{Preceding year =100}

Country 1955 1956 1957

Centrally planned economies, tetal .. 111 112 110
USSR e . S 1120 111 1o
China, mainland . 108 131 107
Othes eastern Europezn countries, tetal 110 107 110
Bulgaxia = ... ... . oL 1B 115 115
Czechoslovakia. . S .o 11 109 110
Eastern Germany : 108 106 108
Hungary ... .. oo ... 108 89 117
Poland. .. .. . .o 111 109 110

Romania o .o 114 1100 109

Source: Reports on [ulfilment of plans and stalistical yearbooks;
Hsin Hue Semi-monihly (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 industiial em-

loyment in each country to the totals of the group. These
indices should be considered only as broad approximations of the
changes in aggregate outpul.

In all countries the targets set for industrial produc-
tion for 1657 were exceeded, and in some countiies by

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 controls over individual enterprises,
associated with the deceniralization in planning and
management; greater scope may thus have been given
1o individual enterprises to plan the composition of

Table 97. Indices of Output of Producer and Con-
sumer Goods, by Country

(Preceding year =100)

Couniry and item 1955 1956 1957

Bulgaric

Producer goods. ... .. 1068 116.7 109

Consumer goods 1086 1133 118
China, mainland

Preducer goods. ... . . 1171 141.8 112

Consumer goods 011 121.9 103

“zechoslovalia

Producer goods. . ... . 1088 1109 109.7

Consumer goods .. .. 1131 1081 1109
Fastern Germany

Producer goodse . .. 108.7 168.5 107.1¢v

Consumer goods® . 106 4 1031 108.5¢e
Hungary?

Producer goods® .. 108 93 189

Consumer goods®. . .. 109 88 115
Poland

Producer goods. . ... 111.2 110.6 109.2

Consumer goods .. 1il.8 107.2 110.0
Romania

Producer goods .. . 120.2 1132 111.0

Consumer goods. .. ... 1056 1071 105.1
USSR

Producer goods . .. ... 1147 111.4 111

Consumer goods ... . 1082 1095 108

Source: Reports on fulfiiment of plans; statistical yearbooks;
Vierteljahreshefte zur Statistik, No. 4, 1957 (Berlin), and Hsin
Hua Semi-monthly.

» Heavy indusiry.

b Estimated on busis of nine menths,

¢ Light industry and food industries,

4 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 encouzagement 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.* 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 unusged re-

1In Bulgariz, total industrizl production inereased 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 output 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 industiy were
exceeded by 6 per cent and these for co-operatives by 15 per cont.

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.% In the Soviet
Union, the total output of fuel and power expanded at a
somewhat higher 1ate 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 countiies by changes in
foreign trade, and although output of fuel and power
in eastern Lurope, 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, Lastern 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.

*1n mainland Chira, however, the rate of increase in coal
exceeded—and that of crude oil production probably exceeded
w~the rate of the preceding year; in Hungary, preductien of
metals, power and fuel (except crude oil) incressed in 1957 as
compared with a decline in 1956; and in Bulgaria and Eastern
Germany, 8s e result of recent large investment in coal mining,
the output of brown coal increased at an scecelerated rate.
Despite the rise in the rats of expansion in these three eastern
Furopean 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 Qutput of Fuel, Power and Selected Basic Materials
{Preceding year =100}

Other eastarn

European
Hem USSh couniries China mainlend
1856 1957 1936 1957 1956 1957
Primary fuel and power=... .. .. 1lil4 112.3 102.9 1019 . o
Coalt. .. ... . ... ... 1097 107.9 103.1 103.0 113.2 1172
Hardeoal .. ...... ... . 1098 107.9 101.4 99.8 .
Brown cosl and lignite . ... 109.5 107.7 103.8 104 4 o .
Crudeotl. ... .. ... .. 1184 117.3 100.5 88.2 120.0 140,0-
Flectric energy .. .. .. ..o..o1128 108.1 108.9 106.4 1351 il44
Pigiron. . ................ 1075 103.4 167.2 1067 1259 122.6
Rolled steel ... .. ...... ... 1071 106.3 108.2 107.6 157.0 114.2-
Cement N 11 X i 116.2 106.1 109.8 142.0 104.7
Bricks. . . e o 1029 1121 103.9 109.8 -

Source: Reports on fullfilment of plans; statistical
earhooks; data on primary fuel and power from
nited Nations, Economic Survey of Europe in 1957

(sales number: 58,YL.E.1}; Hsin Hua Semi-monthly

and estimates of the Secretariat.

s Coal, oil, natural gas, oil shale, peat and hydro-
electric power, in terms of heat value

b (n ton per ton hasis.
° Planned.
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Table 99, Selected Indices of Production and Apparent Consumption of Basic Materials
{Preceding year =100}
. 1956 . 1957 .
Tnduslrial AApparenl consumption FProdustion Industrial <Apparent consumption Produelion
Caunlry produglion Primary of electric production Primary of eleelrie
Sugl and Rolled eneryy fuel and Rollcd energy
power sleel power steel
Bulgaria.. ...... . .. ... 1149 1067 121.02 1154 115 1134 105.8» 110.9
Czechoslovakia .. .. .. . 109.4 168.0 109.8 110.5 110.2 105.7 106.8 107.1
Eastern Germany . .. . 106.3 1022 116.1 108.7 107.6 103.6 109.1 104.9
Hungary = .. . ... 885 94.9 88.2 95.8 117.0 116.6 1244 104.8
Poland. . . . . . . 109.0 108.0 107.9 109.8 109.6 167.0 103.6» 108.5
Romania .. . N N L X: ) 111.0 o 113.6 1085 100.9 S
Total, zbove countries 106.9 105.5 108.9 109.7 106.0 106.4%

Source: See sources to tables 96 and 98.
= Production,
b Exeluding 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 dificulties. This improvement
was probably the result of shifls towards consumption
goods in aggregate output and of the general slowing
down in 1ates of growth in output of heavy machinery
and armaments. In Fastern Germany and Czechoslo-
vakia, however, deficiencies in supplies of special steels
were a factor preventing the fulfilment of the plan for
preduction of heavy machinery, and in Poland the
shortages of steel plates and of non-ferrous metals pre-

vented the achicvement of plans in several branches of
engineering.

The highest rates of increase in the producer goods
sector were achieved in the chemical industiies and in
the output of building materials. Qutput 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

| Strers bt

Table 100. Indices of Industrial Production of Selected Consumer Goods
{Preceding year=100)
Silk and
Couniry and year Collan Woallen arlificial Leather Vegelable
Sabrics Sabrics Jabries shoes Aeat Buller alls» Sugar

Bulgaria

1956 107.7 1187 1394 112.8 114.0 128 4 1128 169.8

1957. 1061 104.7 120.0 130.0 166.3 115.0 113.3 109.3

zechoslovalkic

1850, . . 1028 93 .4 97.8 96.4 111.6 113.7 110.0 80.0

1957 . . 1011 103.8 104.9 1284 107 2 105.9 99.5 133.6
FEastern Germany

1936 . 061 820 4.0 97.7 106.2 976 105.64 85.7

1957 . 104.2 108.3 i 102.7 106.7 107.0 92.2 .
Hungar _

1936 7.4 75.9 84.6 823 110.2 i11.2 78.7¢ 872

1957 . il4 9 1221 1141 128.9 102 3 96.4 105.6 1390
Poland

1956 ... 99 3 160.7 105.2 1121 1217 1016 104.9 793

1857 . 100.9 100.3 106.5 1078 1141 126 3 89.7 i36.2
USSR

1956, .. . 92.3 1061 143 4 105.7 105 4 1199 1306 127.3

1957 . 102.7 105.3 106.7 108.7 1165 13119 1088 1031

Source: Reports on fulfilment of plans and statistical yearbooks
o Exeluding oil for industrial purposes

b Margarine only.
= Sunflower oil only.
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the supply of domestic raw materials allocated to the
consumer sector and by an increase in imports. Produe-
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
fibze, hides and wool by several eastern European
countries® {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.%
Qutput of butter also increased less than during the
preceding year in all countries except Eastern Gexmany
and Poland.® 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

1 The aggregate output of leather shoes in eastern Europe in-
crensed ss 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 semewhat exceeded the 1955 level.

*In eastern Europe, exclusive of the Soviet Union, the aggre.
gate output of meat inereased by 14 per cent in 1956 and 9 per
cent in 1957,

® Aggregate production of eastern Europe ineressed 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 pex
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 still further reduced in
1957, Employment increased at an accelerated rate only
in Bulgaria, Czechosiovakia 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 1ate of inciease 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-
lay 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 payrolls. 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 uremploy-
ment” in industry was probably an impertant factor
accounting for the rise in output per man®

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
sitration improved in 1957. The two factors which

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 alse in other
countries, appareatly the problem is of greater importence in
Poland.

Table 101. Indices of Employment and Output per Man in Industry
{Preceding year = 100}

1955 1856 {557
Counlry Numbzr CGuiput Number Quiput Number Oulpul
of wage per wage of wage per wage of wage perwage
earnery earner eiarners earner earners garner
Bulgaria. .. . ... ...... 1031 1046 107.8 107.0 114.7 99.8
Chinpa, mainland. . . .. 101 100.6 113 120 . ..
Czechoslovakin .. .. .. . 102.2 167.9 1024 1068 104.1 105.9
Eastern Germany .. .. . 1003 107.5 06.2 1105 102.4 1056+
Hupgary ».. . ... ... 1007 106.1 101.7 £0.8v 1608 110,
Poland... ... ... . . . 1046 106.5 104.2 104.6 1034 106
Romapiz .. .. . .. ... . 1040 109.3 101.6 108.7 1002 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 Kézlemenyek, No. 12,
1957 (Budapest).

* Tndustry under central administration.
b Average January-September: 1025,
© 963 in relation to the average of January-

September 1956.




210

ParT II. CURRENT ECONGMIC DEVELOPMENTS

helped to absorb at least part of the unemployed labour
foree were, on the one hand, the expansion of handi-
craflts 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 lahour 1o the
countryside. Whereas in Poland these were probably the
most important factors, in Bulgariz the situation was
alse improved by the emigration of about 13,000
workers to the Soviel Union and Czechoslovakia. In
Hungary, which had also encountered a problem of
unemployment during 1956 and in the early menths
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 vnemployed.

AGRICULTURAL PRODUCIION

Weather conditions in 1957 contributed to 2 substan-
tial inerease in agricultural output in some countries,
while in others they had an adverse effect. In Bulgaria,
mainland China, Hongary, 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 & 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 {sce table 102).
The area affected by the drought inciudes zbout 70 per
cent of the land brought under cultivation during the
past thiee years, and the increase in outpul of other
areas was not suflicient to offset the decline. In this
respect the situation differed from that of 1955 and

resulls 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.

Among the other major crops, output of sugar-heets
was exceptionally good in all countries, and produetion
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 jn 1956 but it was the highest on record in
mainland China.”

Total crop production was lower than in 1956 in the
Soviet Union and Czechosiovakia. 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 inereased 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 conseguence 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 vears. In all other countries
over-all crop production was higher than in 1956.

" The figures on collon production in these two countries are

as follows (in millions of tons) :
1952-1954

1956: in 1955, Kazakhstan and the castern region had Ching, maintand . 118 {gg; ‘;ggg lmg;
a poor harvest, but the other areas achieved excellent USSR 405 400 450 4.40
Table 102.  Output of Major Crops
{Millions of metzic tons)

Grain Sugar-bects Polaloes
Counlry 18531855 1853-1955 19534955

aucrnge 1956 1957 aserage 1556 1957 average 1856 1957
Bulgaria ... .. .. .. .. 38 34 4.7 7 R 14 3 2 3
China, meinland A 1465 160.7 1630 7.4b B 6w 12.3» 175 21.8 L
Czechoslovakia . . .. . 4.8 5.4 52 58 4.6 68 86 0.6 88
Eastern Germany 56 53 5.4 6.6 4.9 68 14.3 148 159
Hungary. .. S 61 52 T 2.2 1.9 2.4 2.1 21 2.9
Poland . .. . Lo 112 izl i3 6 70 6.4 7.6 31.4 381 35.0
Romania . S 88 7.1 11.4 1.6 1.5 21 2.4 2.7 o
USSR. . ... . .. 893 1237 1095 24.7 325 394 96.0 87.2

Source: Reperts on fulfilment of [ﬂuns; statistical yearbooks;
United Nations, Fronomic Survey of Lurope in 1957; Hsin Hue
Semi-monthly; USSR grain output estimaled on basis of the
planned targets for 1960, indices of grain output for 19501956,
reported percentage increase 1953-1957, and a stalement in
Planovoe Khezyaistvo, No. 2, 1956 (Moscow): “Gross output of
grain in the Kazakh SSR in 1960 will increase com (i]'C(E) with
1055, five times, and the relative share of the Republic in the
output-of grain in the country will inerease to 12.9 per ceat

instead of 4 5 per cent in 1955 ** Sinee these target increases sre
expressed in rounded figures, the estimates given in the table
may urderstate or everstate aclual output.

* Wheat, rye, barley, osts, maize for grain, and paddy in
mainland Chinra

® Including supar-cane converted into heet cquivalent by
applying approximate average rates of sugar extraction from
beets and from cane.
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In Poland and mainland China® 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 in 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.? 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 1656, output of meat
and milk increased slightly in 1957; their livestock
population, however, 1emained 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}.

Tni the Soviet Union livestock numbers incieased 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 1ate of slaughtering dur-
ing the last three months of 1957. OQutput of meat,
especially of pork, also increased in 1957, but its rate

8In Poland the @ per cent decline in poteto 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 inereased by only 25 per cent. In mainland Chira
industrial erops increased more than grain output and the erop
of soya beans was lower than in 1956. Total crop production
increased by approximately 3 per cent,

® In Bulgaria, production of milk increased hut output of meat
apparently remained at its 1956 level; the number of sheep
seems 1o have declined and output of wool fell by 5 per cent

of increase cannot be determined for lack of coneclusive
information.*®

Despite the divergences in the movement of ciop and
of livestock production, the increase in over-all agil-
cultural output in Bulgaria, Hungary and Romania was
sufficient to wipe out the losses of 1956 (see table 104).
In Lastern Germany, there was a further substantial
increase above the post-war peak of 1956, mainly as a
result of an increase in fodder crops. Similaily, 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
heen of the order of 5 per cent;!* it was, however, only
slight in Czechoslovakia.

Government policies towards agricullure 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

¥ The report on fulfiiment of the plan fer 1957 confines itsclf
to the following statement regarding meat: “In 1957, output of
meat, especially pork, increased.” But Provde, of 28 February
1958, anpounced that “taking into account the increase in live-
stock, cutput of mest 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 Il 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 diawn with respect
to the output of meat in 1957

' Assuming that the output of animal hushandry (which in
1957 represented 37 per cent of total output of ngriculture)
increased at the rate indicated for livestock numbers This con-
clusion is paertly substantiated by the fact that whereas indus.
trial production rose by 10 per cent in 1957, national preduct
rose by only 6 per cent. In addition, the planned rate of in-
erease in agricultural output for 1958 was set at 17 per cent;
as this is much higher than the rates in 1955 and 19586, it sug-

gests, in part, an anticipated recovery from a fall in output in
1857

Table 103. Livestock Numbers and Production of Animal Husbandry,1957°
(Preceding year =100}

Number of Production
Counlry

Calllet Pigy Sheep Meat Mitk Eggs
Bulgarin.. ... ... ... e Ve “ o 111.0 160.7
Czechoslovakia . 99.0 101.2 93.0 104.9 007 107.6
Fastern Geimany .. ... 1003 98.2 1051 106.5 105.1 S
Hungary. ... ... ... ... 914 9.0 . .
Poland.. . ........ . 9990 107.0 95.6 1085 106.2 99.1
UssSR. . ... .. .. 1086 108.6 1111 ‘ 1114 1100

Source: Reports on fulfilment of plans; statistical
yearbooks; Statistische Praxis, No. f, 1958 (Berlin};
Statisztikat Havi Kozlemenyek, Nos, 3, 5 and 12,
1957; Foprosy Ekonomiki, No. 3, 1958 {Moscow).
s Livestock data based on livestock counts
during the following months: Cuzechoslovakia:
December; Eastern Germany: September; Hun-

gary: October; Poland: June; USSH: January.

b Changes in the number of cows differ in some
cases substantially {from those in the total number
of cattle. The comparsble figures are: for Czecho-
slovakia, 99.8: Eastern Germany, 99.7; Hungary,
97.6; Poland, 103; and USSH, 108 3.
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Table 104. Indices of Agricultural Production
{Preceding year = 100)

Couniry 1955 1056 1057
Bulgeria». .. .. .. . 1103 93.3 108.6
China, mainland . .... .. 107.7 104.6 104
Czechoslevalia . . .. .. 110.5 102.0 99.4
Fastern Germany. . ... 1013 101.2 111
Hupgary. ..., . . 112 a8 112
Poland. . ... ... .. ... 1025 107.6 104
Romania. ... ... .. ... 1189 79.6 .

Source: Reports on fullilment of plans; statistical yearbaoks of

Bulgaria, Czechoslovakia, Eastern Germany, Hungary, Poland
and Romania; data communicated to lge United Nations
Seeretariat by the Governments; Hsin Hua Semi-monthly, and
Nepgasdasagl Merlegek, Realjovedelmel, 1956 {Budapest).

"il 19535 prices, as indicuted in the reply of the Government
of Bulgaria to the United Nations questionnaire of November
1857 an 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
calcufated 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 pessants’ 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 1ole 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 1957.2% the aho-
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.®® In Poland, the reforms initiated
in 1957 were followed by a further reduction in com-

** In December 1956, it fell 1o 9 per cent but subsequently it
increased slightly.

¥ Under the prevailing price structure, this resulted in a shift
towards fodder crops, thus improving the prespects for an in-
crease in livestock production.

pulsory delivery quotas and a virtual elimination of
collective farming.** 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 cither 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 eflect 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 prain stocks in order to provide for 2 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.

* On the other hand, in Bulgaria and in Crechoslovakia, the
relaxation of governmental ventrols over the composition and
disposal of agriculturel produce was accompanied by a further
extension of the collective farm scctor. The drive towards fur-
ther collectivization, which in the carlier period had weakened
the ineentive to greater production ameng the peasants in mest

of the centrally planned cconomies, docs not secem to have
affected output in Bulgaria and Czechoslovakia in 1957,

Table 105. Procurement of Major Agricultural Products, by Country
{Thousands of melric tons)

, Crain Meats Al Egys
Country 1056 1957 1956 1957 1958 1957 T30 1057
Bulgaria. .. . ‘ . . 204 211 283 329 473 447
Fastern Germany . . o 8GO 626 3,302 3,586 1,172 1,491
H[mgmry - 1,506 1,373 426 434 529 511 430 370
Poland. . ... .. 2353 2,143 1,094 1,225 2,014 3,046 1,646 1,658
USSR 54,123 37,300 4, d4G 5,000 17,337 20,500 3,272 4,250

Source: Statisticheski Izvestin, No. 1, 1938; Statistische Praxis,
No. 3, 1958; Statisztikai Hovi Kézlemenyek, Neo. 12, 1957;
Rocznik  Statistyczny, 1957 (Warsaw); H%ulct}'n Statystyczny,
No. 2, 1958 (Warsaw); Dostizhenia Sovetshoi Vlasti za 40 Let,

1957 (Moscow); Zasedaniu Ferkhovnogo Soveta SSSR, {Devya-
taya Sessin); Pravda (Moscow), 27 Fanuary 1958; Festnik
Statistiki, No. 6, 1957 (Moscow).

a Live weight b Million.
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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
resulied in an increase of procurement in relation to
gutput.tt

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) :

1856 1055 1956 1857
Cutput. ... . ...... 84 103 124 110
Procurement. . . a5 38 5d 37
Other. . .. ... 49 65 70 73

Source: For output see table 102, Procurement data derived
from Pravda, 6 I"cﬁnmry 1857, reports on fulfilment of plans in
1955, 1956 and 1957, and Zasedanio Ferkhounogo Sovete SSSR
(Devyataya Sessiz), 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 laige extent 1eflected
the response of the peasants to the increases in prices

' 'This can be seen from the following percentage increases
over 1956:

paid for some agricultural produce which, in the case
of fruit, were associated with the complete aholition of
compulsory deliveries,

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 expan-
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 2 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

Outpul cunemant agricultural output played a significant role in raising
Grein . ... ... .. ... 1 5 the over-all rate of expansion of national produet in
i’ﬁfﬁféﬁa S g 18 1957, In Bulgaria, where industrial production in-
Meat.... .. .... .. ... 65 6.9 creased in 1957 at approximately the same rate as
Table 106. Indices of National Product, Investment and Retail Sales
(Preceding year =100)
Net national produsis Crose fized inzesimentt Relail salex
Counlry
1955 1956 1957 1955 1956 1957 1955 1956 1957
Bulgaria. . ....... ... 110 105 108 109 101 82 112 115 110
China, mainlend. . . ... 107 112 105 115 163 89 102 119 109
Czechoslovakia ... . 109 105 107 109 122 108 110 109 108
Eastern Germanys. . .. . 109 108 107 111 i31 109 106 104 107
Hungary. ... ... ... .. 109 89 1104 95 89 85 105 1il 105
Polamd .., ... ... .. 108 108 1067 104 103 104 111 115 114
Romegnia. ... ... ...... ... 111 112 a1 110 113 114
USSR, ............... l12 112 106 110 117 112 105 169 114

Seurce: Statistical yearbooks; reparts on fulfilment of plans;
Hsin Hue Semi-monthly.

* For China, mainland: net value of industrial and egricultural
output estimated on the basis of gross value data adjusted by the
1956 ratio of net output to gross output for esch component.

b Bulgaria: centraﬁ)}' controfled 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,

@ All data in current prices.
9 Estimated: see footnote 18 to this chapter,
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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 natienal 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 lo have raised the
rate of expansion of national preduct 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 {eature of the economic situation in
1957 was a general slowing down in investment ac-
tivilies 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 ol increase feil {rom
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 [rom 22 and 31
per cent respectively in 1956, 1o § 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
Ramania, investment fell by 18, 15 and 9 per cent
respectively. In Hungary this was the third year of
decline and it exceeded the percenlage 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 [or
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
Fastern 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 {ell 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 colleclive farm sector in
agriculture and a greater reliance on private farming.
Private investment in agriculture, partly financed by
State credits, increased substaniially in these two
countries. In the Soviet Union the investment of col-
lective {arms increased much less than State investutent
and its share in total investment seems Lo 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, Hungaiy and the

Table 107. Changes in the Allocation of State Iixed
Investment, Selected Couniries

{Percentage of total)

Transport
Agris and com-
Country and year Industry cullure  municafiens FHousing

Bulgaria

1955 .. ... . ... 54 14 10

956 ... ....... bd 16 10

1957, ... ... .. . 62 10 il
Czechoslovakia

1955 . S Y 8 13 16

1956 . . S48 8 12 14

1957, ... .. ... &2 8 i2 id
Fastern Germany

1955 .0 46

1956, ... . ... Bl

957 .. .. . . BB
Hungary

1955} A 42 24 g9 10

1956 ¥ 16 9 12

1957 .. . 42 9 6 22
Poland

1955 .. .. Y 10 11 13

1956. . oo 46 i1 16 13

1957.. . oL 4T 10 10 16

Source: Statistical yearbooks and reports on fulfilment of plans.

Soviet Union. In addition, private investment in hous-
ingz 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 [ew instances, notably in Eastern Germany
and the Soviet Union, were they above the rates
schieved in 1956. In mainland China there was a very
sharp decline in the rate of growth of retail sales [rom
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-
formatien 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 occurxed.

The most striking change in the allocation of re-
sources took place in the Soviet Union, signifying =
reversal of the paltern 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 persenal
consumption. In 1957, however, national produet 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
laxgely offset by the decumulation of agricultural stocks
that had been built up in 1956 bhut 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 mere than planned.*®

In Poland ard Hungary, the changes in the allocation
of resources were significantly influericed by the emer-
gence of very large import 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-
ciease in total investment and in consumption relative
to national preduct. 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 (19566 = 100)
(Billiona of zlolys; 1956 prices)

National product, .. ...... 237 257 276 107
Consumption. .. .. ... .. 184 203 227 112
Personal. . .. .. . 171 189 212 112
Social. .. ... S £ 13 5 112
Accumulation .. .. .. 53 51 61 115
Tixed investment. .. 36 37 39 106
Changes in inveatories . i6 14 22 152

Net foreign trade balances, .+ 12 —

Source: Report on fulfilment of plan and Rocznik Statystyczny
(Warsew, 1957).

a This item includes also inventory losses incurred in storage,
transportation and others.

Tt was this increase in net imports which made it
possible to raise consumption by 24 billion zlotys and
accumylation 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-
duet increased from 70 per ceat in 1955 and 74 per cent
in 1956 to 77 per cent in 1957.*" Net fixed investment
rose somewhat less than national preduct but the net
inerease 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 produect; the rise in
the share of accumulation in national product was the

¢ Retail sales increased by 14 per cent instead of & planned
10 per cent.

2T Phe share of social consumption increased slightly and was
about 5 per cent of national product in 1957,

result of a steep inciease 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.*® The
very sharp increase in net imports in Hungary was
entirely absorbed by the exceptionally large increase
in accurmulation which rose about four times over 1956,
Net fixed investment declined considerably in 1957 and
the rise in accumulation was exclusively due to the
teplenishment of inventories which had declined
sharply in absclute 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
hased 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. Lven
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-

18 The changes in the allocation of national preduct are shown
by the following indices (expressed in constant prices) :
1955 1956 1957
(National produclin 1955 = 100

National preduct ........ 100 89 o8
Consumption .......... 9 84 86
Personal ...l s . 69 5 79
Accumudation ........ .20 4 16
Change in inventories --10 -7 410
Net foreipn trade balance. -+2 -2 —

Indices for 1955 and 1956 are based on official statisties given
in Nepgazdasagi Merlegek, Realjovedelmel (Budapest, 1956).
Indices for 1957 aze very rough estimates and may coniain z
substantial margin of error; they should therefoze be considered
only as providing & gemeral indication of the direction end the
magnitude of change. National product in 1957 was estimated
from data on industrial and agricultural productien and on
statistics of gross natienal output in current prices given in the
reply of the Government of Hungary to the United Naotions
guestionnaire 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
dats on retsi} sales and the net foreign balance from trade
statisties in foreign trade prices which were adjusted to domes-
tic prices. The dats on changes in inventeries refer to stocks of
goods and exclude the inerease in_ unfinished construction
usually included in this component in Hungarian statistics The
edjustment 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 officizl 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 rese 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 Fastern Germany during 1957 national product
and retail sales Increased by about 7 per cent and gross
fixed investment by 9 per cent.’® At the same time the
export surplus increased substantially. In addition,
there appears to have been an incicase in the ratic of
stock formation as a result of the considerable increase
in agricultural production, which in 1956 had rernained
almost unchanged. Altheugh no definite eonclusion can
be derived from this information, it seems that the
share of consumption in national preduct ecither 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 peinis in the same direction. However, while
centrally ailocated investment declined, investment in
private housing rose by about 20 per cent and invest-
ment of the collective farms probably also increased.*®
But the main factor which tended to offset the effect of
the {all in State fixed investment was the increase in
agricuitural stocks that followed an 8 per cent 1ise 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 ussessed with any degree
of precision. However, according to an ofiicial state-
ment, the share of accumulation was equal to 15 per
cent of national produet in 1957.%2 Since in 1956 aceu-
mulation represented 14 per cent of national produect,
this would indicate that either the share of consumption
declined in 1957 or remained at its 1956 level *

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 consumplion in national product
increased in 1957.

37 Ali data in curremt prices

* Centralized investment represented about 75 per cent of
total fixed investment in 1956.

** Report on fulfilment of the fveyeor plan, 1953-1957,
Otechestyen Front {(Sofin), 16 March 1958,

*I The data on the share of accumulation in 1957 are derived
from the report on the fulfilment of the plan and the data for
1656 from the statistical yearbeok of Bulparia Tt is net certain
whether they are expressed in the same prices and to what ex-
tent the difierence may be due to rounding.

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 consumplion 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 bat declined in 1957, how-
ever, the shift towards accamulation, if any, was pro-
bably much less significant than in 1956; in that vear,
the share of accumulation had risen to about 23 per cent
of national product as compared with about 20 per cent
in 1953,

These shilts 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 ever more inflluenced 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
fo increase income payments to the population sub-
stantially. In some couniries the eflect of this redis-
tribution of income in [avour of consumers on the
pressure of demand was offset by a commensurale 1ise
in supply, but in others, supply did not increase saf-
ficiently to maintain the balance. Money income of the
population scems to have increased more than output
in all countries of the group except Crechoslovakia.
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, peasanls’ incomes rose sharply because of
the reduction or complete climination of compulsory
deliveries and an increase in prices paid to the peasants.
In almost all countiies, pensions and other transfer
payments were substantially increased and, logether
with some reductions in income taxes and in subscrip-
tions to the State loans, contributed significantly to the
tise in disposable money incomes.

Average worker’s earnings increased less than output
per man only in Czechosiovakia 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 peasanis’ incomes also r1ose much
faster than output,

The eflect of these changes on the balance between
supply and demand varied {rom country to country
accarding to each country’s ability to raise the supply
of consumer goods sufliclently 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



CHAPIER 0. BECENT TRENDS IN CENTRALLY PLANNED ECONOMIES 217
Table 108. Indices of Output per Man, Money and Real Wages in Industry®
(Preceding year =100}
Gross Hages Cross Wagas Gross Wages
oufpul - ouiput oufpui
per man Money Real per man Money Beal per man Money Real
4855 1956 1857

Bulgaria e 104.6 105.0 1114 107.0 102.0 110.9 99.8 104.8 104.0
China, mainland . 100.6 103 9 102.5 1200 113.5 113.2 - 164.0 -
Czechoslovakia 107.9 1012 103.9» 106.8 102.3 105.78 105.9 100.4 102 4
Eastern Germanye® 107.5 103.1 1059 110.5 103.3 163.7 105.0 164.0 104.0
Hungaryt . 106 1 104.7 105 6 89.8 105.0 072 110.6 121.0 115.0
Poland®. 106.5 103.9 106.5 104.6 1107 111.8 1060 116.4 111.0
Rormania. .. . 109.3 108.5 Co 108.7 109.3 112.2 1083 110.0 110.0
{SSR. IERRERE 108.0 103.0 103.0 107.0 103.0 1G4.0 106.5 107.0 107.0

Source: Reparts on fulfilment of plans, statistical yearhooks,
Statisticheski Trvestia, Wo. 1, 1958, Hsin Hug Semi-monthly; and
sources for table 41, chapter 3.

* For Poland, Romania and the USSR wages represent aver-
apes for the entire economy. Real wages were erther derived
directly from national statisties 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 bused
on cost of living in April of each year.

¢ Wage and salary earners,

4 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 salege
Tolal Peosanis's Valume Value of Implicd (billions of national
Counlry and year money Wage money af refail relail price curreney units, in
income* Lilty fncome sales sarled traddex current prices)

Bulgaria

1956 .. 106.0 165.9 1145 165.4 92.8 152

1957 .. 110.6 116.6 1093 116.2 130.8 16.7

zechaslovakia

1956 ... .. . .. 1064 106.8 1003 106.7 971.6 84,8

1957. . ... 1072 105.4 107.9 1050 97.3 89.0
Eastern Germany

R 1026 103.8 1035 99.7 32.6

1957 . 105.7 106.7 106.7 100.0 34.8
Hungary

1956 .. . 108.8 1088 100.8 111.3 109.7 98.6 48.3

1957. ... 116.2 113.7 126.8 105.0¢ 109.4 104. 20 52.8
Poland

9s6.... ... ... 1181 115.6 116.8 115.2 115.1 99.9 147.7

1057 ...... .. .. 1210 119.6 1236 1145 1219 106.4 180.1
Romania

1956 .. 113.0 110.1 97.4 306

1957. 113.9 1i3.9 100.0 34.8
USSR

1936, .. . 107.0 “es 1088 108.8 106.0 540.8

10957, 111.0 106.0 114 114 100.0 616.5

Source: Reports on fulfilment of plans, statistical yearbooks,
data communicated to the Secreterizt by Governments; Statisz-
tikai Hovi Kézlemenyek, No. 12, 1857; Statisticheski Irvestia,
No. 1, 1958; Statisticki Obzor, No. 2, 1958 {Prague), and United
Nations, Economic Survey af Europe in 1937

e For Crechoslovakia lotal 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.

s Data on retail sales do not include sales on farm markets.
Tor the Soviet Union they do not include commission sales and
for Romania and Poland private urban trade, which in the jatter
country amounted in 1957 to about 7 billior zlotys.

4 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 Fastern Germany and Romania. Savings deposits
increased in several countries but their effect on the
supply-demand situation ecannot be assessed since in
some countries they reflected to a greater or lesser extent
a shift {rom cash hoarding to deposils rather than an
increase in lotal personal savings. Although changes
in savings and taxation and in some cases an increase
in investment financed out of private incomes might
have some eflect on the share of gross money incomes
of the population devoted to consumption, it scems
that in genesal 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 {rom 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 scems to
have increased less than pational product, in 1957 the
reverse was true. The wage bill 1ose by 11 per cent,
mainly owing to a 7 per cent increase in earnings per
worker, and peasants’ money earnings increased by
some & per cent; the aggregale increase of money
incomes from these sources was of the order of 10 per
cent. In addition, the rise in disposeble income was con-
siderably accelerated by an increase in pensions from
36.5 hillion roubles in 1956 to 57.9 hillien in 1957,
by a decline in subscriptions to the Stale loan by 14.4
billion, and by a tax reduction of about 2.5 billion The
effect of these changes was partly ollset by a decline
in the redemption of State loans and loan services
owing to the twenty-year moratorium anneunced in
April 1957; but even allowing for this, the rise in dis-
posable income due lo the above changes in pensions
and taxation seems to have amounted te some 30 billion
roubles, a sum which corresponded to about 40 per
cent of the increment in relail sales in State and co-
operative trade in 1957. While the data used for the
estimates given above disregaird the changes in other
revenue and expenditure of the populalion, it appears
that the other changes had no countervailing influence
on demand. In {act, the net increment 1o incomes origl-
nating i higher pensions and in the decline in loan
subscriptions accounts largely for the difference
hetween the 1ise in the wage bill and money incomes
of the peasants on the one hand, and the much greate:
inciease in State and co-operative relail 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 ollsel by changes in
other compoenents of money income and outlays of the
pepulation. It should be added that the 1ise in total
payments to the population out of State funds consider-

ably exceceded the planned rates with respect to the
wage bill and especially with respeet to pensions.®
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 sulfi-
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 uachanged. Income of the population in fact
increased less than npational produet 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 1ise in pensions, transfers and
other income paymenis 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 pieceding yvear they had declined
substantially. Similarly, in Romania, money incomes
seein to have increased more than retai] sales in 1957.%4
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
appuarent.

Little information is available on changes in the
demand-supply siluation 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 o 2
per ceal increase in tolal purchasing power of the popu-

 Aceording to the Misister of Finance of the USSR, Mr.
Zverey, “The additional expenses connected with the introduc-
tien of the new law on pensions sere higher than planned. This
was due to the fact that the actual number of pensioners and
the everage level of pensions proved to be higher than was
assumed in the calculations for the setting up of the budget™
Zasedenia Ferkhovnogo Soveta SSSR {Devyatays Sessia) (Mos-
cow, 1958},

“* Mo data are ayveilable on the total income ol the population
in Romania. According te a statement by the Prime Minister,
Mr Sioica, mnoney payments inclusive of swages, pensions and
peasanls’ money receipts increased in 1957 Ly 48 billion lej,
eorrespending to about 16 per ceat of the value of retail sales
in 1956, Retail sales in State and co-operative trade increased
from 308 hillien lei in 1956 to 34.8 billion lei in 1957, that is,
by 13 per cent
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lation and a @ per cent increase in retail sales. This
rise in supply in relation to incomes was not, however,
considered sufficient to eliminate entizely 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 colton cloth continued to be in shert supply
and rationing of these praducts 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.®
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 inceme payments was approximately equal to the
increment in value of retail sales. The difference
hetween the changes in income payments and in supply
during these two years indicates an increase in demand
in relation to supply of consumer goads 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 Iiastern
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 depesited 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 1936 the note
circulation had remained roughly stable, it fell from
5.7 billion marks to 3.5 billien hetween September
and December 1957, Only a relatively small proportion
of cash was cancelled—estimated at some 600 million
marks—lhe largest part being converted into savings
deposits which increased during the same period by
95 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

3 ()f which 1.15 hillien represented pension payments and
15 billien wage payments.

temporary, increase in savings deposits. While part of
this increase simply represented a cempulsory shift
from private hoards to savings deposits, it is probable
that its effect was to discourage o1 slow down the with-
drawal of money for consumption o1 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 substanlially 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 1ose 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 zesult
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 incieases 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 1espec-
tive 1ates were 21 and 11 per cent. In both countries
the tise in the wage bill considerahly 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. Peasanls’ incomes rose substantially because
of both the elimination of compulsery 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 agricuitural
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 pui-
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
vesulted in an increase in cost of living of about 5 per-
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cent.?® 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 diserepancy 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.®” 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 f{ollowed 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.

Prans ror 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, obvieusly reflects the transition {rom the period
of recovery lo an actual expansion of outpui (see
table 110).

Qutput of producer goods is planned to increase at a
somewhat higher rate than that of consumer goods in
most countries. In mainland China, the targel set for
producer goods is considerably higher than that for
consumer goods. In Poland, however, output of con-
simer 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 aceel-
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 empliasis 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 yate 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 prevides {or 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)
Ching Czecho- Easlern
flem Bulyaria mainkind slovakia Germuny Hungary Poland Romuniu USSR
Net national product. 109 C 109 - 104 106 .. 108
Gross fixed investment 115+ 118 ille 113 108 107 98 107
Retail sales . . 110 107 104 106 106 108 107
Personal consumption ... o 105 o 105 106 .. e
Industrial production . 111 115e 108 107 1074 107 108 108
Producer goods 112 119 108 107 . 106 108
Consumer poods 111 110 108 107 108 106
Industrial employment. . 164 . 103 e i 103 102
Output per man in industry 107 e 105 106 106 103 105
Agricultuzal production . . 109 106 112 105 104 117
Money income of the population 108 104 105 ‘ 107 .

Souree: Plans [or 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-
eraled 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

* For Hungary this is implied in the statement in the report
on fulfilment of the plan for 1957 indicating o 20 per cent in-
crease in money wages and a 14 to 16 per cent increase in real
wages.

7 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.

© Aeccording to information avaitable in April, the planned
target for tolal industeial production for 1958 has been revised
upward to 133,

4 Industry under jurisdiction of central ministries.

accounted for by anticipated increases in agriculiural
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 vear, the
deceleration reflects the slowing down of expansion in
both industry and agriculture. An exception is Poland
where agricultural output is scheduled to rize 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 Czecheslovakia, Eastern Germany
and Poland fixed investment is scheduled to increase
at faster rates than last year.®® Only Romania plans a
further slight reduction in fixed investment in 1957,
and in the Soviet Urion a fall in the rate of increase in
State fixed investment from 12 per cent in 1957 to 7 per
cent in 1958 is prejected.

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.® 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.?®
I the Soviet Union, on the other hand, a considerable
decumulation 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
frem 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.™ However, in Hungary
and Poland, where, despite the rise in prices, the hal-
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 tiade 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 inecrease 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 sigpificant 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

** In 1958, Czechoslovekia by 11 per cent, Easterr Germany
by 13 per cent and Poland by 7 per cent; the respective rates
in 1957 being 8, 9 and 4 per cent.

* 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.

1 This may not hold for Czechoslovzkia, where agricultural
output declined in 1957,

inerease in the trade of Hungary was entirely the result
of a 43 per cent increase in impoits, 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 Bulgeria and declined somewhat in
Czechoslovakia. Imports, however, increased substan-
tially in both countiies, the increases amounting to 33
and 17 per cent respectively. Only in Laster 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 dispazity 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 meinland China net exports increased

11 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 hillion
yuar and supply of consumer goods, 50 billion yuan.
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Table 111. Indices of Trade Turnover,® and the
Value of Trade, by Country
{(Preceding year ==100)

1857

Value of lrade
{millions

Couniry 1955 1056 18557 of roublen)b
Bulgaria ... .. .. . . 99 139 120 2,835
Czechoslovakia .. ... ... 116 115 107 11,049
Fastern Germany. . .. .. 103 112 185 13,608e
Hungary . .. ... ... . 119 84 121 4,634
Polands e e 1B 1090 111 8,906
Romania®s . ..... . .. .. 113 96 107 3,197
USSR. . . ..... ... 164 112 113 33,000
Total, above countries 106 109 114 77,319
China, mainland .. ... .. 130 94 92t 10,3581

Source: Statistical yearbooks; reperts on fuliilment of plans;
Statisticheski Izvestin, No 1, 1958; Statisticke Zpravy, No. 2, 1958
(Prague); Statisztikai Havi Koclemenyel, No. 12,7 1957; Dostiz-
kenia Sovetskoy Vlastd za 40 Let v Tsifrakl, 1957 (Moscow); and
United Nations, Economic Survey of Asia and the Far Fast, 1957
{sales number: 5811 F 1) .

» Exports plus imports. The indices for 1955 and 1956 differ
from those in the Forld Econemic Survey, 195G because of
revision of dala

b Converted into roubles at oflicial rates of exchange.

¢ Tstimate based on data for 1956 and the percentage increases
in 1957, as indicated in the reports on fullilment of plans.

¢ Datz for 1956 and 1957, inclusive of “intcmuﬁ export”,
which in 1956 amounted 1o about 40 millien roubles.

¢« Data for 1955 and 1956, estimated by the secrctariat of the
Economic Commission for Europe in Leonomic Survey of Eurape
in 1957.

! Ten months. The total trade of mainland China was planned
at 996 billion yuan for 1957, It was officially stated that this
target was fu]ﬁ]?ed during the first ten months of the year The
conversion into roubles was mede at the rate derived from the
following data. According to Tu Kung Fao (Peking), 1 January,
1958: total irade of mainland China with the Soviet Union
amounied in 1956 to 5,989 billion roubles and represented
53 per cent of total trade of mainland China Teta) trade of main-
land China in 1956 was cqual to 10 87 billien yuan and thercfore
ity trade with the Seviet Union amounted to 5.76 billien yuan,
The rate of exchange implied in these date is equal 1o 1.04
roubles to one yuan This ratée was used in this table and in
tzble 112 for canversion 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 ciedits
from the Soviet Unien, but also by credits from Fastern
Germany and other countries; in particular, Poland
also received credits [rom the Uniled 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 eentrally planned economies (see table 113).%®
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 Czechosiovakia and Hungary, re-
mained unchanged in Eastern Geimany and increased
considerably in Poland. Peland expanded its trade with

?* For changes in geographical distribution and commedity
composition of trade of the centrally planned economies hetween
1948 and 1956, sce “Developments in the Foreign Trade of

Bastern Furope and the Soviet Usion™ in Unijted Natioms,
Economic Survey of Enrope in 1957

the rest of the world by 21 per cent as against a 6 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 lzck of data
on the geographical distribution of trade of the other
countries, certain genera! conclusions can be drawn
from a comparison of indices of total 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-
mics with the rest of the world increased at 2 much
higher rate than their total trade—the respective rates

Table 112, Exports and Imports, by Country
{Millions of roubles)e

Counlry 1955 1856 1857
Bulparia
xporls . o 920 1,361 1,505
Imgmts. e 781 997 1,330
alance . . . 139 364 175
Czechoslovakia
Exports. . Lo 4742 5,593 5,466
Tmports . . co 4,244 4,781 5,583
alance ‘ 493 812 —117
Eastern Germany
Bxports.. .. ......... 5113 5,620 7,252b
Imports. oL 4,691 5,335 6,446
alance. ... ... 422 204 806
Hungary
Exports oo 2,430 1,975 1,982
Imports . .. ... 2133 1,861 2,652
Halance. C 297 114 —670
Poland:
Exports . . ... 3,054 3,939 3,900
Imports .. .. o 3,137 4,087 5,006
alance . . w73 —~ 148 —1,106
Romaniad :
Exports . ... 1,564 1,580
Imports. . . .. . 1,536 1,408
alanee o 28 172
[JS5R
Exporis. . .. o 13,874 14,677
Imports . . . 12,242 14,452
alance . . .. . 1,632 205
China, mainland
Exports. . .. . 5,106 5,793 5,408
Im}gons . ... 6,312 5,512 4,950
alance. . .. ... 1,206 281 458

Souree: Statistical yearboolks: reports on fulblment of plans;
Statisticheski Izvestia, No. 1, 1958; Statisticke Zpravy No. 2,1958;
Statisztikai Havi Kozlemenyok, No 12, 1957; Bluletyn Statystyezn
11\190,:"‘2, 1958; Dostizhenia Sovetshoy Viasti za 40 Let v Tsifrakh,

57.

® Based on data in roubles for Eastern Germany and for other
countries in national currenvies; conversicn into roubles at
official rates of exchange, -

b Estimate based on anneal percentage chanmes indicated in
the report on the fulfilment of the 1957 plan for Eastern
Germany.

° See footnote o to table 111 d See footnote ¢ to table 111,
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Table 113. Geographical Distribution of Trade of Centrally Planned Economies

{Exports plus fmports in millions of roubles)

Centrally plenned econemies

Country and year Other vasterr China and :f}ctsifc
Tolal Ussi Europe other Asia warld
Czechoslovakia
1956, ... e 6,740 3,209 2,815 626 3,634
1957..... . ... o 7,373 3,758 2,898 717 3,676
Eastern Germany»
1956 ... . L 7,996 4,505 2,707 784 2,968
1957 ... .. SR £ X ¢ 6,172 3,040 816 3,670
Hungary
1856 .. ... oo 2,304 911 1,185 238 1,532
1957 ... . . ....... 3,084 1,368 1,487 229 1,550
Poland
1956 .. ... . ... ... 498606 2,459 2,002 415 3,021
1957, . e 5,249 2.692 2,185 372 3,657
Total of the above countries
1956 ... . ... 22,006 11,174 8,769 2,063 11,155
1957, . ... 25,734 13,990 9.610 2,134 12,553
Bulgaria
1956, . ... .. ... .. ... 199 1,096 841 58 363
China, mainland®
1956, .. ... .. ... . . B4I9 5,989 1,930 560 2,826
USSR
1956 e . 21625 — 14,353 7,272 7,504

Sonrce: Source for table 97, and Fneshnyaya
Torgovlya, Neo. 11, 1957 (Moscow).

2 Based on data for 1956 from the Statistisches
Jahrbuch, 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 cent™—in 1957, east-west Lrade
increased by about 15 per cent whereas total tzade 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 aecounted
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
millien doliazs earned in 1956 was replaced by a defisit
of more than 115 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 Eure-
pean centrally planned economies was mainly ac-

81 Similay results were obtained from data derived from the
statisties of the centrally plenned economies for 1955,

“other eastern Europe” and Asiz partly estimated.

b Data for trade with the rest of the world based
on aflicial estimate indicating that this trade repre-
sents 25 per cent of total. Trade with *‘other
eastern Europe’ and Asia partly cstimated.

counted for by an import surplus of almost 50 million
dollaxs in their trade with Canada and the United States
and by a change in their balance with western Furope
from a surplus of more than 30 million doilazs in 1956
to a deficit of 90 million in 1957. The sharp decline
in the export suzplus 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 millior 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 repiesented continuations of
trends evident in 1956,

Trade with the Middle East, which had increased by
almost 40 per cent in 1936, rose by a farther 57 pes
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 impoits of the centrally planned economies in trade
with the Middle East doubled, inereasing 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 World®

{Millions of dollars; f.0.b.)

Other eastern

. i o USSR European countries® Auinlund Chino Tolal
e i periot Ezporls Imports Emla Emls Exports Imparts
Canada and United States
1955 B & O 3.0 43.0 14.8 3.4 1.0 64.1 i8.8
1956 . .. 257 28.7 50.2 45.0 6.0 2.5 819 76.2
1957 18.4. 15.5 52.1 160.2 5.7 15 71.2 117.2
Latin America
1955 ... ..., asnq 72.6 110.6 100.7 1.7 59 148.0 179.2
1956. 273 31.3 93.7 73.5 2.6 35 123.6 108.3
1957 4.7 578 56.8 54.0 0.8 06 623 112,4
Middle Fast
1955 . .. ... ... .. ......... 305 40.9 56.9 4.5 12.6 26.0 100.0 141.4
1956, ... ................. 387 353 78.7 1236 282 28.3 145.6 187.2
1987 . ... ... ........... . 64 118.6 100.6 129.1 42.6 54.2 2198 301.9
Western Europe® =
1955, . ... ... ..... 3961 270.1 765.1 777.8 1169 990 1,2781 1,146.9
1956, .. ... ... ... 4435 429.0 g05.5 872.6 144.8 182.3 1,493 8 1,483.9
1957, o i 575.8 449 .4 906.0 9957 i24.3 227 4 1,606.1 1,6725
Finland
1055 . . 92 137.9 106.4 52.6 3.7 12,5 189.3 203.0
1956, . ... .. ... ... ... 996 148.5 97.6 54.5 2.3 75 199.5 210.5
1957, .. ... .. 143.1 163.0 104.7 72.3 56 6.3 253.4 241.6
Yugoslavia
1055, . ... .. 131 179 16.8 17.6 — — 299 355
1956, .. .. ... .. 64.2 42.2 31.6 317 3.7 4.4 99.5 78.3
1957, o 62.6 49.7 67.2 54.9 7.5 4.1 1373 108.7
Asia and the Far East )
1955. . e 241 29.2 49.3 672 2937 160.5 3671 256.9
1956, . ... 512 57.3 58.0 63.8 3772 189.5 486.4 310.6
1957 . .. ......... ....... B8le 870 60.2 60.5 318.7 2109 5208 358.4
Auwstralie and New Zealand
1955 .. 2.2 6.4 9.0 44.5 53 6.3 165 57.2
1956, . ..l i3 5.7 8.9 41.9 5.5 10.1 15.7 57.7
1957 ... L. 0.6 8.3 6.9 63.8 7.0 205 14.5 92.6
Africa
1055, e 06 27.9 27.1 149 21 4 0.2 49.1 43.0
1956 . .. L 11 125 31.7 12.2 223 0.6 53.1 25.4
1957, . e 1.8 42.8 32.5 92 168 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 1,318.8 502.6 428.7 2,701 2,538.1
1957 . .. 966.5 9521 1,387.0 1,539.7 589.0 526 .2 2,042 5 3,058.0

Source: United Nations, Direction of International Trade, a
joint publication of the Statistical Ofice 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 OFice
of the United Nations; Statistisches Bundesamt, Wirtschaft und
Statistik, No, 2, 1958 (Stuttpart).

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 past, if not all, of the net imports of
the centrally planned economies with the Middle Fast
seerns to correspond to partizl 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

® Duta as recorded by the trading partners of the eentrally
planned economies.

b Including trade between Fastern Germany and the Federa
Republic of Germany.

= 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 1965, 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 1etained 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 dellars
earned by the centrally planned economies in 1936 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

Table 115.

Europe exclusive of the Soviet Union that were noted
above. The Soviet Union, however, incressed 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 incieased more than imports and the ex.
poxt surplus increased slightly. Tiade of the centrally
planned econemies with Finland also ineressed 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

Composition of Trade of Centraily Planned Economies with Rest of World®

(Millions of dollars)

Other eastern

European Muinland
USsn couniries China Total
Ttem and periodb Export Import Export Imporl Ezxport Import Export Impari
Foodstuffs
1956 ... ... ....... 519 33.8 1259 1510 35.4 0.4 219.2 185.2
1956, .. ... ... T21 54.2 1789 186.9 40.3 3.8 291.3 244.9
1957 .. ... ... .. 903 58.8 1452 1524 47.8 3.0 283.3 2142
Qils 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 13.4 105 0.1 140 26.8
1957 . .. oo 1.0 13.9 2.4 18.2 7.4 0.8 10.9 32.8
Raw materials
1955 .. ... ... ...... 1525 32.5 741 137.3 853.7 16.5 280.3 186.3
1956 .. .............. 1735 501 76.0 1527 66.0 24.6 315.5 2274
1957 ... ... ... ... 1941 46.7 88.6 196.2 60.0 35.7 342.8 278.6
Mineral fuels and lubricants
1955 ... ... ... 567 e 142.6 5.8 — 0.1 199.3 5.9
1956 ... .. ... ...... 907 — 175.3 6.3 0.1 0.1 266.1 6.4
1957, ... ... ..., 1783 - 1739 4.6 0.1 0.2 352.2 4.9
Chenticals
1955, .. .. L. 9.5 3.3 41.1 42.0 6.9 42.0 57.5 87.3
956, ... ..., 149 8.2 47.6 50.4 9.1 56.7 71.6 115.4
1957, ... ... ... 151 14.7 53.3 66.6 9.7 56.7 78.1 138.0
Machinery and transport
equipment
S 9.3 104.6 50.5 42.0 0.3 7.2 60.1 153.8
195 .. ..... ......... 108 143.3 66.3 53.6 0.4 9.4 715 206.3
1957, ... . L 221 143.4 025 92.5 0.3 45.9 114.9 281.7
Other manufactured goods
195, ... ... ... 6l1 64.8 1395 121.4 133 1.7 213.9 193.9
1956 .. . e 72.5 126.8 166.8 169.7 188 20.2 258.1 316.6
1857 . ... ....... 1026 1701 160.8 199.9 274 371 260.8 407.1
Total:
1955, ... ... .. 3473 2487 576.4 509.5 1147 716 1,038.4 835.8
1956, ... .. 435.8 395.9 7i3.1 6330 145.2 114.9 1,294.1 1,143.8
1957 . 603.5 447.6 716.7 730.4 152.7 1794 1,473.0 1,357.3

Source: United Nations, Commodity Trade Statistics. Data aa
recorded by the trading partners of the centrally planned ccono-
mies, Re-exports of the reporting areas are excluded. Grouping
ag in Standard International T%'nde Classifiestion: foodstuffs,
section 0, 1; oils and fats, 4; raw materials, 2; mineral fuels and
lubricants, 3; chemicals, 5; machinery and transport equipment,
7; other manulactured goods, 6 and 8.

s Countries in the Organisation for Furopesn Economic Co-

operation, except Switzerland and Iceland; Australia, Canada,

alaya, Netherlands Aatilles, Finland, El Salvador, United
States and Yugoeslavia; figures for 1956 and 1955 adjusted for
Australian exports of wool not shown by the Commodity Trade
Statistics for the comparable period. Tge share of the shove
countries is estimated at 66 per cent of total east-west trade.

b First nine months of each year.

@ 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 {ood shipments to eastern
Eurepe during the second half of 1957 and was entirely
due to a sharp increase in imporis {rom 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.™

Trade with Asla and the Far East increased at a much
reduced :ate, mainly because of the stagnation in ex-
ports fiom mainland China, which represent nearly
75 per cent of lotal exports of the centrally planned
economies to this area. Trade of the Soviet Union with
Asia ard the Far Bast, however, increased substantially,
exports increasing by 60 pex cent and imporis by more
than 50 per cent.

Changes in the commodity composition of trade of
the centrally planned economies with the rest of the

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).%% 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.?® The decline in the share of
foodstuffs was accounted for by the absolute fall in
exports and imports of eastern Eurepe; 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-
tactured goods, which, Because of an inerease in im-
poris, was twice as high as in 1956.%

Economic Situation in Yugoslavia

The economic expansion which came to a standstill
in 1956 under the impact of 4 sharp decline in agricul-
tural production iresumed ils upward movement in
1957. National income whick had fatlen by some 2 per
cent in 1956 increased in 1957 by more than 20 per
cent in real terms (see lable 116) . This steep increase
wag due mainly to an excellent harvest, which exceeded

that of 1956 as well as the average of 1951-1955 by

Table 116. Yugoslavia: Sclected Economic Indices
(Preceding year=100)

"

195
957 (plunaed)

Ttem: 1935 1556
National incomes » . 110 93 122 104
Agricultural production 116 B8 135 86
Industrial production . U6 110 117 111
Producer goeds . . ... 115 106 116
Semi-manufactured goods 118 11z 1
Consumer goods 1211 12r 11
Electric power ‘ iz6 110 124
Coal . . M5 1l 04
Employment in indusiry 12wy 1w
Output per man in industry 103 103 109 107
Rca{ earnings per worker 92 103 114
Cost ol living . 113 1o% 102
Consumption . .. 109 100 113
Volurme of retail sales . . 106 105 122

Source: Indeks, No. 3, 1058 (Defgrade); Statisticki Godisnjul
FNRJ (Belgrade, 1657); reply of the Government of Yugeslavia
to the United Nations guestionnzire of Movember 1057 on
economic trends, problems aml policies, 1957-1058

s 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 ecent. Industiial production also expanded at a
very high 1ate, the increase being 17 per cent as against
the 10 per cent achieved in 1956. Within the industrial
sector, outpui of consumer goods increased by 21 pex
cent, which was almost twice as much as in 1956 and
represented a much gieater rale of increase than output
of producer goods. In contrast to the previeus four
years, the increase in industiial preduction in 1957 was
achieved largely through an increase in outpul 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 nativnal product in current prices increased in

M Increased imports from Australiz and New Zealand mainly
reflected large: wool shipments lo Poland and Crechoslovakia.
The expansion of trade with Africa was mainly due to Soviet
imports {rom Ghana and the Union of South Alfrica

** The sharp incresse in exports of mineral fuels was entirely
due to the rise in the value of oil shipments from the Soviet
Unjon to western Burope, partly as a consequence of the tem-
porary closure of the Suez Canal

2% In 1957 the share of foodstufls in imports was 36 per cent
and in exports 19 per cent; the share of machinery und equip.
ment represented 21 per cent ol imports and 8 per cent of
exports

" Exports of manufactured goods from castern Europe, how-
ever, declined in absolute terms; this resulted in an increase in
its net imports from §3 million in 1956 1o 340 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 {rom 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 thelr share of gross national product from 50
to 54 per cent. Total national expenditure again in-
creased mozre 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 secial
consumption did not result in any significant increase in
the pressures of demand upon supply. The cost of living
increased by about 2 per cen! 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 [or a considerable slow-
ing down of the rzate of expansion, chiefly because of an
anticipated decline of 14 per cent in agricultural pro-
duction {rom 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 produet is expected to increase by about 4 per
cent and personal consumption by 8 per cent,

The 1ise 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 1o
46 per cent. As during previous years, total domestic

Table 117. Yugoeslavia: Gross National Product

{Billions of dinars; current prices)

1958
Ttem 1955 1546 1957 {planned)

Gross investment, . .. ..... 449 430 ‘

Social consumption. .. .. ... 34l 377} 1,069 1,017

Net foreign trade cee. =530 =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 1443 1,792 1,861
Ratio of personal consump-

ton 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,
Embicms and policies, 1957-1958; Statisticki Godisnjak FNRJ,

957, Sluzbeni List (Belgrade), 28 December 1957,

1955 and 1956 in carrent prices, 1957 and 1958 in 1956 prices.
Data for 1956 are ﬂﬂi{:in? estimates communicated to the
Sccretazia by the Government of the Federal Peaple’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 Yupgoslavia to the United Nations
questionnaire of November 1957 on economie treads, 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 coneept of gross national product see
United Nations, Porld Economic Survey, 1856, 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 jts share
in total expenditure will decline, It should be noted,
however, that the net ireport 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 bhillion dirars in 1956 and to 61 biilion
in 1957is scheduled to {fall to about 41 hillion in
1958, thus reducing the dependence of Yugoslavia on
foreign credits.




