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FOREWORD

Part Two of the World Economic Survey, 1966
deals with the salient features of the current sitna-
tion of the world economy. It covers the events of
1966 and early 1967, and summarizes the principal
developments in the three major groups of countries
of the world—the developed market economies, the
centrally planned economies and the developing coun-
tries. A hroad review of world trade and production
is presented in the first chapter. In the second chap-
ter, the major developments in the industrially ad-
vanced market economies are discussed. The third
chapter discusses curreit developments, the balance
between demand and supply of consumer goods, and
institutional changes in the centrally planned coun-
tries. In the fourth chapter, the economic progress
recently made by the developing countries and the
difficulties they are currently facing are described.

The survey of the current situation of the world
economy incorporates information provided by Gov-
ernments in response to the Secretary-General’s ques-
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=

tionnaire on economic trends, problems and policies
circulated in November 1966. The data presented in
the Survey are those available to the Secretariat in
May 1967.

For purposes of this report, the developed market
economies comprise North America, western Europe,
Oceania, Japan and South Africa; the centrally
planned economies comprise eastern Europe, the
Union of Soviet Socialist Republics and mainland
China, and the developing countries comprise Latin
America, the West Indies, Africa, West Asia and
southern and south-eastern Asia. Where, because of
statistical exigencies, it has been necessary to depart
from these definitions of coverage, the nature of the
deviation has been noted.

The World Economic Survey is prepared in the
Centre for Development Planning, Projections and
Policies of the Department of Economic and Social
Affairs of the United Nations Secretariat.
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Explanatory notes

The following symbols have been used in the tables throughout the report:
Three dots (...) indicate that data are not available or are not separately
reported.
A dash (—) indicates that the amount is nil or negligible
A blank in a table indicates that the item is not applicable
A minus sign (—) indicates a deficit or decrease, except as indicated
A full stop (.) is used to indicate decimals
A comma (,) is used to distinguish thousands and millions
A slash (/) indicates a crop year or financial year, e.g., 1960/61
Use of a hyphen (-) between dates representing years, e.g., 1961-1963,
signifies the full period involved, including the beginning and end years.
Reference to “tons” indicates metric tons, and to “dollars” ($) United
States dollars, unless otherwise stated.
Annual rates of growth or change, unless otherwise stated, refer to annual
compound rates.
Details and percentages in tables do not necessarily add to totals, because
of rounding.
The following abbreviations have been used:
CMEA  Council for Mutual Economic Assistance
EEC European Economic Community
EFTA  European Free Trade Association
GATT General Agreement on Tariffs and Trade
Where statistical presentation has rendered it necessary, the term “South
Africa” has been used to designate the Republic of South Africa, South West
Adfrica, Lesotho and Botswana (the former High Commission territories of Basu-
toland and Bechuanaland), and the High Commission territory of Swaziland.
The designations employed and the presentation of the material in this
publication do not imply the expression of any opinion whatsoever on the part

of the Secretariat of the United Nations concerning the legal status of any country
or territory or of its authorities, or concerning the delimitation of its frontiers.



Chapter I

RECENT TRENDS IN WORLD PRODUCTION AND TRADE

The world economy grew in 1966 at a more satis-
factory pace than at one stage seemed likely. Many of
the sources of stress remained, however, a few were
accentuated in the course of the year’s developments,
and 1967 opened with many countries—including a
number of important trading countries—under the
influence of imbalances of various kinds. In some,
the pressure of demand on domestic resources was
still excessive ; in others the external deficit remained
embarrassingly large; in some—including many of
the developing countries—both forms of disequili-
brium threaténed.

The disinflationary measures adopted by many of
the developed market economies in 1966 had gen-
erally succeeded in reducing the rise in demand but
not always in eliminating the unwanted consequences
of earlier strains. Thus some countries found them-
selves with higher and rising unit costs even with
capacity less than fully employed. Others were left
with depressed sectors on which the impact of
tighter monetary conditions had been particularly
heavy. The question of applying new stimuli was
especially difficult to decide in countries in which
defence expenditure was likely to rise as well as in
countries still facing significant actual or potential
external deficits.

In the centrally planned economies a combination
of favourable weather and policies designed to favour
agriculture, both in access to resources and in cost-
price relationships, had succeeded in improving the
food supply situation. There was a slowdown in the
group’s external trade—reflecting a smaller increase
in trade with the developing countries and hardly
any increase in intra-trade. Within each country the
search for ways and means of increasing the ef-
ficiency of resource utilization was continuing. In
the field of investment, efforts were concentrated on
reducing costs and the undue growth of unfinished
construction.

In the developing countries, the year contributed
relatively little to the solution of most of the long-
term problems. Though trade expanded satisfactorily
by past standards, the rate of increase in exports was
inadequate to sustain a rise in investment (import-
intensive as this continues to be in most countries)
in the face of the rapid increase in indebtedness with
its implied drain on foreign exchange for servicing.
And most critical of all in several countries, agricul-

ture again lagged in 1966, making it necessary not
only to arrange for larger imports of essential food-
stuffs, but also to reorient development strategies
so as to apply a greater share of resources to easing
what has now become a critical obstacle to accelerated
growth.

Probuction

The output at the disposal of the world economy
in 1966 was about 5 per cent above the 1965 level,
The rate of growth between 1965 and 1966 was frac-
tionally helow that achieved in the preceding interval
and that in turn was below the rate recorded between
1963 and 1964 (see table 1). The slowing down re-
flects two independent forces. On the one hand the
upswing of activity in the developed market econc-
mies, under way since 1961, was running into re-
source limitations, and on the other hand there was a
distinct faltering in the growth of agricultural pro-
duction in the developing countries. In the centrally
planned economies, largely as a result of a much
better harvest, the net material product increased
slightly more between 1965 and 1966 than between
1964 and 1965.

The output of those items for which data are
available for all countries other than mainland China
was generally higher in 1966 than in 1965, though
in most cases the increase was somewhat less than
between 1964 and 1965. The increase in coal pro-
duction was limited to the developing countries; for
the world as a whole, output has barely kept pace
with population in the 1960’s (see table 2). The
growth of iron and steel production was sustained
in the centrally planned economies (with an increase
of about 6 per cent) and the developing countries
(about 4 per cent) but declined to below 2 per cent
in the developed market economies. At about 6 per
cent for the world as a whole, the rate of increase
in electricity production was measurably below the
average for the first half of the 1960’s in all three
groups of countries, And after its record expansion in
1965, the output of motor-cars dropped by almost
an eighth to below its 1964 total of about 17 million.
The output of commercial vehicles also receded,
though only by about 2 per cent from the 1965 level.

Outside the centrally planned economies, copper
and tin production increased by less than 4 per cent
between 1965 and 1966, compared with 5 per cent
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Table 1. World production: Annual growth rates, by major region, 1963-1966

(Percentage change from preceding vear)

Itém and region 1963 1964 19652 1966=

Gross domestic product af constant prices

Developed market economiesd .......................... S 6 5 5

Centrally planned economies®: @ ... .. ... ... ... ... ... ... 5 8 7 7

Developing countries® . ............. ... i il 4 5 4 3
I'ndustrial production

Developed market economies® ... .................... 5 8 6 7

Centrally planned economiese, &t . ..., ... 7 8 9 8

Developing countries® ................................. 6 8 7 8
Agricultural production

Developed market economiesb ........................ 2 3 —_ 5

Centrally planned economies® & f . . . . ... .. ... ... .. —4 11 2 9

Developing countries® ....................cciuuiinn... 4 2 1 —1

Source: Centre for Development Planning,
Projections and Policies of the United Nations
Secretariat, based on estimates of the Sta-
tistical Office of the United Nations and United
States Department of Agriculture, and na-
tional sources.

2 Preliminary, based on incomplete coverage.

b North America, western Europe, Australia,
Japan, New Zealand and South Africa.

in the preceding interval. There was also a decline in
the high rate of increase in the tonnage of new mer-
chant shipping launched—irom 18 per cent in 1965
to 15 per cent in 1966. On the other hand, the out-
put of lead and aluminium increased rather more in
1966—4 per cent and 7 per cent, respectively—than
in 1965. There was also an acceleration in the rate
of production of petroleum and cement not only in
the market economies but also in the centrally
planned economies. The production of natural gas
also continued at the high rate that has been char-
acteristic of the 1960’s, not least in the developing
countries where output has doubled since the be-
ginning of the decade.

Industrial production in the market economies in
1966 was about 7 per cent above the 1965 level. This
rate of growth was much the same as in the previous
interval; the rise was slightly higher than between
1964 and 1965 in the case of mining, some of the
lighter manufacturing industries (including food and
textiles) and the chemical industry, but somewhat
lower in the basic metals industry—reflecting the
slackening in iron and steel production. The accelera-
tion in the chemical industry and the deceleration
in the basic metals industry were both concentrated
in the more industrialized countries. The chemical
industry and the metal products industry again
registered the highest rate of expansion—10 per
cent and 9 per cent, respectively (see table 3)~——not-
withstanding the sharp reduction in automobile
output.

With the notable exception of the textile and
chemical industries, the less developed countries

¢ Net material product.

4 Eastern Europe (other than Yugoslavia)
and Soviet Union.

eLatin America and the Caribbean, Africa
(other than South Africa), Asia (other than
mainland China, Cyprus, Japan, Mongolia,
North Korea, North Viet-Nam and Turkey).

fBased on gross values.

registered a higher rate of expansion than did the
developed market economies in most industrial
categories in 1966, Particularly high rates were
achieved in the basic metals industry despite the lag
in iron and steel output, in the paper industry (12
per cent) and in the non-metallic minerals industries
(10 per cent)—in line with the acceleration in cement
output. An expansion of just under 10 per cent was
registered in mining, the highest since 1962, reflect-
ing in large measure the growth of petroleum and
natural gas operations.

While many of the annual averages thus indicate
the concentration of a satisfactory rate of industrial
growth in the developed market economies, signs
of a slowdown became evident in several branches
as the year advanced. In North America the slacken-
ing was confined very largely to the industries
serving essentially the civilian sector. It was very
noticeable in the textile industry, for example, where
the rate of expansion (relative to the corresponding
period in the previous year) fell away steadily from
over 10 per cent in the second quarter of 1965 to
about 2 per cent in the last quarter of 1966 (see
table 4). Motor-car production in the fourth quarter
of 1966 was 8 per cent below the corresponding
1965 figure. Housing starts were almost a third
lower, and output of the wood products and furni-
ture industry showed a distinct levelling off: the
rate of increase declined from about 9 per cent in the
first quarter of 1966 to a bare one per cent in the
last quarter. Though other industries were generally
more buoyant, the increase in total manufacturing in
the last quarter of 1966 was at its lowest level since
the end of 1964,
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Table 2. World production of selected commeodities, 1960-1966

Item and region

Amount in 1960

Index (1960 = 100)

(millions of tons) 1961 1962 1963 1964 1965 1966
Coala

WorldP ... 1,823 100 103 107 110 112 113
Developed market economies® ................. 1,009 99 101 104 108 108 108
Centrally planned economiesd ... .............. 738 102 105 108 113 116 116
Developing countries® ......................... 76 106 116 125 122 131 136

Petroleum, crude

WorldP ... 1,048 106 115 124 134 143 156
Developed market economies® ................. 389 103 106 109 112 115 124
Centrally planned economiesd ... .............. 163 112 124 137 148 160 176
Developing countries® ......................... 497 107 120 131 146 160 175

Natural gas (thousands of millions of cubic metres)

Worldd L 467 108 118 129 141 151 163
Developed market economies® ................. 387 105 112 120 128 134 142
Centrally planned economiesd® ................. 38 125 154 185 221 258 290
Developing countriese ......................... 22 112 125 136 157 172 195

Electricity (thousands of millions of kWh)

Worldb e 2,241 107 116 125 137 147 156
Developed market economies® ................. 1,689 106 114 122 132 141 150
Centrally planned economies® ................. 425 111 124 137 151 166 179
Developing countries® ................c.co...... 127 112 124 131 149 161 170

Pig iront

Worldbd ... 231 104 108 114 129 137 140
Developed market economies® ................. 161 102 103 109 127 134 136
Centrally planned ecomomies? ... .............. 62 108 117 124 132 139 147
Developing countries® .......... .. ... ....... ... 8 120 137 156 162 164 168

Steel, crude

World? ... 328 104 106 114 129 135 140
Developed market economies® ................. 231 102 101 110 128 133 135
Centrally planned economiesd ................. 89 108 117 122 130 138 147
Developing countries® ......................... 8 117 138 164 178 187 195

Cement

Worldd . 303 107 115 122 133 139 149
Developed market economijese ................. 189 107 114 121 132 134 141
Centrally planned economiesd ................. 73 110 120 127 137 150 165
Developing countries® ......................... 41 107 113 120 129 139 154

Source: Centre for Development Planning, Projections
and Policies of the United Nations Secretariat, based on
United Nations, Monthly Bulletin of Statistics and Sto-
tistical Yearbook.

2 Including lignite (as coal equivalent).

b Sum of regions shown.

¢ North America, western Europe (including Turkey),

The deceleration was even more in evidence in
western Europe where not only was there a rapid
decline in the rate of growth in the textile industry
—to zero by the final quarter of 1966—but there
was also a gradual slackening in the metal products
industry : this had begun in mid-1965 and by the end
of 1966 it had brought the expansion in production
almost to a halt. The main foci of this slowdown
were the Federal Republic of Germany and the
United Kingdom, where, by the first quarter of 1967,
industrial production was well below the correspond-
ing level of a year earlier (see table 5). A similar

Australia, Japan, New Zealand and South Africa.

d Fastern Europe, Soviet Union, North Korea and North
Viet-Nam.

eLatin America, Africa (excluding South Africa) and
Asia (other than mainland China, Cyprus, Japan, Mongolia,
North Korea, North Viet-Nam and Turkey).

f Including ferro-alloys.

slackening was also discernible in a number of other
European countries, notably Norway, Portugal,
Spain and Yugoslavia. By this stage the decelera-
tion in North America had also become plainer: in
both Canada and the United States the rate of in-
crease in industrial production had declined to 3 per
cent.

This slowdown in industrial activity has led most
of the developed market economies to forecast a
smaller increase in total production between 1966
and 1967 than was registered between 1965 and
1966. For the less industrialized members of the
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Table 3. Market economies: Changes in the industrial production of major regioms, 1962-1966

(Percentage change from preceding year)

Mining Manufacturing
Region® and year Total Light Heavy Food Textiles Paper  Chemicals Non- Basic Metal
metallic metals  products
minerals
All market ecomomies
1962 ... ... 5 7 S 9 4 4 5 10 6 4 10
1963 ... .......... 4 5 4 6 3 5 6 9 5 5 6
1964 ... ... ....... 5 8 S 10 4 5 7 10 11 14 8
1965 ... .. ..., 4 7 5 8 3 4 6 9 4 6 9
19660 ............ 5 7 5 8 4 4 7 10 5 4 9
Industrialized  coum-
tries
1962 ... . ... 4 7 4 8 4 5 4 10 6 2 9 .
1963 ... ..., 2 5 4 6 4 4 6 9 5 6 6
1964 ... ...l 4 8 6 9 3 5 7 10 10 13 )
1965 ... cooiiinnn.. 3 7 4 8 2 4 6 9 4 7 9
19660 ............ 3 7 5 8 4 5 7 10 4 2 9
Less industrialized
countries
1962 ...l 10 6 4 9 3 3 11 8 7 9 9
1963 .. ...l - 8 8 6 9 4 6 11 10 9 6 10
1964 .. ... 8 10 8 13 6 7 11 10 13 10 15
1965 ... ... 6 8 6 9 6 3 15 8 8 5 11
19660 ... 10 8 5 10 6 4 12 8 10 12
Source: United Nations, Monthly Bulletin of Statistics, all the countries classified as developed market economies,
May 1967. plus Israel, minus Greece, Portugal, Spain and Turkey ;

2 The regional divisions are those made in the source.
The classlﬁcatlon of countries as “industrialized” or “less
industrialized” is made according to whether per capite
value added in manufacturing during 1958 was above or
below $125. The regions correspond broadly to those used
elsewhere in the Swurvey: “industrialized countries” comprise

correspondingly, “less industrialized countries” comprise all
the countries classified as developing market economles,
plus Greece, Portugal, Spain, Turkey and Yugoslavia, minus
Israel.

b Preliminary.

Table 4. Western Furope and North America: Changes in production in selected manufacturing
industries, 1962-1966

(Percentage change from corresponding period in preceding year)

Western Europe®

North America

Almanse  Pood  Testiles Chemicals  pintuss  Fochmem®  Food  Testiles Chemicals — pheiig

1962 ...l 5 4 3 11 5 9 3 7 10 13
1963 ............. 5 4 5 10 5 6 4 2 8 6
1964 ... 7 5 2 13 6 7 3 6 7 6
1965 ............. 5 3 —1 8 5 9 2 10 8 13
19660 ... . ..... 4 3 4. 11 3 9 3 5 10 13
1965 :

First quarter . 6 5 —3 10 5 9 5 10 7 12

Second quarter. . 4 4 —3 7 5 8 2 10 6 11

Third quarter.. 5 4 —1 8 5 8 2 9 8 12

Fourth quarter. . 4 3 2 8 4 10 2 10 8 10
1966 :»

First quarter .. 5 4 7 10 5 9 3 8 10 14

Second quarter. . 5 3 6 12 4 10 3 8 11 14

Third quarter.. 4 2 4 1 3 9 4 4 9 14

Fourth quarter. . 2 3 — 11 1 8 4 2 10 11

Source: United Nations, Monthly Bulletin of Stotistics,
November 1966 and May 1967.

a Including Yugoslavia.
b Preliminary.
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Table 5. Selected countries: Recent growth in industrial preduction, 1966-1967

(Percentage change from corresponding period in preceding year)

1966 1967,
Countrys First Second Third Fourth qfﬁer
quarter guartey quarter quayrtey
Austria ... 4 4 3 5 —
Belgium ........................... 3 2 2 —1 1
Bulgaria ........................... 17 16 8 9 12
Canada ...............ccoeiiiiin.. 10 9 6 6 3
Finland ............. ... ... ...... 4 6 2 7 5
France ........ ... ... 8 3 8 5 5
Germany (Eastern) ................ 8 5 5 8 5
Germany (Federal Republic of) .... 3 3 1 —1 —6
GIeece ......vvvuieeiiiin i 13 20 15 16 13
Hungary .......................... 6 7 7 7 6
Ttaly oo 9 11 10 9 11
Japan ... 6 10 14 19 20
Luxembourg ....................... —4 —4 —2 —3 —_
Netherlands ....................... 6 9 6 4 6
Norway .......ccoiiiiiiiiiniiiia 6 5 4 7 2
Poland ............................ 6 8 8 7 10
Portugal ........................... 8 9 3 —1 —3b
Romania ................ccouvinnn. 10 11 13 14 14
Senegal ... ...t 13 11 12 15 —
Spain ... 19 16 10 10 3
Sweden .........c. i, 4 5 2 2 2
Switzerland .............. ... ... 3 5 3 5 3
USSRE o 6 8 8 9 10
United Kingdomd .................. 2 2 2 —2 —3
United States ..........ccveenennn... 9 9 9 8 3
Yugoslavia ............ .ol 5 5 5 3 2
Zambia . ... 2 —38 —14 —18 —25
Source: Centre for Development Planning, available for the first quarter of 1967.

Projections and Policies of the United Nations b Based on two months’ data.
Secretariat, based on Statistical Office of the ¢Including fishing, logging, waterworks,

United Nations, Monthly Bulletin of Statistics.
2 Including only countries for which data are

group, as for the centrally planned economies and
the developing countries, the out-turn in 1967 is more
dependent on results in the agricultural sector.

On a global basis, 1966 was a relatively satisfac-
tory agricultural year. With a sizable increase in
the wheat crop and a modest recovery in rice from
the poor 1965 out-turn, the world’s basic food
supplies even improved. There were gains in the
production of most other items (see table 6), and
in general the declines were limited to the less im-
portant crops (rye and oats, for example) or to
crops troubled by surpluses (such as coffee, the
1966 output of which was a fifth below the record
of the previous year) or capable of being replaced
(as in the case of several of the vegetable oils and
natural fibres). Though the sugar output was about
5 per cent above the 1965 level, it was no higher
than in 1964 so that a further addition to excess
stocks seems less likely, especially as more sugar is
finding its way into industrial uses. The cocoa crop

steam heat and power; excluding publishing.
d Also including construction.

was also higher, but well below the record 1964
out-turn which had precipitated a steep decline in
price; here, too, stocks are likely to have been drawn
down.

Beneath these generally satisfactory global de-
velopments, however, were a number of much less
favourable features. One is the continued high level

of beet production in Europe: compared with the

output before the price upswing of 1963, the 1966
output was up by a half in eastern Europe and the
Soviet Union and a third in western Europe. Imports
into the latter region having declined from over
$1,000 million in 1963 to about $0.6 thousand million
in 1965, probably receded further in 1966, accentuat-
ing the difficulties of the sugar cane producers among
the developing countries. Another problem feature
of the 1966 crop out-turn was the failure of some
of the developing countries with food deficits to
participate in the over-all expansion. In Latin
America, the 1966 rice and potato crops were below
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Table 6. World® production of major agricultural
commodities, 1962-1966

Production
Ttem (millions of tons) (ggtggx:__lggg)
1962-1964 1965

Wheat ................. 239.4 247.0 111
Rice (unmilled) ........ 152.2 160.0 102
Maizeb ... ... 245.3 258.3 105
Barley ................. 88.9 92.1 109
Oats ......oovveiinnnn. 45.8 43.9 100
Sugar® ... ... 58.0 63.7 105
Coffee .........ccovin.. 3.94 4.9 78
Cocoa ....oovvvniin. 1.34 1.2 108
Tea vt 0.964 0.93 104
Vegetable fats and oils 320 337 101
Cotton ................. 10.9 11.5 89
Wool ... 26 2.6 101
Jute ... ol 23 2.2 111
Hard fibrese ............ 0.9 0.9 101
Rubber :

Natural .............. 224 2.4 102

Synthetic .......... . 2.4d 31 110

Source: Food and Agriculture Organization of the United
Nations, Monthly Bulletin of Agricultural Economics and
Statistics, April 1967; United States Department of Agri-
culture, World Agricultural Production and Trade (Wash-
ington, D.C.); International Rubber Study Group, Rubber
Statistical Bulletin (London), April 1967; Gill and Duffus,
Ltd,, Cocoa Market Report (London), June 1967; F. O.
Licht, International Sugar Report (Ratzeburg).

a Data refer to world production except for the follow-
ing: rice excludes centrally planned countries of Asia
(mainland China, North Korea and North Viet-Nam); tea
excludes mainland China; synthetic rubber excludes cen-
trally planned economies other than Czechoslovakia and
Hungary.

b Bushels converted to metric tons at the rate of 31.75
kilogrammes per bushel (United States husked equivalent).

¢ Centrifugal only, raw value.

41961-1964 average.

e Sisal, abaca and henequen.

the previous year’s and the output of wheat and
beans was barely up to the 1960-1964 average
(see table 7). In India, the 1966 wheat crop was
below the average for the first half of the decade,
and though more rice was produced in 1966 than
in 1965, the total was less than what was being
harvested at the end of the 1950’s. Food-grain im-
ports have climbed steadily from less than a million
tons in the mid-1950’s to over 10 million tons in
1966. By the standards of earlier crops and present
needs, the food-grain output was also inadequate in
Ceylon and Pakistan and much of North Africa.

Thus the vigorous recovery in agriculture in 1966
was confined very largely to the more advanced
countries—particularly Canada and the Soviet Union
where gains of 10 per cent were recorded. In the
countries in which the problem of financing imports
is particularly acute, the agricultural out-turn was
far from satisfactory. And for the developing coun-
tries as a group, total farm production in 1966 was
probably below the 1965 level.

USE OF RESOURCES-

In the aggregate, there would seem to have been
little change between 1965 and 1966 in the disposi-
tion of resources: after a sizable switch to invest-
ment in 1964, the expansion of consumption and
investment in 1965 and 1966 was broadly in line
with the growth of the world economy. The rise in
consumption decelerated from rather more than 5
per cent between 1964 and 1965 to rather less than
5 per cent between 1965 and 1966. There was a
similar deceleration in the rate of increase in in-
vestment—{rom just over 6 per cent to just over
5 per cent.

In the developed market economies the most
notable feature was a decline in the relative im-
portance of capital formation: while in the three
years 1964-1966 the rate of growth in personal con-
sumption was fairly steady at around 5 per cent a
year, the rate of increase in fixed investment was
more or less halved, falling to parity with consump-
tion in the 1965 to 1966 period (see table 8). A
number of countries registered reductions in fixed
investment between 1965 and 1966 and several more
are expecting reductions between 1966 and 1967,

In a majority of developed market economies the
public authorities claimed an increasing share of
output during this period. This was particularly
noticeable in Australia, Italy and Sweden and, in
1966, in the United States where the rate of in-
crease in personal consumption receded to about 5
per cent while public consumption rose sharply to
8 per cent above the 1965 level.

In the centrally planned economies of eastern
Europe and in the Soviet Union the rate of increase
in retail sales and fixed investment declined slightly
in the aggregate between 1964 and 1965 and between
1965 and 1966, In the Soviet Union, however, there
was a discernible shift towards consumption: be-
tween 1965 and 1966 the volume of retail sales ex-
panded half as much again as gross fixed investment.

In the developing countries the outcome for the
year varied greatly from one to another. Particularly
large increases in consumption appear to have taken
place in the Sudan, where there had been a sharp
set-back in 1965, and also in Jordan and in a number
of Latin American countries—Colombia, Mexico,
Nicaragua, Panama and Peru, for example—based
in part on a greater inflow of imports. On the other
hand, preliminary estimates suggest that in a number
of countries—including Argentina, Ceylon, Ethiopia,
Honduras, India, Israel, Philippines, Rhodesia and
Tunisia—consumption failed to keep pace with
population growth.

Changes in fixed capital formation were even more
varied. Some of the countries which had cut back
in 1965 registered a recovery in 1966: sizable in the
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Table 7. Major food crops:

Production in selected developing countries,

1963/64-1966/67
(Millions of tons)

Crop and country 1963/64 1964/65 1965/66 1966/672
Wheat
Algeria ... ... 1.6 1.1 1.3 0.7
Argentina .......... ... ..o el 7.9 11.3 6.2 6.7
Chile ......... i 1.3 1.2 12 1.1
India ..ot e 9.9 12.3 10.7 124
Mexico ... 1.7 1.8 2.0 1.6
MOroCCO ... ivii e 1.2 12 1.3 " 0.8
“Pakistan  ........ 42 4.6 4.0 o
TUNISIE v 0.7 0.4 0.5 0.4
United Arab Republic ............... 1.5 1.5 1.6 1.6
Rice (unmlled)
Brazil ... ..o 5.8 7.0 6.8 o
Burma .............. . 8.2 81 8.2 8.2
Ceylon ... .ot 1.0 1.1 0.7 1.0
China (Taiwan) .................... 2.8 2.9 3.1 32
Colombia .......covvviiiiinninnn... 0.6 0.6 0.7 0.6
India ..o 55.4 58.6 46.0 46.2
Indonesia ..........coviiiiiiiiini... 13.2 13.5 14.9 15.5
Pakistam .. .ovviiiminiiiis 17.7 17.8 17.8 178
Philippines . ........... oL 38 4.0 4.2 43
Republic of Korea .................. 5.1 5.4 4.8 5.6
Thatland ............ ... i 10.2 9.6 9.6 10.5
United Arab Republic ............... 22 2.0 1.9 2.0
Barley
Latin America ..................... 1.6 1.1 12 .
North Africa ....................... 2.8 1.8 1.9 0.8
India ...... ........... ... ... .. .... 2.0 2.5 23 2.5
Republic of Korea .................. 1.1 14 20
Other grains and pulses
India ......ccoo i 31.5 35.1 28.6 33.3
Source: Centre for Development Planning, and April 1967; The Far East and Oceania

Projections and Policies of the United Nations
Secretariat, based on United States Depart-
ment of Agriculture, World Agricultural Pro-
duction and Trade (Washington, D.C.), March

case of Colombia, Ethiopia and the Philippines, more
modest in the case of Ceylon and Pakistan. Relatively
high rates of increase in investment were achieved
by Bolivia, Chile, Panama, Peru, Republic of Korea
and Thailand. But there were reductions in Argen-
tina, Guatemala, Sudan and Tunisia and virtually no
expansion in India.

On the basis of these rather sketchy data, it would
appear that there was a further decline in the rate
of increase in personal consumption in southern
and south-eastern Asia while in Latin America con-
sumption again increased fractionally faster than
population. Stocks were drawn down in both regions,
but there was an acceleration in fixed investment in
Latin America as against a slightly lower rate of
increase in southern and south-eastern Asia. In
Africa and West Asia, the rates of increase of both
personal consumption and fixed investment were
probably lower between 1965 and 1966 than in the
previous interval. In the aggregate, therefore, there

Agricultural Data Book (Washington, D.C.),
May 1967.

a Preliminaty, partly estimated.

may have been a slight tendency for resources to
move from consumption to fixed capital formation.
This process cannot proceed far, however, in view
of the generally low rates of increase in consump-
tion relative to the growth in population in develop-
ing countries in recent years.

TrADE

International trade continued to be a dynamic
factor in world economic growth in 1966. At about
9 per cent, the expansion in value between 1965
and 1966 was well up to the average of the 1960’s.
For the first time world exports exceeded $200,000
million in total value. Most of the 1966 increase was
in volume, though prices also continued their slow
upward movement and on the average were about
one per cent above the 1965 level.

The bulk of world exports (about 70 per cent in
1966) came from the developed market economies
and this group of countries registered the highest
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Table 8. Annual changes in consumption and mnvestment, by country group,
1964-1966

(Percentage change over preceding year)

Personal consumption

Fized investment

Country group

1965 19667 1964 1965 19660

1964
Developed market economiest ...... 5 S 9 6 5
Centrally planned economies¢ ....... 5 8
Developing countries® .............. 5 3 3 10 4 5

Source: Centre for Development Planning,
Projections and Policies of the United Nations
Secretariat, based on United Nations, Yearbook
of National Accounts Stotistics; replies of Gov-
ernments to the United Nations questionnaire
of November 1966 on economic trends, problems
and policies; reports om plan fulfilment, and
other national sources.

a Preliminary; based, in the case of the
developing countries, on partial data, estimates
and indicators. '

b North America, western Europe, Australia,
Japan, New Zealand and South Africa.

¢ Eastern Europe and the Soviet Union;
personal consumption is based on retail sales;

rate of increase, for the fourth consecutive year,
Three fourths of the exports of the developed market
economies goes to other countries in the group. But
the highest rate of growth, both in 1966 (about 16
per cent) and in the first six years of the decade
(about 12 per cent a year), was in the small flow
of exports to the centrally planned economies. Ex-
ports to the developing countries increased by about
9 per cent—a much sharper gain than in most
earlier years in the 1960’s (see table 9).

The expansion of trade among the developed
market economies was surprisingly widespread: only
in the case of the southern hemisphere members of
the group—Australia, New Zealand and South
Africa—did import demand recede from the record
levels of 1965 in response to stabilization measures
and a sharp decline in the prices of such key exports
as butter, sugar, meat, cross-bred wool, lead and
zinc. Exports from North America (particularly
the United States) to the European Economic Com-
munity, the European Free Trade Association and
Japan rose more than in 1965: the increase to west-
ern Europe between 1965 and 1966 was over 5 per
cent (compared with less than 2 per cent in the
previous interval) and to Japan almost 15 per cent
(as against 3 per cent in 1965). And there was a
notable expansion (of about a fifth) in trade between
Canada and the United States, reflecting in part the
movement of motor-cars and components under the
new free trade arrangement.

The flow of goods to North America from western
Europe and Japan also registered a considerable
increase (about a fifth in each case), fully comparable
with the expansion that had. taken place between

country indices have been combined by weight-
ing them by coefficients derived from estimates
of relative value of retail sales and gross
fixed investment, respectively, as indicated in
Sopostavienie urovnia ekonomicheskovo rasvitia
socialisticheskikh stran (Moscow, 1965).

4 Thirty countries in Latin America, Africa
and Asia: Argentina, Bolivia, Brazil, Burma,
Ceylon, Chile, China (Taiwan), Colombia, El
Salvador, Ethiopia, Ghana, Guatemala, Han-
duras, India, Israel, Jordan, Kenya, Mexico,
Morocco, Nicaragua, Nigeria, Pakistan, Pana-
ma, Peru, Philippines, Republic of Korea,
Sudan, Thailand, Tunisia, Venezuela.

1964 and 1965. This flow exceeded $12,000 million
in 1966, 50 per cent more than two years earlier,

The great bulk of the exports from the developed
market economies to the centrally planned economies
moved within Europe. North American shipments
to eastern Europe and the Soviet Union were well
above the 1965 figure but far short of that of 1964
when wheat sales were at their peak. Canadian
shipments to mainland China in 1966 were sub-
stantially greater than in 1964 or 1965, as were
those from western Europe: the combined flow,
indeed, at about $0.7 thousand million was twice
as large as in 1964. Japan also doubled its exports
to mainland China between 1964 and 1966. Austra-
lian shipments on the other hand fell away sharply
between 1965 and 1966.

Most of the export flows from the developed
market economies to the developing countries reg-
istered a sizable increase between 1965 and 1966.
The flow to Latin America expanded by about an
eighth, in marked contrast to the lack of growth
between 1964 and 1965 (see table 10). The flow to
southern and south-eastern Asia rose by a similar
proportion (and also much more than in the previous
interval, when the gain was about 9 per cent) but the
increment of about $1,000 million came largely from
Japan and the United States (about $0.4 thousand
million each) ; shipments from the United Kingdom
were actually below the 1964 and 1965 levels.
The flow to West Asia was about 9 per cent above
the 1965 level; all the regions participated in this
increase but, in contrast to the exports to Latin
America and southern and south-eastern Asia, it was
only half of the rate of growth in the previous in-
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Table 9. World trade in 1966 and rate of increase, 1961-1966

(Thousands of millions of dollars; percentage)

Exports to
Region of origin Developed Centrally
market planned Developing
economiest economies® countriese World® e
Developed market economiest
Value in 1966 .......... ... .. i, 106 6 30 141
Percentage increase from previous year:
1961 .. 7 10 2 6
1962 . 7 6 —2 5
1963 .. 1 10 5 9
1064 . e 16 23 13 14
1965 . e 10 8 7 9
1966 .. e 10 16 9 10
Centrally planned economies®
Value in 1966 ........... ... i, 5 14 3 23
Percentage increase from previous year:
1061 e 5 —1 S 4
1962 4 9 19 11
1963 .. 15 6 17 7
1964 . 16 7 7 8
1965 L 14 4 11 7
1966 . 17 1 9 6
Developing market economiese
Value in 1966 ........... ...t 28 2 8 39
Percentage increase from previous year:
1961 e — 19 1 1
1962 e 5 4 4 5
1963 s 10 7 7 9
1064 9 16 9 9
1965 . 5 23 4 6
1966 .. 6 3 6 6
Worldd
Value in 1966 ............ ..., 139 22 41 203
Percentage increase from previous year:
1961 5 3 3 4
1962 7 8 1 6
1963 e 11 7 6 9
1964 15 1 12 12
1965 e e 9 7 6 8
1966 e 10 4 9 9

Source: Statistical Office of the United
Nations.

Note: Because of lack of information on
origin and destination of all trade, and minor
differences in geographical coverage, the figures
in this table do not always conform precisely
with those indicated in subsequent chapters.

a North America, western Europe (including
Turkey and Yugoslavia, excluding Cyprus),
Australia, Japan, New Zealand and South
Africa.

b Soviet Union and eastern Europe (ex-
cluding Yugoslavia), plus trade of mainland

terval. A much greater deceleration occurred in the
flow of goods to developing countries in Africa: this
increased by over 9 per cent between 1964 and 1965
but by not much more than one per cent between
1965 and 1966 ; Canada, Japan, Oceania and westérn
Europe actually shipped less to Africa than in 1965.

The slowing down in the rate of expansion of the
international trade of the centrally planned economies

China, Mongolia, North Korea and North Viet-
Nam with rest of the world.

cLatin America, Africa (other than South
Africa) and Asia (other than mainland China,
Japan, Mongolia, North Korea, North Viet-
Nam and Turkey).

4 Excluding trade among mainland China,
Mongolia, North Korea and North Viet-Nam.

e Special category exports from the United
States are included in exports to the world,
but are not included in exports to any of the
regions.

is almost entirely an intra-group phenomenon: in
the 1960’s the annual increase in trade among these
countries has declined from a peak of 9 per cent in
1962 to a mere one per cent in 1966. The growth
in exports to developed market economies in this
period rose from 4 per cent to 17 per cent.
Shipments from eastern Europe to mainland China
were about a fourth higher in 1966 than in 1965 but



Table 10. World exports, by provenance and destination: Value, 1964 and percentage change, 1965 and 1966

(Millions of dollars; percentage)

Other

USSR

Southern

Other

in, i W, developed d China Latin .. West and south- devel-
Expz;t;ngg:;gzén World= A%l;;tiga E 15’5;;::‘1 MZﬂ: %ngsc é’zlz;vze;;i l{%%";‘ Americat Africas Asiah ea/.;izn o Zﬁzﬂ o
Worlda 0
Value in 1964 ......... 172,200 25,140 78,290 12,500 18,100 1,640 9,170 7,390 3,080 12,120 2,61
Percentage change from
previous year: »
1965 ... ... 8.2 144 8.0 5.8 5.1 28.7 1.6 10.3 12.1 6.1 6.1
1966 ................ 9.1 17.1 7.9 5.9 3.5 114 11.2 1.2 11.4 10.6 8.3
North America :
Value in 1964 ......... 33,960 8,950 10,850 3,725 780 125 4,080 877 711 3,230 584
Percentage change from
previous year:
1965 ..., 3.9 14.3 1.8 6.5 —46.2 —224 —1.2 —7.3 18.7 0.2 4.1
1966 ................ 121 20.4 5.4 3.8 34.5 75.3 11.9 17.7 11.8 13.8 2.0
Western Europeb v
Value in 1964 ......... 71,180 6,210 46,070 3,510 2,760 210 2,610 4,130 1,340 2,720 750
Percentage change from
previous year:
1965 ... 11.0 19.2 10.4 5.4 20.3 76.2 31 9.2 174 8.5 Zg
1966 ........... ... 9.3 19.7 8.9 14 12.3 35.1 13.8 —0.9 6.9 2.7 14.
Other = developed -~ market
economiese
Value in 1964 ......... 12,120 2,749 3,470 1,356 398 335 435 680 297 2,085 242
Percentage change from
previous year: »
1965 ... L. 137 24.9 3.7 7.2 —14.1 328 41 312 15.5 20.8 5.0
1966 ... ... ... .. 12.2 20.8 7.2 8.3 7.3 —6.1 11.5 —4.1 19.8 19.5 12.6
USSR and.eastern Europed
Value in 1964 ... .... 18,400 134 3,310 213 11,960 560 610 440 230 610 1
Percentage change from
previous year: :
1965 ... .. ... ..... 7.1 381 115 9.9 42 25.0 —3.3 38.6 22 6.6 600.0
1966 ..., 6.0 249 144 26.5 0.9 8.6 20.3 — 23.4 —1.5 —
Ching (mainland )e )
Value in 1964 ... ... .. 1,870 12 230 193 680 — 97 58 40 560 —
Percentage change from
previous year:
1965 ... ... ... 7.0 25.0 326 21.8 —11.8 — 28.9 10.3 —25.0 10.7 —
1966 ... 8.0 40.0 19.7 38.3 —13.3 — —36.0 6.3 66.7 16.1 —
Latin Americat
Value in. 1964 ......... 10,600 3,715 3,560 542 530 180 970 140 37 66 790
Percentage change from
previous year:
1965 ... ... .. ... 4.3 4.0 1.7 —5.4 37.7 13.9 11.3 —35.0 37.8 — 6.3
1966 ................ 46 6.7 3.3 11.7 14 4.9 5.6 —29.7 35.3 13.6 7 —24

ot
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Africag
Value in 1964 .........
Percentage change from
previous year:
1965 ...l
1966 . ...l
West Asiah
Value in 1964 .........
Percentage change from
previous year:
1965 ...
1966 ................

Southern and south-
eastern Asia
Value in 1964 .........
Percentage change from
previous year:
1965 ... ...
1966 ................
Other developing coun-
triest
Value in 1964 .........
Percentage change from
previous year:
1965 ...l

7,280

6.7
72

6,060

73
9.1

8,870

4.8
5.3

1,860

38
13.2
414

12.1
34

1,575

13.7
8.1

730

3.4
11.3

4,940

6.9
6.4

2,900

8.6
9.2

2,280

670

6.0
—2.8

277
4.7
16.6

1,110

7.7
8.8

1,439

5.6
5.8

112

—15.2
15.8

360 66 44 550 115 200 7
264 742 —20.5 9.1 4.3 —20.0 —14.3
5.5 —31.3 371 5.0 16.7 25.0 83.3
115 33 83 210 480 430 71
— —33.3 19.3 11.9 12.5 —5.8 —8.5
87 9.1 11.1 149 —37 13.6 —1.5
520 140 130 255 330 2,200 50
11.5 14.3 —7.7 19.6 —2.2 1.8 6.0
5.2 12.5 —12.5 — 8.9 5.8 66.0
1 — 110 4 4 17 115

— — —10.0 —15.9 — 17.6 —
— — —I11.1 —35.1 —25.0 50.0 34.8

Source: Centre for Development Planning, Projections and Policies of the
United Nations Secretariat, based on United Nations, Monthly Bulletin of

Statistics.

aThe figures for total exports include certain exports which are not included
elsewhere in the table because their regions of destination could not be determined.

b Including Turkey and Yugoslavia.

¢ Australia, Japan, New Zealand and South Africa.

d Albania, Bulgaria, Czechoslovakia, Eastern Germany, Hungary, Poland and

Romania.

¢ Estimates are based in part on import data of trade partners. Where exports
to China (Taiwan) could not be distinguished from exports to mainland China,
they are shown as exports to mainland China. Exports of and to Mongolia, North
Korea and North Viet-Nam are included under the heading. The intertrade of
these countries and their trade with mainland China are excluded.

£ Twenty republics. )

g Continental Africa and associated islands, excluding South Africa.

h Middle East countries in Asia, including Cyprus and Iran,

i Chiefly islands in the Caribbean and Pacific areas.
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those from the Soviet Union remained at the 1965
level of about $0.5 thousand million. The flow of
goods from mainland China to the Soviet Union,
however, declined further in 1966 to below $0.4
thousand million. There was a further though smaller
(5 per cent) expansion in trade among the eastern
European countries and a comparable increase (of
about 3 per cent) in exports from the Soviet Union
to eastern Europe. The latter’s shipments to the
Soviet Union, however, dropped back below the 1964
level of about $4.5 thousand million, so that the net
gain in exports within the region was less than one
per cent.

The main increases in the flow of exports from
the centrally planned economies to developing coun-
tries were from the Soviet Union to Latin America
(up 22 per cent to over $0.5 thousand million), from
both eastern Europe and the Soviet Union to West
Asia (up 23 per cent to almost $0.3 thousand million)
and from mainland China to southern and south-
eastern Asia (up 16 per cent to over $0.7 thousand
million). On the other hand, there was a decline
in Soviet exports to the developing countries in
Africa and southern and south-eastern Asia, not
fully offset by an increase in shipments from eastern
Europe.

As in the case of the other groups, the most dy-
namic export flow from the developing countries in
1966 was that directed to the developed market econ-
omies; its increase over 1965, however, was only
6 per cent—well below the increase registered by the
centrally planned economies and the developed
market economies in their intra-trade. The main drag
on the rate of expansion was a decline, for the second
successive year, in exports to the United Kingdom:
shipments to the FEuropean Economic Community
were up 7 per cent, to North America 8 per cent
and to Japan over 13 per cent. Nevertheless, in the
aggregate each of the developing regions achieved
a higher rate of increase in exports between 1965
and 1966 than between 1964 and 1965.

The most significant gain in exports from Latin
America was in the flow to the United States: this
increased by almost 7 per cent between 1965 and
1966, appreciably more than in the previous in-
terval. There was also an acceleration in the flow of
exports to western Europe, but even so the increase
between 1965 and 1966 was not much above 3 per
cent. On a much smaller scale, exports to Japam,
which had declined in 1965, rose by about an eighth
in 1966, Shipments to the Soviet Union were below
the 1965 level but there was on offsetting expansion
in exports to eastern Europe and mainland China.
Most disappointing was the smallness of the in-
crease in trade within the region—among the twenty
republics and with the -Caribbean area: this had
risen by about 9 per cent in 1965 but it rose by

only 2 per cent in 1966, and the rate of growth of
intra-trade in Latin America proper, at under 6 per
cent, was less than half that recorded between 1964
and 1965,

The principal flow of exports from developing
countries in Africa, namely to western Europe, in-
creased only fractionally less between 1965 and 1966
than in the previous period: a 10 per cent rise in
shipments to the EEC almost neutralized the effect of
a reduction in shipments to the United Kingdom.
Exports to North America rose by about an eighth
and those to Japan by almost a fourth. Exports to
the Soviet Union registered a small (7 per cent)
increase, following their 50 per cent expansion in
1965; and there was a further but smaller gain in
shipments to eastern Europe. Exports to southern
and south-eastern Asia recovered from the setback
of 1965, while there was a sharp acceleration in the
flow to West Asia. As in the case of Latin America,
intra-trade expanded at not much more than half of
the 1965 rate, the main influence in Africa being the
falling off of trade with Rhodesia.

Exports from West Asia, in which petroleum pre-
ponderates, generally expanded more vigorously in
1966 than in 1965: the increase was about 9 per
cent to most regions. The exceptions were the flows
to the United States (which remained at the 1965
level), to the industrial economies of the southern
hemisphere (which again dropped back in value with
the further growth of local refining capacity) and
those within the region itself (which declined in
1966 after increasing an eighth in 1965). Most
notable among the increases were the expansion in
shipments to Japan (by about a seventh to over
$1,000 million) and the recovery in shipments to
southern and south-eastern Asia.

Notwithstanding a further decline in exports to the
United Kingdom (which held the flow of goods to
western Europe at its 1964 level), to Latin America
and to the industrial economies of the southern
hemisphere, a failure of exports to Africa to rise
above the 1965 level, and a reduction in the rate of
increase of exports to mainland China, the Soviet
Union and the United States, the developing coun-
tries of southern and south-eastern Asia managed
to achieve a fractional acceleration in the over-all
flow of exports. This reflects a sharp increase in
shipments to Japan (up 11 per cent to a total of
about $1.3 thousand million) and in trade within
the region as well as a recovery in exports to West
Asia,

*
* *

Though in a number of important trading coun-
tries rates of economic growth began to show signs
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of faltering as 1966 advanced and imbalances were
impelling Governments towards various measures
of restraint, the flow of exports was well maintained.
Preliminary data for the first quarter of 1967 show
only the most tentative signs of a slowing down.
The combined exports of the developed market
economies were about 9 per cent above the cor-
responding figure for 1966, only a fraction below

the increase between the first quarters of 1965 and
1966 and in the increase for 1966 as a whole. There
was only a fractional decline in the rate of expansion
of exports from North America and western Europe,
and some levelling off in the high rate of growth in
exports from Japan was largely offset by a recovery
in the trading activities of the southern hemisphere
countries (see table 11).

Table 11. World trade: Recent changes in exports and imports, 1966-1967

(Value in thousands of millions of dollars)

Exports, f.0.b.

Imports, c.i.f.

Value in 1966

(corvesponding period

Index

Value in 1966 s
(corresponding period

Index

Region i previous year—100) wn previous year—100)
1966 1967, 1967,
first 1966 fivst
quarter quarter
North America® ................ 40 112 111 38 118 113
Western Europe? ............... 85 109 108 95 108 103
Japan ... ... 10 116 109 10 117 122
Australia, New Zealand and South
Africa .......... ... i 6 108 111 7 97 113
Developed market economies¢ ... 141 110 109 149 110 107
Selected developing countriesd ... 16 108 101 18 105 103
Total, above ................. 157 110 108 167 110 106

Source: Centre for Development Planning,
Projections and Policies of the United Nations
Secretariat, based on International Monetary
Fund, International Financial Statistics (Wash-
ington, D.C.), July 1967.

Note: The table is based on all the countries
for which data are available for the first quarter
of 1967. Data are all preliminary.

8 United States and Canada.

b Austria, Belgium-Luxembourg, Denmark,
Finland, Federal Republic of Germany, France,
Iceland, Ireland, Italy, Netherlands, Norway,

These early returns suggest that the imports of
the developed market economies from the rest of
the world were increasing at a lower rate in the first
quarter of 1967 than in the corresponding period in
1966. The rates of growth of imports into North
America and western Europe and of exports from
the small group of reporting developing countries—
accounting for over two fifths of total developing
country exports—were all below the correspond-
ing figures for the first quarter of 1966. This
would be consistent with the slowing down in
industrial activity in the developed market econ-
omies referred to above and also with the reported
decline in the prices of primary commodities exported
by the developing countries. In the first quarter of
1967 the price index of such commodities was 2 per
cent below the corresponding 1966 figure, at the
lowest level since 1962, A further decline in the
rate at which the more advanced economies absorbed
the export products of the less advanced could turn
1967 into an extremely difficult year for the develop-

Portugal, Spain, Sweden, Switzerland, Turkey
and United Kingdom.

¢ Total of the preceding countries.

4 Argentina, Brazil, Ceylon, Cyprus, Domini-
can Republic, Guadeloupe, Hong Kong, India,
Israel, Madagascar, Martinique, Mexico, Ni-
geria, Pakistan, Paraguay, Peru, Philippines,
Réunion, Saudi Arabia (exports only), Sin-

-gapore, Syria, Trinidad and Tobago, Tunisia,

United Arab Republic and Uruguay. These
countries accounted for over 40 per cent of the
trade of all developing countries in 1966.

ing countries. Their import needs, the prices of
capital goods and basic food-stuffs and their debt-
service burden are all likely to be higher than in
1966. Aid transfers (including private direct invest-
ment) were lower in 1966 than in 1965, and, with
the resources of major lending countries still under
pressure, show little sign of expanding in 1967.
This is a bad time for export earnings to falter.
The continued dynamism of international trade
as a whole suggests that it has been solidly based
on long-term economic and technical considerations
rather than on a series of ephemeral factors operating
from year to year. The underlying impetus has been
the growth in demand in the more advanced coun-
tries: this has been well maintained in the aggregate
even though individual countries have encountered
occasional difficulties. From time to time and in
different ways the barriers to trade have been
lowered: successive tariff reductions have been
negotiated under GATT'; the restoration of convert-
ibility for the principal currencies facilitated not only
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current payments but also the movement of capital
and people, each in its own way conducive of sub-
sequent trade flows; regional integration schemes,
most notably the EEC, have furnished a major
stimulus to trade ; relaxation of political tensions have
begun to open up new trading possibilities, parti-
cularly between the countries of eastern and western
Europe. Aid policies, whatever their adequacy for
promoting development, have helped to keep up the
imports of developing countries in the face of un-
favourable earnings or debt situations. And the
quickened pace of technological change has made
available a steady stream of new products—ior the
use of the producer no less than the consumer—which
has served to increase the complementarity of in-
dustrial economies and made for a more rapid ex-
pansion in the interchange of manufactured goods.

Compared with earlier periods, the years since
the Second World War have been singularly free
of trade-restricting measures. There have been re-
straints on the movement of strategic goods, added
protection for the occasional item unable to stand up
to the competition of imports, a surcharge on a
range of imports imposed in defence of the balance
of payments, a textile agreement to regulate the
growth of exports of cotton goods from Asia into
North America and western Europe, a tendency for
an excise tax to be levied on goods for which tariff
concessions have been made. But, by and large,
the amount of trade affected by such measures has
been relatively small, and they have not led to re-
taliation and the cumulative destruction of trading

opportunities; they have bheen exceptions to the
general liberalization moverment,

This liberalization movement is about to enter a
new phase with the termination of the Kennedy
round of tariff negotiations. A sizable cut—between
30 and 40 per cent in many cases—is now pending
in the tariffs that remain on an extensive range of
manufactured goods. Over a considerable area of
international trade, tariffs will cease to constitute a
serious barrier to entry into most of the developed
market economies. The scene will be set for a con-

tinuation of the expansion of a large segment of

trade.

It would be a pity if the policies chosen to correct
the economic disequilibria that trouble some of the
major trading countries are unnecessarily restrictive
or deflationary. The choice is not entirely a unilateral
one and the challenge to prevent it from giving rise
to trade-destructive measures is one that lies before
partner countries also, particularly countries that are
in surplus with the rest of the world or have strong
reserve positions. It would also be a pity if ways
are not found to extend the trade-promoting in-
fluences of the tariff cuts to those developing coun-
tries which otherwise are likely to gain little from

the Kennedy round achievement. With the second

United Nations Conference on Trade and Develop-
ment now being prepared, it would be timely to
review trade and aid policies in the light of the
prospective development and payments problems that
are now emerging.



Chapter II

RECENT TRENDS IN DEVELOPED MARKET ECONOMIES

On the basis of year-to-year changes for the de-
veloped market economies as a group, 1966 was very
similar to 1965. The increase in the combined output
of goods and services was again about 5 per cent,
and personal consumption again rose by about 5
per cent. Although the rise in public consumption
(about 6 per cent) was significantly higher than in
the previous interval, the rise in fixed investment
(about 5 per cent) was fractionally lower. The
increase in the external sector—hoth the exports and
the imports of goods and services—was somewhat
greater than that between 1964 and 1965, as was the
relative expansion in inventories.

These group averages conceal significant differ-
ences, however, both in respect of the annual out-
turn of the various countries and in respect of their
evolution during 1966. Thus, among the countries
registering a reduction in the rate of growth were
several that occupy a strategic place in international
economic relations, and even among those whose
annual growth rate was maintained, there were some
in which deceleration set in as the year progressed.
It is probable, indeed, that the over-all growth of the
developed market economies was well over 5 per
cent in the first half of the year but well below 5

per cent in the second half, and that this deceleration
continued into 1967.

The most notable decline in annual growth rates
occurred in the EFTA countries, with the smaller
economies following the United Kingdom down from
a high 6 per cent expansion between 1963 and 1964
to a bare 2 per cent between 1965 and 1966 (see
tables 12 and 13). In the EEC there were offsetting
tendencies, with a marked deceleration in the Federal
Republic of Germany and Luxembourg more than
counterbalanced by recovery in France and Italy. No
less pronounced was the recovery in Japan. In North
America, on the other hand, the remarkably strong
and steady upswing that had commenced in 1961
showed signs of faltering in the second half of 1966
as domestic resources came under pressure from
rising defence expenditures as well as increased
civilian demand. Thus, notwithstanding the generally
satisfactory out-turn for 1966 as a whole, 1967 began
with economic trends more varied than they had
been for several years.

In most developed market economies the dominant
policy measures in operation in 1966 were restrictive,
designed to bring the rate of increase in demand into
line with the growth of resources. In a number of

Table 12. Developed market economies: Industrial production and gross national
product, by region, 1964-1966

(Percentage change from preceding year)

Percentage
share in Industrial production Gross national product®
Regton combined
gross national 1964 1965 1966 1964 1965 1966
product, 1965
Developed market economies?. , 100 8 6 7 6 5 5
North America ............ 54 7 8 9 5 6 5
EEC ... .. 22 7 5 S 6 4 4
EFTA .................... 12 8 4 2 6 3 2
Other western Europe ..... 3 9 7 8 7 7. 7
Japan ...l 6 17 5 12 14 4 10e
Oceaniad and South Africa.. 3 9 7 2 7 6 3

Source: Centre for Development Planning,
Projections and Policies of the United Nations
Secretariat, based on data from United Nations,
Yearbook of National Accounts Statistics; Or-
ganisation for Economic Co-operation and
Development, Main  Economic  Indicators
(Paris), and official national sources.

a At constant prices and 1965 exchange rates.

b For country coverage see table 14.

¢ Fiscal year beginning 1 April of year in-
dicated.

d For Australia, fiscal years ending 30 June,
and for New Zealand, fiscal years beginning
1 April of years indicated.

15
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Table 13. Developed market economies: Gross national product and its main
components, by region, 1964-1966

(At constant prices and 1965 exchange rates; percentage change from preceding year)

Foreign trade in goods

Region and year n%’iifaz 5;@;2;{ coP';Zsl;j:rip- 5’?;2?? oend services Cill'rbbaﬁe
product tion tion ment Exports  Imports  ventories?

Developed market economies®

1964 ... 6 6 3 9 13 8 11

1965 ... 5 5 3 6 6 10 1.3

1966 ..o - 5 5 6 5 9 13 1.5
North America

1964 ... ... 5 6 2 7 14 6 0.6

1965 ... ... 6 6 2 8 3 11 12

1966 ...l 5 5 8 6 9 18 1.6
EEC

1964 ... ...l 6 5 2 9 10 9 1.2

1965 ... o 4 4 4 3 11 8 0.8

1966 ... 4 4 3 4 9 8 1.1
EFTA

1964 ...l 6 4 3 14 7 10 1.6

1965 ... . 3 3 4 4 6 5 12

1966 ... . 2 2 4 2 4 3 0.9
Other western Europe

1964 ... 7 4 8 16 16 7 37

1965 7 7 7 13 8 20 3.6

1966 .......cciiiiiinenn. 7 7 7 5 12 10 ...
Japan ‘

1964 ... ...l 14 10 10 15 22 14 4.0

1965 ... i 4 6 2 2 24 7 2.0

1966 ..., 10 8 8 10 16 19 2.8
Oceaniad and South Africa

1964 ... ..l 7 7 6 13 10 12 17

1965 .o 6 5 9 13 1 16 3.6

1966 ... i 3 3 8 4 3 — 14

Source: See table 12.

2 At current prices, as percentage of gross
national product at current prices.

b For country coverage, see table 14,

cases the need for restraint was made more urgent
by the impact of internal demand pressures on the
external balance. On the whole, the changes that
were brought about in the internal balance helped
to improve the external account. But the problems
facing the reserve currency countries were by no
means solved: a rise in overseas military outlays was
largely responsible for preventing any reduction in
the United States deficit, and though the United
Kingdom deficit was virtually halved, sterling re-
mained under pressure. The continued lack of con-
fidence in the international monetary system did not
stand in the way of the vigorous growth in trade
described in the previous chapter, but it is significant
that no newly mined gold found its way into official
reserves in 1966.

INTERNAL BALANCE

The major influences operating in the developed
market economies in 1966 were located in France,
Italy and Japan on the one hand, where expansionary

¢Fiscal year beginning 1 April of ‘year
indicated.

dFor Australia, fiscal years ending 30 June,
and for New Zealand, fiscal years beginning
1 April of years indicated.

policies were the rule, and in the Federal Republic

~ of Germany and the United Kingdom on the other

‘hand, where restraints of varying severity were in
force. Between these extremes was the United States
where the economic upswing continued, though
against an increasing resistance stemming mostly
from resource limitations but also from policy
measures of an anti-inflationary nature. There was
a marked acceleration in growth rates in the first
group of countries, a decline in the second group
and a distinct levelling off in the United States (see
figure I).

In France, Italy and Japan, the expansion in 1966
followed a period of official restraint. The rate of
increase in both consumption and capital formation
was sharply higher than between 1964 and 1965;
it was sustained by an acceleration in both domestic
production and imports, and price rises were in
general less than in 1965. There was a marked in-
crease in fixed investment (which in Ttaly had de-
clined between 1963 and 1965), and also in motor-
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Figure I. Developed market economies: Quarterly indices of industrial production, 1964-1966
(Seasonally adjusted; 1960 = 100)
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car registrations (which in France had remained
virtually constant between 1963 and 1965). In Japan,
however, the gain in investment was confined to the
public sector (including State-owned enterprises),
private manufacturing investment remained at the
lower level to which it had declined in 1965. In
France and Italy, it was housing investment that
tended to lag: in the former country it increased less
than total investment and also less than it had in
1964 or 1965, while in Italy it did not recover from
the reduction registered in 1965 (see tables 14, 15,
16 and 17 in the annex to this chapter).

In Italy the economy continued to have a certain
amount of slack in it. Employment was fractionally
below the 1964 and 1965 average and unemployment
rates somewhat higher (see table 18 in the annex).
As industrial output was up 11 per cent and gross
national product about 6 per cent, the result was a
notable rise in productivity and a sharp reduction
in unit labour costs. Wholesale prices were more
or less stabilized and retail prices rose very little
compared with their movement in 1964 and 1965.
France also enjoyed a rise in labour productivity
and, with unit costs more or less unchanged, prices
advanced no more than they had in each of the
previous two years. In Japan, however, the upsurge
in public investment and exports which sparked the
recovery early in 1966 set off a steep rise in whole-
sale prices—particularly of producer goods—which
had been stable for a number of years.

Among the other developed market economies
which expanded their total production more rapidly
between 1965 and 1966 than in the previous interval
were Austria and Turkey. In the former the main
stimulus was a higher rate of investment in manu-
facturing facilities, inventories and housing. There
was a rise in productivity and in wage earnings and
consumer expenditures (including a major increase
in motor-car registrations) but supplies were avail-
able and the rise in prices was appreciably less than
in 1964 or 1965. The acceleration in Turkey was
based partly on a rise in investment and partly on
a much improved agricultural out-turn. Despite the
latter, however, consumer prices rose to a much
greater extent than between 1964 and 1965,

At the other end of the scale, among the countries
that grew less between 1965 and 1966 than in the
preceding interval, the most significant were the
Federal Republic of Germany and the United King-
dom. In the former, restrictive monetary policies
had been imposed in 1965 in the face of what was
considered over-full employment, an abnormally large
(11 per cent) rise in manufacturing wages, a sharp
rise in prices, wholesale and retail, and a switch
to deficit in the external balance. The result was a
sharp cut-back in manufacturing investment and a
much smaller increase in wage earnings and in

consumer spending, particularly in clothing and on
motor-cars, registrations of which were actually below
the 1965 level. By mid-1966 the current external
account had swung back into surplus, and by the
last quarter of the year production was rising by a
mere one per cent per ammum, and the rate of re-
source utilization had fallen away: unemployment
was approaching one per cent of the working force
and factory capacity was being used to the extent
of less than 85 per cent.

Restrictive policies were also pursued in the
United Kingdom, though here the need to reduce
demand pressures was accentuated by the deteriora-
tion that had taken place in the external balance.
The mildly deflationary budget of March 1966 was
followed by sterner measures in mid-year: the bank
rate was raised to 7 per cent, instalment credit was
severely curtailed and wages and prices were tem-
porarily frozen. The main impact was on investment,
particularly in housing which in 1966 was 3 per cent
below the 1965 level and in manufacturing where
fixed investment also declined. Personal consumption
barely kept pace with the growth in population and
there was a decline in expenditure on consumer
durables, including motor-cars (for the second year
in a row).

The slow-down in the Federal Republic of Ger-
many and the United Kingdom exerted a generally
negative effect on their trading partners, especially
the Netherlands and the members of EFTA. In the
Netherlands, notwithstanding a further sharp rise in
wage rates, the increase in personal consumption
between 1965 and 1966 was only half the high figure
of the previous interval and motor-car registrations
fell off by more than a fifth. Here and in the Scan-
dinavian countries, demand pressures remained
strong so that the difficulties in their main export
markets were aggravated by rising domestic costs
and prices. Credit was kept in tight supply in most
of the countries concerned; Norway and Sweden
imposed sizable increases in indirect taxation and
the Netherlands postponed certain public sector in-
vestments. In Switzerland there was a further decline
in fixed investment—particularly in construction—
and in employment in manufacturing in line with
current policy of reducing the country’s dependence
on external capital and manpower. The resultant
cut in the rate of growth, however, did not prevent
an acceleration in the upward movement of prices.

In some countries—Denmark, Finland and Iceland
and also in Australia—the economic situation was
adversely affected by poor agricultural crops. Total
production increased significantly less between 1965
and 1966 than in the preceding interval and there
was a marked deceleration in capital formation. In
Ireland, indeed, the bad 1965/66 cattle season and
the deterioration in the United Kingdom market
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combined to reduce fixed investment and hold per-
sonal consumption virtually constant. In New
Zealand, with almost no unemployment and a high
propensity to import, it was a deterioration in terms
of trade that again impelled restrictive measures to
dampen domestic demand and protect the balance of
payments, All these countries pursued stabilization
policies in 1966—tight money and in most cases
more stringent fisca] measures—with the object of
reducing the pace at which prices had been advancing
and of protecting their external balance.

Between the group of countries whose growth ac-
celerated between 1965 and 1966 and the group in
which there was a definite deceleration is a third
group whose expansion was more or less maintained,
at least on the basis of annual averages. Preponderant
in this group is the United States, but it also in-
cludes Belgium, Greece, Spain and South Africa as
well as Canada where trends closely followed those
of the United States. Though all these countries
maintained their growth rates between 1965 and
1966, all were under serious economic strain of one
kind or another and the significance of this is re-
vealed more clearly by developments during the
year than by year-to-year changes in annual totals.

After its long and steady upswing, the United
States economy reached a critical stage in 1966:
demand was beginning to press on resources at
points of potential supply difficulty such as particular
skills and raw materials and, as a result, prices
which had held remarkably stable up to then turned
upwards. Despite the high rates of manufacturing
investment that had been registered in previous years,
capacity utilization was running above preferred
rates in several industries. With public expenditure

rising sharply in the wake of military commitments—

at about $2,000 million per quarter at annual rates—
the rise in imports was also accelerating, thus
threatening the Government’s efforts to reduce the
external deficit. A number of excise taxes which had
been cut in 1965 were restored and later in 1966 the
rapid depreciation allowance for new business in-
vestment was withdrawn. A rise in required social
security contributions also served a disinflationary
purpose. But the main reliance was placed on a
tightening of credit conditions: the central bank
discount rate was raised for the third time in three
years and the capital market was kept very short
of funds. One consequence of this was a further and
larger decline in investment in housing. Though
consumer spending on durable goods continued to
rise, over the year as a whole there was a reduction
in the number of motor-cars registered from the
record level of 1965.

Much the same course was followed by the
Canadian economy, though the steps taken during
the year also included a rise in tax rates and a

scaling down of government expenditure. The situa-
tion was complicated by labour unrest, serious work
stoppages and a sharp rise in wage rates and unit
labour costs. The rise in output slackened as the
year progressed; the decline in unemployment and
the rise in prices both tended to level off and at
the end of 1966 plant operating rates were generally
below those at the beginning of the year. In this
respect Canadian experience was running ahead
of events in the United States,

In Belgium a deceleration in the expansion of ex-
ports was offset by a recovery in investment, which
had declined sharply in 1965, so that total output
rose modestly between 1965 and 1966 as it had
between 1964 and 1965. In Greece, exports con-
stituted a strong expansionary force and along with
public investment helped to maintain a high rate
of increase in total production. Exports were also
an expansionary force in Spain in 1966 (in contrast
to 1965) but this was moderated by a deceleration
in investment (especially housing) following the
imposition of severe credit restraints at the end of
1965. In South Africa, on the other hand, exports
lagged but, as the external reserve position was
relatively strong, a relaxation of control over imports
was one of the weapons used to try to contain the

pressure of domestic demand, following four years

of increasing private and public consumption and
capital formation. A tightening of monetary condi-
tions and a rise in the discount rate in 1965 brought
private investment down sharply in the first half
of 1966, but outlays turned upwards in the second
half both for fixed investment and for inventory
accumulation, and further restraining steps were
taken—through the credit system in July and
December 1966 and by fiscal means in August 1966
and March 1967.

EXTERNAL BALANCE

Many of the restraining measures enacted in 1966
were designed as much for the protection of the
balance of payments as for the stabilization of internal
prices. As liquidity declined, the efforts being made
by the United States to curb the outflow of capital
exercised a more direct effect on financing operations
in other countries, particularly where the overseas
subsidiaries of United States companies began to
increase their borrowing on local markets. Part of
the rise in interest rates during the year (see
figure II) thus contained a competitive element in-
tended to offset the attraction to local funds of higher
rates obtainable elsewhere.!

1This competitive phase weakened as demand pressures
abated, and it was terminated, in effect, by a decision of
the financial authorities of the Federal Republic of Ger-
many, France, Italy, United Kingdom and United States
taken at a conference early in 1967 to co-operate in reducing
interest rates below what “they would otherwise be”.
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Figure IL

(Percentage, per annum)

Selected developed market economies: Interest rates, 1963-1967, quarterly
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The countries whose economic policy was most
strongly influenced by the state of external accounts
were the United Kingdom and the United States
whose currencies form a vital part of the international
monetary system. Neither country achieved the im-
provement in external balance that it had intended,
but the outcome for 1966 as a whole and the posture
at the end of the year were both somewhat better
than at one stage had seemed likely.

In the United States the high level of internal
demand kept imports up and the annual increase of
almost one fifth over 1965 meant a smaller trade
surplus, despite buoyant exports. Rising expenditure
in south-eastern Asia also contributed to a decline
in the current account surplus that was virtually
continuous from the second quarter of 1965 to the
third quarter of 1966 (see figure 1II). The curbs
that had been placed on the outflow of capital helped
to improve the balance on long-term capital accounts;
there was some loss of short-term funds, however,
and measured on a liquidity basis,® the over-all
payments deficit increased again in the second half
of 1966 and for the year as a whole it was slightly
greater than in 1965,

In the United Kingdom the deflationary measures
that had been adopted in 1965 did not restrain im-
ports as much as had been expected and the trade
balance deteriorated sharply in the first half of 1966.
A lengthy work stoppage by seamen and the impact
of the trade break with Rhodesia aggravated the
situation and sterling again came under attack. It
was only after the imposition of the further and more
stringent deflationary measures referred to in the
previous section that the external balance began to
improve. The gain in the latter part of the year
was sufficient to reduce the deficit on the basic
balance for 1966 as a whole to half its 1965 figure.

Among the other major trading countries that
experienced wide swings in external balance largely
in response to changes in domestic policy, the Federal
Republic of Germany and France illustrate opposite
processes. The expansionary policies followed in
France were reflected in an increase in imports
between 1965 and 1966 about twice that registered
by exports (reversing the change between 1964 and
1965). The current account moved sharply into
deficit in the second half of 1966, though the effect
of the deterioration was mitigated by an increase
in capital receipts. In the Federal Republic of Ger-
many, by contrast, the restraints on demand reduced
the rate of growth of imports from about 15 per cent
between 1964 and 1965 to about 2 per cent between

2 Taking into account changes in liquid liabilities to
foreign official holders and other foreign holders, and
changes in official reserve assets consisting of gold, con-
vertible currencies and the United States gold tranche
position in the Internationa] Monetary Fund.

1965 and 1966, while exports accelerated slightly to
an increase of about 10 per cent between 1965 and
1966. The result was a massive switch from deficit
to surplus for both the current account balance and
the basic balance (including long-term capital).

The domestic expansion in Italy was achieved with
only a slight worsening of external balance. In Japan,
as indicated above, exports constituted one of the
economy’s chief stimuli, but as there was also a larger
outflow of long-term capital, the external surplus
was somewhat smaller in 1966 than in 1965 when
the country was deflating.

Among the smaller countries that were restraining
domestic demand, there was a significant reduction
in the current external deficit of Ireland and Sweden,
while Switzerland realized a small surplus. Canada
also moved into current account surplus in 1966 and
as there was a large inflow of direct investment, the
basic balance was also in surplus. The over-all
balance, however, was affected by a large-scale return
and redeployment in the United States and the Euro-
dollar market of short-term funds which had been
transferred in 1965 from the United Kingdom and
elsewhere, largely by Canadian banks. In Denmark
and New Zealand there was a small reduction in the
expansion of imports but the balance of trade re-
mained passive (exports being measured f.0.b. and
imports ci.f.). This left the external reserves of
New Zealand at the low level—equivalent to little
more than one month’s imports—to which they had
been drawn down in 1965. In South Africa, on the
other hand, reserves were at a relatively high level
when the current account moved into surplus early
in 1966; it was not until the last quarter that imports,
which were being encouraged as an anti-inflationary
measure, increased enough to return the current
account to deficit.

Tee 1967 ouTLOOK®

Most of the developed market economies entered
1967 with their resources under less strain than had
been the case a year earlier. Indeed, in many the
centre of concern had shifted to some of the un-
wanted or excessive consequences of the monetary
measures on which reliance had largely been placed
for damping demand pressures in 1966. Two dif-
ficulties had proved particularly troublesome.

One reflects the problem of using interest rates to
influence decisions in an economy which has close
monetary relations with others. Capital movements
are now extremely sensitive to interest differentials
so that not only can the purpose of a rate adjustment
be frustrated by the inflow or outflow of funds but

3 This section is based in part on replies received from
Governments to the U1}1ted Nations questionnaire of De-
cember 1966 on economic trends, problems and policies.
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Part Two. CURReNT EconoMIic DEVELOPMENTS
Selected developed market economies: Internatiomal payments, 1965-1966
(Seasonally adjusted)
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other countries may find themselves having to make
interest adjustments not because of domestic needs
but because of external changes. It is significant that
a reversal of the build-up of rates that occurred in
1965 and 1966 was set in motion as a concerted action
agreed to by the finance ministers of the principal
countries involved.

The other difficulty that the use of monetary
restraints revealed in 1966 is their tendency to- dis-
courage capital-intensive investment in a rather in-
discriminate manner. This created special problems
for the construction industry which in several coun-
tries entered 1967 in a rather depressed state. It
also served to deter fixed investment in manufactur-
ing in a way that brought short-term relief in re-
source utilization at the expense of a longer-term
handicap in industrial structure and capacity.

The first few months of 1967 saw a series of cuts
in the central bank discount rate in most of the coun-
tries in which this had been used as restraint in
1966. There were three cuts in Belgium to bring
the rate down from 5.25 per cent to 4.50 per cent;
there were two cuts (from 5.25 to 4.5 per cent) in
Canada; four cuts (from 5 per cent to 3 per cent)
in the Federal Republic of Germany; a single cut
in March in the Netherlands, reducing the rate from
5 per cent to 4.5 per cent; two cuts (from 6 per cent
to 5 per cent) in Sweden; three cuts (from 7 per
cent to 5.5 per cent) in the United Kingdom; and
there was a cut in April in the United States (from
4.5 per cent to 4 per cent).

In Belgium, where the rate of growth is expected
to fall somewhat below the 3 per cent recorded in
1966, the easing of monetary restraints was followed
by a more active fiscal policy. Certain indirect taxes
have been raised to provide the Government with
funds for specified capital projects, while tax relief
has been granted to new private investment in “‘de-
velopment” areas.

Canada also expects its 1967 growth to be less
than that achieved in 1966 (about 6 per cent). The
easing of monetary conditions has been accompanied
by certain tax concessions—a termination of the
refundable tax on corporate profits and a restoration
of the depreciation allowances (which had been cut
in 1966). The 1967/68 budget provides for a sub-
stantially larger deficit than was realized in 1966/67
and the 6 per cent sales tax on machinery and equip-
ment was removed. The policy of restraining fixed
investment has thus been modified but this may
not prevent a decline from the 1966 level: residential
construction has been appreciably lower in the first
half of 1967 and the stimulus of investment for
Expo 67 has ceased. The Exposition, however, is
expected to have a beneficial effect on the country’s
invisible earnings.

In the Federal Republic of Germany the easing
of monetary conditions was also accompanied by fiscal
measures. More liberal depreciation allowances were
offered in respect of private fixed investment under-
taken before the end of October 1967 and plans were
made for a substantial increase in public investment.
This reflects the forecast that fixed capital formation
would probably fall short of the 1966 figure in 1967
and that the rate of growth of the economy as a
whole would drop below the 3 per cent registered
between 1965 and 1966,

In the Netherlands, where similar reductions in
investment and over-all growth have been forecast,
fiscal stimuli have also complemented the relaxation
of credit. Cash grants were offered early in 1967
to attract industry to areas with high rates of un-
employment and arrangements were made for a
mid-1967 tax change—involving lower income-taxes
and higher turnover taxes—intended to favour in-
vestment and increase the flexibility of fiscal policy.

Sweden has also taken steps to use fiscal means
of stabilizing an economy in which wages and costs
were rising unduly fast during the recent upswing
(about 10 per cent a year in the case of manufactur-
ing wages between 1964 and 1966). Sales and excise
taxes were increased early in 1967 while releases
were made from certain of the industrial investment
accounts at the Riksbank for the purpose of en-
couraging selective expansion in building and in
plant and equipment in the period ending with the
first quarter of 1968,

In the United Kingdom, where the deflationary
measures adopted in 1966 included not only fiscal
and credit restraints but also a wage and price
freeze, a process of gradual relaxation began around
the turn of the year. Monetary conditions were
eased by successive measures affecting interest rates
and the volume of bank lending, and incentives to
new investment—especially in areas of high un-
employment—were increased. In order not to jeopar-
dize the improvement taking place in the critical
external balance, however, the 1967/68 budget was
intended to be neutral in its impact on demand. The
swing of the current account into surplus in the last
quarter of 1966 made it possible for repayments to
be resumed on earlier North America loans and a
continued surplus on basic balance permitted the
liquidation of some of the credits and swap arrange-
ments made during the 1964-1966 sterling crisis.
The country’s external balance in 1967 is predicated
on a 6 per cent increase in export volume. Along
with an 8.5 per cent increase in public investment,
this is expected to offset the effect of a 10 per cent
cut in private investment, resulting in an over-all
growth rate fractionally above the 2 per cent recorded
between 1965 and 1966. This implies the holding
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down of imports to the 1965-1966 rate of increase,
and the continuation of the higher rate of unemploy-
ment (near 2 per cent of the labour force) registered
at the end of 1966.

In the United States, the levelling off in the growth
of industrial production as 1966 advanced was
followed by a sharp cut-back in inventory accumula-
tion in the first quarter of 1967 which was largely
responsible for holding the gross national product
virtually constant. Fixed capital formation by busi-
ness and residential construction both remained at
the level of the previous quarter. In the meantime
some cautious steps of an expansionary nature were
taken, reflecting in part a change in the “mix” of
monetary and fiscal policy. Interest rates were
lowered and the supply of credit increased, but the
Administration has proposed increases in individual
and corporate income taxes. At the same time, in
view of the slow-down in fixed investment, the
special depreciation allowances that were suspended
in 1966 were restored. Economic developments—and
the policies they call forth—depend in large measure
on the course of military outlays. Even if these rise
more slowly than expected, however, or a tax in-
crease is enacted, it is likely that the budgetary
deficit will widen considerably and that on an annual
basis personal consumption and imports will increase
less than they did between 1965 and 1966.

With the ending in November 1966 of the 10
per cent surcharge on imports into the United King-
dom, some of that country’s smaller and closer trad-
ing partners may be expected to gain. Both Denmark
and Ireland have forecast a somewhat higher rate of
growth in 1967 than in 1966. Finland also expects an
increase stemming largely from an improvement in
the external balance. In Norway, on the other hand,
a deceleration in the rate of increase.in private ex-
penditure (both consumption and investment) is
expected to offset expansion in other items and hold
the rate of over-all growth to about 5 per cent.

Austria forecasts a slight deceleration in all sectors
of final demand, reducing the over-all rate of growth
to about 3 per cent. This may also occur in Switzer-
land which is one of the few countries to tighten
monetary restraints in the opening months of 1967
as part of a continuing anti-inflationary policy.

Greece expects an increase in its import de-
ficit, associated with higher -personal consumption.
Luxembourg . looks forward to the end of two
years’ decline in steel investment with a consequent
benefit to total production. In Spain, by contrast,
the efforts made to control inflation in 1966 are ex-
pected to exercise a negative effect on consumption
in 1967 ; this is unlikely to be offset by a recovery
in investment, so the rate of over-all growth is
forecast at well below the high figure achieved be-

tween 1965 and 1966. Turkey is also expecting a
somewhat lower rate of growth, in the wake of a
poorer agricultural out-turn.

Among the few countries whose economic policies
were expansionary in 1966, France seems likely to
continue to furnish at least 2 mild official stimulus in
1967. Credit conditions were eased slightly early
in the year, the 1967 budget is intended to be
moderately expansionary, and structural reforms of
the banking system and the capital markets should
facilitate the investment process. An increase in in-
vestment is expected to offset a reduction in the
export surplus and help to hold the growth rate
to about 5 per cent.

Much the same course of events may unfold in
Italy, though here—to judge by the 1966 trend—the
decline in the export surplus and the acceleration in
fixed investment are both likely to be greater. Do-
mestic borrowing increased perceptibly in the early
months of 1967 and there was a reversal of the flow
of capital which had been attracted abroad by higher
interest rates in 1966.

In Japan the 1966 upswing was more vigorous
than in the case of France or Italy, and its continua-
tion may bring the economy up against labour and
balance of payments limitations. Even in 1966 there
was a 12 per cent rise in wages in manufacturing,
symptomatic of a tight labour market. While rising
costs will react unfavourably on exports, a further
acceleration in investment will tend to draw in more
imports. Imports may also be stimulated by the rise
in wage incomes and by an increase recently granted
in the producer price of rice. The deteriorating trade
balance prompted the Government to cut the 1967/68
budget deficit. Official expectations are for an in-
crease in gross national product slightly below the
10 per cent achieved in 1966.

*
* *

In view of the relatively low rates of growth reg-
istered in the major developed market economies in
the early part of 1967, it seems most unlikely that
the increase in production for the year as a whole
will reach the average of 5 per cent recorded in
1966. Despite the easing of pressures as 1966 pro-
gressed, the prevailing conditions in most countries
are unlikely to permit the rapid upsurge in demand
that would be required to regain earlier rates of ex-
pansion in 1967. A number of countries continue to
have to contend with precarious external balances,
moreover, and any expansion that raised their import
requirements out of line with demand for their
exports would soon end in a payments crisis. As in-
dicated by the widespread repercussions of the slow-
down in the Federal Republic of Germany and the
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United Kingdom in 1966, an upswing would need to
be a concerted one in which at least the major trading
countries participated.

Nor can a prompt recovery be counted on in those
economies in which a better internal balance was
sought in 1966 by a cut-back in fixed investment
by business. The monetary policies that were largely
responsible for the reduction in investment are not
likely to operate as effectively in reverse. The ex-
perience of France and Italy in 1965-1966 suggests
that the process of restoring confidence and inducing
new capital formation is sometimes a slow one.

Moreover, in some of the countries which improved
their internal balance chiefly by reducing investment,
the problems of productivity and costs were aggra-

vated rather than ameliorated. The resultant latent
pressures are likely to inhibit Governments from
pursuing as expansionary a policy as might otherwise
be thought desirable, especially if the external bal-
ance is still precarious and the higher cost structure
that emerged from the inflation is regarded as a
serious handicap in export markets,

In general, therefore, the lowering of pressure on
resources that was achieved in 1966 seems unlikely
to open the way to a sharp upswing in the months
immediately ahead. A more moderate rate of growth
seems in prospect for the developed market economies
as a group for 1967, along with more experimentation
with incomes policies that were disrupted so seriously
towards the end of the previous upswing.

Annex

Table 14. Developed market economies: Gross national product and its main com-
ponents, by country; actual 1964-1966 and forecast for 1967

(At constant prices; percentage change from preceding year)

Foreign trade in goods

c Gross Personal Public Fired and services Change in
ountry® and year national consumption consumption investment inventories®
broduct Exports Imports
Japan
1964 ........... 14 10 10 15 22 14 4.0
1965 ........... 4 6 2 2 24 7 20
1966¢ .......... 10 8 8 10 16 19 28
1967¢ .......... 9 8.5 8 15 10 14 A
Turkey
1964 ......... .. 5 2 22 15 9 —23
1965 ........... 5 2 5 11 7 2
1966 ........... 8 12 14 —1 15
1967 ... ...... 7 5 1
Ttaly ‘
1964 ........ .. 3 2 4 —7 12 -5 0.7
1965 ........... 3 2 4 —8 20 1 0.8
1966 ........... 6 6 5 6 13 14 19
1967 ........... 6 6 5 9.5 7 13 .
France
1964 ........... 6 5 5 12 8 12 1.5
1965 ........... 4 3 2 5 11 4 0.2
1966 ........... 5 5 5 6 6. 13 1.1
1967 .......... 5 5 5.5 7.5 5 8.5 .
Austria '
1964 ... 7 4 5 8 8 9 11
1965 ... 3 4 4 5 7 10 1.0
1966 ........... 4 5 4 7 6 10 21
1967 ........... 3 4.5 3 2 4 7 ...
Spain
1964 ........... 7 2 5.1 22 28 10 0.2
1965 ........... 8 9 19 —7 37 .
1966 ........... 8 9 3 21 14
1967 ........... 6 55 9 10 9
Luxembourg
1964 ... ..., 7 6 3 2 13 10
1965 ........... 2 3 — —18 5 —1
1966 ........... 2 3 3 —7 4 2
1967 ........... 2.5 2.5 2 —0.5 4 25
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Table 14. Developed market economies: Gross national product and its main com-
ponents, by country; actual 1964-1966 and forecast for 1967 (continued)

(At constant prices; percentage change from preceding year)

Foreign trade tn goods

G . . K .
Countryand sear  natignal  contumption convmision invesiment ond services - Chonoe s
product Exports Imports
South Africa
1964 . .......... 7 10 9 19 5 20 3.0
1965 ........... 6 5 10 17 — 11 4.6
1966 ........... 6 5 2 —2 5 —11 22
Belgium
1964 . .......... 7 4 4 13 13 11 0.6
1965 ... ....... 3 3 5 1 9 8 0.2
1966 ........... 3 3 4 4 5 9 1.5
1967 ........... 2.5 3 3 4.5 6 6.5 o
Canada
1964 ... ....... 6 6 6 12 13 12 0.7
1965 ........... 7 6 1 1 5 12 1.8
1966 ........... 6 5 9 10 12 12 1.7
1967 ........... 5 . —3 o .
Greece
1964 ..., .. 9 9 8 23 5 20 2.9
1965 ........... 8 8 17 11 10 21 3.7
1966 ........... 8 8 9 1 15 7
1967 ... .. 8.5 8.5 5.5 5.5 13 9
United States
1964 . .......... 5 6 2 6 14 5 0.6
1965 . .......... 6 6 2 3 3 11 1.2
1966 ........... 5 5 8 5 9 18 1.6
1967 ........... 4 4 9 — 1 -2
Sweden
1964 . .......... 8 5 5 7 10 9 1.3
1965 ........... 4 4 7 5 4 12 1.8
1966 ........... 3 2 6 4 6 2 0.9
1967 ...l 4 3 6 4 5 4.5 .
United Kingdom
1964 ... ...... 6 4 2 17 4 9 1.9
1965 ........... 2 2 3 4 6 2 1.1
1966 . .......... 2 2 3 1 4 2 0.7
1967 ........... 3 2 2.5 —2 6 2
Norway
1964 ... ........ 7 4 6 4 11 8 0.2
1965 ... 5 3 10 6 7 9 19
1966 ........... 5 5 4 7 7 8 21
1967 ........... 5 4 4 9 9 10
Netherlands
1964 ... ...... 9 6 3 17 12 15 2.8
1965 ........... 5 8 2 5 9 7 1.3
1966 ........... 5 4 3 8 6 7 31
1967 ... 3.5 3 1.5 — 6.5 3
Portugal
1964 . .......... 7 3 9 5 41 30 1.0
1965 ........... 7 8 7 3 12 11 14
1966 ........... 6 5 4 3 6 .
1967 ........... 6 5 6
New Zealande
1964 ... ........ 6 4 7 8 —3 6 2.5
1965 ........... 6 6 4 1 2 14 3.6
1966 ........... 5 6 4 5 - ... 1.8
Germany (Federal
Republic of)
1964 ........... 7 S —1 12 10 11 1.1
1965 ........... 5 6 7 7 7 15 1.2
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Table 14. Developed market economies: Gross national product and its main com-
ponents, by country; aectual 1964-1966 and forecast for 1967 (continued)

(At constant prices; percentage change from preceding year)

Foreign trade in goods

Gross Personal Public Firved and services Change in
Country® and year national consumption consumption investment inventories?
prodict Exports Imports

1966 ........... 3 4 1 1 10 2 0.2
1967 ........... 2.5 2 2.5 —3 9 5

Denmark
1964 ... ....... 8 7 6 20 9 20 21
1965 ........... 5 4 5 6 9 7 1.6
1966 ........... 3 4 6 5 5 5 1.3
1967 ........... 3.5 5.5 5.5 6

Ireland
1964 ........... 4 6 5 9 7 13 1.9
1965 ........... 3 2 4 8 1 5 2.5
1966 ........... 1 — 1 —6 7 1 1.5
1967 ........... 2.5 3 4 4 8 9

ITceland
1064 ... . ... 5 3 5 18 6 13 0.3
1965 ........... 6 6 5 —2 7 7 2.0
1966 ........... 4 7 5 11 8 12 —

Switzeriand
1964 ........... 5 5 4 9 7 9 14
1965 ........... 4 3 1 —1 12 3 0.8
1966 ........... 2 2 6 —1 5 4 0.7

Finland
1964 ........... 7 6 5 3 6 19 5.1
1965 . .......... 6 5 4 9 5 9 4.0
1966 ........... 2 5 4 2 4 3 1.6
1967 ........... 3 3 3 —_ 6 2.5

Australiad
1964 ... ... ... 7 6 4 11 16 10 0.8
1965 ........... 7 4 9 12 1 18 32
1966 ........... 1 2 12 6 2 2 0.9

Source: Centre for Development Planning,
Projections and Policies of the United Nations
Secretariat, based on data from United Nations,
Yearbook of National Accounts Statistics, and
official national sources.

a Countries are arranged in a descending
order according to the changes in the rate of

growth of gross national product between
1965 and 1966.

b At current prices as percentage of gross
national product at current prices.

¢ Fiscal years beginning 1 April of years
indicated.

4 Fiscal years ending 30 June of years in-
dicated.

Table 15. Developed market economies: Personal consumption and its main
components, 1964-1966

(At constant prices; percentage change from preceding year)

. Durables
Country* and year Total Fa;oz%aignk, Clothing Duwelling Household Passenger
goods cars®’
Japan
1964 ... ... .. 10 9 6 3 12 105
1965 ........... 6 3 5 3 9 9
1966 ........... 8 8 7 3 10 10
Italy
1964 ........... 2 2 — 4 3 —7
1965 ... ... ... 2 3 1 3 —11 10
1966 ........... 6 5 7 3 6 10
France
1964 ........... 5 3 2 5 7 —_
1965 .......... 3 3 1 4 —2 1
1966 ........... 5 3 4 4 e 14
Austria
1964 ........... 4 4 4 5 6 7
1965 ... 4 2 4 2 6 16
1966 ........... 5 3 1 6 10
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Table 15. Developed market economies: Personal consumption and its main
components, 1964-1966 (continued)

(At constant prices; percentage change from preceding vyear)

. Duyables
Country® and year Total Fof(ggacizznk, Clothing Dwelling Household Passenger
goods cars

South Africa

1964 ........... 10 4 12 2 3 34

1965 ........... 5 7 7 4 9 10

1966 ........... 5 6 2 3 3 —6
Belgium

1964 ... ....... 4 3 3 2 13 16

1965 ........... 3 2 2 2 4 18

1966 ........... 3 —1
Canada

1964 ........... 6 3 3 6 8 11

1965 ........... 6 4 4 6 8 15

1966 ........... 5 3 2 5 7 —2
United States

1964 ... ....... 6 4 9 5 14 7

1965 ........... 6 5 5 5 6 15

1966 ........... 5 4 9 4 8 —3
Sweden

1964 .......... 5 4 4 5 9 7

1965 ... ......, 4 2 2 5 3 17

1966 ........... 2 2 _— 3 —2 —25
United Kingdom

1964 ........... 4 2 4 2 4 18

1965 ........... 2 —1 4 4 1 —6

1966 ........... 2 1 — 3 —3 -5
Norway

1964 ........... 4 1 2 4 8 15

1965 ........... 3 5 —2 3 —3 2

1966 ........... 5 4 3 6 7 7
Netherlands

1964 ... ....... 6 3 5 3 15 22

1965 ........... 8 7 6 3 14 27

1966 ... ....... 4 - .. —21
Germany (Federal

Republic of)

1964 ... ....... 5 3 6 5 9 6

1965 ........... 6 5 8 5 5 13

1966 ........... 4 3 3 9 . —1
Denmark

1964 ........... 7 4 6 4 11 31

1965 ........... 4 3 8 5 9 ~15

1966 ........... 4 5 3 5 — 19
Ireland

1964 ........... 6 4 6 3 10 . 12

1965 ... ....... 2 2 4 4 — 4

1966 ........... — —9
Finland :

1964 ........... 6 1 1 5 8 57

1965 ........... 5 3 —2 4 4 22

1966 ........... 5 4 2 4 3 —22
Australiae

1964 ........... 6 3 8 3 10 16

1965 ........... 4 3 4 4 7 6

1966 ........... 2 2 2 4 —1 —11

Source: Centre for Development Planning, growth of gross national product between 1965
Projections and Policies of the United Nations and 1966.
Secretariat, based on data from United Nations,
Yearbook of Nattonal Accounis Statistics, and b Registration of new passenger cars.
official national sources.

a Countries are arranged in a descending ¢ Fiscal years ending 30 June of years in-

order according to changes in the rate of dicated.
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Table 16. Developed market economies: Gross domestic fixed investment and its
main components, 1964-1966

(At constant prices; percentage change from preceding year)

General

Countryt and year Total * Housing Manufacturing governmentd

Japan

1964 .. o 15 18 18 7¢

1965 ...... R 2 14 —4 10c

1966 ... e 10 14 — 15¢
Italy

1964 .. e - =7 6 —204 16

1965 . e —8 —6 —204 1

1966 ... 6 —_ 104 3
France

1964 . 12 25 12¢ 10

1965 ... .. B, 5 9 2e 13

1966 ... 6 3 6e 9
Austria

1064 8 7 —5t 11

1065 e 5 4 5t 1

1966 ... 7 6 8t e
South Africa

1064 e 19 17 23 9

1965 oo P 17 18 18 18

1966 ... . . —2 3 —6 e
Belgium .

1964 .. e 13 46 ) —1 - .27

1965 .. 1 — 6 —10

1966 ... e 4 . ..
Canada ‘

1964 .. 12 12 18 10

1065 o 11 — 14 17

1966 e 10 —1 17 7
Greece \

1964 .. e 23 21 21 6

1065 e 11 14 34 7

1966 .. . o e 11 .13 29 9
United States

1064 e 6 —1 18 3

1065 e 8 —2 20 5

1966 ... 5 —11 18 7
Sweden

1064 .o e 7 11 -7 13

1065 e 5 3 13 11

1966 ... oo 4 —2 T 19
United Kingdom ‘

1964 . e 17 27 12 22

1965 .. e 4 3 9 5

1966 ... o 1. —3 —1 6
Norway '

1064 i 4 2 6 17

1065 . 6 4 8 2

1066 ... e 7 4 12 10
Netherlands

1964 .o e 17 29 18d 17

1065 ... e, 5 12 34 Z

1966 .. e e 8 8 5
Portugal

1964 .. 5 16 10 —

1065 s 3 14 -—4 —9

1966 .. .. e . .. ... ..
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Table 16. Developed market economies: Gross domestic fixed investment and its
main components, 1964-1966 (continued)

(At constant prices; percentage change from preceding year)

Country? and year Total Housing Manufacturing g o'z(/;ee;;er;i‘;tt"
Germany (Federal Republic of )
1064 .. 12 13 9 14
1065 L. e 7 3 15 4
1966 ... .. 1 4 1 5
Denmark
1964 . 20 28 15 21
1965 .. 6 10 5 30
1966 ..., 5 2 — 7
Ireland
1964 ..o 9 23 1 9
1065 L. 8 15 4 11
1966 ... e —6 7 ... —1
Iceland
1964 ... 18 11 22 14
1965 ... e —2 5 —10 10
1966 ... . 11
Finland
1964 .. 3 —9 12 1
1965 .. 9 9 5 13
1966 ... .o 2 3 —9 3

Source: Centre for Development Planning, b Excludihg government enterprises.

Projections and Policies of the United Nations
Secretariat, based on data from United Nations,
Yearbook of National Accounts Statistics, and
official national sources.

2 Countries are arranged in a descending
order according to changes in the rate of
growth of gross national product between 1965
and 1966,

¢ Including public corporations and govern-
ment enterprises.

dIncluding mining, quarrying, construction,
electricity, gas and water.

e Private enterprises.
fIncluding mining and quarrying.

Table 17. Developed market economies: Prices and earnings, 1964-1966

(Annual average,; percentage change from preceding year)

Implicit
Whole- Consumer Export Import deflator Wage-
Country® and year sale prices unit unit of gross earnings
prices value value national - in manu-
product facturing
Japan
1964 ........... — 4 1 1 3.9p 10
1965 ........... 1 8 —1 -2 5.5b 9
1966 ........... 4 5 1 4 4.4b 12
Turkey
1964 ........... —1 3 23
1965 ........... 8 4 3.0
1966 ........... 5 9 0.4
Italy
1964 ........... 4 6 3 3 6.8 11
1965 ........... 2 4 —3 —1 3.5 8
1966 ........... 1 2 —1 2 24 3
France
1964 ........... 2 3 3 2 3.8 7¢c
1965 ........... 2 3 1 2 2.5 6¢
1966 ........... 2 3 4 1 2.8 7¢
Austria
1964 ........... 6 4 2 —2 29 9
1965 ........... 4 5 3 1 4.8 5
1966 ........... 2 2 -2 1 33 12
Spain
1964 ........... 3 7 —3 6 6.4
1965 ........... 10 13 7 —2. 11.3

1966 ........... 2 6 7 4 21
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Table 17. Developed market economies: Prices and earnings, 1964-1966 (continued)

(Annual average; percentage change from preceding year)

Implicit
Whole- Consumer Export Import deflator Wage
Country® and year sale prices unit unit of gross earnings
prices value value national in manu-
product facturing
South Africe
1964 ........... 2 3 3 1 4.5
1965 ........... 4 4 -— 2 3.3
1966 ........... 4 4 4 4 31
Belgium
1964 ........... 5 5 3 2 43 11
1965 .. ......... 1 4 — —1 4.8 9
1966 ........... 2 4 2 2 4.3 9
Canada
1964 ........... 1 2 2 i 2.5 4
1965 ........... 2 3 1 1 2.9 5
1966 ........... 4 4 4 1 4.6 6
Greece
1964 .. ....... .. 4 1 —1 3 3.5 11
1965 ... .. 4 3 —2 1 4.0 9
1966 ........... 3 5 2 2 4.1 9
United States ‘
1964 ........... — i 1 3 16 3
1965 ... ...t 2 2 3 — 1.8 3
1966 ........... 3 3 1 2 3.0 4
Sweden
1964 ........... 5 3 4 5 32 9
1965 ........... 4 5 3 2 6.3 11
1966 ........... 3 7 — 1 5.5 8
United Kingdom
1964 ........... 4 3 2 4 22 4e
1965 ........... 1 ) 2 — 4.7 4e
1966 ........... 2 4 4 2 27 Se
Norway
1964 ........... 5 5 3 1 4.0 6
1965 ......... .. 3 4 5 — 3.6 9
1966 ........... 2 3 — 1 3.4 7
Netherlands
1964 ........... 7 5 3 3 7.6 14¢
1965 ......... . 3 6 1 —_ 5.4 11e
1966 ........... 5 6 -1 1 5.7 12¢
Portugal
1964 ........... 1 4 2 20
1965 ........... 4 3 1 3.0
1966 .. vvvin.n 4 5 4
New Zealand
1964 ........... 5 4 9 1 3.2p 5
1965 ....... ... 1 3 —2 —_ 3.0p 6
1966 ........... 1 3 —2 1 54v 5
Germany (Federal
Republic of)
1964 ... ..., — 3 1 1 28 8
1965 ........... 3 4 2 3 38 11
1966 ........... 2 3 2 1 2.7 7
Denmark
1964 ... . 3 3 3 1 4.8 9
1965 ........... 4 7 1 1 7.5 12
1966 ........... 3 7 4 1 7.7 13
Irelond
1964 ........... 7 6 6 1 11.2 13
1965 ... ...... . 4 5 1 3 3.1 4
1966 ........... 3 3 1 1 3.7 10
Iceland
1964 ... .. S 20 . 19.7 23¢
1965 ........... 7 127 16¢

1966 ... ........ 1 20e



32

Part Two. Current Economic DEVELOPMENTS

Table 17. Developed market economies:

Prices and earnings, 1964-1966 (continued)

(Annual average; percentage change from preceding year)

Implicit
Whole- Consumer Export Import deflator Wage
Country? and year sale prices unit unit of gross earnings
prices value value national i man-
product facturing
Swtzerland
1964 ........... 1 3 4 2 4.1 9
1965 ........... 1 4 2 1 3.5 7
1966 ..o 2 5 4 3 49
Finland
1964 ........... 8 10 6 2 7.8 14
1965 ........... 4 5 4 1 2.6 9
1966 ........... 2 4 — 5 3.9 8
Australia
1964 ........... 3 2 3 1 3.84 3e
1965 ........... 3 5 —7 2 2.54 4e
1966 ........... 5 3 5 2 3.54 3e

Source: Centre for Development Planning,
Projections and Policies of the United Nations
Secretariat, based on data from Statistical
Office of the United Nations, Monthly Bulletin
of Statistics; International Monetary Fund,
International Fimancial Statistics, and official
national sources.

a Countries are arranged in a descending
order according to changes in the rate of

growth of gross national product betwen 1965
and 1966.

b Fiscal years beginning 1 April of years
indicated.

¢ Wage rates.

4 Fiscal years ending 30 June of years in-
dicated.

Table 18. Developed market economies: Employment and unemployment, 1964-1966

Estimated Percentage change from
ctvilian preceding year in total Percentage unemployedd
Country® laibpu; 97‘3757::5 civilian employment '
(:;:;llions) 1964 1965 1966 1964 1965 1966
Japan .......... ..ol 49.0 1 2 1 0.8 0.8 0.9
Ttaly .........c.ciat. 19.9 — —2 —1 2.7 3.6 3.9
France ................ 20.2¢ 1 — — 1.1 14 ..
Austria . ........ ... ... 344 1 1 — 2.7 27 2.5
South Africa .......... 5.74 11e 11e Se e e .
Belgium ............... 3.7t 1 1 - 22 24 2.7
Canada ................ 7.1 4 4 4 4.7 3.9 3.6
United States .......... 784 2 3 3 5.2 4.6 39
Sweden ................ 3.24 1z 48 —38 1.1 1.1 1.4
United Kingdom ....... 25.1 1 1 1 17 1.5 1.6
Norway ............... 1.5 1 1 1 1.4 1.2 1.1
Netherlands ............ 424 1le —e —2e 0.8 0.9 12
New Zealand .......... 1.0 3 3 3 0.1 0.1 —_
Germany (Federal Re-
public of) ............ 272 — 1 — 0.7 0.6 0.7
Denmark .............. 2.14 3 2 e 2.9 2.4 2.7
Ireland ................ 1.1% — —1 .. 57 5.6 6.1
Switzerland ............ 2.54 1e —2e —2e — e s
Finland ................ 22 1 1 1 1.5 1.4 1.5
Australia .............. 4.2 4 4 3 0.7 0.4 0.4

b Annual figures are generally computed as
arithmetic averages of the twelve monthly
Secretariat, based on Statistical Office of the figures. Figures are not necessarily comparable
United Nations, Monthly Bulletin of Statistics; between countries.

International Labour Office, Yearbook of ¢ 1966.
Labour Statistics, 1966 (Geneva), and official 41960
national sources. :

Source: Centre for Development Planning,
Projections and Policies of the United Nations

. . . e Manufacturing only.
a Countries are arranged in a descending 11964

order according to changes in the rate of o .

growth of gross national product between 1965 £ Mining and manufacturing.

and 1966. h 1961.



Chapter III

RECENT TRENDS IN THE CENTRALLY PLANNED ECONOMIES

OutpuT

The total production of the eastern European
centrally planned economies! continued to expand
at a high rate in 1966. For the group as a whole,

national income increased by more than 7 per cent,
that is, at a higher rate than during any year of the
current decade with the exception of 1964 (see
table 19). This acceleration of growth over the pre-
ceding year occurred in most countries, with par-

Table 19. Centrally planned economies: Changes in national income,? 1963-1967
(Percentage change over preceding vyear)

Country 1963 1964 1965 1966 1967,

Actual Planned planned
Bulgaria ....... ... ..ol 7.8 9.6 7.1 11.0 9.5 8.6
Czechoslovakia .................. —2.2 0.6 3.7 7.0 3.8 6.0
Eastern Germany ............... 3.2 4.5 4.6 4.5 5.0 5.0
Hungary ....... ... ... .. 6.0 5.0 1.0 6.0 3.0 4.0
Poland ............... ... ... ... 7.0 7.0 7.0 6.9 37 3.4
Romania ..............cc.c.u.. 9.7 115 9.5 7.9 - o
USSR 41 94 72 7.5 64 6.6

Total, above countries® ....... 4.5 84 6.8 7.2

Source: Centre for Deyelopment Planning,
Projections and Policies of the United Nations
Secretariat, based on reports on fulfilment of
plans; national statistical yearbooks and sta-
tistical bulletins, and replies of Governments
to the United Nations questionnaire of Novem-
ber 1966 on economic trends, problems and
policies.

ticularly significant improvement in Czechoslovakia
and Hungary. In two countries only, Poland and
Romania, did the national income grow more slowly
in 1966 than in 1965. In all these countries, with
the exception of Eastern Germany, the growth rates
achieved in 1966 were considerably higher than the
rate of expansion planned for that year,

This acceleration of growth, and even more the
fact that the actual rates substantially exceeded the
planned rates, was largely the effect of the con-
siderable improvement which took place in agricul-
tural production. For the group taken as a whole,
agricultural production increased in 1966 by about
9 per cent (see table 20). In Poland and Eastern
Germany alone, agricultural production increased
more slowly than during the preceding year. In
Poland, in view of the exceptionally high rate of

1Tn the context of this c}}apter, the term eastern
European countries covers Bulgaria, Czechoslovakia, Eastern
Germany, Hungary, Poland, Romania and the Soviet Union.
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a Net material product at constant prices,

b Weighted by coefficients derived from the
estimates of relative value of net material
product of various centrally planned economies,
as indicated in Sopostevienic urovnia ekonomi-
cheskovo  razvitia  socialisticheskikh  stran
(Moscow, 1965).

growth achieved in agricultural output in 1965, the
1966 plan provided for a 3 per cent decline for the
year, but in fact agricultural output rose in 1966 by
5.5 per cent. The growth of agricultural output was
largely the effect of a considerable rise in crop pro-
duction. In most countries, the contribution of the rise
in livestock production to the total growth of agricul-
ture was relatively small.2

Atthough improvements in agriculture in 1966
were mostly due to very favourable weather in all
the eastern European countries, with the exception
of Eastern Germany, another important contributing

2 Thus, in Bulgaria crop output increased by 20 per cent
and animal production by 5 per cent, and in Hungary about
6 and 2 per cent, respectively. Only in Poland was the
difference between the rates of inorease achieved in these
two fields of agricultural activities small: crops increased
in 1966 by 5.8 per cent and animal production by 5.2 per
cent. In other countries, for which no aggregate data on
crops and animal production are available, the information
concerning output of individual commodxtxes indicates a
much faster growth in crops than in animal products.
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Table 20. Centrally planned economies: Changes in gross agricultural output,
1963-1967

(Percentage change over preceding year)

1966

Country 1963 1964 1965 — F— 1711;;&75 d
Bulgaria .......ovviiereninianns 2.6 114 1.8 15.0 10.0 5.0
Czechoslovakia ...........c..ov.ns 7.3 2.5 —3.9 10.0 7.9 29
Hungary .........cccceveiieo.. 5.0 4.7 —5.3 6.0 5.0 3.0
Poland ............ccciiiiiinnn. 4.1 1.3 7.7 5.5 —3.3 42
Romania ............ccvivvin.. 3.3 6.3 6.7 112 5.0 58
USSR i —7.5 14.4 2.0 10.0 9.0 4.0
Total, above countries® ....... —4.2 11.0 2.3 9.4

Source: See table 19,

a Weights are derived from data on tl_xe
relative value of agricultural production in

factor was the intensive efforts made to raise the
efficiency of the agricultural sector through improve-
ments in the supply of machinery and equipment,
fertilizer and seeds, and to increase incentives for the
agricultural producers. In the Soviet Union, for
instance, the amount of fertilizer used per hectare
of arable land, which had risen by 25 per cent be-
tween 1964 and 1965, was again increased by 12 per
cent between 1965 and 1966. A similar rate of in-
crease was achieved in 1966 by other eastern Euro-
pean countries as a group.

The number of tractors and other agricultural
machines delivered to agriculture continued to rise
in 1966, and the share of agriculture in the total
consumption of electric power also rose. There was
also an improvement in the quality and quantity of
seeds delivered to agriculture, and in irrigation,
drainage and other works.

Improved incentives for more effective work took
the form of increases in the prices paid to agricul-
tural producers by the state purchasing agencies, the
lowering of prices for agricultural implements, and
other measures to raise the income of the rural
population.

Apart from its direct effect on the growth of
national income, the rise in agricultural output in
1966 also .influenced industrial production by in-
creasing the supply of materials for food-processing
and other industries using agricultural raw ma-
terials. In addition, the improvement in agriculture
resulted in an absolute or relative reduction of the
need for agricultural imports or in an increase in
agricultural exports, and therefore increased the
amount of export earnings available for purchases
of raw materials or equipment for industrial use. In
consequence, the indirect as well as the direct impact
of improvements in agriculture was considerable in
the centrally planned economies in 1966.

various centrally planned economies given in
the source quoted in table 19, foot-note b.

Industrial production increased somewhat less than
in 1965 and this slowing down was the result of a
slight deceleration in the Soviet Union and Czecho-
slovakia and a much greater deceleration in Bulgaria,
Poland and Romania (see table 21). As in the past,
the highest rates of industrial growth were achieved
by Bulgaria and Romania, the least developed coun-
tries of the group. The actual growth rates of in-
dustrial production in all countries were higher than
those provided in the plans for 1966.

The rise in industrial production was largely
achieved through increases in output per man which,
in most countries, increased much faster than em-
ployment. In Poland, however, employment and
labour productivity rose at about the same rate, while
in Bulgaria employment increased much faster than
output per man.

In most of the centrally planned economies, 1966
was the first year of the new medium-term plans,
and the pattern of changes during that year was gen-
erally in line with the main objectives of these plans.
Particular stress was placed on the acceleration of
growth in the most productive branches, the expan-
sion of which would have the most beneficial effect on
the rise in over-all efficiency of the economies and
especially on export earnings. Thus, priority was
given to the expansion of the production of oil and
natural gas within the energy sector, the production
of electrical energy, and to the optical instrument,
metal-working and chemical industries. In most coun-
tries, considerable efforts were made to accelerate
the growth of light industries with a view to im-
proving consumer supplies in accordance with the
medium-term plans.

Certain improvements were achieved in several
countries in the composition of output, in the quality
of the goods produced, and in the direction of re-
ducing raw material input per unit of output. There
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Table 21. Centrally planned economies: Changes in industrial production, 1963-1967*

(Percentage change over preceding year)

1966

Country 1963 1964 1965 e —— Pllai’ﬂé .

Bulgaria .......... ... ... ..., 10.0 10.0 15.0 12.2 10.2 11.3
Czechoslovakia ............c..... —0.6 4.1 7.9 7.4 5.5 5.3
Eastern Germany ............... 4.2 6.7 6.3 6.5p 5.0b 6.0v
Hungary .........ccviiiene... 7.0 9.0 5.0 7.0 5.0 6.0
Poland ............. ... ..., 5.4 9.4 9.0 74 6.5 6.2
Romania ....................... 12.0 14.0 13.0 11.7 10.5 11.3
USSR ... 8.1 7.3 87 8.6 6.7 7.3
Total, above countriese ........ 7.3 7.6 8.7 8.4 6.6 7.3

Source: See table 19,

aGross value of output, unless otherwise
stated.

b “Commodity production” equivalent to gross
output less work in progress. During recent
years, the differences between the rates of
change of commodity production and of gross

were also improvements in the degree of utilization
of existing capacity, and production costs were re-
duced for various commodities. In Czechoslovakia,
for instance, where in earlier years a higher rate of
growth for gross value of output than for net value
had indicated an increase in input per unit of output,
the reverse was true in 1966, The need for im-
provements in these fields, repeatedly indicated in
most of the centrally planned economies, was par-
ticularly stressed in 1966 by Romania where recent
analysis of these problems® disclosed the existence
of important shortcomings which had previously been
overshadowed by the extremely high rates of eco-
nomic development achieved by this country. The
most important of these shortcomings were: an ex-
cessive increase in the volume of stocks, high pro-
duction costs owing among other things to over-
staffing in individual enterprises, and poor quality
products, especially in heavy industry, which created
difficulties in other sectors of the economy.

The excessive accumulation of stocks has also con-
tinued in Hungary, although at a much slower rate
than in previous years, and in some other eastern
European countries. In Czechoslovakia, stocks in-
creased more slowly than output, but one third of
the annual increment of stocks consisted mainly of
materials and semi-finished goods regarded as unnec-
essary from the point of view of current needs of
manufacturing industry.

In mainland China, for which no official data are
available on total production, the information on
the growth of industrial output and output of the
main crops seems fo indicate an increase in the total
output of industry and agriculture of the order of
5 to 10 per cent in 1966, This increase was largely

8 Carried out at the meeting of the Central Committee
of the Romanian Communist Party held in December 1966.

output were insignificant.

¢ Weights are derived from data on the
relative value of industrial production in various
centrally planned economies given in the
source quoted in table 19, foot-note b.

the effect of an officially reported rise of 20 per cent
in industrial production which, according to the same
sources, had risen by 12 per cent in 1965 and 15 per
cent in 19644 The fastest rate of growth, about
40 per cent, was attained by the machine-building
industry. The output of steel also increased substan-
tially, without, however, reaching the peak achieved
in 1960. The output of oil in 1966, estimated at
10 million tons, and that of chemical fertilizers,
estimated at 5 million tons, exceeded all previous
levels.

Agricultural production in mainland China was
influenced by favourable weather in the rice-growing
areas and by drought in the wheat-growing areas in
the north. In consequence, the rice harvest increased
substantially while the wheat harvest declined, and
the total output of grain seems to have remained at
the level of 1965, which was higher than in 1957
but below the exceptionally high level achieved in
1958. The cotton crop was relatively favourable, ex-
ceeding the record level of 1965. The volume of
cotton delivered to the state purchasing agencies was
34 per cent higher than in 1965. The considerable
efforts to improve agriculture were reflected in the
expansion of irrigation work, larger supplies of
fertilizers and pesticides and of agricultural ma-
chinery and equipment and an increased number of
agronomists and scientific workers sent to the
countryside.

INVESTMENT

The growth of investment accelerated in 1966 in
Bulgaria, Czechoslovakia, Hungary and Romania,
and slowed down in the other eastern European
countries (table 22). Particularly significant in-

4See New Ching News Agency, 20 December 1966
(Peking) and Far East Trade and Development, No. 4,
April 1967 (London).
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Table 22. Centrally planned economies: Changes in gross fixed investment,
1963-19672

(Percentage change over preceding year)

1966 1967,

Country 1963 1964 1965 ot S Plonmed

Bulgariab .. ... ... 14.4 10.2 8.1 240 16.2 139
Czechoslovakia .................. —11.0 11.9 7.8 8.9 7.9 42
Eastern Germany® . .............. 5.4 8.7 7.7 7.0¢ 10.0¢ 9.0¢
Hungaty ... ..coviriiniaan... 15.1 4.2 0.8 6.0 5.0 4.7
Poland ...... . ... . .. 2.8 3.6 104 7.6 5.2 8.1
Romamia .....c.coovnrivinnnneaen, 838 10.7 8.7 10.24 14.0d 17.0d
USSR e 51 9.0 8.2 6.0 6.4 7.9

Source: See table 19,

a Unless otherwise stated, the data are ex-
pressed in constant prices and refer to total
investment in the case of Czechoslovakia,
Eastern Germany and the Soviet Union, and
to the socialized sector only in the case of

creases in the rate of growth of gross fixed invest-
ment occurred in Bulgaria, where investment rose
in 1966 by 24 per cent as compared with an 8 per
cent rise in 1965, and in Hungary where the corre-
sponding figures were 6 per cent and less than one
per cent, respectively.

In these two countries as well as in Czechoslovakia
and Poland investment outlays were higher than
planned, while in other countries the reverse was
true. Poland, however, reported that while its invest-
ment expenditure in 1966 was higher than planned,
this was in part the result of higher costs. The
volume of the construction component of investment
fell short of planned quotas by about 6 per cent.

In most of the centrally planned economies, some
success was achieved in improving the ratio of outlay
on machinery and equipment to that on construction
work. The relatively low share of machinery and
equipment in total investment outlays has been one
of the factors tending to increase the capital-output
ratio in these countries. However, other factors act-
ing in this direction continued to be apparent in
1966. The volume of unfinished construction con-
tinued to increase over and above the amount
warranted by the growth and timing of investment
projects, and the commissioning of new capacities
was slower than anticipated. In several countries,
in particular the Soviet Union, these delays were
largely the effect of the dispersion of construction
work among an excessive number of projects. Short-
comings in investment activities were not limited to
the productive sector but were also reflected in the
underfulfilment of plans for housing construction.

As in previous years, efforts to eliminate short-
comings in investment activities continued to be

Bulgaria, Hungary, Poland and Romania.

b In current prices.

¢ Not including capita] repairs.

d State only. In 1965, the increase in this
sector amounted to 9.9 per cent.

made in all the eastern European countries.® In
Eastern Germany, Hungary and the Soviet Union,
as well as in other countries, various measures were
introduced for the purpose of creating inducements
for the accelerated completion of investment projects
and checking the increase in unfinished construction.

RETAIL sALES

Retail sales increased in 1966 at a higher rate than
provided in the annual plans in all countries except
Romania (table 23). In some cases, however, the
rates of growth of retail sales were smaller than those
achieved in 1965. This slowing down occurred in
Poland and in the Soviet Union, from about 8 and
10 per cent respectively in 1965 to about 6 and 9 per
cent in 1966, and to a less extent in Eastern Ger-
many. In other countries, retail sales in 1966 in-
creased faster than during the preceding year, with
particularly great acceleration in Hungary, from
4 per cent in 1965 to 7 per cent in 1966,

Changes in the allocation of resources

Between 1965 and 1966, the volume of retail sales
increased more slowly than national income in Bul-
garia, Czechoslovakia and Eastern Germany, while
gross fixed investment in these countries as well as
in Poland rose faster than national income. Although
the rate of change in gross fixed investment need not
correspond to that of accumulation, and the rate of
change in retail sales is not always similar to that of
total consumption, some conclusions can be drawn
from a comparison of the data shown in tables 19, 22
and 23, with respect to changes in the allocation of
national income between consumption and accumula-

5See “Some aspects of plan implementation in the
centrally planned economies” in Part One of World
Economic Survey, 1966 and the sectlon on institutional
changes in the present chapter.
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Table 23. Centrally planned economies: Changes in volume of retail trade, 1963-1967

(Percentage change over preceding year)

1966 1967
Country 1963 1964 1965 ’
Actual Planned blonned

Bulgaria ........ovviiniiiinninn. 9.3 5.8 7.8 8.4 N 9.0
Czechoslovakia .................. 14 2.8 5.6 5.22 4.5 .
Eastern Germany® .............. 0.3 3.3 4.3 41 3.0 4.5
Hungary ......coovvievreninnn.. 8.6 7.5 37 8.0 o 34
Poland ................... .l 3.8 4.7 8.6 6.4 5.8 7.4
Romania ..........ccccvvvenn.. 8.4 7.8 79 9.9 . 9.0
USSR ... 4.7 5.3 10.1 8.7 o 74

Source: See table 19,
aTn current prices,

tion. In the case of the first three countries men-
tioned above, the differences in the rates of growth
of retail sales, investment and national income are
sufficiently large to indicate a shift in the allocation
of resources towards accumulation.®

These conclusions are confirmed by data which are
available for some countries regarding changes in
certain components of national income. Thus, accord-
ing to the report on the fulfilment of the 1966 plan
in Bulgaria, consumption increased that year by
about 8 per cent, in other words, less than the 11 per
cent increase in national income. In Czechoslovakia,
the corresponding 1966 figures were 4 per cent and
7 per cent, respectively. In Poland, for which coun-
try more detailed information is available, data on
changes in net domestic expenditure, consumption
and net fixed investment shown in the report on the
fulfilment of the plan for 1966 indicate that while
national income rose by 6 per cent, total accumula-
tion increased by 7.9 per cent and consumption by
6.5 per cent. The increase in the sum of consumption
and accumulation over and above that of national in-
come was made possible by a decline in net exports
between 1965 and 1966.7

While in Poland accumulation increased faster
than consumption, in Hungary the rate of growth of
each of these components increased at the same rate
of 5 per cent, that is, less than national income. In

6 This is indicated by the following figures: in Bulgaria,
national income rose by 11 per cent, gross fixed investment
by 24 per cent and retail sales by 84 per cent; in Czecho-
slovakia, the corresponding figures are: national income 7
per cent, investment 9 per cent, retail sales 5.2 per cent;
in Eastern Germany, national income 4.5 per cent, invest-
ment 7 per cent, retail sales 4 per cent; and in Poland
national income 6.9 per cent, investment 7.9 per cent,
retail sales 6.3 per cent.

7In domestic prices. Data on foreign trade in actual
prices used in international transactions indicate an increase
in net imports between 1965 and 1966, The difference
between national income and net domestic expenditure
in Polish statistics includes, in addition to the balance of
foreign trade, statistical discrepancies and losses in national
income.

Hungary, however, the decline in the share of con-
sumption in national income was in favour not of
accumulation but of net exports, which more than
doubled in 1966.8

The developments in Romania are more difficult
to assess. While gross fixed investment and retail
sales increased in 1966 at approximately the same
rate of about 10 per cent, national income rose by
about & per cent. Although the fact that retail sales
rose faster than national income could be interpreted
as indicating a shift towards consumption, the
changes in gross fixed investment in relation to
the growth of national income do not support
this assumption. In view of the lack of any cor-
roborating evidence, no conclusions can be drawn
from these data with respect to the changes in the
allocation of national income in 1966. It is in fact
possible that total consumption increased less than
retail sales, owing to a rise in the share of goods
purchased from the retail trade network in the total
consumption of peasants. Similarly, total accumula-
tion could have risen faster than gross fixed invest-
ment under the impact of such factors as faster
growth of inventories.

The Soviet Union appears to be the only country
in the group where consumption increased faster
than national income in 1966. This seems to be in-
dicated by the fact that while national income in-
creased by 7.5 per cent, retail sales rose by about
9 per cent and gross fixed investment by only 6 per
cent.

The increase in the share of accumulation in na-
tional income in Czechoslovakia in 1966 represents

8 According to the reply of the Hungarian Government
to the United Nations questionnaire, both consumption
and accumulation increased in 1966 by 5 per cent, and
national income by 6 per cent. The conclusions concerning
foreign trade are derived from estimates of various com-
ponents of national income in absolute terms obtained by
the application of the above-mentioned percentage changes
to the data for 1965 as given in Magyar Statisstikai
Zsebkinyw, 1967 (Budapest).
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a turning point in the developments of the past four
years in this country when the rate of accumulation
was declining. Since the continuation of such a trend
would obviously lead to a slowing down of economic
growth, considerable efforts have been made to in-
crease investment rates to the required level. In 1966,
accumulation stood at about 14.5 per cent of net
domestic expenditure, and this was regarded as an
optimum rate for the current five-year plan which
began in 1966.

In Eastern Germany, the trend towards raising the
share of investment in national income continued in
1966,° and a similar policy is envisaged for the next
few years. In most of the other countries, the gen-
eral tendency is either to reduce differences between
the rate of growth of consumption and that of ac-
cumulation in favour of the former, or to achieve a
certain stability in their relationship.

BALANCE BETWEEN DEMAND AND SUPPLY OF
CONSUMER GOODS

The shift in the allocation of resources in favour
of accumulation which seems to have taken place in
most of the eastern European countries in 1966 re-
quired a corresponding readjustment in income dis-
tribution. The available information indicates that
in most cases this was achieved by keeping wage
increases below the rates of growth of labour pro-
ductivity, and that the impact of these measures was
sufficient to offset, at least in part, the effect of a
growth of income payments to agricultural pro-
ducers that was higher than the rates achieved in
output and sales of agricultural commodities. These
developments in the agricultural sector were mainly
the effect of higher prices paid for deliveries of vari-
ous commodities by the state purchasing agencies,
and of reductions in prices charged for agricultural
implements, fertilizers and other inputs. These di-
vergent changes in the non-agricultural sectors and
in agriculture have resulted in a certain shift in the
distribution of income in favour of agricultural pro-
ducers. They were the result of deliberate policies
designed to narrow gradually the differences between
per capita income in agriculture and that in non-
agricultural occupations.

In Bulgaria, the money income of the population
has increased as a result of substantial wage in-
creases for about one quarter of the non-agricul-
tural labour force, increases in the prices paid to
agricultural producers by the state purchasing agen-
cies, and a reduction of the prices charged for certain
agricultural implements and fertilizers. In conse-
quence, the money income of the peasants rose faster
than their sales, and this tended to increase the pres-

9 According to an official statement (Newues Deutschlond,
17 April 1967 (Berlin)), accumulation rose by 23 per cent
between 1962 and 1966, while consumption increased by
14 per cent,

sure of demand upon supply. The impact of changes
in wages in relation to changes in labour productivity
cannot be ascertained because data on average wages
in 1966 are lacking. Indirect evidence, however,
seems to indicate that the & per cent increase in
retail sales was generally sufficient to meet the in-
crease in effective demand.

In Czechoslovakia, the growth of money income of
the population in relation to the supply of consumer
goods was influenced by the following factors. Out-
put per man increased almost twice as much as
average wages. The difference between the growth
of labour productivity and average wages seems to
have been sufficiently large to offset the effect on
the supply-demand situation of the rise in the share
of resources allocated to accumulation. The distri-
buted money income of the members of collective
farms has also increased less than output and sales.
The total money income of the population rose by
about 5 per cent in 1966, that is, somewhat less than
retail sales. Retail prices remained stable during the
first three quarters of the year but during the last
quarter, prices of meat and of certain other food-
stuffs were increased, while prices of some other
goods were reduced. The effect of these changes on
the cost of living was relatively small, taken on an
annual basis, and, consequently, the increase in real
wages was only slightly smaller than that of money
wages. While average money wages in 1966 were
2.4 per cent above the 1965 level, real wages were
up 2.1 per cent, that is, almost twice as much as in

1965.

In Hungary, the money income of the population
was 7 per cent higher in 1966 than in 1965. Not all
this increase was the effect of rising output. Thus,
in the industrial sectors output per man increased by
about 6 per cent, that is, faster than the 5 per cent
rise of average wages. In agriculture, however,
morney receipts increased faster than output and sales
because of increases in delivery prices. Although
retail sales increased by 8 per cent, that is, faster than
the money income of the population, shortages,
chiefly of durable goods but also of certain food-
stuffs, were apparent in 1966. Prices of meat and
other livestock products in the state and co-operative
trade were raised, while prices of some other com-
modities were reduced with the intention of bringing
the pattern of demand into line with the structure
of supply. The effect of these changes was a 2 per
cent increase in the cost of living. Real wages rose in
1966 by about 2 to 3 per cent, whereas in 1965 the
one per cent rise in average money wages was en-
tirely wiped out by price increases. Real per capita
income of the peasants seems to have increased
faster than that of wage earners.

In Poland, the wages bill increased in 1966 by
8 per cent, that is, somewhat more than in 1965,
and payments for deliveries of agricultural com-
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modities rose by 9 per cent as compared with a 12
per cent increase in the previous year. The total
money income of the population rose by about 9 per
cent, that is, faster than the volume of retail sales,
which increased by 6.4 per cent. These differences
in the growth of money income and in retail sales did
not, however, result in any significant increase in the
pressure of demand upon the supply of consumer
goods, partly because an increased proportion of the
increment of income was directed towards purchases
of services, which rose by 19 per cent in 1966, and
partly because of a 23 per cent increase in savings
deposits.’® While the rise in supply was generally
commensurate with increases in demand, certain
semi-durable commodities were in short supply.
The demand for certain kinds of foot-wear,
clothing and furniture increased faster than the
supply. These disproportions were the result of
a shift in demand towards higher-quality goods
as well as of inadequate adjustment of the com-
position of the supply of consumer goods to the
structure of consumer demand. The cost of living
rose in 1966 by 1.3 per cent, a reflection chiefly of
increases in rent and in the prices of fish and fish
products, cigarettes and pharmaceutical products.
The prices of lard and of certain types of television
receivers and refrigerators were reduced. While
average wages rose by 4.5 per cent, real wages rose
by about 3.2 per cent as compared to a one third of
one per cent increase in 1965.

In Romania, the wages bill rose by 11 per cent
and the money receipts of the peasants by 8 per cent.
These increases seem to have been commensurate
with the 10 per cent rise in retail sales. Average
money wages rose by about 6.5 per cent, and real
wages by 6 per cent, indicating a slight increase in
the cost of living in 1966. The growth of real wages
was fractionally slower than in 1965.

In the Soviet Union, the wages bill increased by
about 7 per cent and the money income paid to the
members of collective farms increased probably twice
to three times as much* But since in 1965 the
money income of the peasants represented only about
10 per cent of the total revenue from these two
sources, the total money income of the population
seems to have increased to a somewhat smaller extent
than the 8.7 per cent increase in retail sales. In 1966,
the money receipts of agricultural producers in-

10 This figure relates to savings deposited with “P.K.0.”,
the largest savings institution in the country, accounting
for by far the greater part of total savings deposits in
Poland.

11 Total income in money and in kind paid to the peasants
for work on collective farms increased by 16 per cent. As
deliveries increased more than output, it is probable that
money income payments increased faster than total re-
muneration of the members of collective farms. A rough
evaluation of the rise in the sales of agricultural com-
modities to the purchasing agencies by the State as well
as by collective farms indicates an increase in the order
of 20 per cent (expressed in 1965 prices).

creased to a greater extent than output or than the
volume of their sales to the state and co-operative
purchasing agencies. This was largely the effect of
higher prices paid to the peasants by these agen-
cles, of increases in payments out of various social
funds, and a reduction in income-tax and in the prices
paid by the peasants for certain producer goods and
for electric power.*? The benefits derived by the col-
lective and state farms from the increase in prices
received and from the reduction in taxes and prices
paid by agricultural producers amounted, according
to official estimates, to 6.5 thousand million roubles
in 1966, equivalent to about 20 per cent of the value
of their receipts from sales to the state and co-opera-
tive agencies in 1965.

While in the agricultural sector income payments
increased faster than output and sales, the reverse
was true in the industrial sector, as indicated by the
fact that in 1966 money wages increased much less
than output per man. As in most of the other cen-
trally planned economies, the changes in the distribu-
tion of income which occurred in the Soviet Union in
1966 were definitely in favour of agricultural pro-
ducers.

Although the supply of consumer goods generally
increased in line with the rising demand, certain
types of clothing, foot-wear, chemical products for
household use, furniture and refrigerators were in
short supply in 1966. Average money wages in-
creased in 1966 by 3.6 per cent and real wages seem
to have increased at the same rate.r® In the previous
year, money wages rose by 5.8 per cent. Real per
capita income of the population, which includes in-
come in money and in kind, pensions and other pay-
ments from social funds, and the value of free ser-
vices, increased by 6 per cent in 1966 as compared
with a 7.4 per cent increase in 1965.

In mainland China, the supply situation improved
considerably in 1966. Although data on sales of con-
sumer goods are not available, indirect information
indicates that the supply of rice, vegetable oil and
meat in the main cities increased in 1966 in line
with demand.

FOREIGN TRADE

The foreign trade of the eastern European cen-
trally planned economies (exports plus imports),
which in 1965 increased by about 6.4 per cent, rose
in 1966 by only 5.4 per cent, that is, slower than the
national income. The deceleration was largely ac-

12 The effect of these changes was somewhat reduced
by a fall in prices on the collective farm markets: in the
first half of 1966, these were 3 per cent lower than in the
corresponding period of 1965.

13 Although prices in the state and co-operative trade
remained unchanged, during the first half of 1966, prices
for agricultural commodities sold on collective farm markets
were 3 per cent below the corresponding figure for the
previous year. In 1965, these prices declined by about
S per cent.
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counted for by the slower growth of the trade of the
Soviet Union—by far the largest trading country in
the group—and a much sharper deceleration in
Czechoslovakia, Hungary and Poland as well as in
mainland China. In other ceantrally planned econo-

mies, the growth of trade was greater between 1965
and 1966 than during the previous year. The highest
rates of expansion were again achieved by Bulgaria
and Romania, 18 and 10 per cent, respectively (see
table 24).

Table 24. Centrally planned economies: External irade, 1963-1966
(Millions of dollars)

Country 1963 1964 1965 1966
Bulgaria
EXPOrES oottt 834 980 1,176 1,305
Imports ...t e 933 1,062 1,178 1,474
Balance ... —99 —8&2 -2 —169
Czechoslovakia
Exports ..o 2,462 2,576 2,689 2,745
IMports ..ot e 2,160 2,429 2,672 2,729
Balance ....... ... . i 302 147 17 16
Eastern Germany
ExXports ..ot i 2,713 2,930 3,067} 6.397
Imports ... e aeens 2,325 2,630 2,802 i
Balance ........... . i 388 300 265
Hungary
Exports o.ooiiii 1,206 1,352 1,510 1,594
Tmports ..o e 1,306 1,496 1,521 1,568
Balance ........ ... i i —100 —144 —11 26
Poland
Exports ..o 1,770 2,097 2,228 2,272
TMPOTtS oot ii it 1,979 2,072 2,340 2,494
Balance ............ ... el —209 25 —112 222
Romania .
Exports ..o e 915 1,000 1,102 1,186
Imports ... . e 1,022 1,168 1,077 1,214
Balance ........ ... i, —107 —168 25 —28
USSR
Exports ... e 7,272 7,683 8,166 8,832
Imports ..o e 7,059 7,736 8,051 7,902
Balance ............ i 213 —53 115 930

Source: See table 19 and United Nations, Monthly Bulletin of Statistics, June 1967,

A significant feature of the changes in the geo-
graphical distribution of trade was that trade within
the group increased again less than trade with the
rest of the world.** This tendency was much more
pronounced in 1966, when the trade of the centrally
planned economies with one another increased by
less than one per cent above the 1965 level, while
trade with the developing countries increased by
6 per cent and trade with developed market econo-
mies by 16.5 per cent. The result of these develop-
ments was a decline in the share of intra-trade of the
centrally planned economies from about 63 per cent
of total trade in 1965 to 60 per cent in 1966, The
share of developed countries in the total trade of
the centrally planned economies increased from 23

14 Based on data from United Nations, Monthly Bulletin
of Statistics, June 1967, special table B, “World exports
by provenance and destination, 1964-1966”, pages xii-xv.

per cent to 26 per cent while the share of developing
countries remained virtually unchanged.

The trade of mainland China and other Asian cen-
trally planned economies with other centrally planned
economies declined in 1966 by 1.5 per cent, as a re-
sult of a 13 per cent decline in exports, while main-
land China’s imports from these countries rose by
about 9 per cent.**

The changes in net trade balances differed con-
siderably among the countries of this group. Thus, in
Bulgaria, mainland China and Poland, net imports
increased substantially, while in Hungary and the
Soviet Union the trade balance improved in 1966,
In other countries for which data are available, the
changes in the trade balances were relatively small.
The change in the balance of foreign trade of the
Soviet Union was incomparably greater than in any
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other centrally planned economy.'> While in 1965 net
exports of the Soviet Union were equivalent to $115
million, in 1966 they rose to $930 million, of which
$609 million was in trade with other centrally
planned economies and $321 million in trade with
the rest of the world.

INSTITUTIONAL CHANGES

The changes initiated earlier in the methods of
planning and management continued in most of the
centrally planned economies in 1966. In some coun-
tries, such as Bulgaria, Eastern Germany and the
Soviet Union, the progress of the reforms was re-
flected mainly in the gradual increase in the number
of enterprises subject to the new regulations and in
the introduction of additional measures for further
improvement in work incentives and greater freedom
of decision for management. In Czechoslovakia, a
much more comprehensive reform was introduced at
the beginning of 1967 and a similar reform is to be
initiated by Hungary on 1 January 1968.

The main aspects of the Czechoslovak and Hun-
garian reforms are reviewed in Part One of this
Survey. Some of the measures included in the re-
forms were already introduced on an experimental
basis in 1966 and their effect was regarded as one of
the factors accounting for the improved performance
of the economy during that year.

In Czechoslovakia, particular attention was devoted
to the price reform regarded as essential for the ef-
fective operation of the new system in view of its
increasing reliance on market relations. The purpose
of the reform prepared in 1966 and put into effect
as of 1 January 1967 was to ensure that the profit
rate in all branches of industry corresponds to the
requirements of the new system governing the alloca-
tion of the income of enterprises to various enterprise
funds and the payment of taxes. In the second stage
of the reform, prices of individual commodities are
to be adjusted to the conditions of demand and sup-
ply. The attempt to co-ordinate the changes in the
price system with other requirements of the gen-
eral reform proved quite intricate and eticountered
considerable difficulties. The general level of prices of
industrial commodities increased much more than
was anticipated. Wholesale prices of some consumer
goods exceeded the retail prices, which were not af-
fected by the reform. Since the Government does not
intend to raise retail prices, some consumer goods
will have to be subsidized out of the budget. The
introduction of these subsidies reduces the influence
of the market on industrial production and thereby

15In 1966, total exports of the Soviet Union increased
approximately by 8 per cent over 1965, while imports fell
by about 2 per cent. .

prevents the full realization of one of the most im-
portant goals of the reform. Moreover, the introduc-
tion of the new prices has resulted in higher than
expected profitability in several branches and in a
greater than expected differentiation in profit rates
among branches. Since this has changed the premises
underlying the income, budgetary and credit policies
formulated in the context of the general economic re-
form, it is likely that the application of these indirect
methods of influencing the activities of enterprises
will have to be complemented temporarily by a
greater use of direct controls than was originally
intended. ‘

The difficulties that were encountered in the transi-
tion to a less centralized system were also reflected in
problems arising in connexion with the preparation
of the budget and the annual plan for 1967, Neither
the enterprises nor the central authorities were able
to assess in time the impact of the changes in the
price system on the financial situation. This, together
with the fact that indices expressed in value terms
ceased to be comparable, made it necessary to post-
pone the preparation of the budget and the annual
plan for 1967.

In Hungary, the general outlines of the planning
and management reform were adopted in 1966. The
reform, to be introduced on 1 January 1968, provides
for the replacement of directives given to enterprises
by a system of indirect means of influencing them to
act in conformity with the main objectives of the
plan. Specific regulations concerning the implementa-
tion of the reform are being elaborated in 1967. Cer-
tain changes in methods of planning and management
were already introduced in 1966, however. The num-
ber of obligatory targets in the central plans as well
as in the enterprise plans was reduced. Among the
targets that ceased to be obligatory the most impor-
tant were: gross value of industrial production, vol-
ume of retail sales, composition of exports, several
targets in the field of housing, cultural and health
services, detailed breakdown of the wages fund and
renovation work in state enterprises. The number
of targets relating to the production of specific com-
modities was also reduced. Some of these targets,
such as gross value of industrial production, re-
mained in the central plan but were no longer trans-
lated into obligatory directives to enterprises. Obliga-
tory production targets previously expressed in gross
value of output were replaced by sales targets as-
signed to enterprises. An important aspect of this
change is that the sales targets are to he based on
freely concluded agreements with the purchasers,
whose decisions are less dependent than in the past
on the approval of the allocation agencies. Further
steps taken in this direction in the preparation of
the 1967 plan are reflected in the abolition of the
targets for gross value of construction and the elimi-
nation of several other global or specific tatgets as
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well as the central allocation of certain groups of
commodities.®

In contrast to Czechoslovakia and Hungary, which
are in favour of a comprehensive reform altering all
the essential aspects of the system of planning and
management, most of the other eastern European
countries seem to lean towards bringing about the
desired changes by the successive introduction of
partial measures, the cumulative effect of which is
expected to result ultimately in the emergence of a
new system similar in many respects to that being
introduced in Czechoslovakia and Hungary.

In Eastern Germany, a very general outline of the
new system was formulated in 1963, but the reforms
initiated during that year consisted in the introduc-
tion of much more carefully elaborated specific mea-
sures, first on an experimental basis in a limited
number of enterprises, followed by gradual extension.
As in other countries, particular attention was de-
voted to the revaluation of fixed assets and to the
rationalization of the price system. The last phase
of the price reform dealing with manufacturing in-
dustries was completed on 1 January 1967. The
main goal of the reform was to eliminate the need
for state subsidies, bringing relative prices of various
commodities closer to the relative cost of production,
and to introduce greater uniformity in the profit-
ability of various industrial branches.

Although the system of directives as a means of
plan implementation has been retained, the number
of obligatory targets has been reduced, and the in-
fluence of enterprises and associations of enterprises
on the formulation of plans has been substantially in-
creased, The increased emphasis placed on fiscal and
financial means of plan implementation was reflected,
wnter alie, in the introduction of a levy on capital,
which is intended to induce a more rational utiliza-
tion of fixed assets by enterprises. The implementa-
tion of these measures was regarded in Eastern Ger-
many as a pre-condition for the introduction of a new
system of financing and remuneration for the pur-
pose of improving incentives for more efficient work
by the productive units.1”

Under this system, profit will become the main
indicator of the success of enterprises. The. invest-
ment and premium funds of enterprises will be linked
with net profits, that is with the amount left over
after deduction of the capital levy. The purpose of

16 The number of targets for the output of specific com-
modities was reduced from 363 in the 1966 plan to 160 in
the 1967 plan. The number of targets for purchases of
specific agricultural commodities fell from 65 in 1966 to
21 in 1967. The corresponding figures in the field of
domestic trade were 141 and 78, and in foreign trade 226
and 155, respectively. The number of commodities subject
to central allocations was reduced from 410 items in 1965
to 378 in 1966 and to only 112 in 1967.

17The principles of this system were submitted for discus-
sion in 1967 (see Die Wirtschaft, No. 12, 1967 (Berlin)).
Its introduction is scheduled for 1968.

this levy is to induce a more economical use of fixed
assets. According to preliminary evaluation, this levy
will absorb about 40 per cent of gross profits. A part
of the net profit, stipulated in absolute amounts in
the annual plans of enterprises, will be transferred to
the budget. Another portion of net profits, also stipu-
lated in the plan, will be used for the premium fund,
and the remainder will be used for the investment
funds of enterprises. The estimated average contribu-
tion to the budget will account for about one third,
and that of the enterprise funds for about two thirds,
of net profits. One of the most important features of
the new system is a shift from the budgetary financ-
ing of investment towards self-financing, using money
accumulated by the enterprises and bank credits.
With the exception of some industrial branches of
low profitability, almost all the investment expendi-
ture of enterprises is to be financed out of three
sources: depreciation funds, which are expected to
cover about 40 per cent of these outlays, profits ear-
marked for investment, and bank loans, each account-
ing for about 30 per cent.

It is important to notice that, at the present stage
at least, the introduction of these measures does not
aim at the complete elimination of the directive
method of plan implenientation but rather at provid-
ing additional inducements for implementation of
directive targets. In consequence, the proportion of
net profits left at the disposal of individual enter-
prises will depend on the degree of fulfilment of the
profit plan and other main targets!® It will be seen
that these provisions differ considerably from those
in some other countries, such as Czechoslovakia,
where the allocation of profits is not subject to the
fulfilment by enterprises of their directive targets,
which in that country were almost entirely eliminated.

In the Soviet Union, the reform of the system of
management of enterprises was gradually extended
to an increasing number of enterprises. At the end
of 1966, about 700 industrial enterprises were work-
ing under the new conditions. At the end of the first
quarter of 1967 this number was increased to 2,500
enterprises, accounting for about 20 per cent of total
industrial production. It is expected that by the end
of 1967, this share will be increased to about 50 per
cent of industrial output. Price reform which, as in
other countries, is regarded as a pre-condition for
the greater autonomy of enterprises, is being intro-
duced by stages. In October 1966, a new price sys-
tem was introduced in some branches of light indus-
try, and on 1 January 1967 the reform was extended
to the rest of this industry. New prices for heavy
industry are to be introduced in mid-1967. It is ex-

18 Tn order to induce enterprises to maximize their targets

at the preparatory stages of plan implementation, the share
of profits left at the disposal of enterprises as a result of
fulfilment of the plan is greater than the additional share
allocated to them for the part of profit and output that is
in excess of planned quotas.
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pected that these reforms will result in a considerable
reduction in the number of enterprises which incur
losses or in which profits are not high enocugh to
create adequate investment and premium funds.

The changes in planning and management now
being introduced consist of the reduction in the num-
ber of directive targets handed down to enterprises,
of new methods of financing investment and of new
types of incentives. As in several other countries,
targets for gross value of output were replaced by
targets for sales, and the volume and rates of profits
are becoming increasingly important in evaluating
the performance of enterprises. The proportion of
profits left at the disposal of enterprises is closely
related to the fulfilment of the sales and profit tar-
gets as well as of the more detailed targets covering
the output of a certain number of the most important
commodities.!®

The profits left at the disposal of enterprises are to
be paid into the premium fund, a fund for social
and cultural purposes, and an investment fund. Con-
tributions to these funds are to be determined by a
system of norms and regulations, fixed for several
years, relating the amounts of these payments to an-
nual increases in sales or profits and to the profit-
ability rate.2® The investment fund is to be financed,
in addition, by a certain proportion of the deprecia-
tion allowances. The investment fund, supplemented
by bank loans, can be used to finance capital re-
pairs, renovation, modernization and other invest-
ment not subject to central control.

The norms set for the transfer of profits to enter-
prise funds are made dependent on the degree of
fulfilment of the plan. If the relevant plan targets are
not implemented, the planned contributions to these
funds are reduced. If the plan targets are exceeded,
the total amount of payments will increase over and
above the planned quotas, but the norms used for the
calculation of these additional payments will be lower
than those used for payments related to the fulfilment
of the plan. As in the case of Eastern Germany,
mentioned above, the purpose of this differentiation

19 T addition to these targets, the following targets have
retained their obligatory character: the amount of profits
to be transferred to the budget, the wages bill, the volume
of centrally allocated investments, the completion of invest-
ment projects financed out of centralized funds, the output
of new products and the introduction of new technology.
The central allocation of important commodities has also
been retained although its scope has been reduced. Targets
given to enterprises for employment, average wages and
wages of individual categories of workers have been
eliminated, together with the gross output targets.

20 The norms used in the calculation of these payments
are presented in the form of a certain percentage of the
wages bill in the case of the premium fund and the fund
for social and cultural purposes, and as a certain percentage
of the value of fixed assets in the case of the investment
fund. These norms determine the amount of payments for
each one per cent of the planned increase in sales (or in
profits, in cases where this indicator is considered to be
more important) and for each one per cent of the planned
‘profitability rate.

is to induce enterprises to maximize their targets at
the stage of the preparation of the plan.

Among other features of the Soviet reform, the
most significant has been the introduction of a
capital levy and changes in the method of financing
centralized investment. The capital levy was fixed
at the rate of 6 per cent of productive assets, and
it is to be applied uniformly to most industries.
In industrial branches with particularly low prof-
itability, the capital levy will amount to only 3 per
cent of the value of fixed assets. Centrally controlled
investment earmarked for recomstruction, the ex-
pansion of existing enterprises and the construction
of new plant®! is as a rule to be financed either out of
profits left after the payments of capital levies, as well
as of contributions to the various enterprise funds,
or by bank loans.

The foregoing review indicates clearly that the
measures introduced so far in the Soviet Union are
mainly directed towards improving incentives for the
more efficient formulation and implementation of
targets handed down to enterprises by the super-
vising authorities. Although the number of obligatory
targets has been reduced, and the character of many
targets altered, the implementation of plans con-
tinues to be largely dependent, at the present stage,
on directives.

In Bulgaria, the changes in methods of planning
and management initiated in 1964 on an experimental
basis in a limited number of enterprises were grad-
ually extended during the following years. In 1966,
most of Bulgarian industry was working under the
new conditions and by 1968 the new methods of
management are to be applied in all productive
undertakings.

The general trend of the Bulgarian reform is
towards increased emphasis on indirect methods of
plan implementation, although the retention of a
certain number of directives is considered to be nec-
essary, At the present stage, the following obligatory
targets continue to be given to enterprises: output
of most important commodities, investment limits,
the commissioning of new productive capacities, input
limits for certain raw materials and intermediate
products, and targets in the field of foreign trade.
Other aspects of the activity of enterprises are to
be guided by certain long-term norms covering, in
particular, the growth of wages and the formation
of various enterprise funds. The former practice of
transferring to the state budget the predominant
part of the profits stipulated in absolute amounts
in the enterprise plans was abandoned in favour of
a system of levies, including a tax on capital, a turn-

21 Provided that the cost can be recovered within a

period of five years following completion. Investments re-
quiring a longer recuperation period are to be financed out
of the budget.
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over tax and a profit tax. Investment is to be fi-
nanced, as a rule, out of enterprises’ own funds (or
those of their associations) and by bank loans. Bud-
getary financing of productive investment is to be
considerably restricted, and will be used mainly in
heavy industry.

The results of the changes already introduced are
regarded as favourable. According to official evalua-
tions, the general efficiency of enterprises working
under the new system was considerably better than
that of other undertakings. Notwithstanding these
improvements, however, the increase in the scope
of autonomous decisions by enterprises without an
adequate adaptation of planning methods to the new
requirements, and without a more rational price
system, has resulted in certain undesirable tendencies
in various fields. Thus, numerous enterprises have
tended to concentrate on the production of more
profitable commodities and to reduce or stop alto-
gether the production of less profitable goods, regard-
less of the fact that they may be in high demand.
Furthermore, in many instances, enterprises tended
to obtain approval for raising prices on the grounds
of a deliberately exaggerated evaluation of costs, or
by insignificant alterations in their products for the
purpose of presenting them as belonging to higher-
priced categories of goods.

The existence of these shortcomings clearly in-
dicates the need for significant alterations in the
present price system with a view to bringing relative
prices of various commodities closer to their relative
costs, and to adapting prices to the existing condi-
tions of supply and demand.

Poland continued in 1966 to introduce specific
measures in various fields of economic activity with
the idea of improving the general efficiency of the
economy. Particular attention was devoted to the
improvement of the system of incentives for better
performance of enterprises engaged in foreign trade.
The tax on fixed assets recently introduced provided
for different tax rates for various industries. The
scope of autonomous decision making by the manage-
ment of enterprises and associations of enterprises
was enlarged. The obligatory limits covering em-
ployment which until recently were handed down to
enterprises by their supervising authorities were
abolished, and new incentives for saving on wages
expenditure were introduced at the same time.

Although the general trend of the changes in
methods of planning and management being intro-
duced in Poland is the same as in other eastern
European countries, most of the measures introduced
thus far differ considerably from the reforms in coun-
tries such as Czechoslovakia and Hungary owing
to the fact that at the present stage they are con-

centrated on eliminating specific shortcomings rather
than on a more fundamental alteration of the system,

PrLans ror 1967

The plans for 1967 provide for lower rates of
growth of national income than those achieved in
1966.22 A certain deceleration of growth is planned
for industry, but the slowing down anticipated for
agriculture is quite considerable. In fact, the rates
of increase of agricultural production planned for
1967 are in most countries equivalent to about one
third to one half of the rates achieved in 1966, which
in several cases exceeded the rates of expansion
planned for that year. The planned deceleration of
growth in agriculture reflects the fact that none of
the countries which achieved exceptionally high rates
of growth in agriculture in 1966, owing largely to
highly favourable weather, could expect any com-
parable developments in 1967.

Industrial employment is planned to increase more
slowly than in 1966, and an increasing proportion of
the growth of output is planned to be accounted for
by a rise in labour productivity.

The general pattern of industrial growth is planned
to remain basically unchanged in most countries,
although the growth of food-processing industries in
relation to other branches is to increase faster than
in 1966. In Romania, the total output of consumer
goods is planned to increase in 1967 at a hlgher
rate than that of producer goods.

No significant changes are planned for the alloca-
tion of national income between consumption and
accumulation.

Investment activity is planned to accelerate in
Eastern Germany, Romania and the Soviet Union,
and to decelerate in all the other countries listed in
table 22. The fastest rates of increase in fixed in-
vestment are, as in the preceding years, planned by
Bulgaria and Romania: 14 and 17 per cent, respec-
tively. Retail sales are to increase faster than in
1966 only in Bulgaria and Poland, and at about
the same rate as during the previous year in Eastern
Germany. In other countries, a certain deceleration
is anticipated for 1967. Among countries for which
data on planned growth of per capita income are
available, the fastest increases are scheduled by the
Soviet Union, where real per capita income of wage
earners is to increase by 5.5 per cent in 1967. The
total income in money and kind paid for work on

22 Data relating to the 1967 plan are indicated in tableg
19, 20, 21, 22 and 23. The planned rates of growth of
national income range from 3.4 per cent in Poland to
8.6 per cent in Bulgaria. Those for agricultural produc-
tlon from 2.9 per cent in Czechoslovakia to 5.8 per cent
in Romania. The planned growth targets for industrial
production are 5.3 per cent for Czechoslovakia, 6 per cent
for Eastern Germany, Hungary and Poland, 7.3 per cent for
the USSR and 11.3 per cent for Bulgarla and Romania,
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the collective farms is planned to increase by 8.7 per
cent in 1967. In Bulgaria, real per capita income of
the population is to rise by 5.2 per cent, and in
Hungary by about 3 per cent.

In Eastern Germany, measures relating to the
reduction of the work week are to be further ex-
tended and by September 1967 the five-day week
will be universally applied. Minimum wages are to
be increased by 36 per cent and minimum pensions
by 16 per cent.?

As in the previous year, considerable emphasis is
to be placed in 1967 on the greater adaptation of
output and supply to domestic and foreign demand.
This is to be achieved not only by decisions relating
to the production of various commodities but also,
in some countries, by changes in relative prices
designed to promote the desired adjustment of output
by indirect means.

The degree of emphasis placed on various policy
measures differed among the eastern European coun-
tries in accordance with the importance attached to
specific problems in each country. The most common
preoccupation was the urgent need for improve-
ments in the field of investment and in foreign trade.

In the field of investment, in almost all countries,
efforts to reduce the growth of unfinished construc-
tion are to be continued in 1967.

In the field of foreign trade, in Poland for example,
one of the major objectives of the 1967 plan is to
replace the deficit in the balance of payments by a
surplus to he achieved through an increase in the
the revenue from services and through a reduction
in the trade deficit. This is to be achieved by a

23 The changes in pensions are to be completed in 1968.

12 per cent rise in exports as compared to a 4 per
cent increase in imports. Total foreign trade is
planned to increase in 1967 by 8 per cent.

The foreign trade of Czechoslovakia and Hungary
is planned to increase in 1967 by 4 and 6 per cent,
respectively. In both countries, a considerable effort
is to be made to increase the supply of goods for
export by special measures in the field of investment
and credit policies.

The Hungarian foreign trade plan for 1967 pro-
vides for a much faster growth of imports than of
exports, accompanied by a shift in the allocation of
exports in favour of the developed and developing
countries, and of imports in favour of the centrally
planned economies.?* These divergent changes in the
balance of trade with the centrally planned economies
and with other countries will obviously result in an
improvement in the balance with the latter and a
deterioration in the balance with the former. The
combined effect of these changes is a substantial in-
crease in the planned trade deficit for 1967.

Among the countries for which data are available,
the highest rate of increase in foreign trade is planned
by Romania, where the 1967 plan provides for a
20 per cent rise in total foreign trade turnover, that
is, about twice that of 1966. Exports are to increase
faster than imports.

24 According to the reply of the Hungarian Government
to the United Nations questionnaire of November 1966 on
economic trends, problems and policies, total exports are
planned to expand by 3 per cent, those to the centrally
planned economies are to rise by 2 per cent, and exports
to the rest of the world are to increase by 6 per cent. Total
imports are to increase in 1967 by 10 per cent, but imports
from the centrally planned economies are to rise by 13 per
cent, while imports from other countries will rise by only
4 per cent.



Chapter IV

RECENT TRENDS IN THE DEVELOPING COUNTRIES

In some respects 1966 was a fairly satisfactory
year for most of the developing countries: industrial
production was well up on 1965 levels, export earn-
ings increased to a somewhat greater extent than in
earlier years in the decade; the increase in imports
was also rather higher and, with a more adequate
flow of supplies,. internal pressures were held in
check in a number of countries rather more effec-
tively than before. Offsetting these gains, however,
and in some cases overshadowing them, were several
less favourable developments—a further increase in
the burden of debt service, the inability of some
countries to reduce instability without at the same
time reducing production and, most disconcerting of
all, the failure of agriculture in a number of countries
to maintain earlier rates of growth, which in the
face of an accelerating increase in population has
necessitated larger imports of food.

Many of the developing countries thus entered
1967 in a vulnerable position. To sustain consump-
tion at not much more than the 1965 per capita
level and to maintain the rate of expansion in ex-
ports, stocks had been drawn down. In the aggregate,
with the output of local heavy industry and the
volume of imports both higher than in 1965, fixed
investment had increased somewhat in 1966, but
to maintain this upward trend a further expansion
in imports of the appropriate sort is necessary. And
the faltering of industrial production in some of the
more advanced countries, the rising claim of food
imports in some of the developing countries and of
debt-service payments in most of them, the inching
up of the price of manufactured goods entering inter-
national trade and the lack of any sign that the flow
of loans and grants will accelerate, combine to cast
doubt on the ability of the developing countries to
finance a greater volume of imports.

THE OUTPUT OF INDUSTRY AND AGRICULTURE

The rate of growth in the developing countries
as a group receded again in 1966, and for the same
reason as in 1965, namely, the failure of agriculture
to increase its output. In contrast to the continuing
rapid growth in industry, which raised production
in 1966 to about 50 per cent above the level at the
beginning of the decade, agriculture has thus levelled
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off at about 10 per cent above the 1960 level. Popu-
lation has been increasing more rapidly than this,
so that on a per capita basis, there has been an alarm-
ing reduction in output (see figure IV). As agri-
culture bultks large in most of these economies, the
recent faltering has been affecting over-all rates of
growth. Preliminary estimates indicate that after
rising by well over 5 per cent between 1963 and
1964, the combined gross domestic product of the
developing countries increased by something nearer
4 per cent in 1965 and by between 3 and 4 per cent
in 1966.

The information available in May 1967 suggests
that total agricultural production in the developing
countries has remained virtually static since 1964.
The average rate of increase in the 1960’s has been
less than 2 per cent a year. It has been highest
in West Asia and Latin America where, on the
average, it has kept pace with the growth of popu-
lation. In Africa and southern and south-eastern
Asia, however, the average rate of increase in agri-

cultural output has been about one per cent a year
(see table 25).

The most disturbing aspect of this slow growth
in agriculture is the lag in the food component. On
a per capite basis, food production has not advanced
since 1963 in Africa, since 1962 in West Asia, and
since 1961 in southern and south-eastern Asia. In
Latin America it was no higher in 1966 than at the
end of the 1950’s and in the other regions it was
appreciably lower.

In Latin America the decline in per capita food
production between 1965 and 1966 was widespread:
only in the Central American area were conditions
favourable; in the Caribbean islands, hurricanes and
drought were responsible for a sharp reduction in
output—Dby as much as one eighth according to some
estimates—while in South America only Argentina
and Guyana improved on their 1965 results. In
Argentina these had been particularly poor and the
1966 out-turn represented a recovery to little more
than the average per capita figure registered towards
the end of the 1950’s (see table 26). Among the
major food-deficit countries, Brazil’s per capita out-
turn in 1966 was below the 1960-1964 average. The
decline in 1966 reflects poor harvests of rice, maize,
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Figure 1V. Developing countries:

Indices of industrial, agriculiural and food

production, 1960-1966
(1960 = 100)
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Table 25. Developing countries: Indices of agricultural and food producﬁon,
1960-1966*

(1957-1959 = 100)

Item and region 1960 1961 1962 1963 1964 1965 19667
Agricultural production
Developing countries combined.. - 108 111 113 117 119 120 119
Latin America¢ ............... 104 . 110 112 116 115 126 121
Africad ... 109 104 114 115 118 119 118
West Asia® ................... 95 109 116 119 121 127 124
Southern and south-eastern Asiaf 110 114 112 118 122 116 117
Total food production® ‘
Developing  countries combined. . 108 111 113 118 121 119 118
Latin America® ............... 105 109 113 118 122 128 126
West Asia® ................... 9% 110 118 120 121 126 123
Southern and south-eastern Asiaf 110 114 112 118 122 115 116
Per capita food production
Developing countries combined..” 103 103 103 104 104 100 97
Latin America¢ ............... 99 100 101 103 103 105 100
Africad ... ... 102 97 102 103 101 100 96
West Asia® ................... 91 102 106 104 102 103 93
Southern and south-eastern Asiaf 105 106 102 105 106 97 96

Source: Communication from the Foreign
Regional Analysis Division, United States De-
partment of Agriculture (Washington, D. C.).

a Calendar years; production is credited to
the year in which the bulk of the crop is
harvested.

b Preliminary.

¢ Twenty-three countries.

4 Continent, excluding South Africa.

eIran, Iraq, Israel, Jordan, Lebanon and -

Syrian Arab Republic.

f Burma, Cambodia, Ceylon, China (Taiwan),
India, Indonesia, Malaysia (West), Pakistan,
Philippines, Republic of Korea, Republic of
Viet-Nam and Thailand.

g Cereals, pulses, root-crops, fruit, vegetables,
sugar, oil-seeds and cocoa (but not coffee or
tea).
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Table 26. Selected developing countries: Indices
of per capita food production, 1964-1966

(1957-1959 = 100)

Country 1964 1965 19662

Food exporters

Argentina ................. 104 94 102
Burma ........ ... ... . 104 101 101
Cambodia .................. 103 93 91
China (Taiwan) ........... 102 107 106
Mexico ....iiiiiiiiiiiii 108 112 113
Thailand .................. 124 119 126
Uruguay ........oovvvnnees 118 115 111
Food importers
Brazil ........... ... .. 108 117 105
Ceylon .......cooiiviio. 121 97 107
Chile ......... ... ..., 99 96 93
Colombia .................. 99 102 100
India ..................... 104 92 88
Indonesia ................. 99 106 106
Malaysiab ................. 112 124 125
Pakistan .................. 109 108 105
Philippines . ............... 103 104 107

Source: Centre for Development Planning, Projections
and Policies, based on United States Department of Agricul-
ture, The Western Hemisphere Agricultural Situation
(ERS-Foreign 187); The Far East and Oceania Agricul-
tural Data Book (ERS-Foreign 189).

a Preliminary.

b Federation of Malaya.

manioc and beans, chiefly the result of excessive
moisture at critical times. There were various market
shortages and food prices rose by 50 per cent during
the year, leading the retail price index upwards. Not
included in the food index but contributing in a
large measure to the one-eighth reduction in total
agricultural output in Brazil was a 44 per cent
decline in the coffee crop.

In Africa the decline in total agricultural pro-
duction between 1965 and 1966 was concentrated in
North Africa where drought seriously affected the
entire area except the United Arab Republic. For
the region as a whole the wheat crop was a fourth
and the barley crop over a half below the 1965 level,
with the largest declines taking place in Algeria,
Morocco and Tunisia. A substantial reduction was
also registered in the output of olives. In the United
Arab Republic the 1965/66 cotton crop was well
above the 1960-1964 average, but largely as a result
of a leaf-worm infestation, the 1966/67 crop is re-
ported to be about 10 per cent below the previous
one. The 1966/67 crop, affected by an insufficiency
of moisture, is also a smaller one in Uganda. Else-
where in East Africa, as a result of the long rains
during the spring of 1966, crops were on the whole
better than in 1965. Timely rains also improved
the agricultural situation for most developing coun-
tries in southern Africa.

In West Asia, exceptionally unfavourable weather
adversely affected the out-turn of most food crops.

The sharpest declines were in wheat and barley,
particularly in Jordan and Syria, but production was
also smaller in Iraq and Israel. The tobacco crop
was also smaller, reflecting the incidence of drought
in Iran. The good cotton crop of 1965/66 was fol-
lowed by a very poor one, boll worms in Iran and
drought in Syria being chiefly responsible for re-
ducing the output of the region below the 1960-1964
average.

In southern and south-eastern Asia, agricultural
production and food production were fractionally
above the 1965 level but well below the peak of
1964, and on a per capitae basis output was at its
lowest level for ten years. Part of this decline is
accounted for by Cambodia and the Republic of
Viet-Nam where production has declined steeply
since 1963. But the major difficulty has been in India
where two unfavourable seasons brought agricultural
and food production down to the lowest level in the
1960’s. The first monsoon failure reduced the crucial
food-grains harvest by a fifth, from 82 million tons
in 1964/65 (rice being measured milled) to 72 mil-
lion tons. The 1966/67 harvest was better than this:
in the review of the food situation presented to
Parliament at the end of March 1967, it was esti-
mated at 76 million tons.! Even this figure is no
better than the low out-turn of 1962/63 when the
population was between 40 and 50 million smaller.

With the exception of the Republic of Viet-Nam,
most of the other countries in the region registered
some improvement in agricultural production be-
tween 1965 and 1966, though it was a significant
one only in Malaysia, the Philippines, the Republic
of Korea and Thailand, where new peaks were
achieved. There was also a sizable increase in
Ceylon but this failed to restore food production to
levels attained earlier in the decade: on a per capita
basis, indeed, production in 1966 was barely up to
the level of the mid-1950’s.

The lag in per capita food production in so many
developing countries would be less serious if local
standards of nutrition were adequate. Evidence con-
tinues to indicate, however, that diets are far from
satisfactory in many areas, not only in southern
and south-eastern Asia but also in parts of Africa,
and in the Andean highlands in Latin America as
well as in urban and peri-urban areas throughout
the developing countries, where the problems of sup-
ply are complicated by problems of income dis-
tribution.

In contrast to the lag in agriculture, industrial
production increased by about 8 per cent between
1965 and 1966. This was fractionally higher than
the rate of growth in the previous interval and about

1Based on estimates of wheat, barley and pulse crops
generally harvested in the first four months of the year.
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equal to the average for the first half of the 1960’s.
The source of the acceleration was mining, the out-
put of which was 10 per cent above the 1965 level
(see table 27). This reflects the continuing high
growth of petroleum production and a marked in-
crease in the rate of utilization of natural gas. The
gains in mining were concentrated in Africa and
West Asia; the expansion in southern and south-
eastern Asia was not much more than 2 per cent,
and in Latin America production in 1966 was frac-
tionally below the 1965 level.

Though manufacturing again increased by 7 per
cent, there was a notable difference, absent in 1965,
between the light and heavy industries. Held down
by the slow growth of the textile industry—pro-
duction of which actually declined in southern and
south-eastern Asia in 1966—the output of light in-
dustries rose by not much more than half the amount
registered by the heavy industries. Among the latter,
there was a sharp recovery in the basic metals in-
dustry, which had lagged in 1965 (and in 1964 in
southern and south-eastern Asia), and further rapid
growth in the paper industry.

In southern and south-eastern Asia the chemical
industry also recovered something of its previous
high rate of growth. In sharp contrast, there was
a marked deceleration in the metal products industry,
which had been expanding faster than any other
group in the 1960’s, doubling its output in the first
five years of the decade. Another feature of recent
industrial growth in this region has been the ex-
pansion of the food, beverage and tobacco group
in the wake of increased investment in milling, can-
ning and processing—in China (Taiwan), Hong
Kong and the Philippines, for example. Expansion
of the food industry has averaged just under 7 per
cent a year in the 1960’s, 8 per cent between 1964
and 1965 and 9 per cent between 1965 and 1966.
This was not sufficient to offset the loss of momentum
in the metal products industry and the reduction
in textile production; in the aggregate the expansion
in manufacturing output between 1965 and 1966 was
not much more than half that recorded in the pre-
ceding interval. The slackening was concentrated
largely in India where the 1965 failure of agriculture
and a continuing foreign exchange stringency com-
bined to slow down the flow of raw materials and
other factory inputs. There was a slight deceleration
in manufacturing in the Republic of Korea from
the rapid expansion registered in 1965 (see table 28).
There was a recovery in industrial growth in the
Philippines and continuing expansion at high rates
in China (Taiwan) and Pakistan.

Incomplete returns indicate that the rate of in-
dustrial growth in Latin America was just about
maintained at the 1963-1965 average. Production

appears to have declined between 1965 and 1966 in
Argentina, Ecuador and Venezuela, and the increase
in Guatemala was less than in the previous interval.
But in Brazil, manufacturing seems to have recov-
ered (motor-car production was almost a fifth higher
than in 1965, for example) while the expansion in
Colombia and Mexico was greater than between
1964 and 1965.

Among the most notable developments elsewhere
was a sharp deceleration in the rate of growth in in-
dustrial production in Israel: after rising at about
15 per cent a year in the first half of the decade,
mining and manufacturing output barely increased
between 1965 and 1966. Against this, there was a
marked recovery in manufacturing in Ghana and
Senegal, where production had declined in 1965.
In Zambia, the process of breaking economic ties
with Rhodesia was the chief factor behind a 14 per
cent reduction in mining production and a related
deceleration in the rate of growth in manufacturing.

ForriGN TRADE

The quantum of goods exported by the developing
countries increased by rather less than 5 per cent
between 1965 and 1966. The deceleration which
started in 1965 thus continued: the expansion be-
tween 1965 and 1966 was not much more than half
of the rate achieved between 1963 and 1964 and well
below the average for the first six years of the
decade (see table 29).

The slackening in 1966 was confined to Africa
and Latin America where the rate of increase
dropped to about 3 per cent. Exports from southern
and south-eastern Asia, which had remained virtually
static between 1964 and 1965, rose by about 5 per
cent in 1966, regaining the average rate of growth
in the 1960’s. With a 9 per cent expansion, exports
from West Asia were also not far off the longer-
term average. '

Export prices were generally higher in 1966 than
in 1965. The most significant increases were in re-
spect of cereals (about 7 per cent), cocoa (about
40 per cent), hides and skins (33 per cent) and cop-
per (25 per cent)—all of which feature chiefly in
the exports of Africa and Latin America. As a re-
sult, the average unit value of exports from Africa
was about 4 per cent above the 1965 figure, and from
Latin America about 2 per cent. Though the average
price of tea was also higher (about 8 per cent) in
1966 than in 1965, as were prices of rice (7 per cent)
and jute (10 per cent), the effect of these gains on
the unit value of exports from southern and south-
eastern Asja was to a large extent neutralized by
declines in the prices of other commodities coming
pre-eminently from that region—palm kernels and
coconut oil and copra (all down about 16 per cent),
rubber (between 4 and 5 per cent) and tin (about
8 per cent) ; thus the average unit value of exports



Table 27. Developing countries: Indices of industrial production, 1963-1966

Developing countriest Southern and south-eastern Asia®
Ttem 1963 1964 1965 1966¢ 1966¢ 1963 1964 1965 19664 19660
(previous year = 100) (1960 = 100) (previous year = 100) (1960 — 100)
Total industrial productiond .. .................. 106 108 107 108 154 110 110 109 105 161
Mining ...... ... . 108 109 106 110 169 107 112 110 103 156
Manufacturing  ................... e 105 108 107 107 146 110 108 109 105 160
S Lighte L 104 106 106 105 135 108 106 108 104 147
Heavyf .. .. 107 110 107 109 161 114 111 110 106 182
Food, beverages, tobacco .................... 103 104 107 107 130 103 107 108 109 144
Textiles ... 104 107 102 102 123 107 108 104 99 129
Paper and paper products ................... 108 106 110 109 172 114 108 109 108 170
Chemicals, petroleum and coal products .... 108 108 107 106 152 116 - 112 107 109 174
Non-metallic mineral products .............. 105 110 107 106 145 109 110 111 105 168
Basic metals ............. ... ... .. ... ....... 106 108 102 110 149 112 102 103 112 164
Metal products ........ ... ... ... ... ... o e . - . 114 116 114 104 203
Electricity and gas ........................... 108 111 109 109 171 115 113 111 111 204
Source: Centre for Development Planning, Projections and Policies of the Indonesia, Iran, Malaysia (excluding Sabah), Pakistan, Republic of Korea,
United Nations Secretariat, based on data supplied by the Statistical Office of Republic of Viet-Nam, Singapore and Thailand. '
the United Nations. ¢ Preliminary.
2 Latin America, Honduras, the Guianas, Surinam and a_number of Caribbean d Mining, manufacturing, electricity and gas.
countr.les and territories; Afrxc_a, excluding South Africa; West Asia, excluding e Food, beverages and tobacco; textiles and clothing; wood products; leather,
Israel; and southern and south-eastern Asia as defined in foot-note b. rubber and related products, and printing and publishing.
b Afghanistan, Brunei, Burma, Ceylon, China (Taiwan), Hong Kong, India, f Paper, chemicals, non-metallic mineral and metal products.
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Table 28. Selected developing countries: Index mumbers of industrial production, 1963-1966%

Industrial production Mining Manafacturing Electricity
Country 1 1966 1 6o 1966 1966 1946 1963 1964 1965 1966 1966
1963(91'3'1/;:; yearl_ié‘;oo)wéé :(1190600) 963(151'651;?; yealrgi5100) e __[119(%)) 1963(pre;§ofdi JVearliﬂ.lOo) :(119(%]) (previous year = 100) :(11933))

Algeria ... ........ 91 116 112 110 91 S - B N 93p  103P og8p 100 83b
Chile .............. 103 106 98 102 127 106 105 105 107 146
El Salvador ...... 118 130 123 107 227
Ghana ............ 114 104 99 132 102 98 101 108 98 123 108 96 145 - 116 116 116 152 320
Guatemala ........ 114 106 111 105 145 S S . L. . 112 104 109 103 134 114 114 117 114 223
India .............. 109 107 106 103 146 109 96 109 103 139 109 107 105 103 144 115 115 110 109 208
Israel ............. 114e 114c¢ 110 101e  190c 114 120 124 101 204 114 114 110 101 189 c . - A .
Mexico ........... 109 113 106 109 156 105 104 100 103 116 109 113 107 110 162 110 115 110 109 176
Moroceo .......... 86 113 101 9% 108 . o e . e
Philippines ........ o . A o - 101 102 108 108 131 106 108 103 108 144 . L. L. S ..
Republic of Korea.. 114 108 117 118 209 114 110 104 111 195 113 107 120 118 209 111 123 120 120 229
Senegal ........... 99 106 102 113 137 92 125 126 113 471 99 103 98 114 121 102 113 103 109 172
Tunisia ........... 111 111 114 106 133
Venezuela ......... 103 109 106 99 127 99 108 103 98 113 108 113 110 100 158 117 112 109 115 225
Zambia ............ 106 112 109 90 106 111 107 86 105 107 117 131 117 1160 95b 93b 92b

Source: Statistical Office of the United Nations, Monthly Bulletin of

Statistics.

& The coverage of industries varies widely from country to country. For 1966,

based on data covering less than twelve months in some cases.
b Including manufactured gas.
¢ Excluding electricity and manufactured gas.

SHTMINNQQCD INIJOTEAEQ HHEL NI SONFYL INHDTY °“Af 9ILIVH])

1s



Table 29. Developing countries: Indices of export and import quantum, 1961-1966

(1960 = 100)
Export quantum Import quantum
Region
1961 1962 1963 1964 1965 19668 1961 1962 1963 1964 1965 19668
Developing countries ............... ..o, 105 112 119 128 135 141 104 106 109 119 124 130
Latin Americab ............. ... ... . .. el 103 113 118 118 124 128 103 104 102 111 113 120
ATrICa .. e 106 111 119 137 148 153 101 96 99 109 116 118
West Asiad ... ... .. e 106 119 127 146 156 171 107 106 109 124 137 148
Southern and south-eastern Asiae ................ 105 110 121 126 127 133 105 110 117 125 127 137
Source: Centre for Development Planning, Projections and Policies of the ¢ Continental Africa (other than South Africa).
United Nations Secretariat, based on data from the Statistical Office of the @ Aden, Bahrain, Iran, Iraq, Israel, Jordan, Kuwait, Lebanon, Qatar, Saudi
United Nations. Arabia and Syria.
2 Preliminary ; based for most countries on less than twelve months’ returns. eRest of Asia (other than mainland China, Japan, Mongolia, North Korea,
b Nineteen republics (Cuba is not included). North Viet-Nam and Turkey). -
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increased only slightly. The unit value of exports
from West Asia, influenced chiefly by the unchanged
posted price of crude petroleum, remained more or
less at the level of earlier years of the decade (see
table 30).

The price index of manufactured goods entering
international trade increased by about 2 per cent
between 1965 and 1966 as it had in the previous
interval. This was the major element in a correspond-
ing rise in the unit value of imports into the develop-
ing countries. Except in southern and south-eastern
Asia, where import prices changed very little, all the
regions were affected by an increase of this order.

As a result of the rise in import prices there was a
slight deterioration in the terms of trade in West
Asia, while in Latin America the rise in import
prices just about neutralized the gain in export
prices. In Africa and southern and south-eastern Asia
the terms of trade improved, but only to the extent
of making good the loss experienced since 1961.
Indeed, for the developing countries as a group,
the outstanding feature of the first half of the De-
velopment Decade has been the relative stability of
the terms of trade: after declining about 2 per cent
between 1960 and 1961 the index has moved within
very narrow limits compared with those characteriz-
ing the 1950’s.

The combination of increases in volume and price
meant a slight acceleration in the growth of export
earnings : the gain between 1965 and 1966 was about
7 per cent which is just about the average for the
1960’s (see table 31). The highest rate—about 9 per
cent—was again recorded in West Asia. The de-
veloping countries of Africa earned about 7 per cent
more than in 1965; the earnings of southern and
south-eastern Asia were again up 5 per cent (some-
what more than the six-year average growth rate),
while those of Latin America rose by about 5 per
cent (somewhat less than the six-year average).

Though the proportion of countries earning less
than in the previous year was much lower in 1966
than in 1965—27 per cent as against 37 per cent—
the results for the year were more widely dispersed
than usual. There were more countries achieving in-
creases in excess of 10 per cent and also more (the
highest proportion since 1962) registering reductions
of over 10 per cent (see table 32).

Among the countries registering particularly large
increases in exports in 1966 were some whose ex-
ports had declined between 1964 and 1965 (Costa
Rica, for example, and a number of African coun-
tries, including the Central African Republic, Kenya,
Togo, Tunisia and United Republic of Tanzania)
or had risen only slightly, between 1964 and 1965,
such as China (Taiwan), Peru and Thailand. There
were also some in which a high rate of expansion had
characterized the previous period: these include
some mineral exporters such as ‘Chile, Libya, Saudi

Arabia and Surinam, but also a number of smaller
countries—Guatemala, Israel, Jordan and Niger—
as well as Hong Kong and, most notable of all, the
Republic of Korea whose earnings have risen almost
tenfold during the 1960’s,

Most of the countries registering a reduction in
exports between 1965 and 1966 were those in which
exports had lagged in the previous period—Burma,
Ceylon, Chad, Colombia, Congo (Brazzaville), Da-
homey, Ghana, Haiti, India, Mozambique, Nether-
lands Antilles, Sierra Leone, Venezuela and Republic
of Viet-Nam. But there were a few countries for
which the decline in 1966 represented a reversal
from an earlier expansion-—Cambodia, Ethiopia,
Nicaragua, Paraguay and Uruguay, for example.

In the first group are some of the developing coun-
tries with serious structural problems, Burma, for
example, has been exporting a steadily declining vol-
ume of goods: in 1966 it exported about 40 per cent
less rice than in 1960, and its export earnings were
the lowest recorded in the 1960’s. In Ceylon the vol-
ume of exports has been rising only slowly and
realizations in 1966 were also the lowest of the
decade. The volume of exports from Colombia in 1966
was the lowest since 1961 and the expansion in pro-
ceeds between 1960 and 1966 represents an average
growth rate of a mere one per cent a year. Ghana
has never regained the amount realized by exports in
1960; proceeds in 1966 fell about a sixth short of
that figure. Indian export earnings have remained
virtually static since 1963 and in 1966 they were only
a fifth above the 1960 level, representing an average
growth rate of barely 3 per cent a year. In Sierra
Leone, export earnings have fluctuated erratically
with diamond shipments, but in 1966, after two suc-
cessive declines they were just about at the 1960
level. The volume of petroleum exported by Vene-
zuela in 1966 was less than 15 per cent above the
1960 level, and petroleum continued to account for
about 90 per cent of export earnings.

On the import side, 1966 brought a slight increase
from the low rate of growth recorded in the preced-
ing period. This reflects the fact that the volume
of imports into Latin America and southern and
south-eastern Asia, which had increased by barely 2
per cent between 1964 and 1965, rose by 6 and 8 per
cent, respectively, in 1966. This more than counter-
balanced sharp reductions in the rate of expansion in
imports into West Asia (from the high figure of 10
per cent between 1964 and 1965 to the more normal
figure of 8 per cent between 1965 and 1966) and into
the developing countries of Africa, where, at 2 per
cent, the rate of increase was only about one third of
that registered between 1964 and 1965 (see table 29).
In the aggregate, the import quantum rose by just
under 5 per cent, which is more or less in line with
the average for the 1960’s.



Table 30. Developing countries: Changes in unit values of exports and imports, 1961-1966

(1960 = 100)
Reo Unit value of exports (dollars) Unit value of imports (dollars) Terms. of trade®
(- a
aron 1961 1962 1963 1964 1965 1966¢ 1961 1962 1963 1964 1965 1966¢ 1961 1962 1963 1964 1965  1966¢
Developing countries ............... 97 95 97 99 99 101 99 98 99 100 101 103 98 97 08 99 98 98
Latin America .................... 99 9 98 105 105 107 100 100 99 100 101 103 99 96 99 105 104 104
Africa ... 97 95 98 100 9 103 101 102 103 104 105 107 96 93 95 96 94 97
West Asia .................c...... 98 98 98 98 98 98 99 100 101 103 102 103 99 98 97 95 96 95
Southern and south-eastern Asia .. 94 91 91 92 96 97 98 97 98 100 101 101 96 94 93 92 94 96
Source: Centre for Development Planning, Projections and Policies of the 2 As defined in table 29.
United Nations Secretariat, based on United Nations, Monthly Bulletin of b Unit value of exports divided by unit value of imports.
Statistics. ¢ Preliminary ; based for some countries on less than twelve months’ returns.

Table 31. Developing countries: Indices of value of exports and imports, 1960-1966
(Value, 1960 in thousands of millions of dollars)

Esxports, f.0.b. Imports, c.i.f.
Regionn Index of value (1960 = 100) Index of value (1960 == 100)
Value, 1960 Value, 1960 = -
1961 1962 1963 1964 1965 1966% 1961 1962 1963 1964 1965 1966®

Developing countries ............. 26.7 101 106 115 126 134 143 29.6 103 104 108 119 125 133

Latin America .................. 7.9 102 109 . 116 124 131 137 7.8 103 104 101 111 115 124

West Indiese ................... 14 111 111 114 115 116 121 1.9 107 109 111 120 126 129

Africa ......... ... . e, 5.3 102 105 117 137 147 158 6.6 102 93 102 114 122 127

West Asia ..................... 42 104 116 124 143 153 167 3.2 106 106 110 128 140 153

Southern and south-eastern Asia 7.6 99 100 110 116 122 128 9.8 102 107 114 124 129 139

Source: Centre for .Development Planning, Projections and Policies of the a Ag defined in table 29.

United Nations Secretariat, based on United Nations, Monthly Bulletin of b Preliminary; based for some countries on less than twelve months’ returns.
Statistics, and International Monetary Fund, International Financial Statistics ¢ Consisting mainly of Barbados, British Honduras, Guadeloupe, Guyana,
(Washington, D.C.). Jamaica, Martinique, Netherlands Antilles, Surinam and Trinidad and Tobago.
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Table 32. Developing countries: Distribution of changes in exports and imports, 1961-1966

(Thousands of millions of dollars: exports, f.0.b.; tmports, c.i.f.)

Ind Exports Imports
ndex
(. precetéig»g) Number of countries Export receipts Number of countries Import expenditures
year — 100 - =
1961 1962 1963 1964 1965 19662 1961 1962 1963 1964 1965 1966 1961 1962 1963 1964 1965 19662 1961 1962 1963 1964 1965 1966~
Less than ‘
90 .......... 9 9 7 6 9 34 20 02 15 06 14 8 5 6 4 6 3 13 14 28 29 23 14

2
95 ..., 15 10 4 10 12 14 45 20 14 18 14 22 13 10 8 8 12 11 36 38 33 42 30 78
8

100 .......... 28 17 14 27 20 111 44 31 26 67 75 26 17 13 13 20 16 114 65 54 65 70 96
100 or more ... 45 56 65 59 46 53 113 192 228 254 228 239 47 56 60 60 53 57 140 196 21.7 231 240 236
More than

105 .......... 31 39 53 47 31 40 64 128 155 169 132 177 31 38 43 50 43 44 87 93 137 204 140 188

110 .......... 23 26 41 33 21 28 43 78 120 92 78 100 18 24 23 40 33 30 48 55 70 177 107 139

120 .......... 12 12 21 17 8 9 1.1 23 35 52 21 21 7 7 9 19 10 15 12 1.0 30 84 33 73

130 ... 5 7 13 9 3 5 03 05 22 26 04 06 5 5 1 6 1 7 06 09 06 21 04 49

Total ...... 73 73 73 73 73 73 224 237 259 281 295 313 73 73 73 73 73 73 254 261 271 296 310 332
Source: Centre for Development Planning, Projections and Policies of the Finoncial Statistics, July 1967,
United Nations Secretariat, based on International Monetary Fund, International 2 Preliminary, based for some countries on less than twelve months’ returns.
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With import unit values generally between one and
2 per cent higher than in 1965, expenditure on im-
ports rose from about 5 per cent between 1964 and
1965 to about 7 per cent between 1965 and 1966.
There were particularly sharp increases in Latin
America and southern and south-eastern Asia (about
8 per cent)—both well above the previous increase
and the average for the 1960’s. On the other hand,
the expansion in West Asia and in the developing
countries of Africa—at 9 and 4 per cent, respectively,
was more or less in line with the trend rate (see
table 31).

Only about a fifth of the developing countries
failed to increase their import expenditure between
1965 and 1966, while a fifth increased their imports
by over 20 per cent, and about a tenth—the highest
proportion recorded in the 196(0’s—raised their im-
port expenditure by more than 30 per cent.

As in the case of exports, the countries registering
particularly large increases in imports between 1965
and 1966 were more or less equally divided between
those experiencing a recovery or a reversal of an
earlier decline and those continuing previous high
rates of growth. Among the former were several
Latin American countries—notably Brazil, Chile,
Colombia and the Dominican Republic—and also the
Central African Republic, Ceylon, Morocco and
Syria. Among the latter were some of the countries
whose exports had also been rising rapidly—Hondu-
ras, Jordan, Libya, Niger, Republic of Korea and
Thailand, for example—as well as Kenya and the
United Republic of Tanzania (whose exports re-
covered in 1966), Kuwait (whose exports, though
rising only moderately, have yielded large surpluses)
and the Republic of Viet-Nam, where military opera-
tions greatly stimulated import demand.

Most of the reductions in imports between 1965
and 1966 followed a marked expansion in the previ-
ous interval: this was the case in Argentina, Ghana,
Guatemala, Nigeria, Pakistan, Sierra ILeone, Suri-
nam, Trinidad and Venezuela, In some of the coun-
tries whose exports have been languishing, a reduc-
tion of imports in 1965 and 1966 was registered, as
in the case of Burma and the Netherlands Antilles.
In Aden and India a cut-back in 1966 followed a
year in which imports were virtually unchanged from
the 1964 level. In Mauritius and Senegal, there were
two successive reductions.

INTERNAL BALANCE

With industrial production about 8 per cent above
the 1965 level, foreign trade about 5 per cent higher
and agricultural output virtually unchanged, the
over-all increase in gross domestic product between
1965 and 1966 was probably between 3 and 4 per
cent. This represents a further slowing down from
the growth rate achieved between 1963 and 1964 and,
as in 1965, it was the faltering of agriculture that was
largely responsible. The decline in the average rate

also reflects the poor performance of a few major
countries—particularly Argentina, Brazil and India
——that account for a large proportion of the combined
production of the developing countries, Indeed, if
these three countries were omitted from the reckon-
ing, the average growth rate of the other forty-three
developing countries for which tentative estimates
can be made would be about 5 per cent, approxi-
mately the same as that achieved between 1964 and
1965.

Of the forty-six countries listed in table 33 more
than half increased their total production by 5 per
cent or more between 1965 and 1966. The proportion
registering a lower rate of growth between 1965 and
1966 than in the previous interval was only slightly
larger than the proportion in which there was some
acceleration. In rather more than a fourth of the
countries, however, production failed to keep up with
population growth.

In Latin America the over-all growth rate was
lower in 1966 than in any earlier year in the present
decade, with the exception of 1963. Argentina, which
had achieved an 8 per cent expansion between 1964
and 1965, experienced a slight decline in total pro-
duction in 1966 and, together with a sharp decelera-
tion in Brazil, this was largely responsible for
depressing the regional aggregate. The rate of expan-
sion in the other countries in Latin America averaged

close to 5 per cent, more or less the same as that
between 1964 and 1965.

The effect of the deceleration in the growth rate
of the combined gross domestic product of the region
was largely offset by the increase in imports. At be-
tween 4 and 5 per cent, therefore, the expansion in
total supplies was much the same in 1966 as it had
been in 1965 when the increment had come mainly
from internal sources. The favourable harvests of
1965—especially in Argentina and Brazil—went into
consumption and exports, and inventories were drawn
down. It is probable that personal consumption again
increased a little more than population, though the
increase in exports was fractionally less than between
1964 and 1965. While the change from accumulation
to reduction of stocks affected the rate of increase in
total investment—probably reducing it to half the
7 per cent recorded between 1964 and 1965—the
upswing in imports provided the means for a greater
increase in fixed investment.

In Africa, fluctuations in agriculture also played
a major role in changing growth rates. There was
an impressive recovery in East Africa but this was
more than offset by a decline in production in North
Africa and also in Ghana and Rhodesia. With the
contribution of imports smaller than it had been
between 1964 and 1965, there was a significant de-
cline in the rate of increase in total supplies. It is
doubtful whether personal consumption kept pace
with the growth of population. There appears to have
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Table 33. Developing countries: indicated change
between 1965 and 1966 in gross domestic
product, volume of imports and total supplies®

Gross
domestic
product

Importse Tota)

Country® a
4 suppliesd

Republic of Korea ........
Singapore ................
Panama ..................
China (Taiwan) ..........
Thailand .................

Dominican Republic .......
United Republic of Tanzania
Costa Rica ...............

(9w}

MW QUEHAO

Kuwait ...................
Malaysia .................
Peru ......... ...
Guatemala ................
Bolivia ...................

Chile ........civviivnn.
El Satvador ..............
Trinidad and Tobago ....
Iraq ...l
Jamaica ..................

I
O

I
bua abo

ooty

Nigeria .........cccooolt.
Pakistane .................
Philippines ................
Sudane ...................

!

Venezuela ................
Ethiopia ..................
Nicaragua ................
Ecuador ..................
Honduras ................

P EHUEED OQEWYOW HarPy awwd

Brazil ....................

Jordan ....................

[
cld> WwWArPaQ PEHHEE QAFWEE OFETEE QOPOQ0 OFOAWO QOEDE Jatdad

e :>Udbdbdtﬁ HEHEW WEEEE itEwwl wwaan aaaaa aaaan oo
|
o]

Argentina ................. —C —B
Morocco ... —B E B
Haiti .......coovvivinn... —B —B —B

All developing countries 3 5 4

Source: Centre for Development Planning, Projections
and Policies of the United Nations Secretariat, based on
data from United Nations, Monthly Bulletin of Statistics,
Yearbook of National Accounts Statistics and Economic
Survey of Latin America, 1966 (Sales No.: 68.I1.G.1);
International Monetary Fund, International Financial Sta-
tistics; United States Department of State, Agency for
International Development Data Book (Washington, D.C.);
replies of Governments to the United Nations questionnaire
on economic trends, problems and policies, and national
sources.

2 Based on preliminary official estimates of the national
accounts of “indicators” derived from official or semi-

been recovery in investment in Ethiopia and a larger
increase than in 1965 in Kenya and the United Re-
public of Tanzania. But investment declined in a
number of other countries—Ghana, Rhodesia, Sudan
and Tunisia, for example—and it is probable that in
the aggregate it increased less than in 19635,

There was also a deceleration in West Asia, in-
duced in part by the poor agricultural out-turn re-
ferred to earlier in this chapter and in part by a
sharp cut-back in demand in Israel. Gross domestic
product probably increased less than between 1964
and 1965 in several other countries—Iraq and Jor-
dan, for example—and though imports expanded
more than domestic production, the growth in sup-
plies was also smaller.

In southern and south-eastern Asia there appears
to have been a modest expansion in total production
in 1966 after a year in which the steep decline in
agriculture in India had served to hold the region’s
output at virtually the 1964 level. This gain was aug-
mented by a larger inflow of imports (which had
failed to rise significantly in 1965) but exports also
absorbed a relatively larger amount. In a majority
of countries there was a modest increase in consump-
tion, rather greater than between 1964 and 1965 and
also in excess of the increase in population. In India,
consumption seems to have been held more or less
at the 1965 level, hence there was probably a further
reduction in the per capita intake. With one or two
exceptions—Burma, for example—fixed investment
was generally higher in 1966 than in 1965: it re-
covered in Ceylon, Pakistan and the Philippines,
where 1965 had seen a decline, and rose to a some-
what greater extent than in 1965 in the Republic of
Korea and Thailand.

In India the set-back of the previous year had re-
percussions throughout the economy in 1966. Agri-
cultural raw materials were in short supply, the
availability of imported inputs was more limited than
ever, farm incomes were reduced, higher food prices
tended to erode urban demand for other consumer
goods and, with inflationary pressures mounting, the

official statistics of production, trade and transport. Where
indicators were used, changes in gross domestic product
reflect changes, in real terms, in the output of all the items
of goods and services for which data were obtainable,
combined in accordance with weights derived from national
accounts of 1964, The indicated changes are necessarily
tentative, being based in some cases on less than a full
year’'s figures for some of the components of the gross
domestic product. The symbols indicate the percentage range
of increase or decrease (—): A=—1 to 1; B=2 to 5;
C=6to 10; D=11 to 15; E=16 to 20; F =21 to 30;
G = 31 or over.

b Countries are arranged in descending order of change
in gross domestic product between 1965 and 1966.

¢ Quantum index of imported goods; in some cases it
refers to goods and services.
. d Weighted aggregate of gross domestic product and
imports; the weight attached to imports was derived from
national accounts for 1964.

e Change between fiscal years (July/June for Pakistan
and the Sudan, and October/September for Burma).
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Government curtailed certain of its investment out-
lays. The result was a further reduction in the rate of
plant utilization, and it is unlikely that fixed capital
formation rose much above its 1965 level,

For the developing countries as a group, the main
changes in the pattern of resource availability stem-
med from the relative decline in the supply of
domestic agricultural commodities and the relative
increase in the supply of imported goods. Stocks of
agricultural commodities, which had been drawn
down slightly in 1965 (when substantial increases in
production in Latin America offset much of the re-
duction in Asia), were further reduced in order to
sustain exports and internal consumption, both of
which increased somewhat less than in 19635, The
larger volume of imports along with a larger output
from local heavy industries—which, as indicated
above, increased almost twice as much as the output
of light (generally consumer-oriented) industries—
made possible an expansion in fixed investment rather
greater than that in 1965. In the aggregate, however,
the rate of increase in gross capital formation was
probably lower, as were the rates of increase in both
consumption and net exports.

Though changes in the supply situation were not
such as to alter the over-all balance in the develop-
ing countries, there were a few significant cases of
improvement and some in which demand pressures
became relatively more intense.

Among the countries that had experienced a high
and accelerating rate of price increase in 1965, there
were signs of some slackening in Argentina and Uru-
guay, though in both cases the rise in retail prices
in 1966 was extremely high (30 per cent and 50 per
cent, respectively). More striking was the decelera-
tion in Ghana where strenuous efforts were made
to stabilize the economy. In the Republic of Viet-
Nam, on the other hand, inflationary pressures con-
tinued to build up.

In Brazil, where the rate of price increase had been
halved between 1964 and 1965, no further improve-
ment was effected: retail prices rose by almost 50
per cent in 1966. At a lower level, this was true of
Colombia, too. In Chile, by contrast, with production
and imports both substantially greater than in 1965,
the supply position continued to improve and there
was a further deceleration in the price rise. On a
more modest scale, price rises were also curbed in
Kenya, Uganda and the United Republic of Tan-
zania, in the wake of the better harvests in the re-
gion.

Among the other countries in which retail prices
had increased by more than 10 per cent in 1965, there
was a slight improvement in the internal balance in
Peru, the United Arab Republic and Zambia, but in
the Republic of Korea demand rose vigorously and
the cost of living responded with an upward accelera-
tion. With the food situation still critical, the price

rise accelerated in India, too: the cost of living in-
creased by about a sixth in the course of 1966. There
was also a marked deterioration in price stability in
Bolivia, the Democratic Republic of the Congo,
Haiti, Pakistan and the Sudan.

Although, compared with 1965, there were fewer
countries with extremely high (over 20 per cent)
rates of price increase in 1966, and rather more
recording price reductions, there were also more in
which prices were rising at a disturbingly high rate
{see table 34), Acceleration of price increases was
significantly less frequent and deceleration rather
more frequent in 1966 than in 1965. But among the
countries registering high rates of increase (over 10
per cent), the proportion in which the rise ac-
celerated or continued undiminished was somewhat
greater in 1966 (18 per cent) than in 1965 (16 per
cent).

Table 34. Developing countries: Change in cost
of living? 1965-1966

Item 1965 1946

Percentage of countries in which the
rise in the cost of living index was:

1 per cent or less ................ 20 23
2 to 5per cent ... il 43 38
6 to O per cent ................ 16 16
10 to 20 per cent ................ 11 16
21 per cent or over .............. 10 7

Total ..o 100 100

Percentage of countries in which, in
relation to the preceding year, the
upward movement:

Continwed ........................ 20 31
Accelerated® ...................... 43 29
Deceleratede . ..................... 26 33
Was negligible? .................. 11 7

Total ... . 100 100

Source: Centre for Development Planning, Projections
and Policies of the United Nations Secretariat, based on
United Nations, Monthly Bulletin of Statistics.

2 Based on sixty-one countries; changes are measured
from December to December.

b Including countries in which the movement of the index
changed from downward to upward.

¢ Including countries in which the movement of the index
changed from upward to downward.

dIncluding countries in which the index declined at a
slower pace.

Money supply expanded more or less in line with
production, trade and incomes in most developing
countries in 1966, as in 1965. The proportion of
countries in which the money supply increased by
less than 4 per cent (or contracted) remained at
about a fourth (see table 35). The proportion with
an expansion of between 4 and 10 per cent was
somewhat greater than in 1965, the proportion with
higher rates somewhat smaller, but the differences in
the distribution pattern were not very large. Perhaps
more significant was a sharp increase in the propor-
tion of countries in which there was a discernible
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Table 35. Developing countries: Changes in the
supply of money,® 1965-1966

Table 36, Developing countries: Changes in
government budgetary position,® 1965-1966

Item 1965 1966

Percentage of countries in which the
rise iw the money supply index was:

3 per cent or less .............. .. 24 22
440 10 per cent ... ... .. ... 32 37
11 to 17 per cent ................ 24 19
18 per cent or over .............. 20 22

Total ....... ... i 100 100

Percentage of countries in which, in
relation to the preceding year, ex-
pansion of money supply:

Continued ........................ 24 20
Accelerated® ..................... 32 32
Deceleratede ...................... 31 44
Was negligibled .. ... .. ........... 13 3

Total .......... ..o 100 100

Source: Centre for Development Planning, Projections
and Policies of the United Nations Secretariat, based on
International Monetary Fund, International Financial
Statistics.

2 Based on fifty-nine countries; changes are measured
from December to December.

b Including countries in which the movement of the index
changed from downward to upward.

¢ Including countries in which the movement of the index
changed from upward to downward.

d Including countries in which the index declined at a
slower pace.

deceleration in the rate of increase. This category
included Bolivia, Brazil, Chile, Israel, Uruguay, Re-
public of Viet-Nam and other countries in which
stabilization policies were in force.

In some of these countries—Brazil, Chile and Uru-
guay, for example—the rise in the Government’s in-
debtedness to the banking system, relative to its total
expenditure, increased much less in 1966 than it had
in 1965. Nevertheless, the proportion of countries
registering such a reduction declined between 1965
and 1966 while the proportion registering an in-
crease rose (see table 36). Here again, however, the
outcome was far from clear-cut: there was a sizable
increase in the proportion of countries in which the
budgetary deficit widened to a moderate degree (6-15
per cent) and a corresponding reduction in both the
proportion with very small increases (or even de-
clines) in the deficit and the proportion with rela-
tively large increases.

On the whole the budget deficit was a less ex-
pansionary factor in 1966 than in 1965. It was ac-
tually a contractionary factor in about 28 per cent of
the fifty-three countries for which data are available
(compared with less than 21 per cent in 1965). In
half the countries, as in 1965, the principal compo-
nent in the increase in money supply was the growth
of private credit; in both periods this was contrac-
tionary in only about a fifth of the cases. As in 1965,
the change most often contractionary was that in
foreign assets: this tended to reduce the money sup-

Item 1965 1966

Percentage of countries in which the
change in government indebtedness
during the indicated year as per-
centage of government expenditure
in the preceding year was:

5 per cent or less ................ 55 50
6 to 10 per cent ................ 9 14
11 to 15 per cent ................ 12 19
16 per cent or over .............. 24 17

Total ... ... . 100 100

Percentage of countries wn which, in
relation to the preceding vear, the
rise in government indebtedness:

Continued .............. ... ... 17 10
Acceleratedd ... ... 26 40
Deceleratede ...................... 45 36
Was negligibled .. ... ... ..... 12 14

Total ........ . 100 100

Source: Centre for Development Planning, Projections
and Policies of the United Nations Secretariat, based on
United Nations, Statistical Yearbook; International Mone-
tary Fund, International Financial Statzshcs and national
sources.

2 As measured by net change—claims minus deposits—in
government dealings with the banking system; based on
forty-two countrles

bIncluding countries in which the movement changed
from fall to rise.

¢Including countries in which the movement changed
from rise to fall.

4 Including countries in which the movement was down-
ward in the two successive years.

ply in about 40 per cent of the countries, while it
was the leading expansionary influence in only about
a fourth (compared with a fifth in 1965).

EXTERNAL BALANCE

The combined trade deficit of the developing coun-
tries in 1966—at $1.1 thousand million—was at vir-
tually the same level as that of the preceding year
and the 1963-1965 average.? There was a deteriora-
tion in southern and south-eastern Asia where the
deficit rose slightly to $3.5 thousand million in 1966 ;
in Africa, on the other hand, there was a change from
deficit to a slight surplus; in West Asia the trade
surplus was somewhat larger and in Latin America,
it was somewhat smaller.

In southern and south-eastern Asia only Burma
and Malaysia had active trade balances in 1966;
Cambodia and Ceylon moved into deficit and in
Hong Kong, the Republic of Korea, the Republic of
Viet-Nam and Thailand the deficits were greater
than in 1965. There was a slight reduction in the
Indian deficit, but for the third successive year it
was well over $1,000 million.

2 Imports, c.i.f. minus exports, f.o.b.
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In Latin America the dominant feature was again
the large surplus of Venezuela (about $1.4 thousand
million), but there were also active trade balances
in Argentina, Chile and Honduras (all greater than
in 1965), in Brazil and Uruguay (smaller than in
1965) and in Guatemala which moved from deficit
to surplus. The most notable change was the sharp
worsening of the balance in Colombia where a de-
cline in exports and a major increase in imports re-
sulted in a record deficit. The trade balance was also
more passive in Panama and, on a smaller scale,
in the Dominican Republic, El Salvador, Nicaragua
and Peru.

In Africa there were sizable increases in the sur-
pluses registered by Libya and Zambia and a swing
from deficit to surplus in Mauritius, Nigeria and
Senegal. These changes more than offset the widen-
ing of the passive balance of Kenya, Morocco,
Mozambique and, most markedly, the United Arab
Republic. By expanding their exports, Ghana and
Tunisia reduced their deficits somewhat but they
remained large by earlier standards.

In West Asia there was a further growth in pe-
troleum exports, especially from Saudi Arabia, in-
creasing the over-all surplus of the region. An in-
crease in exports also resulted in a further reduction

in the passive trade balance of Israel from the high
figure of 1964. In Iran and Syria, on the other hand,
the balance was moved in the opposite direction by a
sizable increase in imports in the face of export
earnings that remained more or less at the 1965
level.

In the aggregate, it is probable that the current
account deficit of the developing countries other
than the major petroleum exporters was somewhat
greater in 1966 than in 1965. It was more than met
by the transfer of resources from the rest of the
world, so that the developing countries were again
able to add to their external reserves (see table 37).
Though firm data are not yet available, the evidence
suggests that less private capital moved to the de-
veloping countries in 1966 than in. 1965, but that
there was more official lending, both bilateral and by
the international institutions. If the average relation-
ship over the preceding five years between the net
flow of loans and grants reported by the developed
market economies and the institutions on the one
hand and the balance on the combined current ac-
count of the developing countries (including changes
in international liquidity) on the other is applied
to the available data for 1966, it would suggest that
the flow of resources from the developed market econ-
omies and the institutions was of the order of $9.4

Table 37. Developing countries: Balance of irade and changes in liquidity, 1961-1966
(Millions of dollars)

Item 1961 1962 1963 1964 1965 19662
Developing countriesd
Balance of trade¢ .......... —3,337 —2,329 —926 —1,149 —1,125 —1,119
Change in total reservesd .. —600 —201 919 182 1,215 668
Net change in other balance
of payments items ...... 2,737 2,128 1,845 1,331 2,340 1,787
Selected  petroleum-exporting
developing ' countriese
Balance of tradee .......... 2,787 3,515 4,114 4,342 4,391 4,794
Change in total reservesd .. —18 —6 464 129 262 178
Net change in other balance
of payments items ....... —2,805 —3,521 —3,650 —4213 4129 4616
Developing countries excluding
selected  petroleum-exporting
countries
Balance of trade¢ .......... —6,124  —5844  —5040 —5491 —5516 —5913
Change in total reservesd .. —-582 —195 455 53 953 490
Net change in other balance
of payments items ....... 5,542 5,649 5,495 5,544 6,469 6,403

Source: Centre for Development Planning,
Projections and Policies of the United Nations
Secretariat, based on International Monetary
Fund, International Financial Stotistics.

a Preliminary; including estimates based on
less than twelve months’ returns for some
countries.

bTatin America (excluding Cuba), Africa
(other than South Africa), and Asia (other

than Japan, mainland China, Mongolia, North
Korea and North Viet-Nam).

¢ Exports, f.0.b. minus imports, c.if.

d Gold, convertible foreign exchange and
reserve position in the International Monetary
Fund.

eIran, Iraq, Kuwait, Libya, Nigeria, Saudi
Arabia and Venezuela.
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thousand million. Of this, approximately $0.9 thou-
sand million is likely to have come from the institu-
tions.

For the fourth year in succession, the developing
countries were able to increase their total liguidity.
The 1966 increment, however, was only half of that
achieved in 1965 and the bulk of it was concentrated
in a small number of countries. The major gains
were recorded in Thailand (about $185 million) and
the Republic of Viet-Nam ($128 million) and were
closely connected with military operations in that
area. Sizable gains were also made in the Republic
of Korea (almost $100 million), Malaysia ($40 mil-
lion) and China (Taiwan) ($37 million). Though
there was a serious loss of reserves in Ceylon as the
country swung into deficit ($30 million, or about 40
per cent of its 1965 holdings) and a smaller loss ($21
million or 10 per cent) in Pakistan, the region as a
whole added almost $0.5 thousand million (or about
14 per cent) to its over-all liquidity.

There was also a gain in West Asia. Most of this
accrued to the petroleum exporters but other coun-
tries also increased their reserves, with the notable
exception of Israel (where there was a 3 per cent
contraction) and Syria where the loss of $15 million
represented about a third of its international liquidity.

In Africa the gains were even more concentrated.
Libya increased its reserves by a further 38 per cent
($93 million) and there was a sharp recovery in
East Africa where reserves had been drawn down
in 1965. Against these, most other countries lost
reserves in 1966, the decline being most serious in
North Africa: Morocco lost $12 million (12 per
cent), Tunisia $8 million (21 per cent) and the
United Arab Republic $37 million (19 per cent).

While on halance all these regions registered an
increase in reserves, in Latin America there was an
over-all reduction. The major losses were in Brazil
($95 million or 19 per cent) and Venezuela ($67 mil-
lion or 8 per cent) but they were shared by several
other countries, the principal exceptions being Chile,
Ecuador and Mexico.

That the trading results were not all satisfactory
in 1966 was reflected in an increase in the activity
of the International Monetary Fund. Net borrow-
ings by African countries—chiefly Ghana and the
Sudan—were almost twice as large as in 1965. A
large amount ($100 million, net of repayments) was
advanced to India. A number of countries in Latin

America called on the Fund, but the region as a

whole recorded a net repayment of earlier advances.
In the aggregate, the net amount advanced to the
developing countries in 1966 was about $145 million,
rather more than in 1965, and some thirteen stand-by
agreements were concluded, against which a number
of countries—not only Afghanistan, Ghana and the

Sudan but also Ceylon, Ecuador, Haiti, Liberia,
Sierra Leone—have already drawn.

While the 1966 trade deficit of the developing
countries as a group was less than half of that reg-
istered at the beginning of the 1960’s, in this period
the trade surplus of the major petroleum exporters
virtually doubled. The removal of these countries
from the total reveals the extent to which the trade
gap widened in 1966 in the case of the rest of the
developing world : it was about $0.4 thousand million
more than in 1965 and at the highest level since
1961 (see figure V).

The rise in reserves was proportionately less than
the rise in imports, so that the ratio of reserves to
imports declined slightly, With the burden of debt
service rising and the flow of resources from the
more advanced countries showing little disposition
to increase, the developing countries at the end of
1966 were not in a strong position to sustain the
rate of increase in imports just achieved.

OvurLook3

By and large the developing countries entered
1967 more vulnerable than at the outset of the three
previous years., The principal cause for this was the
poor agricultural performance of 1965 and 1966. In
a number of countries, stocks have been depleted
and foreign exchange earnings have had to be pre-
empted in order to purchase the supplies needed to
maintain even low levels of per capita food consump-
tion. Nor, now that there are no longer any surplus
stocks in major exporting countries, can such food
supplies be expected to be as freely available as aid
as they were in earlier years* Food imports thus
have a much more competitive relationship to other
imports than has been common since the mid-1950’s.
The resources available for acquiring development
goods depend on the extent to which food needs can
be met from domestic production. This is particulatly
true in 1967 when inventories also need to be rebuilt.
More than ever, therefore, the prospects for the
period immediately ahead depend on the effort put
into agriculture and its associated industrial and
transport activities and on the weather which is still
the main arbiter of success in most developing
countries.

The capacity of the developing countries to import
the goods required for their development also depends
on their export earnings and the price of the imports
in question. On neither score is the outlook reassur-
ing. The average price of manufactures entering in-
ternational trade rose by 2 per cent in 1965 and by
a further 2 per cent in 1966, and in the first quarter

3 This section is based in part on the replies received
from Governments to the United Nations questionnaire
on economic trends, problems and policies, November 1966.

4 For a discussion of the change that has taken place
in the food situation, see “Multilateral food aid” (E/4352).
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Figure V. Developing couniries: Trade, trade balance and unit value indices, 1960-1966

‘{alue of ex.porfs, f.o.b, and ‘ Developing countries: Indices of
imports, c.i.f.,, 1960-1966 exports and imports, 1960-1966
{Thousands of millions of dallars) (1960—100)
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Source: See tables 29, 30 and 37.
aIran, Iraq, Kuwait, Libya, Nigeria, Saudi Arabia and Venezuela.
b Ratio of export unit value to import unit value.

of 1967 it was one per cent above the corresponding countries that need to import basic food-stuffs are
1966 figure; the domestic wage-price situation in faced by cereal prices that are substantially above
the countries from which most of the supplies of the the corresponding 1966 level-—in the first quarter
developing countries are obtained points to a con- they averaged 21 per cent higher in the case of rice,

tinued upward creep in unit values. Moreover, those 7 per cent higher in the case of wheat (see table 38).
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Table 38. Export price index of primary commodities, 1961-1966 and first quarter, 1967

Index (corresponding
quarter of previous

. Index (1960 = 100) year == 100),
Commodity 1961 1962 1963 1964 1965 1966 first quarter

1966 1967
Wheat ... 102 107 105 109 100 110 100 107
Rice ... . 103 109 109 109 107 115 104 121
Maize ... . 97 98 108 109 113 114 96 99
Coffee ... ... ... it 95 92 95 126 118 114 100 90
Tea ... .. 96 98 96 96 96 104 100 95
CoCoa .. 79 75 94 86 62 87 113 127
Beef ... ... i 97 94 97 124 131 129 99 95
Mutton and lamb ............ 90 94 98 115 124 115 89 94
SUugar ... 96 99 204 156 86 82 99 86
Olive oil ...t 97 113 158 101 113 113 98 104
COPIa «vvvviieeieaieaenenns 81 78 88 93 104 88 90 89
Coconut oil ... ...c.oviiiinnn. 80 79 89 04 112 95 97 85
Ground-nuts ........ i 100 93 92 99 106 100 96 96
Ground-nut oil ........ ... ... 100 94 94 99 100 97 93 101
Palm kernels ................ 83 84 05 94 116 99 94 85
Palm kernel oif .............. 78 75 88 94 123 124 121 77
Palm oil ... 101 95 99 105 113 106 97 92
Linseed oil ....... ... ... ... 108 98 82 92 82 74 89 92
Linseed ........cciiiiiiiainn 104 104 94 93 91 86 94 97
Soya beans ..............eine 122 111 121 121 127 138 98 97
Soya bean oil ............... 131 106 107 107 129 131 99 84
Cotton-seed oil .............. 127 114 102 105 116 139 101 104
Wool ..o 99 98 118 121 102 107 107 91
Cotton .ot e 100 98 99 102 100 97 95 90
JUEE «oomo oo e 126 86 85 90 95 104 99 107
SISA] e 91 99 145 129 91 83 87 93
Tobacto . .ovveiiii i 102 103 110 111 110 107 103 96
Rubber ... . 76 72 67 64 66 63 98 82
Hides and skins ............. 97 89 74 76 84 112 152 91
Tron OFe . .vvieerveneannionns 103 102 97 94 94 95 103 96
Bauxite ... 103 105 101 100 101 101 100 100
Copper Of€ ........ooovnvovns 97 97 98 139 180 226 177 67
Tead orfe .vvivivrinneraninnns 90 78 88 142 153 129 83 77
ZANC OF@ o oeeiienrennenons 88 77 86 127 124 111 94 94
TIH OF€ .ot iiinneeriinnns 113 113 115 153 176 162 111 87
Nickel ore .........ccoinvnns 105 108 107 107 106 107 98 110
Manganese Ore .............. 97 94 85 88 97 99 100 100
Chrome Or€ .........ccvenans 100 100 90 90 %0 90 100 100
Petroleum .........oiiiinnnn 98 98 98 98 98 98 100 100
Coal . . e 102 103 108 109 113 114 101 100

Source: Centre for Development Planning, Projections
and Policies of the United Nations Secretariat, based on
information provided by the Statistical Office of the United
Nations and on International Tin Council, Statistical Bulletin
(The Hague); International Monetary Fund, International

By the same token, developing countries exporting
cereals can look forward to an increase in earnings,
unless their harvests are particularly poor. In this
respect Argeriina and Thailand seem to be better
placed than Burma and Cambodia where the 1966/67
crops suggest that production is still lagging. For
the other developing countries, export prospects,
though mixed, are generally less favourable than in
recent years.

For the producers of other consumer commodities,
for which world demand is rising rather slowly, the

Financial Statistics, July 1967; Commonwealth Secretariat,
Commodities Division, Tropical Products Quarterly (Lon-
don), June 1966 and June 1967, and Rice Bulletin (London),
May 1967.

main determinant is the inventory and crop position.
In the case of coffee, this continues to be difficult:
large stocks still exercise a depressing influence even
though supplies are governed by an export quota
system and efforts are being made to turn coffee
acreage in Brazil over to other purposes.® On the
whole, robuste prices have been standing up better
than those of arabica coffees, but the over-all decline

5 A diversification fund, financed by a levy on exports,
has been set up within the framework of the International
Coffee Agreement to facilitate a more broadly based effort
to bring production into better balance with demand.
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that started in 1965 had not been reversed by
mid-1967.

Tea prices are also down on 1966 levels and with
demand hardly increasing at all, the outlook for tea
earnings is far from bright. The volume of tea ex-
ported from Ceylon and India in 1966 was the lowest
for many years. Ceylon looks forward to a better
out-turn and higher export earnings in 1967. In the
case of India, two poor agricultural seasons have
seriously reduced export availabilities not only of
tea but of other products, too: one of the objectives
behind the selective liberalization of imports in 1967
is to provide needed inputs for priority activities,
including in particular those producing for export.

In the case of cocoa, the effects of the record
1964 /65 crop seem to have worn off and consumption
is running ahead of current supplies: prices in the
first four months of 1967 were well above the cor-
responding 1966 figures. The 1967 earnings of the
cocoa exporters depend on the mid-year and 1967/68
crops but, on the basis of realizations in the earlier
months, they should be appreciably higher than in
1966. In Nigeria, however, more favourable cocoa
results may be offset by the effect of lower prices
for palm products and of the disruption of production
and trade by internal political difficulties.

It is not clear whether sugar has yet recovered
from the situation of serious imbalance that has
prevailed in recent years: while there are signs that
consumption rates are beginning to catch up with
production, at least on a global basis, a reduction
in the very large stocks which have overhung the
market is not yet in sight. In 1965/66, a further
3 million tons—about 4 per cent of world centrifugal
production—was added to stocks already regarded as
excessive. On the free market, prices continue to be
extremely low by earlier standards, and in the first
quarter of 1967 the average was well below the cor-
responding 1966 level. With production in the more
advanced countries significantly higher than it was
in the early years of the decade,® moreover, it may
be some time before the sugar earnings of those de-
veloping countries that sell largely on the free market
—~China (Taiwan) and India, for example—take a
decisive turn upwards. ‘

Some advantage may accrue to other producers of
tobacco from the absence of supplies from Rhodesia,
but the developing countries are unlikely to benefit
greatly : few of them produce the light Virginia-type
flue-cured varieties which manufacturers require to
replace their previous purchases. There has been
little indication of any rise in the prices obtained

6 Relative to the average in the first half of the decade
(1960/61 to 1964/65), 1966/67 production is estimated to
be about 6 per cent higher in western Europe, about an
eighth higher in North America and almost half as much
again in the Soviet Union.

by other developing country exporters; these are in-
fluenced more by the quantity and quality of their
own harvests.

For the producers of raw materials, the most
disturbing feature of the 1967 situation has been
the slackening in industrial production in a number
of developed market economies. The average prices
of textile fibres, palm products, rubber, hides and
skins and ferrous and non-ferrous metals have been
declining and all were lower in the early months of
1967 than in the corresponding period in 1966.

The price index of fibres in international trade
was about 3 per cent lower in the first quarter of
1967 than in the first quarter of 1966. The largest
decline was in cross-bred wools, but sisal was being
quoted much below earlier levels on the London
market and, although Pakistan jute was fetching
more, burlap prices were less than in 1965 or 1966
on the New York market. The decline in the prices
of hard fibres is expected to have an adverse effect
on the export earnings of the Philippines (where a
lower copra price is also likely to depress receipts)
and of the United Republic of Tanzania (where a
reduction from the record 1966 level of coffee earn-
ings is also thought likely).

Lower price supports for United States cotton
may well exert a downward pull on other markets,
especially as the carry over into the 1966/67 season
was the highest on record. The cotton earnings of
some developing countries—Brazil, El Salvador,
Guatemala and Mexico as well as Iran and Syria,
for example—are likely to be reduced by the relative
size of the 1966/67 crop. The poor United Arab Re-
public out-turn of extra-long-staple cottons, however,
has induced a compensating rise in price which may
also benefit other producers of these varieties—Peru
and the Sudan, for example.

The rubber market has been affected chiefly by the
decline in motor-car production but its recovery is
likely to be limited by the large capacity now
available to produce various synthetic types. The
emergence of unused capacity in this sector could
exercise a very depressing effect on the demand
for natural rubber, even if the prices of major synthet-
ic types are held. Prices in the first quarter of 1967
were almost an eighth below the corresponding 1966
level. Lower prices may discourage production by
small holders in some developing countries, particu-
larly Indonesia, but Malaysia is likely to have more
rubber to market as its earlier efforts to raise yields
and quality are coming to fruition.

Excess capacity in the steel industry, especially
in western Europe, has tended to depress the market
for iron ore, while the average price of the major
non-ferrous metals, which has drifted downwards
since mid-1966, was 8 per cent below the correspond-
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ing 1966 level in the first quarter of 1967, copper,
lead, zinc and tin all participating in the decline.
The metal earnings of developing countries in the
period immediately ahead depend not only on the
rate at which industrial demand picks up in the
Federal Republic of Germany and the United King-
dom but also on military procurement and stockpile
policies in the United States. Some strategic stocks,
notably of copper and tin, have been drawn down in
recent years and this process may cease and even be
reversed. Copper production is expanding in Chile
but world supplies in 1967 may be affected by re-
percussions of wage negotiations (particularly in the
United States), disputes between mining companies
and the host Government (such as interrupted ex-
ports from the Democratic Republic of the Congo
early in the year) and political and logistical dif-
ficulties (such as those still troubling mining activi-
ties in Zambia). Chile expects its copper earnings to
be below the high 1966 level.

The implications of these price changes—whether
recorded in the early part of 1967 or still imminent—
obviously differ from one developing country to an-
other, depending on market arrangements and speci-
fic production achievements. In a general way, how-
ever, it is clear that with the faltering in the upswing

in industrial countries, the prospects for export earn-
ings in developing countries are much more clouded
than they have been for several years. Nor is this
uncertainty lessened by the promise of a greater flow
of resources either by way of invisible earnings or by
way of capital. Political developments in several parts
of the world are likely to have an adverse effect on
receipts from tourism and transit dues and hence on
the import capacity of the developing countries con-
cerned. And, partly as a result of these political dif-
ficulties, the underlying forces influencing the flow
of loans and grants-——whether from the point of view
of the external balance of the donor countries or from
the point of view of their budgetary situations—
have not noticeably improved. And while conditions
on some capital markets have eased slightly from the
worst of the credit squeeze of 1966, this has little
relevance to developing countries that lack the credit
standing necessary to borrow. In the meantime, more-
over, the claims on earnings arising from debt servic-
ing are on the increase as the grace periods on older
loans come to an end. The need for greater export
receipts is rising just as the outlook for achieving an
increase is tending to darken. After four successive
years of increase, the international liquidity of the
developing countries may be facing a period of strain.
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