








Chapter 5. Recent trends in primary exporting cOillltries

Table 97. Balance of Payments of Selected Primary Exporting COillltries (continued)
(Millions of national currency units) b

Merchandised Current
Country and period' Services balance

Receipts Payments (net) (net)

Rhodesia:
1955 ................. 83 75 -14 -6
1956................. 100 76 -25 -I

Thailand:
1955 (Jan.-Dec.) ....... 335 332 -19 -16
1956 (Jan.-Dec.) ....... 338 371 -15 -47

Turkey:
2641955 ................. 151 31 -82

1956................. 176 222 20 -26

Union ofSouth Africa:
485 -861955 (Jan.-Dec.) ....... 543 -28

1956 (Jan.-Dec.) ....... 599 494 -95 10

Donations and
long-term

capital (net)

2
10

21
22

77i
36i

24
2

Official short-term
capital and monetary

gold (net)

-10

-27
24

20
-8

Errors and
omissions

(net)

1

22

5
-ll

-16
-4

Source: International Monetary Fund, Balance of Payments
Yearbook, vol. 7 (Washington, D.C.) and International Financial
Statistics; Ceylon, Department of Census and Statistics, Quarterly
Bulletin of Statistics, vol. VII, No.2, June 1956; Central Bank of
Ceylon Bulletin, October and November 1956 and January 1957;
National Bank of Egypt, Economic Bulletin, vol. IX, No.4 (1956);
Federation of Rhodesia and Nyasaland, Central African Statis­
tical Office, Monthly Digest of Statistics, June 1956 and March
1957; Organisation for European Economic Co-operation, Eco­
nomic Conditions in Turkey, 1956 (Paris, 1956); replies of the
Governments of the Dominican Republic, Guatemala, New Zea­
land and Thailand to the United Nations questionnaire of
November 1956 on full employment and balance of payments.

a Data are subject to revision. Where figures are presented as
net, a minus sign indicates a debit, that is, an increase of assets
or a reduction of liabilities.

The relative internal stability which characterized
the second group of countries (I-B) was sustained in
some measure at the expense of external balance. In
all countries except Nicaragua there was a sizable
increase in imports in 1956 and in all countries except
Guatemala and Jamaica this was accompanied by a
decline in export receipts, occasioned to a large extent
by a drop in unit value. In Ceylon and Guatemala
the trade balance remained active; in Jamaica and
Panama th deficit was met by invisible receipts and
an appreciable inflow of capital; in Costa Rica and
Nicaragua external reserves were drawn down (see
chart 25).

In Ceylon the lowering of the price of rationed rice
in May, a continued increase in savings and the rising
trend of taxation also contributed to price stability in
the face of increased import unit values and a higher
rate of investment. In Guatemala a budget surplus in
1955/56 permitted the retirement of $0.8 million of
the public debt, successfully counteracting the inflation­
ary effects of the increased investment which was the
chief cause of the expansion of imports and the con­
sequent current account deficit. There was a sizable
inflow of capital and donations, which augmented offi­
cial holdings of foreign exchange.

In Jamaica, too, both production and investment rose
significantly, but though there was a substantial rise in
exports, it was not sufficient to finance the higher volume
of imports, and the merchandise deficit expanded. This
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b Except for Brazil, China: Taiwan, Indonesia, southern
Korea, Mexico, Thailand and Turkey, for which figures are in
millions of dollars.

• January to June except where indicated.
d Including non-monetary gold. For Burma, China: Taiwan,

India, Indonesia, Mexico and Thailand, exports f.o.b. and im­
ports c.i.f.; for Ceylon, each category partly f.o.b. and partly
c.i.f.; for southern Korea, exports mostly f.o.b. and imports
mostly c.Lf.; in all other cases merchandise trade f.o.b.

e Half of the full calendar year 1955.
f Including private donations.
• "Official long-term capital" is included with "Official short­

term capital and monetary gold".
h Including government imports of merchandise.
i Net balance of all capital transactions.

appears to have been counterbalanced, however, by a
rise in other (including capital) receipts, Jamaica was
the only member of the group to experience a rising
price level during the year-the result of the increase
in unit value of imports and of the demand flowing
from greater capital formation.

By contrast, the remaining two countries in the group
-Costa Rica and Nicaragua-showed some deflationary
symptoms in 1956. In Nicaragua the main export crops
were lower; the harvest of local food crops was larger,
however, and with smaller export incomes and a rise
in social security taxes, the price level actually de­
clined. The cost of living, which in 1955 was about
14 per cent above the 1954 level, fell by 7 per cent
during 1956. Exports-chiefly cotton and coffee-fluctu­
ated violently in a seasonal pattern which imports
tended to follow. Despite the institution of a system
of prior deposits to be paid by traders, imports kept
up towards the end of the year in the face of declining
exports. Hence, official holdings of foreign exchange,
which had been well maintained during the first three
quarters of the year, declined precipitantly in the
last quarter. In Costa Rica, price changes were
similar, though more moderate; with exports substan­
tially lower, there was also a rapid decline in external
reserves from mid-1955 level attained as a result of
record coffee receipts in 1954/55.

All six countries in group I-C registered active trade
balances in 1956. The improvement in merchandise aco
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Chart 25. Changes hetween 1955 and 1956 in Cost of Living, Balance of Trade, and Official Gold and
Foreign Exchange Holdings in Selected Primary Exporting Countries

COST OF LIVING INDEX, 1956
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The length of the arrow measures (on the vertical scale) the
percentage change in official reserves during 1956 (December

count was due entirely to an expansion in exports in
the Belgian Congo, Haiti and Trinidad but only partly
to this factor in Ecuador, Honduras and Mauritius,
where imports were substantially below the 1955 level.

In Ecuador and Honduras there was a slackening
in activity in 1956 and deflationary conditions tended
to develop during the year. In Ecuador, where the
lag in domestic production was quite marked, stricter
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1955 to November 1956 in the case of Indonesia, Uruguay and
Venezuela; December 1955 to January 1957 in the case of Israel;
and September 1955 to September 1956 in the case of Iraq).
Data for cost of living are yearly averages; trade balance in some
cases pertains to the year ending in September.

controls over imports-including the suspension or
prohibition of some less essential items-had to be im­
posed in March, following a rapid decline in reserves
that had started in 1955. In contrast to this, there was
a marked increase in production in Trinidad, both for
domestic use and for exports. The cost of living, which
had increased by 5 per cent between 1954 and 1955,
remained stable during 1956.



Chapter 5. Recent trends in primary exporting countries

In Haiti and Mauritius the movement in prices was
the reverse of this. The fact that the cost of living rose
slowly during the year-in contrast to the gradual
decline in 1955-was due in large measure to the
rise in import unit values, though the improvement
in external balance also contributed, especially in
Mauritius.

Most of the countries in this group enjoyed slightly
more favourable terms of trade in 1956 than in 1955.
But the prices of some of their exports declined and
it was in order to expand exports in the face of such
commodity price changes that export duties were re­
duced in the Belgian Congo on such items as copper
wire, palm oil and lower quality coffee.

Countries in group II are those which experienced
definite-but relatively mild-inflationary pressures in
1956. Group II-A comprises countries in which this was
not accompanied by any significant change in the
balance of trade.4 In general the level of trade was
well maintained in this group: exports were higher
than in 1955 in all countries except Thailand-where
they were of the same value as in 1955-and imports
were higher in all countries except Colombia, where
controls held them slightly below the 1955 figure. On
the whole the evolution of prices did not change greatly
between 1955 and 1956, except in Egypt and Colombia.
In the former, inflationary pressure was a new phono­
menon; in the latter it had been held in check in 1955
by an appreciably larger volume of imports.

In Egypt-and to a less extent Lebanon too-the
change from declining to rising prices reflects both an
expansion of investment and an increase in the unit
value of imports. In Egypt interest rates moved up­
ward in the course of the year. A reduction of its export
tax on cotton, the reopening of the futures market (in
September 1955) and the conclusion of a number of
trade agreements with eastern European countries led
to a higher level of exports in the first half of the
year. Import permits, issued quarterly at 80 per cent
of the 1954/55 rate, were not granted for "luxuries"
or products made locally in adequate quantities. They
were much more rigorously controlled in the last
quarter of the year, for although there had been no
marked deterioration in the balance of payments-the
current account having much the same structure in
the first three quarters of 1956 as in the corresponding
period in 1955 (see table 97) -the continued high
level of imports had caused external reserves to decline
steadily between March 1955 and June 1956, while
with the closing of the Suez Canal non-merchandise

• It should be noted that in this group are several countries in
which merchandise trade plays a relatively smaller role in the
over-all balance of payments than is customary among primary
exporting countries: Egypt and Lebanon earn substantial
amounts from "invisible" exports and in Kenya, the Netherlands
Antilles and Tunisia other current items, including donations,
are of special impertance.
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receipts dropped rapidly. In Lebanon, by contrast, offi­
cial reserves were well maintained.

In Colombia, too, a significant rise in fixed capital
formation contributed to the increase in inflationary
pressures in 1956. Even more than in Egypt the
domestic im1alance was accentuated by external pay­
ments difficulties. Despite more favourable terms of
trade, imports in the first three quarters of 1956 were
running about 8 per cent above the high 1955 rate
and well above export earnings; official reserves, which
had declined by 45 per cent in 1955, declined by a
further $42 million (70 per cent). Import licensing
was suspended in October, and the drastic cutback in
imports subsequently imposed served to reduce the im­
port bill for the year as a whole to just below the 1955
level. Rising prices of imported goods led the Govern­
ment to impose a price "freeze" on such goods in
October. In an effort to hold down living costs, control
had earlier (in May) been placed on rents. In the sec­
ond half of the year more emphasis was laid on pro­
duction, and in spite of the general policy of restricting
credit-through a higher discount rate and higher mar­
ginal reserve requirements for the commercial banks
-increased advances were explicitly permitted for hous­
ing and farming.

There was some slackening in the rate of increase
of prices in EI Salvador, Kenya and the Netherlands
Antilles, which was chiefly the result of increased
domestic production, along with higher imports-paid
for, at least to no less an extent than in 1955, by higher
exports. In the case of Kenya the ending of the Mall,
Mall, emergency was also an important stabilizing factor.

In Peru, Thailand and Tunisia, on the other hand,
there was a slight acceleration in the rate of price
rise, chiefly as a result of the tendency for expenditure
to outstrip the fairly modest increases in production,
supplemented as these were by a greater volume of
imports.

In Thailand, though the government deficit appears
to have been somewhat smaller than in 1954/55, it
was still a significant inflationary factor, reflected in
part in the higher rate of capital formation. The ex~

pansion of imports followed a relaxation of control in
September 1955. Because of a decline in unit value,
this was not offset by a rise in export receipts, despite'
the improved rice harvest of 1955/56 and efforts to'
encourage private exports by the grant of exchange'
retention rights. However, the resultant deterioration in
current account was offset by an inflow of capital and'
donations, and exchange holdings remained fairl}\"
steady.

Investment appears to have increased in Peru, too,
mainly in the export sector but also in domestic agricul­
ture following the grant of special loans to sman
farmers. Wage adjustments were made in the mining
and fishing industries early in the year-following a
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5 per cent increase in the cost of living during ·1955­
but it was only after a series of strikes in April that
wages were raised in the textile industry and then
only in return for a higher degree of tariff protection,
which also contributed to higher consumer prices. To
offset the lower world market prices in the 1955/56
season, export duties on wool were reduced, but imports
increased relatively more than exports. As in Thailand,
however, the effect of this on the balance of trade was
more than counterbalanced by an inflow of capital­
IBRD and private-and official reserves rose during the
year.

Except in Algeria and Pakistan, where special dis­
equilibrants were operating, the basic cause of the rise
of inflationary pressure in the countries of group H-B
was an increase in capital formation in 1956. This
was also the principal reason for the expansion in
imports. Since export earnings were lower in four of
the six countries (including Iraq, on a calendar year
basis) and only slightly higher in the other two, there
was a general deterioration in trade balance.

The principal reasons for a rise in the cost of living
in Pakistan in 1956-after two years of declining prices
-were the rise in rupee cost of imports following the
devaluation of August 1955 and the local food situation
in regions where flooding and other adverse natural con·
ditions caused crop failures. Though in the course of the
year ending in June 1956 the cost of living rose by only
5 per cent in Karachi and by 7 per cent in Lahore,
it rose considerably more in East Pakistan, where the
rice shortage was most acute-by as much as 60 per
cent in one region. The rise in imports was largely the
result of the need to make good these local food
shortages. Otherwise, trade and exchange controls re­
mained stringent, imports being limited in general to
producer or consumer essentials. Further efforts were
made to expand exports-by the renewal of the exchange
retention scheme that had been inaugurated in 1954,
the reduction of export duties on raw cotton and the
:removal of quota restrictions on jute exports; never­
theless, there was a 15 per cent decline in the aggregate
dollar value of exports. The resultant current account
deficit was not fully reflected in declining exchange
holdings, however, since a substantial proportion of the
increment in imports was financed by foreign (espe­
cially United States) aid.

In Ghana a rise in the quantum of exports was
turned into a severe decline in receipts by the drop
in cocoa prices. Its sterling assets being an adequate
cushion, no special measures were taken to restrain
imports; indeed, there was some liberalization of trade
during the year. Nevertheless, there was a slackening
in the development programme, a number of customs
duties were raised in the 1956/57 budget and subsidies
were arranged to prevent the closing up of more gold
;mines.
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In Iraq, whose terms of trade were also less favour­
able in 1956, reserves continued to climb-at least until
October-though at a slower rate, since the rise in
imports brought about by more rapid internal develop­
ment reduced the trade surplus. Though no precise
figure can be given at this stage, exports declined to a
very low level in the last two months of the year.

In the Federation of Rhodesia and Nyasaland, invest­
ment has been maintained at a very high rate for several
years and despite the continued inflow of imports, the
price level has moved slowly upward. The 1955/56
budget yielded a surplus and the only concession made
in the 1956/57 budget was an increase in the allowance
for insurance premiums. This was designed to raise
the level of personal savings, as also was an increase
in the interest rate on funds held in post office savings
accounts. The expansion in imports-which almost eli­
minated the trade surplus in 1956-was financed in
large measure by foreign-owned capital.

In Ghana, Iraq and Rhodesia there was an accelera­
tion in the rate of price increase in 1956. In Mexico, in
contrast, there was a dramatic improvement in internal
balance; whereas there had been a 16 per cent rise
in the cost of living between 1954 and 1955, the rise
between 1955 and 1956 was only 5 per cent and at the
end of the year the index was slightly lower than at
the beginning. A budget surplus in 1954/55 was a
balanced budget in 1955/56 along with monetary reo
straints, which in 1955 kept the expansion in money
supply less than the increase in gold and exchange
reserves, constituted the principal disinflationary polio
cies. More significant, perhaps, was the rise in available
supplies-both from a higher level of domestic produc­
tion and from a large increase in imports. The latter
resulted in a larger merchandise deficit and a smaller
current account surplus. Imports also inclu'lled a greater
inflow of capital goods, however, reflecting the high
rate of investment financed largely by a continued in­
flux of foreign funds-from the International Bank for
Reconstruction and Development, the Export-Import
Bank and private investors-which helped to raise re­
serves again in 1956.

Group H-C contains the countries in which a moder­
ate rise in retail prices was accompanied by an improve­
ment in the merchandise balance. In all countries ex­
cept the Union of South Africa there was a reduc­
tion in imports and the rise in prices was greater
between 1955 and 1956 than between 1954 and 1955.
In all countries except French West Africa anti-infla­
tionary policies were explicitly adopted, though
Morocco had some difficulty in balancing the budget,
while in the Philippines there was a considerable ex­
pansion of investment, partly under government
auspices. Where more vigorous restraints were applied
to reduce total demand, the effect was evident in a
decline in the per capita level of consumption, as in
New Zealand, or of capital formation, as in South
Africa, or of both, as in Australia.
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In New Zealand, fonowing a sharp fall in reserves
in the second half of 1955, direct limitation of imports
was used to a rather greater extent in 1956. Official
policy, however, continued to aim at control of imports
by way of restraining internal demand. The 1955/56
budget was in surplus, interest rates were raised both to
curb private borrowing and to encourage savings, new
construction was regulated both by a capital issues
committee and by building control, commercial bank
liquidity was kept under dose supervision by changing
reserves requirements and the central bank discount
rate was maintained at the high level of 7 per cent
to which it had been raised toward the end of 1955.

In the Union of South Africa the principal official re­
straint was exercised through the banking system, with
a higher central bank discount rate after September
1955 and requests for limitation of commercial bank
credit. Fiscal policy was mildly restrictive, too, with a
budgetary surplus and tax adjustments aimed at reduc­
ing spending and encouraging saving. The process of
trade liberalization was carried forward during the
year: there was some further relaxation of control over
imports and over the export of goods with a high dollar
content. This reflects a notable strengthening of the
current account-which was actually in surplus for the
year as a whole-rather than any increase in the inflow
of capital. In 1956 the inflow of funds on government
account-from the International Bank for Reconstruc­
tion and Development and the Export-Import Bank, for
example-seems to have been offset by a net outflow
of private capital, though not to as great an extent
as in 1955. At the end of 1956 official holdings of gold
and foreign exchange were only one per cent higher
than a year earlier and still 11 per cent below the level
of December 1954.

In Australia import cuts were re-imposed in October
1955 following a rapid decline in gold and foreign
exchange holdings, due chiefly to an upsurge in imports
but enhanced by a further deterioration in terms of
trade. These cuts were slow in bringing about a re­
duction in payments and they were reinforced by fur­
ther measures in mid-1956, by which time reserves had
begun recovering from the low level-not much more
than half the December 1953 figure-to which they had
fallen by March 1956. The current account shortfall
in the first half of 1956, though appreciably smaller
than that recorded in the first half of 1955, was still
above £AI00 million. With a significantly lower level
of imports in the second half of the year-£A60 mil­
lion a month, compared with £A68 million in the first
half of 1956 and £A74 million in the first half of 1955
-a rise in exports, a more favourable trend in export
prices and a continued inflow of capital on both gov­
ernment and private account, official holdings of gold
and foreign exchange increased by no less than $157
million. The reduction in imports tended to magnify the
pressure of demand against supply within the economy,
notwithstanding the restraint on private expenditure
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exerted by a supplementary budget in March that aimed
at a 10 per cent increase in tax revenue. Interest rates
were allowed to rise and the central bank withdrew
its support of the bond market. The 1956/57 budget,
promulgated in August, retained the new tax measures.
Federal government policy was to restrain wages and
loosen their tie with the cost of living, but in this mat­
ter few of the state authorities followed suit.

In Morocco and the Philippines export earnings met
only three-fourths of the import bill-a fact which
magnifies the significance of the movement of capital.
This appears to have continued outward from Morocco
during the year, but inward in the case of the Philip­
pines, where donations were also an important item,
significantly larger in 1956 than in 1955. A serious de­
cline in reserves in the Philippines in 1955 was the
reason for stricter import control. There was a severe
cut in imports of consumer goods, especially textiles,
early in 1956, which reinforced the new, higher pro­
tective tariff that was introduced at the beginning of the
year. A large current account deficit in the first half of
1955 was thus turned into a small surplus in the first
half of 1956. Later, however, meeting the demand for
capital and producer goods generated by the higher
level of investment offset much of the effect of the cut­
back in consumer imports-which was itself abandoned
in November; hence the gain in reserves-$6 million in
the course of 1956-was no more than 11 per cent of the
loss that had occurred in 1955. The reduction in the
supply of imported goods, along with higher unit
values, tended to accentuate the rise in prices caused
principally by the increase in capital formation. In
contrast to the situation in nearly all the other countries
in group II.C, this rise of domestic prices in 1956 fol­
lowed a period in which deflationary forces had pre­
vailed.

Group III brings together the countries with internal
disequilibrium manifested in a rise in retail prices be­
tween 1955 and 1956 equivalent to an average of more
than 0.5 per cent per month. In most cases this rise
reflects inflationary strains of relatively long standing,
but in one or two countries-notably India, and to a
smaller extent Nigeria and Syria-claims on resources
initiated during the year played a predominant part in
raising prices.

Group III-A comprises countries in which these in­
flationary pressures caused no significant change to the
external balance in 1956. Except in Burma this con­
tinued to be in substantial deficit. There were increases
in exports in all countries except China: Taiwan, though
the rise was only a small one in Bolivia and in Argen­
tina it was more than outweighed by a decline in export
prices. Except in Argentina and China: Taiwan expen­
diture on imports also rose, but the increase in import
quantum was generally quite small.

In southern Korea, with over 90 per cent of its im­
ports again financed by foreign aid, inflationary pres-
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sures, arising chiefly in the public sector, remained very
severe and though the cost of living rose less between
1955 and 1956 than it had between 1954 and 1955, it in­
creased by no less than 45 per cent in the course of the
year. In Israel there was also a deficit-on the defence
budget-and in August certain tax concessions and
lower interest loans were introduced as incentives to
investment in designated areas, such as the Negeb.
Official exchange reserves, which had risen fairly stead­
ily until June, declined rapidly in the second half of the
year. In Syria, the Suez crisis affected public revenue
and on balance magnified the inflationary forces, as it
did in Israel.

In Bolivia unbalanced public accounts lay behind a
further acceleration of the rate of inflation, but a serious
drought, which reduced agricultural production, also
contributed. Official holdings of gold and foreign ex·
change had been almost depleted between 1951 and
1955, and the external value of the currency depreciated
even faster than the internal value during 1956, even
though trade was more or less at the 1955 level. A
thorough-going exchange stabilization programme was
launched at the end of the year. The multiple rate
structure was abandoned and the boliviano left free,
subject to support by a special equalization fund set
up with the aid of the International Monetary Fund and
the United States.

In Burma foreign trade was at a lower level in the
first half of 1956 than in the first half of 1955: like the
1955/56 rice crop, exports failed to increase, despite
a lowering of rail freight rates designed to cheapen
movement to the ports. And, notwithstanding the reo
laxation of the severe controls imposed in 1955, im­
ports did not regain the 1954 rate until the second half
of the year. Liquidation of stocks and a larger 1956/57
rice crop permitted increased exports in the second half
of the year; imports also rose with the extension of the
"open general list" in June and November. Though the
merchandise balance was slightly less active, official
gold and foreign exchange holdings rose by $29 mil­
lion in the course of the year, making good a small part
of the decline that had taken place in 1954 and 1955.
The lag in imports in the first part of the year, however,
aggravated the inflationary effects of government bor­
rowing from the central bank, which continued despite
restraints placed on public investment.

Efforts to improve internal balance in Argentina were
complicated by the precarious state of external balance,
which did not permit any expansion of imports. Follow·
ing liberalization of the exchange system in October
1955, when the peso was devalued, a multilateral pay·
ments agreement with ten western European countries
was entered into in July 1956. This allowed for the
consolidation of outstanding commercial debts and ar­
rangements for their amortization over ten years. The
external position was also strengthened by accession
to the IRternational Monetary Fund and the Interna-
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tional Bank for Reconstruction and Development in
August. With the strengthening of the free peso rate
in the first eight months of the year, the range of trans·
actions to be effected at this rate was widened. But little
help was derived from the export side, for a decline
in unit value reduced total receipts below the 1955 level,
and external reserves continued to fall. Both through
restraint on domestic expenditure and by more direct
fiscal means a tight rein was kept on imports, priority
being given to the needs of power and transport, and
despite a rise in import prices the total import bill was
held about 4 per cent below the 1955 level. This decline
in the volume of imports and the increase in their unit
value accentuated the rise in retail prices-16 per cent
in the course of the year-which continued in spite of
official efforts at restraint. Among the restraining meas­
ures were a slow reduction of the civil establishment,
tighter credit controls, resistance to trade union pres­
sure for wage increases, reintroduction of price con­
trols, an "emergency" levy of 20 per cent of the 1955
tax on incomes and other steps designed to further
the stabilization programme which had been inaugu­
rated in October 1955.

In the countries of group III·B, an increase in invest­
ment was the basic cause for both a rise of inflationary
forces and a deterioration in external balance. In all
except Viet-Nam, imports were substantially greater
in 1956 than in 1955, and in all except Laos exports
were either lower in volume or else yielded smaller
receipts.

The inflationary effect of a large increase in invest.
ment is seen most clearly in India, where despite a small
increase in domestic production and the supplemental
effect of a major expansion in imports the upsurge in
capital formation placed a considerable strain on avail·
able resources. This was reflected in a rise in both retail
and wholesale price indices of 12 per cent in the course
of the year. The Government's anti-inflationary meas­
ures grew progressively more severe during the year.
Restraints were placed on certain exports early in 1956
while, to make up for the shortfall in the cereal crop
and to counter speculation, releases were made from
official stocks. The commercial banks were requested
not to expand their lending to the private sector, and
in September the central bank was given authority to
vary the reserve requirements applicable to those banks.
Taxes were increased in March in the 1956/57 bud.
get, but with the cash deficit rising rapidly, a supple­
mentary budget was introduced towards the end of the
year providing for higher customs duties, higher in­
come taxes, a capital gains tax and some compulsory
lending of undistributed profits of corporations. The
year had opened with a rather more liberal import
policy. The mounting demands for development pur­
poses, however, coupled with some decline in export
proceeds, resulted in a large deficit on current account
-1,534 million rupees in the first three quarters of
1956 against 2 million rupees in the same period in
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1955. Although the net inflow of donations was larger
than in the preceding year, it was small compared with
this deficit, and the brunt of the burden was borne by
the foreign exchange reserves. These declined by $233
million whereas they had increased by $25 million in
the corresponding period of 1955. Despite efforts to
increase exports (by reducing the export duty on coarse
cloth, for example) and to reduce imports (by stricter
licensing introduced in October and higher customs
duties introduced in December, for example) reserves
were still falling at the end of the year.

Development expenditures also increased in Nigeria
and this was largely responsible for the rise in imports.
Because of lower prices-for cocoa, in particular-ex.
port earnings failed to reach the 1955'level and there
was some drawing down of sterling holdings. In Viet·
Nam there was a much greater relative decline in ex·
ports which, outweighing a reduction in imports that
was brought about mainly by a reorganization of trad·
ing conditions, increased the trade deficit very mark·
edly. Internally, however, living costs, which rose rap·
idly until August, dropped dramatically in the last
quarter of the year as the new rice crop was harvested.
The import balance was financed largely by foreign­
chiefly United States-aid, as it was in Laos, where ex·
ports again met less than one·tenth of the import bill.
Here a marked increase in development activity, also
financed in large measure by foreign aid, seems to have
been the basic cause of rising prices. Though paddy
production in 1955/56 showed some recovery from the
low level of 1954/55, this did not prevent a rise in food
prices, but the main reason for an increase in the cost
of living in the capital, Vientiane, was a rise in rent
which followed from the rapid increase in the city's
population.

Indonesia differs from the other countries in this
group by virtue of a notable reduction in the rate of
increase in prices. Food costs, which had risen by 36
per cent in the course of 1955, were no higher in the
fourth quarter of 1956 than in the fourth quarter of
1955. Though a considerable improvement in the cash
position of the Government occurred in the first half
of 1956-a surplus of 26 million rupiahs as against a
deficit of 1,236 million in the first half of 1955-the
main price reducing factor was a 50 per cent expansion
of imports in the first three quarters of 1956 (compared
with the corresponding period in 1955) under the more
liberal trade policy inaugurated in the last quarter
of 1955. The wholesale price index of imported goods,
which was about one·third higher in 1955 than in 1954,
declined by almost 7 per cent between October 1955
and June 1956. The current account balance, however,
was transformed from a large surplus in the first half of
1955 to a much larger deficit in the first half of 1956.
This reflects less favourable terms of trade and-more
significant-the fact that the expansion of the quantum
of imports was not counterbalanced by an increase in
the quantum of exports. Though there was a small net
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inflow of private capital-partly the result of an Export·
Import Bank advance-as against a net outflow in
1955, the burden of payment fell heavily on reserves,
which declined from the relatively high figure of $307
million left by the rubber boom at the end of 1955 to
$168 million in July 1956 when new restraints had to
be placed on external transactions. A new system of sur·
charges on imports was introduced in September; in
conjunction with a system of premiums payable in for·
eign exchange certificates designed to encourage ex­
ports, this restored reserves by the end of 1956 to the
level obtaining at the end of 1954, though they began
declining again early in the new year.

Finally, in group III·C are the countries with deep­
seated inflationary problems whose balance of trade
nevertheless improved in 1956. In each of these the
pressure of internal demand has been the principal
cause of external disequilibrium. Amelioration of this
was the prime object of official policy in 1956. The re­
sult was a notable reduction in imports in all five coun·
tries, accompanied-in all save Turkey-by an expan·
sion in exports and hence a marked improvement in
the merchandise balance.

In Uruguay, the improvement in external balance
was partly the result of more favourable terms of trade.
In August the system of exchange control was simplified
somewhat in a change which involved, in effect, a gen·
eral devaluation. Exports were allocated rates ranging
in ten gradations from completely basic for the most
salable category to completely free for the least salable
category, while imports were divided into three classes,
"most essential" being subject to permit at the basic
rate, "less essential" subject to quota at the free market
rate and "luxury" subject to the free market rate plus
a surcharge paid into a fund for subsidizing the first
of these classes. At the same time a system of prior
deposit was introduced into the issue of import permits.
At one stage restrictions on imports were so tight that
industrial operations were hampered by shortage of raw
materials. With the rise in wool prices in the third
quarter, the merchandise account was brought more
nearly into balance. The deficit in public accounts was
somewhat larger in 1956 than 1955 and the rise in the
peso price of imports tended to accentuate the inflation­
ary pressures. Despite price controls on many essentifll
goods and subsidies on such items as bread, meat and
milk, the cost of living continued to rise and for the
year as a whole was about one-third above the 1953
average.

In Brazil, where controls had been tightened after
the upsurge in imports in 1954, organization of the
so-called Hague Club in 1955 and creation of a special
ACL (Area de Convertibilidad Limitada) unit of ac·
count transferable among its European members-in·
creased to seven during the year-facilitated a higher
degree of multilateralism in 1956. Imports, however,
continued to be regulated through the auctioning of
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limited, though slowly expanding, amounts of ex­
change. In the face of deteriorating terms of trade,
efforts were also made to increase exports: in May the
effective exchange rate applicable to four different cate­
gories of exports-other than coffee-was increased, the
smallest cruzeiro bonus accruing to cotton, cocoa and
hides and the largest to manufactures. In the first half
of the year, largely through the cutback in imports,
there was a substantial current account surplus-as
against a deficit in 1955-and this was reflected in in­
creased exchange reserves. The trade surplus continued
in the second half of the year, though at a reduced level,
and by December external reserves had reached their
highest point since 1950. Internally, however, the in­
flationary forces were barely held in check. Reserve re­
quirements of the commercial banks were raised in
July, interest rates rose and credit conditions were
tightened. But minimum wages were increased sharply
in August, production rose only slightly, the govern­
ment deficit was substantially larger than in 1955 and
the rate of increase of prices showed no slackening.

In Turkey the rise in the cost of living between 1955
and 1956 was somewhat greater than between 1954 and
1955, but it was concentrated mainly in the first half
of the year; the stabilization programme inaugurated
in June served to slow down the advance. The bank
rate, which had been raised by Ph per cent in June
1955, was raised by a further Ph per cent to 6 per
cent. Retail prices were controlled by a chain of profit
fixation. No further increase was sanctioned in agricul­
tural price supports, which are financed by the central
bank. Lending ceilings were imposed on the commer­
cial banks, and an attempt was made to curb the ex­
pansion of public enterprises. Though exports rose in
volume, total proceeds were somewhat lower. Strict
trade and exchange controls remained in operation,
modified in various ways and in some respects inten­
sified in 1956. In August, price discrimination and
premiums on exports were discontinued when a bank
was established to allocate foreign exchange. This ac­
tion was followed in October by a partial devaluation
affecting imports of industrial equipment and spare
parts, as well as travel and income payments and cer­
tain other non-merchandise items. In the first half of
the year the current account deficit was substantially
lower and aid receipts substantially higher and by the
end of the year the merchandise balance had improved
by some $83 million, the net European Payments Union
deficit was $17 million less than in 1955 and reserves
about $19 million higher (though $8 million of this
increase was in the form of non-convertible trade agree­
ment balances).

In Chile there was a marked deceleration in the rate
of domestic price increase, achieved in the face of sub­
stantially smaller imports and higher import prices.
The principal explanation seems to lie not in expansion
in domestic production-which in fact was of minor
proportions-but in a decline in investment induced
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by credit and other restraints. The impact of this de­
cline was reduced, however, by further budget deficits
and government borrowing from the central bank.
These deficits were due neither to declining revenue
nor to increased development expenditure but to the
rising costs of ordinary administration following wage
and salary adjustments made in the public as well as
the private sector in the wake of rising prices. Thus,
despite the apparent slowing down in the annual aver­
age increase in the price level, wage inflation remained
a serious problem. The cost of living rose rapidly dur­
ing 1956 and at the end of the year this index was six
times the 1953 average.

Restoration of external equilibrium in Chile was
undertaken as part of a general stabilization programme
launched towards the end of 1955. The principal meas­
ures were enacted in April 1956, when the multiple ex­
change system was replaced by two free rates-one for
trade and the other for tourist and capital transactions
-supported by a special stabilization fund set up with
the aid of the International Monetary Fund and the
United States. Quantitative restrictions were greatly re­
duced but many items-including motor-cars, for ex­
ample-were placed on a prohibited list, and prior de­
po;;its, ranging from 5 to 400 per cent of the value of
the goods, were required of importers. In the first three
quarters of 1956 exports-stimulated by the more fav­
ourable rate of exchange now applicable to the large
mines and reflecting a rise in unit value-yielded about
one-fifth more than in the corresponding period in
1955. Imports, on the other hand, were 5 per cent lower.
As a result, official reserves continued the increase that
the 1955 copper boom had started and by the end of
September were almost $21 million (27 per cent) above
the level of a year earlier. Thereafter there was an
appreciable weakening of the situation : official ex­
change reserves and the value of the peso both declined.
This was due partIy to a decline in the price of copper,
which affected the merchandise balance and reduced
the Government's receipts of foreign exchange, partly
to non-trade transactions and partly to the uncertainty:
generated both by the powerful inflationary forces still
evident in the domestic economy and by the initial ef·
fects of the official disinflationary policy. These in­
cluded a lag in real wages, a rise in unemployment
and relatively stringent credit conditions.

PROBLEMS AND POLICIES

As in many previous years, 1956 saw no general
trend toward government policies of a particular na­
ture in the primary exporting countries: in general,
measures were adopted on an ad hoc basis to meet the
economic situation as it developed. On balance, how­
ever, restrictive measures were more frequent than
liberalizing ones, especially in domestic matters. This
reflects not only the increased incidence of inflation
but also the not unrelated danger that most of these
countries are exposed to because of the smallness of
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their exchange reserves in relation to potential import
demand.

There are many patterns of inflation, but in 1956
two or three stood out as the most common or the most
intractable. Though the distinction between these pat­
terns is far from complete, they may be typified for
present purposes by their main characteristic. Thus, in
some countries the principal inflationary pressure arose
from-or was accentuated hy-a failure of supplies to
meet a level of demand that had come to be accepted
as normal. In others it arose chiefly from a more or less
sudden increase in demand, associated in most cases
with an expansion of investment. In others again it
was the result of an excessive claim on available re­
sources exercised continuously-often through deficit
spending in the public sector-over a much longer pe­
riod of time. In some countries in which this pattern had
become established, the spiralling effect of successive
rounds of wage increases and price increases emerged
very clearly. In few cases did inflationary forces have
their origin in a sudden and substantial rise in export
incomes, even among those countries whose major ex­
port-petroleum, rubber and copper, in particular-en­
joyed a booming market in 1955.

Where internal balance was threatened by changes
on the supply side, a shortfall in domestic production
was chiefly responsible in some cases-Pakistan, for
example-while in others, such as Australia, a major
cause was reduced imports. In most instances of this
category of imbalance, however, the failure of supply
to rise adequately was due to deficiency in both sources
-as in Brazil, to a certain extent, and more clearly in
Colombia and Turkey. In almost all countries in which
a shortage of imported goods caused or enhanced in·
flationary tendencies, the immediate reason lay in reo
strictive policies aimed at protecting the balance of
payments, pressure on which had arisen in an earlier
period. Some of the causes of this pressure are men­
tioned below and are dealt with in some detail in chap­
ter 3, but it is pertinent to note in the context of this
paragraph that in a number of countries the under·
lying factor was again a production failure-the result
of lack of growth (or even of retrogression) in the
export sector.

Where a threat to internal equilibrium originated
in an increase in the claims on resources for capital
formation, its magnitude was largely dependent on the
method used for financing. In countries in which the
new investment was initiated principally by government
and financed to a marked extent by borrowing from the
central bank-as in Thailand and somewhat less in
Egypt and India-the inflationary forces tended to be
more severe. Where a greater relative volume of exter·
nal resources was available, the internal strain of in­
creased investment was relieved to some degree-as in
Mexico and Rhodesia-but usually at the expense of a
noticeable deterioration in the current account of the
balance of payments.
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The possibility of deliberately reducing consumption
in order to release resources for capital formation is
rather narrowly circumscribed in most primary ex­
porting countries by the low level of personal income.
It seems to have been achieved in 1956 in a few of the
higher income members of the group-notably Austra­
lia and New Zealand, where government policies were
directed toward cutting back total demand, not only
consumption but also investment. In some countries­
Argentina, Brazil and Chile, for example-it also seems
to have been brought about, at least in per capita terms,
by the process of inflation itself. As indicated below,
this process seems to have been accepted in some coun­
tries as a means of bringing effective demand into line
with available supplies. In other countries, however­
especially where the emergence of inflationary forces
was very recent-this equilibrating function of rising
prices was resisted, as in India where in order to pro·
tect consumers the Government released cereals from
its reserves and opened a large number of so-called
"fair price" shops.

Though the upsurge in investment which lay behind
the internal disequilibrium in many of the cases just
referred to reflects the desire to accelerate the pace of
economic development, the rising incidence of the reo
sultant inflation induced several governments to apply
the brake, either directly on public capital formation­
as in Burma and, more recently, Ghana-or indirectly
by raising interest rates and stiffening credit condi·
tions-as in Brazil, the Union of South Africa and
Turkey, as well as Australia and New Zealand.

Monetary restraints exercised through changes in
interest rates seem to have had some success in curbing
investment, especially residential construction. But this
was confined largely to countries in which the credit
system is highly organized and in which the inflationary
forces stemmed mainly from excessive demand of fairly
recent origin. In other circumstances monetary meas­
ures proved less effective. On the whole, the more direct
control over commercial bank credit exercised through
the variation of bank liquidity by alteration of reserve
requirements seems to be better adapted to conditions
in primary exporting countries than the less direct
device of changing the central bank discount rate or
other rates of interest. In 1956 flexible reserve require.
ments were actively used for controlling credit in the
private sector in several of these countries-New Zea·
land and Peru, for example-and authority to use the
technique has recently been provided for in India,
Rhodesia and the Union of South Africa. In most cases
higher proportionate reserves are required against cur·
rent account deposits than against fixed or time deposits.
Ratios have generally been prescribed in terms of total
deposits, but in 1956 more countries-especially in
Latin America-began fixing marginal ratios, usually
governing the increment in deposits after a specified
date. Marginal differentiation was also introduced­
in Chile, for example-in re-discount facilities, progres-
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sively higher rates being charged as a commercial bank
increased its borrowing from the central bank.

The effectiveness of the rate of interest as a regulator
is limited not only by rudimentary organization of the
money market in most of the primary exporting coun­
tries but also by the inflationary process itself. This is
most apparent in those countries in which the lack of
internal balance reflects claims on resources that have
been in excess of available supplies over a period of
years. Here the annual increase in the price level has
been of such a magnitude that even large changes in in­
terest rates have had relatively little significance. Thus,
the rise in the central bank rate in 1956 in Chile and
Turkey, for example, though large percentage-wise, was
much less impressive in relation to the rate at which
other prices were increasing.

It is this chronic inflation which presents one of the
most intractable problems. Its basic cause in many in­
stances continued to be investment and deficit spending
by governments and government agencies, but in com­
peting for the use of scarce resources private producers
have tended to bid up factor prices so that a form of
cost inflation has emerged in some countries which is
extremely difficult to control. Apart from the political
difficulty associated with enacting and putting into effect
deflationary measures, experience in 1956-in such
countries as Argentina and Chile, for example-has il·
lustrated some of the underlying economic problems.

The attainment of budgetary equilibrium requires
some combination of reduced expenditure and increased
revenue, and efforts to achieve this have revealed how
inflexible the structure of public finance tends to be.
Efforts to cut expenditure are often faced with priorities
not only for servicing the public debt and maintaining
essential administration but also relatively heavy de,
fence and security charges-as in many of the countries
of the Middle East and Asia-and commitments well
embedded in earlier legislation for education, health
and other social welfare services-as in many of the
Latin American countries. Government agencies usually
include essential public utilities such as power and
transport, which in the war and post-war period have
often tended to lag behind the rest of the economy,
sometimes to the extent of constituting bottlenecks to
development; by and large these do not offer a fruit­
ful field for expenditure cuts.

The alternative of raising revenue presents equally
a"wkward problems. In many under·developed countries
the income structure does not leave room for great
flexibility in the tax system. Direct taxation tends to
be prohibitively expensive to collect if assessed on low
incomes, and is hardly applicable to the subsistence
sector which is a relatively large one in many coun­
tries-particularly in Africa. Higher marginal rates on
the upper income group-which is a very small one,
in any case, in most of these countries-tend to have
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strongly disincentive effects and by reducing output
may run the danger of defeating their very purpose.
Indirect taxation, which is the more important con­
tributor to revenue in many cases, is also difficult to
increase. Export duties are extremely sensitive to ex·
ternal market conditions, often very volatile in yield
and when raised to high levels may discourage produc­
tion. Sales and purchase taxes are not susceptible to
frequent or large increases in countries with chronic
cost inflation since the fact that they are immediately
incorporated in the cost of living tends to reinforce
the wage-price spiral.

A similar objection is often raised to efforts to re­
duce expenditure on subsidies by raising the price of
a commodity or service previously available on sub·
economic terms. Thus the raising of railway freight
rates and urban transport charges that was one element
of the 1956 stabilization programme in Chile met with
considerable opposition, the resultant increase in the
cost of living not being immediately or fully recover­
able through increases in wages.

A kindred problem is involved in the fixing of sup­
port prices for agricultural crops. Unless counterbal­
anced by internal subsidies-thus magnifying the bud­
getary problems just mentioned, as it has in Turkey
and Uruguay, for example-this entails a rise in the cost
of living with all its consequences for wage-price sta­
bility. Yet in the interests of external balance and to
make up for earlier neglect of and lack of investment
in the agricultural sector, such a course may be deemed
necessary-as it has been in Argentina, for example.
Essentially the same problem arises when, in the in­
terests of encouraging domestic production, control
over prices and the fixing of maxima are partially or
completely abandoned, with the immediate effect of
raising consumer prices, as has happened under the
stabilization plans in Bolivia and Chile.

The object of such price incentives is expansion of
output, and for most of the primary producing coun·
tries suffering from chronic disequilibrium the crux
of the problem appears to lie as much in this field of
increasing production as in efforts made to reduce
total demand. The difficulty is illustrated by those coun­
tries in which disinflationary policies directed towards
curtailing expenditure were frustrated in varying de­
gree by their inhibiting effect on production. Thus in
Argentina, Chile and Turkey, and to less extent Brazil,
one of the reasons for the failure of domestic produc­
tion to expand significantly in 1956 was the restrictive
policies being pursued in the interests of better balance
on both internal and external account. Experience in
1956 also shows that a deceleration in the rate of price
increase may cause a reassessment of attitudes toward
inventories so great as seriously to affect the relative
magnitude of stocks customarily held by consumers and
traders. The effect of a decline in inventories in the
hands of consumers and traders is rapidly transmitted
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to manufacturers by way of reduced orders. Such an
inventory recession seems to have been partly respon­
sible for a decline in production in a number of indus­
tries in Chile, for example.

In theory the supply position might be eased by ex­
panding imports, but in practice many of the countries
whose internal economy is out of balance face a pre­
carious external situation also. Indeed, it is the pres­
sure of balance of payments difficulties-being more ur­
gent and less amenable to temporary expedients-that
in many cases has tended to force primary exporting
countries-Australia and Burma, for example-to adopt
measures for domestic stabilization. And even those
countries without pressing external problems, such as
India, have found that it may take no more than a
short period of enlarged expenditure to cause a serious
drain on foreign exchange reserves.

In this context, external aid takes on added impor­
tance, whether in support of development or defence
budgets-as in China: Taiwan and Iran during the year
-or by way of the provision of raw materials, foodstuffs
or manufactures to meet temporary deficiencies-as in
Indonesia and Pakistan-or in the form of financial
backing of a reserve fund designed to ease the transi­
tion to a freer exchange rate for the national currency
-as in Bolivia and Chile.

Another symptom of disequilibrium which became
more obvious, if not more serious, during 1956 is un­
employment. In some countries in which policies of
internal restraint were pursued, a reduction in the
demand for scarce manpower was a logical objective,
and unemployment, while increasing, remained neg­
ligible in Australia and New Zealand, for example.
In other cases, however, rising unemployment reflects
a continuing disparity in supply between labour-at
least unskilled labour-on the one hand and the remain­
ing factors of production on the other-as in Ceylon.
In these circumstances it is possible for unemployment
to increase in the face of a rising tempo of development
and mounting inflationary pressures-as in India. The
very process of development, indeed, may increase
unemployment by bringing under-employment into the
towns and making it more evident and more readily
measurable.

As far as problems and policies relating to external
disequilibrium are concerned, 1956 brought many
changes to individual countries, but over the group
of primary exporting countries as a whole there was no
disequilibrium are concerned, 1956 brought many
conditions. There were, however, some important at­
tempts at simplifying controls and broadening the
nexus of trade.

The process of growth in under-developed countries
not only depends greatly on the availability of capital
goods, which are for the most part imported, but also,
by generating higher incomes, creates a demand for
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other imports-either of food and manufactured con­
sumer goods or of raw materials and components for
local production. Post-war experience of the primary
exporting countries indicates that the total demand for
imports tends to run ahead of increases in the produc­
tion of export goods and goods which can be substituted
for imports. Since few of these countries have external
reserves large enough to finance such an expansion
of imports for more than a short period, there has been
an almost universal tendency to adopt a pattern of im­
port control which reflects priorities determined by
development needs and local production. When a larger
inflow of capital or favourable turn in the terms of
trade augments foreign exchange assets, some relaxa­
tion becomes possible and greater quantities or lower
priorities qualify as imports. Conversely, when the
movement in capital or prices is adverse, control tends
to become more restrictive.

The only members of the primary exporting group
able to maintain a liberal trade regime in 1956 were
Cuba, Mexico, Peru, Venezuela and one or two of the
other countries in the Latin American dollar account
group, Saudi Arabia and some of the petroleum pro­
ducing islands and sheikdoms and those territories­
such as Aden, Hong Kong, Singapore and Tangiers~

whose economy is heavily dependent on entrepot activi­
ties. Here, in general, because of expanding exports or
capital inflow, or both, external balance was well main­
tained and no special measures were required to protect
reserves.

Among the rest of the primary exporting countries
controls of various types and of varying severity con­
tinued to be necessary to protect the balance of pay­
ments. However, there was a trend towards more liberal
or less discriminatory policies in a number 0f these
countries, including Ceylon, Rhodesia, the Union of
South Africa and some of the dependent territories
of the sterling area, while the so-called Hague and Paris
arrangements enabled Brazil and Argentina to increase
the amount of multilateralism in their foreign trade and
Chile dismantled a good deal of its exchange control
apparatus, as did Bolivia at the end of the year. Thai­
land and Uruguay also simplified their exchange regula­
tions, and there was a definite movement away from
bilateral agreements in Latin America. Nevertheless,
fairly strict import control remained in operation in
most of these countries, as it did to protect reserves in
a number of other countries, including Australia and to
a less extent New Zealand. Outside Latin America the
proportion of trade conducted on a bilateral basis
tended to decline in some countries-Burma, for ex­
ample-but in others it increased markedly, as in Egypt,
for example. Some countries-such as the Philippines
-started 1956 with stricter controls over imports and
relaxed them considerably towards the end of the year;
others-such as Colombia and Indonesia-followed the
reverse course as a rising import bill began threaten­
ing reserves.
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Table 98. Capital Movements between the United States and Primary Exporting Regions
(Millions of dollars)

1955 1956b

All primary
ezporting countries"

Type of movement

Government capital:
Long-term:

Outflow .
Repayment .
Net .

Short-term (net) .
Total (net movement) .

Private capital:
Long-term:

Direct investments .
New issues .
Redemptions .
Netd ••••••••••••••••••••••

Short-term (net) .
Total (net movement) .

Total (net movement) .
Long-term capital .

Unilateral transfers' .

301
147
154
116
270

271
57
20

538
87

625
895
692

1,282

405
179
226
301
527

701
77
23

801
297

1,098
1,625
1,027
1,437

Western European
tkpentkncies

1955 1956b

4 2
-4 -2

-1
-4 -3

-3 39

-8 32
1 6

-7 38
-11 35
-12 30

24 27

Latin America
Other primary

exporting countrie,-

1955 1956b 1955 1956b

143 117 158 288
115 126 28 51
28 -9 130 237
25 101 91 201
53 92 221 438

141 521 133 141
1 56 77
9 9 11 14

354 565 192 204
-25 153 III 138
329 718 303 342
382 810 524 780
382 556 322 441
108 121 1,150 1,289

Source: United States Department of Commerce, Survey of
Current Business, March 1957.

B Including Japan.
b Preliminary.

Though there were major exceptions among individ­
ual countries, on the whole long-term capital movements
appear to have played a part in the balance of payments
of primary exporting countries somewhat greater in
1956 than in 1955. Disbursements by the International
Bank for Reconstruction and Development were 13
per cent above the 1955 level, but 2 per cent below
that of 1954, and as far as the Export-Import Bank
was concerned almost as much ($141.7 million) was
repaid in 1956 in the aggregate as was advanced
($142.9 million). The net outflow of funds from all
United States sources, on the other hand, was sub­
stantially greater in 1956 than in 1955 (see table 98).
There was a net increase of $72 million (47 per cent)
in long-term government capital, of $263 million (49
per cent) in long-term private capital (mostly direct
investment by companies with foreign subsidiaries)
and of $155 million (12 per cent) in unilateral trans­
fers (mostly government grants).5 No less than 87 per
cent of the increase in direct investment went to Latin
America; much of this was associated with the activities
of oil companies, particularly in the last quarter of the
year when there were large payments for leases in
Venezuela. Almost the same proportion of the net in­
crease in the outflow of short-term capital was also
accounted for by Latin America, commercial bank ac­
tivities in Cuba and Mexico being especially prominent.

• These figures include transactions with Japan.

o Less than $0.5 million.
d Including other long-term capital movements.
• Including private remittances, but excluding military sup­

plies and services.

Though the United Kingdom capital market re­
mained very tight throughout the year and there was
a slight decline in the net outflow through inter-govern­
ment transactions, there was a £30 million (27 per cent)
increase in the net movement of other long-term capital.
This was concentrated in the second half of the year
and in the sterling area, Australia being one of the
principal recipients.

On the other hand, in the case of a number of coun­
tries which had enjoyed a sizable net inflow of private
capital in earlier years-South Africa, for example­
net receipts were very small in 1956, while in other
countries-including Ceylon, India and Pakistan-as
well as Morocco and Tunisia-the tendency for with­
drawals to exceed new investment seems to have per­
sisted.

Most of the changes in trade and exchange policy
that took place in the course of the year were in the
nature of more or less spontaneous reactions to develop­
ments in world markets for major export commodities,
movements in the terms of trade, production achieve­
ments in the export sector, the trend in domestic demand
for imports, capital flows and the adequacy of gold and
foreign exchange holdings. Hence, the diversity in
policy changes is no more than a reflection of the diver­
sity in actual developments.
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Economic Outlook for 19576

If the magnitude and structure of demand in the in­
dustrial countries in 1957 are broadly similar to what
they were in 1956-and this would seem to be the in­
ference to be drawn from the analysis of prospects
made in the preceding chapter-then the over-all shape
of the major external forces moulding the economies
of the primary exporting countries is not likely to dif­
fer very greatly from that of the forces operating in
1956. With regard to movements of specific commodi·
ties expectations-explicit or implicit-of the primary
exporting countries underlie the following comments
on possible trends.

Trade in petroleum is expected to return more or
less to its pre-Suez pattern and consumption to resume
its earlier rate of increase. However, the increase in
prices which took place early in 1957 is not likely to be
reversed, and Venezuela is among the countries looking
forward to more favourable terms of trade.

While it seems probable that total demand for the
non-ferrous metals will be sustained at its high 1955­
1956 level, prices may continue to be under pressure
from expanded supplies. Their course will depend to a
large extent on stockpiling policies, and since the
United Kingdom is already committed to a reduction
of official stocks, the key factor will be the rate of intake
of the United States stockpile. Lead and zinc prices
were supported by such purchases in 1956. According to
trade sources, copper prices might be supported by a
cutback in production if they dropped much below
a minimum of around 30 cents a pound (£240 a long
ton) ; a small reduction has already been made in the
United States, but new capacity is due to come into
production in Rhodesia and Chile, countries which are
heavily dependent on the volume and price of copper
exports. In the case of tin-which the United States
is reported to have ceased to stockpile-the task of
holding prices within a fairly narrow range has now
been assumed by the International Tin Council with
its buffer pool arrangement. The pool has the financial
resources to absorb the whole of the possible surplus
in 1957; this may not be very large, however, for al·
though consumption has not been increasing in the way
that it has in the case of the other metals, production
is not likely to expand appreciably either. Thailand is
among the producers expecting export earnings from
tin in 1957 to approximate the 1956 figure.

Though in the long run the position of natural rub·
ber will depend on its ability to meet the competition
of the synthetic product, output of which is increasing,
there is little indication. that the volume of exports

• To a large extent the substance of this section reflects the
views expressed by Governments in their replies to the United
Nations questionnaire, of 7 November 1956, on full employment
and balance of payments.
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of natural rubber will be significantly smaller in 1957
than in 1956. Since prices in the first quarter of 1957
averaged about 15 per cent below the corresponding
figure in 1956, however, gross export proceeds may be
somewhat lower. Taking into account the position in
the motor-car industry-the largest single consumer­
demand in the industrial countries may not differ mark·
edly in the aggregate from what it was in 1956. How­
ever, the course of prices depends in some measure on
the volume of purchases by the centrally planned coun·
tries: this may be slightly lower than in 1956 when it
was above average; and is thought to have moved partly
into stocks. Production in the first quarter of 1957 was
about 6 per cent above the corresponding level in
1956, but if prices fall very seriously, rubber exporters
expect it to decline, too, because of reduced output from
peasant growers who in recent years have been very sen·
sitive to price changes.

With incomes continuing to rise, the increase in the
consumption of fibres that occurred in 1956 may well
continue in 1957. Wool manufacturers have expanded
their stocks in line with the higher turnover, but aggre·
gate stocks are not considered unduly large and the
small increase in the 1956/57 season's wool clip should
be absorbed at prices well above the depressed 1955/56
level. In line with this, New Zealand is expecting a con·
tinuing improvement in the terms of trade. In the first
ten months of the 1956/57 season average price at
Australian auctions was one-third higher, and the vol·
ume of sales one-sixth higher, than in the corresponding
period in 1955/56.

In the case of cotton, however, there is a greater diver·
gence between grades. On the whole the prices of long.
staple varieties have become firmer and in view of lower
Egyptian stocks and production in 1956/57 may well
register a higher average price in 1957 than in 1956.
The market for short-staple cotton, by contrast, has
been dominated by the massive disposals of United
States surpluses, especially since the opening of the
1956/57 season in August 1956. In the first quarter
of 1957 spot prices of American middling 15/16" on
the Liverpool exchange were rather more than 8 per
cent below the corresponding average in 1956. Though
1957 prices may well average less than those of 1956,
the market is considered to have been put in a healthier
state by removal of the uncertainty previously over·
hanging it in regard to United States disposal policy.
Though the United States surplus is still very large,7
some 3 million acres (almost a fifth of the total under
cotton) have been placed in the soil bank, and manu·
facturers in many countries have been sufficiently con·
fident to increase their stocks from the abnormally
low level at which they had been operating in recent

• Early in 1957 the Commodity Credit Corporation began deal·
ing with the stocks it acquired in 1954.
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years. Nevertheless, a number of countries-including
Guatemala, for example-expect cotton realizations to
be somewhat smaller in 1957 than in 1956, some be­
cause of lower acreages, others because of lower prices.

With consumption unlikely to change very markedly,
the prospects for the export earnings from beverage
crops depend chiefly on changes in production. Avail­
able supplies of both coffee and cocoa are appreciably
larger than in 1956. Stocks in consuming countries are
also larger. Despite a smaller 1956/57 crop in Brazil,
therefore, coffee prices seem unlikely to move much
higher in the course of 1957. Nor is income from cocoa
in 1957 expected to reach the 1956 level ; average price
in the first quarter of 1957 was about one-sixth lower
than in the first quarter of 1956. At least one country
(Venezuela), however, expects the higher (1956) cof­
fee prices to continue through 1957, and Guatemala
expects receipts from coffee exports to be slightly above
the 1956 level. Ceylon, which is affected by rubber and
copra sales as well as by changes on the tea market,
expects trade conditions in 1957 to be "less favourable"
than in 1956.

Price trends in other foodstuff markets are also very
sensitive to changes in production. In the case of wheat,
the effect of the withdrawal of 10 million acres into the
soil bank in the United States is likely to be offset by a
much improved 1956/57 harvest in western Europe,
which will undoubtedly weaken export possibilities for
the less developed countries. Though transactions under
the International Wheat Agreement and domestic sup­
port policies in some of the major producing countries
will prevent any notable decline in average price, com­
mercial demand is also likely to be affected by United
States disposals under agreements made in 1956-with
Brazil and India, for example. Among the primary ex­
porting countries, a smaller harvest in Australia in
1956/57 has been offset by a larger one in Argentina.

Though Europe's better wheat crop may mean a
smaller crop of feed grains than in 1956, when frost­
damaged wheat land was put under barley, the market
for coarse grains is overshadowed by the stocks of maize
held in the United States. Though the 1956/57 Asian
rice crop seems likely to prove a large one, fully capable
of meeting consumption needs in the region, Burmese
stocks were greatly reduced in 1956 and demand for
stocks in several importing countries may be signifi­
cant.S A major proportion of this demand will be met
from United States surpluses, however, in terms of
agreements under Public Law 480, such as that with
India for the supply of large amounts not only of wheat
and rice but also of cotton, tobacco and dairy products.
Among the Asian producers, southern Viet-Nam ex­
pects to resume rice exports, after a two-year suspen­
sion. With a "good 1956/57 crop ... assured" Thailand

• Stocks were drawn down by drought in 1956 in such coun­
tries as Ceylon and Pakistan, and are being built up as a pre­
cautionary reserve in India.
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is looking forward to a 10 per cent increase in rice ex­
ports and a 3 per cent increase in total export earnings.

In the case of sugar, with consumption still rising
and with smaller beet crops in the United States and
western Europe and stocks at or below normal, the aver­
age price for the year is likely to be appreciably above
the 1956 figure. This is probable even if the price
quoted on the free market-which handles about one­
eighth of world production-is not sustained at the ex­
tremely high level obtaining in the first quarter of 1957
(70 per cent above the corresponding 1956 figure). The
negotiated price under the Commonwealth Agreement
is more than 3 per cent higher in 1957 than in 1956,
and almost back at the 1953 level. China: Taiwan is
among the countries expecting a substantial increase
in earnings from sugar exports.

In view of the increase in production, the prices of
meat and butter in international trade may well con­
tinue to weaken. Of the countries to which such a de­
cline would be of some consequence, New Zealand ex­
pects to make good the resultant reduction in export
receipts by higher earnings from wool.

Actual developments on these commodity markets
will be the major determinants of import policy. How­
ever, already among the countries whose reserve posi­
tion was strengthened in 1956, largely through curtail·
ments of imports, several-Australia, the Philippines
and the Union of South Africa, for example-have con­
sidered export prospects in 1957 favourable enough to
warrant some relaxation in import controls. New Zea­
land, whose imports were cut by almost 4 per cent in
1956, expects no further reduction in 1957. Conversely,
others whose reserves were drawn down in 1956 and
whose exports seem unlikely to yield a substantially
greater amount of foreign exchange in 1957-Colombia,
India and Indonesia, for example-have tended to make
their control over imports more selective or more
stringent. China: Taiwan expects to hold total import
expenditure constant while cutting down on consumer
goods in order to expand imports of capital goods. A
similar policy is foreshadowed in Guatemala under the
new Industrial Development Law. In Thailand, how­
ever, "a slight decrease in imports" is foreseen as the
result of a cutback in consumer goods being produced
in greater quantities in local factories. Iraq also ex­
pects some reduction in imports, following the serious
decline in petroleum exports caused by the Suez crisis,
the severance of pipelines and the closure of the canal.
Lebanon, on the other hand, expects to import more,
as does Venezuela. It is significant, perhaps, that the
decline in external reserves in India has resulted not
only in a cut in quotas issued for private imports in the
first half of the 1957 but also some modification of in­
vestment plans "giving higher priority to those which
would save or earn foreign exchange". This is to be
the criterion for the allocation of foreign exchange
to private importers, too. Some of the countries experi-
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encing an inflow of foreign capital in the second half
of 1956 may well register an increase in imports 01

producer goods in 1957 as new projects get under way.

On balance, although the degree of discrimination
(against dollar goods, for example) is declining and the
trend toward a more multilateral pattern of trade con­
tinuing, the extent to which imports are regulated-in
total or in composition or in both-is likely to be as
great in 1957 as it was in 1956. Though the Hague and
Paris arrangements have made the pattern of trade more
flexible in Brazil and Argentina, balance of payments
considerations still dictate import restrictions. Burma's
expressed tendency to prefer cash transactions rather
than barter arrangements for exports has not been
accompanied by relaxation of control over imports,
neither has the simplification of exchange rate struc­
ture in China: Taiwan, while the break away from mul­
tiple exchange dealings in Chile has involved the com­
plete prohibition of a number of imports.

While the principal adjustment to a changing bal­
ance of payments situation is usually made through im­
ports, there are other significant elements in the exter­
nal balance of a number of primary exporting coun­
tries. Some will continue to rely on foreign aid for
closing the gap between receipts and payments. Guate­
mala, China: Taiwan, Iraq, southern Korea, Thailand
and Viet-Nam are among the countries explicitly recog­
nizing the importance of donations in the 1957 balance
of payments. In other cases capital movements are
likely to affect the external balance: a higher rate of
inflow is expected in Guatemala, Venezuela and Viet­
Nam and a lower rate is thought possible in Lebanon.
while in Morocco there is some doubt as to whether
the recent outflow of capital will come to a halt.

Though in economies which are predominantly agri­
cultural in structure it is impossible to predict at all
accurately changes in total production, yet what is
known of the rate of investment in 1955 and 1956 and
about crops and trends in industrial output at the end
of the first quarter of 1957 gives the impression that
the current year will see a widespread, but not dramatic,
increase in gross national product. This should include
some of the countries in which disinflationary policies
occasioned a pause in the expansion of production in
1956-as in Australia, for example-as well as those
in which higher rates of capital formation in recent
years are due to bring new effective capacity into
operation-as in Mexico and Rhodesia, for example.
Where major resource bottlenecks continue to exist,
however, the rate of growth is unlikely to increase. In
the Union of South Africa, for example, though the
transport situation is much improved, skilled labour
is still very scarce. In Iraq the effects of the Suez
crisis on oil production are likely to be reflected in
"a temporary slowing down of progress in 1957",
though agriculture should soon begin to benefit from
recent heavy investment in irrigation.
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In Venezuela the acceleration which occurred in the
rate of expansion in the second half of 1956 is expected
to result in a more rapid rate of growth in 1957. When
the current investment projects corne to fruition, how­
ever, future expansion may be handicapped by a short­
age of skilled labour; to mitigate such shortages facili­
ties for technical training are being increased and
selective imigration encouraged. In Guatemala, indus­
trial output is expected to benefit from easier credit
and the effects of an enlarged Instituto Centroamericano
de Investigaci6n y Tecnologia Industrial as well as
through the protective policies initiated under the new
Industrial Development Law. In China: Taiwan specific
forecasts have been made of the probable increase in
production between 1956 and 1957: 6 per cent in agri­
culture and 11 per cent in industry, the former chiefly
the result of favourable weather and the expanded use
of fertilizers and the latter of the maturing of earlier
investments. India reports that "food grains produc.
tion in 1956/57 should be about the same or slightly
better than the level of the preceding season ... [while]
non-food crops ... may well be larger". Industrial
output should reflect the recent increase in manufac·
turing facilities and the continuing high rate of invest­
ment, though shortages of technical and managerial
personnel are likely to make themselves increasingly
felt. In Morocco drought has damaged spring crops,
but subsequent harvests are expected to be greater than
in 1956. It is mining production that is expected to in­
crease most in Tunisia. In Somaliland the continuation
of well·digging and irrigation programmes is expected
to raise agricultural output, and an expansion of some
associated industries-sugar, meat and tanning-is
under way. In Thailand, increases are predicted not
only in the rice crop and other export commodities,
but also in such products as cement, sugar and gunny
bags, for which manufacturing facilities have recently
been expanded.

Broadly speaking, consumption trends are likely to
follow those in production. In some countries, how­
ever, the pattern of expenditure seems likely to reflect
a greater emphasis on investment. This may happen
not only in those countries in which major develop­
ment plans are now under way-such as China: Taiwan,
India, Iraq and Rhodesia-but also in those in which
efforts have recently been made to increase the rate of
saving by compulsory lending to the government, spe­
cial fiscal incentives or current account budget sur­
pluses, as in Colombia and the Union of South Africa.
Where estimates have been made of the rate of growth
of national income expected in 1957 from investments
carried out under development plans, they range from
2.5 per cent in Viet-Nam and 5 per cent in India to
6 per cent inEcuador and 7 per cent in China: Taiwan,
Guatemala and southern Korea. In China: Taiwan short­
ages of timber and cement may impede some public
construction projects, but a higher rate of private capi­
tal formation and of investment by foreign nationals
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is expected. A greater inflow of capital is also expected
to raise the level of investment in Guatemala and
Venezuela.

External capital may also play a part in increasing
the rate of investment in a number of other primary
exporting countries. At the beginning of 1957 several
Central American countries, as well as Ceylon, Lebanon,
Uruguay, Thailand and Burma, had undisbursed
amounts available from the International Bank for
Reconstruction and Development substantially greater
than their loan drawings during 1956 (see table 92).
Large sums from the Export-Import Bank have also
been authorized for financing imports into various
countries, not only in Latin America-Argentina ($160
million undisbursed at the end of 1956), Brazil ($253
million), Mexico ($90 million) and Peru ($100 mil­
lion) in particular-but also in other parts of the world,
including for example Ethiopia ($24 million), Indo­
nesia ($23 million), Liberia ($17 million), the Philip­
pines ($70 million) and the Union of South Africa,
($123 million).

In a number of countries the rate of investment
will be governed less by the long-range objective of
maximizing the rate of growth than by the immediate
exigencies of internal and external balance. Anti-infla­
tionary polices of varying degrees of severity are being
pursued by countries that are diverse in many other
respects-Australia, Brazil Burma, New Zealand and
Turkey, for example. Colombia and Ecuador have in­
augurated "austerity" measures, which include attempts
to reduce both the budget deficit and the total demand
for imports. China: Taiwan expects a further rise in
prices, caused primarily by changes in external costs
and running counter to the domestic policy of credit
restraint and price and wage control. Higher costs for
imports and smaller 1956/57 crops lie behind rising
prices in Iraq. Inflationary pressures of a more per­
sistent nature still characterize such countries as
Indonesia, southern Korea, Thailand and Uruguay,
while more recent threats to economic equilibrium have
been recognized in Egypt, Pakistan, Peru, the Philip­
pines and Syria.

In India, where strain on both internal and external
balance is also of recent origin, steps have been taken
not only to reduce imports from the abnormally high
1956 figure-even at the expense of delaying new pro­
jects-but also to increase tax revenue in order to
reduce total demand. In the budget introduced in May
1957, reduction in certain taxes on divi'dends is more
than offset by a tax on personal and corporate wealth,
a lower exemption limit for normal income tax and a
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sharp increase in excise and customs duties on a
number of consumer and producer goods. The effec­
tive charge for railway and postal services has been
raised and a general expenditure tax is to come into
operation in 1958. Despite this the 1957/58 budget
shows a large deficit, the inflationary effects of which
the Government is seeking to reduce by encouraging
production, savings and the inflow of capital. Wage
incomes are to be taxed less onerously than others and
in corporate taxation there is to be a slight easing of
the burden on foreign companies; a Refinance Corpora­
tion is to engage in selective industrial lending; inter­
est rates on small savings have been raised, as has the
hank rate.

In some of the countries with disequilibria of longer
standing-Argentina, Bolivia and Chile, for example­
more comprehensive stabilization programmes have
been put into operation. So far, however, widespread
resistance to real or apparent cuts in consumption­
whether sought by means of wage restraint, or by elimi­
nation of subsidies, reduction of social service pay­
ments or other fiscal measures-has been inimical to
production. Various real handicaps also continue to
hamper growth. Among the latter are poorer export
prospects, owing to smaller output or lower prices,
higher local costs resulting from devaluation and certain
physical bottlenecks-such as a lag in transport or
power facilities- which can be removed only by sub­
stantially increasing imports.

The situation at the beginning of 1957 shows that in
general the basic problem still facing the primary ex­
porting countries is the reconciliation of growth and
stability, or-put in terms more appropriate to the less
developed of these countries-how to attain the highest
rate of growth compatible with the maintenance of an
essential degree of stability. While these is no univer­
sally applicable criterion for the latter, many of the
characteristics of under-developed countries point to
the dangers of internal economic instability. Among
the principal desiderata are foreign exchange reserves,
access to external assistance, potential resources capa­
ble of fairly rapid exploitation, the elasticity of the
institutional and fiscal system and the level and dis­
tribution of population skills and income. On these
scores most of the primary exporting countries are not
in a strong position to prevent what seems a moderate
degree of instability from initiating a dangerous spiral
of rising costs and prices. And once such a spiral has
become established, the experience of 1956 has shown
not only that it is extremely difficult to bring to an end
but also that it ultimately tends to retard and prevent
further real growth.



Chapter 6

RECENT TRENDS IN THE CENTRALLY PLANNED ECONOMIES

Current Economic Trends

Rapid economic expansion contiRued in the centrally
planned economies in 1956. There was again a signifi­
cant rise in industrial production, owing mainly to in­
creases in output per man. Agricultural output rose
substantially in the Union of Soviet Socialist Republics
for the second consecutive year, but in Bulgaria and
Romania it fell owing to poor weather conditions. Con­
sumption increased in all countries of the group and in
some countries faster than national income. Despite the
rise in consumption, in some countries the pressure of
demand for consumer goods increased, especially at the
end of the year, either as a result of a poor harvest
or under the impact of an increase in income payments
in relation to output. Investment plans for 1956 proved
to be excessively high in relation to available resources,
and outlays fell short of targets in most countries, lead­
ing to a reappraisal of investment policies for 1957.
In some countries the problem of unemployment
emerged for the first time, owing to lack of raw mate­
rials, the continuous inflow of manpower from rural
areas, and cuts in the administrative apparatus; in the
case of Hungary the chief cause was the fall in output
after the political disturbances in October. Foreign
trade rose more than in 1955 in most countries and, as
in the preceding year, trade with the rest of the world
seems to have expanded faster than trade within the
group.

CHANGES IN DOMESTIC ECONOMIC ACTIVITY!

Industrial production increased substantially in 1956
in all the centrally planned economies, with the excep­
tion of Hungary where, owing to disruption of work
caused by the October events, it fell sharply. Generally,
the rate of expansion was somewhat slower than in
1955; in Bulgaria, however, the rate of increase rose
from 10 per cent in 1955 to 16 per cent in 1956, and
in mainland China it reached an exceptionally high
rate of 25 per cent, which carried its industrial pro­
duction above the level that had been set for 1957 in
the first five-year plan.

Output of producer goods increased at a higher
rate than output of consumer goods in 1956 in the
Soviet Union, eastern Germany, Czechoslovakia and
Romania, but at a lower rate in mainland China, Po­
land and possibly in Bulgaria. These patterns of growth
were similar to those of 1955 for the majority of coun­
tries. In Czechoslovakia, however, the faster rise in
output of producer goods than of consumer goods in
1956 represents a reversal of the pattern of growth of
the previous two years, and, in mainland China, the
change has been in the opposite direction. In the Soviet

1 This section deals with the economic changes in Bulgaria,
mainland China, Czechoslovakia, Hungary, Poland, Romania and
the Soviet Union. Yugoslavia is discussed in a later section.

Table 99. Indices of Industrial Production
(Preceding year = 100)

1954 1955 1956

Producer Consumer Producer Oonsume,. Producer Consumer
Coumry Tolal goods goods Total goods goods Tolal goods goods

Bulgaria ................. 109 116 103 110 116
China, mainland· .•..•.... 117 120 115 108 117 101 125 124b 126b

Czechoslovakia ........... 104 104 105 110 109 112 109 III 107
Germany, eastern ......... 110 110 110 108 109 106 107 108 105
Hungary ................. 103 94 109 108 108 109 86
Poland .................. 111 113 109 112 111 112 110 109 III
Romania ................. 107 104 111 114 116b 110b 111 114 107
USSR................... 114 114 113 112 115 108 111 111 109

Source: Reports on fulfilment of plans; Statistisches Jahrbuch
der Deutschen Demokratischen Republik (Berlin, 1956); Magyar
Statisztikai Zsebkonyv (Budapest, 1956); Narodnoe Khozyaistvo
USSR (Moscow, 1956); Rocznik Statystyczny (Warsaw, 1956);
People's Daily (Peking).
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• Including output of handicraft factories, but excluding that
of handicraft co-operatives and of individual craftsmen.

b Estimated.
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Union, the rate of expansion of producer goods was
consistently higher than that of consumer goods during
the entire period 1954.1956, but it showed a significant
slackening in 1956, and there was a slightly higher rate
of expansion of consumer goods in 1956 than in the
previous year (see table 99).

The over·all plans for industrial production were
fulfilled or exceeded in the Soviet Union, mainland
China, Czechoslovakia, Romania, Bulgaria, and Poland.
In eastern Germany, however, industrial output in
1956 fell short of the target by 2 per cent. In Hun­
gary industrial output was about one-fifth lower
than was planned. It should be noted, however, that
even where the aggregate targets for industrial produc­
tion were achieved or exceeded, individual sectors often
failed to reach their planned targets. As the sectors
involved were generally in the field of producer goods,
especially in the fuel, metals, engineering and building
industries, these shortfalls were bound to have impor­
tant repercussions. In the Soviet Union, the planned
targets for output of coal, metals, cement and timber
were not achieved despite a considerable rise in the
output of these industries. In eastern Germany output
fell about 3 per cent short of the target in power produc.
tion and about 4 per cent short in chemicals and en­
gineering; output of the food processing industry was
7 per cent below the target. In Poland the greatest
difficulty in meeting planned output was.encountered in
the engineering industry, where production of several
essential products fell short from 10 to 20 per cent.
In Czechoslovakia there was a significant under-ful·
filment of plans in hard coal production and heavy
construction; and in Bulgaria output of crude steel,
rolled metals and tractors was seriously below that
planned. Failure to meet the targets in these sectors
was an important reason for the bottlenecks which hin·

• Output per underground worker declined by 8 per cent.
• Total output was about 99 million tons in both 1955 and

1956. Exports of coal were 24.2 million tons in 1955 and 19.5
million in 1956, and they are expected to fall to 13 to 14 million
tons in 1957 if output is not increased.

dered industrial expansion generally in many of these
countries.

Even where plans were fulfilled, the increases in out·
put of raw materials, fuel and power (see table 100)
were not sufficient to eliminate shortages, which con­
tinued in this year as in earlier years. In several coun­
tries the inadequacy of supplies of raw materials, fuel
and power actually seems to have been increasing. The
increase in coal production in 1956 generally lagged
behind the growth of total industrial production, and
the output of electricity rose only very slightly, if at
all, more than industry as a whole (see table 101). The
problem of fuel has become increasingly serious for
the area as a whole owing to the stagnation of coal
output in Poland, which is the second largest producer
and the largest exporter of hard coal among the cen­
trally planned economies. This stagnation has, to a
large extent, been due to lack of adequate maintenance
and developmental work at the collieries under the last
six-year plan, a shortage of labour for the mines, and
a decline in output per man of about 12 per cent over
the past six years.2 Output of coal increased by less than
one per cent in 1956, and the rise in internal industrial
demand and the even sharper increase in household de­
liveries resulted in a drop of 4.5 million tons in coal
exports, compared with a planned increase of about
500,000 tons.8 The reduction in Polish coal exports
intensified the problem of fuel supplies in other coun·
tries of the group, particularly in Czechoslovakia and
eastern Germany, which depend heavily on Polish
hard coal and coke::!

In mainland China the appearance of bottlenecks
in the supply of important industrial materials has been
a very recent phenomenon. In the past few years, mainly

• In 1955 Czechoslovakia imported from Poland 3.7 million
tons of hard coal, or about 15 per cent of Czechoslovak domestic
output; eastern Germany imported 3.8 million tons of hard coal
and 2.2 million tons of coke, or about 1.7 times as much as east
German output of hard coal. Polish coal exports to the Soviet
Union amounted to 8 million tons.

Table 100. Output of Fuel, Power and Basic Materials
(Millions of tons)

1955 1956
1956

Other OtheF Index
I/em eastern eastern oj total

European China European Chioo output
USSR countries mainland Total USSR countries mainland Tolal (1955=100)

Coal- ................... 314 226 94 634 345 232 105 683 108
Crude oil ............... 71 13 1 85 84 12 1 97 115
Electric powerb .•••.••••• 170 73 12 256 192 80 15 287 112
Iron ore ................ 72 5 77- 78 5 83· 108·
Pig-iron ................ 33 9 4 46 36 10 5 50 109
Crude steel ............. 45 14 3 62 49 15 4 68 109
Rolled metal ............ 35 10 3 47 38 11 3 52 110
Cement. .............•.. 23 14 5 41 25 15 6 46 113

Source: Reports on fulfilment of plans and statistical yearbooks
of eastern Germany, Hungary, Poland and the Union of Soviet
Socialist Republics.

a In hard coal equivalent; data for 1956 partly estimated.
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b Billions of kilowatt-hours.

• Excluding mainland China, for which data were not avail.
able.
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Tahle 101. Increase in Industrial Production and
in Output of Coal and Power, 1956

(As percentage of 1955 output)

Source: Reports on fulfilment of plans.
s In hard coal equivalent.
b Estimates based on indices for the first nine months and

.information on output during the last quarter contained in offi­
cial statements.

as a result of the addition of new capacity, output of
steel, cement, fuel and power and engineering products
has been expanding rapidly, and in 1956 the rate of in­
crease was accelerated. But towards the end of 1956 it
became evident that the rate of increase in the supply
of pig-iron, steel and lumber had fallen behind the rate
of increase in demand. The increase in demand for these
goods was the result of an exceptionally high rate of
increase in investment in fixed capital (see table 106
below).

The bottlenecks and pressures which appeared or in­
creased in severity in most countries of this group dur­
ing 1956 led to a reappraisal of policies that became
evident in the decisions taken at the end of the year
concerning plans for 1957. Thus, according to the re­
solution of the Central Committee of the Communist
Party of the Union of Soviet Socialist Republics,5 "in
order to eliminate the excessive tensions that have been
allowed to develop in plans for individual industrial
branches" and "to secure the most rational and effective
use of material resources and financial means provided
for the development of the national economy" it is nec­
essary to bring the volume of capital investment and the

• Pravda (Moscow), 25 December 1956.

Counlry

Bulgaria .
China, mainland .
Czechoslovakia .
Germany, eastern .
Hungaryb .
Poland .
Romania .
USSR .

I ndll$lrial
production

16
25
9
7

-14
10
11
11

Output
of coals

6
13
10
3

-8
1
4

10

Oulpulof
electric
power

16
24
10
8

-8
10
13
13

targets for output more into line with material re­
sources.

In Hungary industrial production in the first nine
months of the year was about 7 per cent higher than
in the same period of 1955, and was thus running
slightly above the 6 per cent increase planned for the
year. The strikes and fighting which broke out in Oc­
tober and lasted for several weeks brought industrial
production to a virtual standstilL After the civil dis­
turbances, the critical shortage of fuel and power and
the insufficient supply of raw materials slowed down
recovery. For the year as a whole industrial produc­
tion was about 14 per cent lower than in 1955. At the
end of the year the food processing industry was op­
erating at about 60 per cent of capacity, and other light
industry at 45 per cent of capacity. The engineering
industry was operating at only 20 per cent of capacity,
and the chemicals and building industries at no more
than 10 per cent; production in the metallurgical indus­
try had virtually ceased. Total industrial production in
December 1956 was only about one-quarter of the Sep­
tember level. The delayed recovery of industrial output
was primarily due to shortages of fueL Difficulties were
being encountered even before October owing to a de­
cline in oil production as a result of water seepage in the
main oilfields and owing to the drop in Polish coal and
coke deliveries. Domestic output of coal, which came
to a standstill in October, reached at the end of the year
about 58 per cent of the pre-October daily output. The
estimated output of coal for the year as a whole was
consequently 10 per cent lower than in 1955, and output
of oil was 40 per cent lower. The decline in output of
consumer goods was much smaller than that in producer
goods, partly because of a lesser dependence on imports
of raw materials, but mainly because of the priority
given to consumer goods industries in the allocation
of fuel and power during the last quarter of the year.

The rise in industrial production, except in Bulgaria
in 1956, was achieved principally from an increase in
output per man and only to a lesser degree from higher
employment (see table 102). The increase in output per

Tahle 102. Indices of Employment and Output per Man in Industry
(Preceding year == 100)

Country
1954

Employment Output per man

1955

Employment Output per man

1956

Employmen Output per man

Bulgaria........... 106 102 102 108 108 107
China, mainlands ... 110 101 111
Czechoslovakia ..... 102 102 102 108 103 107
Germany, easternb.. 105 106 100 107 101 108
Hungary .......... 104 99 102 106
Poland ............ 103 108 105 107 104 106
Romania .......... 104 103 103 III 102 109
USSR............. 107 106 103 108 104 107

Source: Reports on fulfilment of plans; statistical
yearbooks of eastern Germany, Hungary, Poland
and the Union of Soviet Socialist Republics;
People's Daily and Hsin-Hua Bi-monthly (Peking).

s Employment in government organizations and
enterprises, including salary earners.

b State-owned industry; output per wage earner.
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man slackened, however, in 1956, in all countries ex­
cept eastern Germany and possibly mainland China.

In several countries6 output per man increased not·
withstanding a reduction in the length of the normal
working week over the course of the year. A forty-six
hour week was introduced in Bulgaria, Czechoslovakia
and Poland in place of a forty-eight hour week; in the
Soviet Union the working day on Saturdays and before
public holidays was reduced by two hours and a six­
hour day was introduced for workers between sixteen
and eighteen years of age. The reduction in working
time was made in all countries without a cut in weekly
pay. Lack of information on overtime work makes it
impossible to assess the effect of these measures on out­
put per man.

Employment increased at a much higher rate than in
1955 only in Bulgaria and in mainland China. In most
·of the other countries the changes in either direction
were insignificant. In Hungary during the first nine
months of the year employment rose by 2 per cent and
output per man by 5 per cent over the corresponding
period of 1955. The sharp fall during the last quarter
of the year, however, brought the level of employment
and productivity for the year well below the level of
1955.

Although in the Soviet Union, Czechoslovakia and
eastern Germany the supply of labour was rather tight
in 1956, a significant problem of unemployment
emerged for the first time in Poland, Bulgaria and
Hungary. Lack of data makes it difficult to assess the
extent and rate of growth of this unemployment in the
last two countries. In Poland, it was estimated at about
180,000 during the third quarter of 1956, or about 2.6
per cent of the total hired labour force,7 an increase
of about 60 per cent over the level of 1955. Unemploy­
ment had been practically non-existent in Poland until
1953 but has since been increasing. At the same time
the number of vacancies, which until 1953 was several
times larger than the number of unemployed, has been
falling, until in September 1956 it represented less than
40 per cent of the number of unemployed.s A very
tentative estimate9 suggests that the unemployment rate
in Bulgaria may have been of the same order of mag­
nitude as in Poland, totalling 30,000 to 50,000, or be­
tween 2.5 and 4 per cent of the non-agricultural labour
force. As in Poland, this unemployment has developed
in recent years. A similar tendency for unemployment
to increase was evident in Hungary hefore the events of
Octoher 1956.

6 Not including eastern Germany and mainland China.
7 3 per cent of the non-agricultural labour force.
6 Based on data on registered unemployed and vacancies pub­

lished in Trybuna Ludu (Warsaw), 6 September 1956, and on
estimates of registered and actual unemployment published in
Zycie Gospodarcze (Warsaw), 17 February 1957.

• Based on official statements made during the second half of
1956. According to Trud (Sofia), 15 January 1957, a "few tens of
thousands" of workers will be assured of employment very soon
because of additional imports of raw materials for processing

238

In all three countries a considerable proportion of
the unemployed consisted of young people seeking work
for the first time, peasants coming in from the country,
and white collar workers dismissed in connexion with
a reduction of redundant administrative services. In
Poland nearly four-fifths of the unemployed were
women. Unemployment among skilled workers was
practically non·existent, and there were marked short·
ages of labour in particular sectors, notably mining.
A large share of the unemployment occurred in small
towns in areas remote from industrial expansion.

The composition and the low level of unemployment,
and the fact that it existed alongside shortages of labour
in certain sectors, may suggest that it was of a frictional
nature. But there are indications that the rise in unem·
ployment in Hungary, Poland and Bulgaria was the
effect of more basic causes. Structurally all three of
these countries are much more agrarian than Czecho­
slovakia and eastern Germany, but unlike the Soviet
Union they have little opportunity for expansion of
their cultivated land. The inflow of labour from rural
to urban areas, which during the period of the preced.
ing plans of development had been easily absorbed by
the rapid growth of industry, continued to inflate the
urban labour force, although expansion of industry was
much slower. It appears that in these countries there
still exists an excess of manpower in the countryside
despite the very large transfers of population which
have taken place since the Second World War.10

Although the actual level of unemployment in 1956
was still fairly low,the growth of unemployment during
the year together with the possible effects of the planned
reduction in the rate of expansion in 1957 have
prompted the Governments of these three countries
to take steps tending to restrain the growth of the supply
of labour in urban areas. In both Poland and Bulgaria
the employment of peasants in non-agricultural occu·
pations was made subject to strict regulation. Further­
more, it was decided in Bulgaria to release from indus­
trial enterprises workers recently employed in agricul­
ture, and in Poland to dismiss owners of agricultural
holdings from jobs in industry. At the same time in
both countries workers were forbidden to hold more
than one job, a practice which had become widespread
in recent years. In Bulgaria employment of prisoners
in coal mines was to cease and working hours were to
be shortened in order to raise employment. In addition,
an increase in imports of raw materials for processing
and re-export to the Soviet Union was to create jobs

industries to be delivered by the Soviet Union. According to a
speech of the Deputy Prime Minister, imports of Soviet cotton
cloth, rubber, leather and wool for processing and re-export to
the Soviet Union will enable 25,000 workers to return to their
jobs. Another 31,000 will find employment because of expansion
of industry.

10 According to Trybuna Ludu (Warsaw), 28 November 1956,
there was an estimated surplus manpower in the eastern terri­
tories of Poland in 1955 of about 700,000, while in the western
regions there was a deficit of 600,000.
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Table 103. Output of Grain
(Millions of metric tons)

Country

Bulgaria " .
China, mainland' .
Czechoslovakia .
Germany, eastern .
Hungary .
Polandb ..•...••••••.••••.••••..•••.

USSRo .

1953-1955
average

4.1
173.4

4.7
6.4
6.1

11.2
89.3

Index
1956

1955 1956 (1955=100)

4.6 3.6 84
183.9 192.1 105

5.1 5.4 106
6.5 5.9 92
6.6 4.9 81

12.7 12.1 95
103.2 123.8 120

Source: United Nations, Economic Survey of Eu­
rope in 1956, (sales number: 1957.ILE.1); Plan­
ovoe Khozyaistvo No.2, 1956 (Moscow); People's
Daily.

- Including rice, wheat, potatoes, soya beans and
miscellaneous coarse grains.

b Wheat, rye, barley and oats.
o Estimated on the basis of the planned targets

for 1960, indices of grain output for 1950-1956,
and a statement in Planovoe Khozyaistvo, No.2,

for a large proportion of the unemployed. In Poland
it was expected that higher pensions would create va­
cancies in positions held by workers of retirement age
and, by increasing family incomes, would also reduce
the number of women seeking jobs. At the same time
an expansion of handicrafts, private trade and small­
scale industry, especially in the most affected localities,
is intended among other things to reduce the number
of unemployed.

In Hungary unemployment, which before October
1956 was similar in character to that of Poland and
Bulgaria, greatly increased during the last quarter of
the year. In December 1956 industrial production was
estimated at 25 per cent of the September level, and
this would suggest a corresponding decline in employ­
ment. However, the great majority of workers continued
to draw their pay during this period irrespective of
work performed and therefore were not technically un·
employed.ll At the end of the year, however, it was
decided to reduce the number of workers on the pay­
rolls. The consequent increase in unemployment in
January 1957 was estimated at 150,000 to 200,000/2

that is, about 10 to 20 per cent of the industrial labour
force, or 5 to 10 per cent of the total hired labour
force. Special measures taken to alleviate this situation
included unemployment compensation, short-time work,
public works, retraining and redirection of labour to
mining and agriculture, and government support given
to the development of handicrafts. Much of the unem­
ployment was expected to disappear with the recovery
of industrial production, and the return to the country­
side of workers who during the last five years had mi­
grated to urban areas.

Grain production rose considerably in the Soviet
Union for the second year in succession, but in all the

11 In addition to this, about 180,000 people left the country,
thus reducing the labour force.

12 United Nations, "Report of the Secretary-General on
Humanitarian Activities to Assist the Hungarian people"
(A/3503), 17 January 1957, and Nepszabadsag (Budapest),
24 December 1956.

239

1956: "Gross output of grain in the Kazakh SSR
in 1960 will increase, compared with 1955, five
times and the relative share of the Republic in the
output of grain in the country will increase to 12.9
per cent instead of 4.5 per cent in 1955". Since
these target increases are expressed in rounded
figures, the derived estimates of actual output for
1953-1956 shown in the table may understate or
overstate actual output owing to the effects of
rounding.

other eastern European countries, except Czechoslo­
vakia, bad weather reduced the harvest by from 5 to
26 per cent (see table 103). The effect of these declines
was offset, however-in some countries partly and in
others fully-by an increase in the output of potatoes
and a rise in the livestock population and in produc­
tion of meat, milk and wool. Thus, total agricultural
production rose in eastern Germany, Czechoslovakia
and Poland (see table 104), by one, 3 and 6 per cent,
respectively; in Bulgaria and Romania, however, pro­
duction declined by 5 per cent and at least 10 per cent,
respectively.

Table 104. Indices of Agricultural
Production

(Preceding year = 100)

Country 1954 1955 1956

Bulgaria ................ 84 130 95
China, mainland- ........ 103 108 104
Czechoslovakia .......... 98 lllb 103b

Germany, eastern ........ 109 101 101
Hungary ............... 103 ll2
Poland ................. 1050 1040 106
Romania ............... 95 121 d

Source: Reports on fulfilment of plans, statistical yearbooks of
eastern Germany, Hungary, Poland and the Union of Soviet
Socialist Republics and data communicated to the Secretariat by
the Governments.

- Including production of rural handicrafts.
b In 1955 all crops, 114; livestock production, 108; in 1956 all

crops, 99; livestock production, 109.
o In 1954 all crops, 107; livestock production, 102; in 1955 aU

crops, 103; livestock production, 106.
d At least 10 per cent below 1955.

In the Soviet Union the increase in total agricultural
production was of the order of 10 per cent in both 1955
and 1956. The indices of output of the most important
agricultural products listed in table 105 suggest that
the rate of increase in 1956 was somewhat greater than
in 1955. Output of grain and milk increased consider­
ably in both 1955 and 1956, but the output of meat
scarcely rose in either year. Production of sunflower
seeds and sugar-beets rose much less in 1956 than in
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The increase was made possible by the cumulative
effect of two consecutive years of large increases in

1955, but there was a large increase in the output of
cotton compared with a slight decline in 1955.

Source: Pravda, 6 February 1957, and reports on fulfilment of
plans, 1955 and 1956.

• Estimated.

Table 105. Union of Soviet Socialist Republics:
Indices of Agricultural Output

(Preceding year = 100)

output of grain. Whereas in 1955 the major part of the
increment in output had been left on the farms, to
provide for a rise in animal and human consumption,
and in farm reserves, the high level of farm con·
sumption of grain that had been achieved previously
made it possible in 1956 to release a much higher pro­
portion of the greatly expanded output for non-farm
uses. Thus, State procurement of grain, which had
fallen from about 42 per cent to 37 per cent of output
between 1954 and 1955, rose again to 44 per cent in
1956. A further factor which probably facilitated this
rise was the increase in the share of output produced
by State farms, which contribute a larger share of their
output to the State procurement agencies.13

In contrast, State procurement of grain in most of the
other countries was reduced in 1956 both as a conse­
quence of the decline in output and as a result of
alterations in the methods of procurement, such as re­
duction or elimination of compulsory deliveries. These
factors were particularly important in Poland and
Hungary, where there was a considerable decline in
the number of collective farms and a partial breakdown
of the delivery system. In Poland procurement of grain
was 20 per cent short of that planned, and compulsory
deliveries declined by 28 per cent as compared with
1955. In Hungary the declines were much greater.

In mainland China, the planned target for agricul­
ture was not fulfilled, owing to unfavourable climatic
conditions; total agricultural output in 1956 was 4
per cent higher than in 1955, as compared with a
planned increase of 8 per cent. The rise that occurred
was mainly attributable to the substantial increase in
output of food grains, which offset the decline in some
industrial crops.

The Soviet Union and mainland China were the only
centrally planned countries in which national income
increased more rapidly in 1956 than in the preceding
year (see table 106). In the Soviet Union this reflected
a higher rate of increase in agricultural output. In
mainland China the predominant factor was the very
steep increase in the output of industry. In all the other
countries the rate of increase slowed down; the de­
celeration was particularly marked in Bulgaria and
Romania, owing to the considerable declines in agri­
cultural production. In Hungary, national income ac·
tually fell by some 10 per cent, mainly as a result
of the drop in industrial production.

In most countries there was a considerable rise in in­
vestment but, with the exception of mainland China,
not a single country of the group was able to fulfil its
investment targets set in the new five-year plans which

In most countries there was a considerable rise in in­

13 From 1953 to 1956 output of grain on State farms rose three­
fold and their deliveries to the State procurement agencies 4.6
times. These data, as compared with the changes in total output
and deliveries, are difficult to interpret, however because in
1956 output and deliveries of all farms increased much more
in the territories with a larger share of State farms than in the
rest of the country.

124
70
54
15

1956

Output- .
Left in the countryside .
State procurement .

From State farms .

Item 1954 1955 1956

Grain .................. 104 123 120
Sunflower seed .......... 73 195 106
Sugar-beets ............. 86 155 105
Cotton ................. 109 92 123
Meat. .................. 107 101 102
Milk ................... 105 IlO Il7
Eggs ..................• 107 105 108
WooL ................. 98 III 101
Cattle .................. 103 103 105
Hogs ..................• 107 102 108
Sheep .................. 102 106 104

Source: Narodnoe Khozyaistvo USSR; reports on fulfilment of
plan for 1956.

Extension of the area under cultivation in recent
years has been an important factor in the increase in
agricultural production in the Soviet Union. Between
1953 and 1956 the area under grain increased by some
22 million hectares, or about 20 per cent, largely
through bringing virgin and fallow lands under culti­
vation. Grain output rose in the same period by 55 per
cent, mainly in the past two years. Although the exten­
sion of the cultivated area has slowed down-from 1955
to 1956, the total area under crops increased by only
5 per cent and the area under grain less than 2 per cent
as compared with 1955-there was a considerable in­
crease in average yields per hectare, chiefly owing to
favourable weather in large areas of the country and
to the rising proportion of acreage under maize. In
1955 the Ukraine and southern Russia, the traditional
bread baskets of the Soviet Union, had excellent har­
vests, while in the newly cultivated territories crop
yields were poor. In 1956 the situation was reversed;
Kazakhstan and Siberia had excellent crops. The area
under maize, with much higher yields per hectare than
those of other cereals, rose sevenfold in the past three
years; this represented an increase in the share of maize
from about 3 per cent to 12 per cent of the total area
under grain.

The rise in output led to a very sharp increase-by
16 million tons or more than 40 per cent-in government
procurement of grain for urban consumption, reserve
stocks and exports, as may be seen from the data below
on output and distribution (in millions of tons) :

1954 1955

84 103
49 66
35 38

5
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Table 106. Indices of National Income. Investment and Retail Sales
(At constant prices; preceding year = 100)

National income

Coun~y 1954

Bulgaria. . . . . . • . . . . . . . . . . 98
China, mainland. . . . . . . . .. 110
Czechoslovakia. . . . . . . . . .. 104
Germany, eastern. . . . . . . .. 112
Hungary................. 99
Poland. 107
Romania. . . . . . . . . . . . . . . .. 100
USSR III

1955

114
105
109
107
109
108
118
110

1956

106b

1l0·
106
106b

90­
107
104b

112

1956
Retail

Inoestment
sales

Retail sale.- (billions oj

1954 1955
national

1956 1954 1955 1956 currency)

104 108 100 121 112 115 15.3
115 115 163 III 103 114 45.6
100 101 112 120 III 109 85.0
94 104 134 116 107 104 32.8d

70 95 89 121 105 44.01

102 103 100 118 111 115 197.7
88 113 115 113 110 104 29.1 2

115 106 117 118 105 109 547.0
Source: Reports on fulfilment of plans; statistical yearbooks of

eastern Germany, Hungary, Poland and the Union of Soviet
Socialist Republics; information communicated by the Govern­
ments to the Secretariat; People's Daily.

• Data on percentage increases in personal consumption are
available for the following countries: Bulgaria, 1954, 12 and
1955,11; Czechoslovakia, 1954, 16, 1955, 10, 1956, 7; Hungary,
1954, 22 and 1955, 7; Poland, 1955, 8 and 1956, 12; eastern
Germany, 1954, 11 and 1955, 4; mainland China, average for
1953-1956,7.

b Estimated by the Bureau of Economic Affairs on the basis
of data on output of industry, agriculture and other sectors.

vestment occurred in mainland China, where it rose by
no less than 63 per cent as compared with average in­
creases of about 15 per cent in the past few years. As
this latter rate had been substantially behind that sched­
uled in the five-year plan, a special effort was made in
1956 to compensate for the lag and to achieve the
targets ahead of schedule. Investment also increased
substantially and at a much higher rate than in 1955
in eastern Germany, the Soviet Union, Romania and
Czechoslovakia; the increases were, however, from 6
to 9 percentage points below the targets. In Poland
and Bulgaria investment remained at much the same
level as in 1955, and in Hungary, where an increase
of 14 per cent had been planned, fixed investment de­
clined by II per cent. In most countries the non-ful­
filment of investment plans was the result of inade­
quate production of building materials and equipment.
The strains imposed by large investment programmes
which proved excessive in relation to the available
supplies of investment goods led to a reappraisal of
investment policies for 1957 and to a lowering of the
investment targets that had been initially contemplated.
In some countries the failure to fulfil investment plans
was also due to a need to devote a larger share of na­
tional income to consumption than had been antici­
pated, while in Hungary it reflected the general decline
in output.

14 The effect of changes in the volume of State fixed invest·
ment may be offset by divergent changes in non-centralized in­
vestment, such as that of collective farms, and by changes in
inventories and in social consumption. No quantitative informa·
tion on such changes is available for most countries. Data on
retail sales do not include private trade nor the trade of the
collective farm workers or consumption of peasants out of their
'own output and they do not, therefore, reflect exactly the
changes in total consumption. They do provide some indication,
however, of the direction of change in consumption. In Czecho-
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• Estimated on the basis of data on government revenue and
its ratio to national income.

d Including private trade. Value of retail sales in 1956~~
on data for 1955 and announced percentage increase for 1956.

• Estimated on the basis of the planned increase and an offi­
cial statement that the loss in national income was 9 billion
forints (Pravda, 7 January 1956).

11955.

• Based on value of trade in current prices for 1955 and
percentage increase in volume in 1956.

In several countries of the group, namely the Soviet
Union, mainland China, eastern Germany, Romania
and Czechoslovakia, State fixed investment increased
more than national income in 1956. This would suggest
a shift towards investment in the allocation of national
income and a reversal of the trend of 1955, when the
share of investment seems to have declined. In eastern
Germany and in the Soviet Union this seems to be
borne out by the smaller increase in retail sales (gen­
erally indicative of changes in consumption) than in
national income. However, in mainland China, Czecho­
slovakia and Romania retail sales increased more than,
or in line with national income. This apparent inconsis­
tency of data reflects the fact that changes in retail sales
need not correspond exactly to those in consumption
and that changes in State fixed investment are not al­
ways parallel with those in the sum of all expenditures
other than consumption.14 In mainland China the much
more rapid increase in investment than in national in­
come and' in retail sales15 leaves no doubt that there
was a shift in allocation of national income in favour
of investment. In Romania, however, the reverse might
have been true.

Since the national income includes other elements
of expenditure, the change in the proportion of income
devoted to State fixed investment is not in itself a suf­
ficient guide to trends in consumption. In Czechoslo-

slovakia, for instance, retail sales increased during the last
three years by 20, 11 and 9 per cent while personal consumption
rose by 16, 10 and 7 per cent, respectively. In Poland retail
sales rose in 1955 and 1956 by 11 and 15 per cent, respectively,
and consumption by 8 and 12 per cent.

10 It should be noted, however, that in mainland China, State
and co-operative retail trade accounts for a much smaller share
of total consumption than in any other country and therefore
a change in retail trade is much less representative of a change
in total consumption.
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Nevertheless, over-all pressure of demand lessened
compared with the preceding year, as indicated by the

increase in non-agricultural employment. Although the
supply of consumer goods was substantially improved
by the bumper harvest of food grains in 1955/56 and
by the increase in output of manufactured consumer
goods in the course of 1956, the over-all stability of
prices was maintained only because of a large liquida­
tion of government reserve stocks. But such liquidation
did not prevent the appearance in many large and
medium-sized cities of shortages of certain basic com·
modities, such as meat, woollen cloth, leather shoes
and bicycles.

In the Soviet Union and in eastern Germany, two
other countries where the share of investment in na­
tional income increased, this shift did not generate any
inflationary pressures. The redistribution of income re­
quired by the shift in allocation of resources in favour
of investment was brought about by a relatively lower
rise in disposable consumer income through a smaller
rise in money payments than in output. Whereas output
per man in industry rose by 7 per cent in the Soviet
Union and by 8 per cent in eastern Germany, wages
increased by 3 per cent in both countries as may be
been from the indices for selected countries below
(1955=100) :

In the Soviet Union the supply of consumer goods
increased substantially as a result of the rise in out­
put of agriculture and of consumer goods indus­
tries, and retail sales increased 9 per cent. The wage
bill, on the other hand, rose by 7 per cent as com­
pared to 5 per cent in 1955, and peasants' income
increased by 12 per cent, as compared with 7 per
cent in 1955. The rise in pensions introduced in
October 1956 and the abolition of school fees re­
sulted in an additional increment in disposable income.
Furthermore, the money income of peasants increased
much faster than their total income, rising by no less
than 20 per cent as a result of increases in saleable
output and in prices paid for certain goods by the
government agencies. Since retail sales in rural areas
increased by only 11 per cent, the pressure of rural
demand on the supply of manufactured goods very
probably increased. Building materials, fuel and some
farm implements sold through the rural retail trade
network were in short supply in 1956. Shortages of meat
and some other consumer goods continued in the urban
areas.

103

no
106

Real wagesMoney wages

Bulgaria 102
Czechoslovakia 104
Poland .....•.............. 112
Germany, .eastern 103
USSR .

vakia, for instance, both State investment and consump­
tion16 rose more than national income. Consumption
also rose more than national income in Poland while
investment remained unchanged; apparently the same
was also true of Bulgaria but for that country data are
not available on consumption but only on retail sales.
Judging from the data on such sales, consumption ap-

parently rose in all countries and may have increased
faster in 1956 than in 1955 except in eastern Germany,
Czechoslovakia and Romania.

The rise in total consumption and even the increase
in its share in national income in some countries was
not always associated with a reduction in the pressure
of demand for consumption goods upon supply. Con­
versely, the rise in investment in relation to national
income did not in all cases result in increased pressure
of demand. A shift in the allocation of resources to
investment or to consumption increases or reduces the
pressure of demand for consumer goods at a given level
of prices and distribution of income between the State
and the population. However, changes in the distribu­
tion of income brought about through increases or re­
ductions in money incomes of the population in rela­
tion to national income may either offset or reinforce
the effect of the shifts of resources on the pressure of
demand upon supply. In several countries of the group
an important and in some cases decisive factor which
tended to modify the effect of the shifts in allocation
of resources was the divergence of the rates of increase
in wages and productivity.

While the pressure of demand seems to have lessened
in the Soviet Union, Czechoslovakia and Bulgaria (tak.
ing the year as a whole) , in other countries of the group
the situation remained unchanged or even deteriorated
during the latter part of the year, either as a result
of reduced agricultural supplies as in Bulgaria and
Romania, or as a result of political events as in Poland
and Hungary. In several countries the planned balances
between money income in the hands of the population
and the supply of goods were upset by poor harvests or
by unforeseen increases in disposable income. The re­
sulting gap between the demand and supply out of
current output was narrowed in some countries by the
running down of stocks, a reduction in the share of
public consumption and a rise in net imports of con­
sumer goods at the expense of investment goods, with
a consequent alteration of investment plans.

Among the countries where the share of investment
in national income increased, only mainland China
experienced a considerable rise in the pressure of de­
mand upon supply in 1956. This had its origin pri­
marily in the sharp increase in State fixed investment
(the increase amounted to about 6 per cent of national
income in 1956), and was further aggravated by the
rise in money income in urban areas resulting from
an upward adjustment of wages and salaries and an

16 See table 106, footnote a.
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decline in prices in collective farm markets. Prices
in State and co-operative trade, which from 1947 to
1953 were reduced each year, remained in 1956 at the
same level as in 1954 and 1955. But prices in collective
farm markets, which had risen in 1954 and in 1955,
declined for the first time in 1956 by 10 per cent.17

In eastern Germany, as in the Soviet Union, the rise
in investment in relation to national income did not
result in any marked increases in the pressure of de­
mand upon supply of consumer goods. This may partly
reflect the fact that investment represented a much
smaller proportion of national income than in other
countries of the group.18 In addition, the effect of a
rise in investment was partly offset by a substantial
rise in imports of food-about 30 per cent over 1955.19

However, the main factor tending to reduce pressure
was that, as in the Soviet Union, wages increased much
less than output per man. Prices remained generally
unchanged, and real wages increased in line with money
wages.

In contrast, among the countries of the group where
the share of consumption in national income rose, only
Czechoslovakia was able to maintain equilibrium be­
tween supply and demand throughout the year. In that
country the supply of food increased, a rise in the out­
put of meat and of grain compensating for a fall in the
output of other crops. Though the wage bill exceeded
the planned rise by about 2 per cent, total sales also
exceeded the planned quotas. The cost of living was
reduced by about 2 per cent in 1956, and real wages
rose by 6 per cent.

In Bulgaria and Romania the situation was relatively
easy during most of the year, thanks to the sharply in·

11 In 1955 collective farm markets accounted for 9 per cent of
total trade and for 15 per cent of sales of food. Their share in
urban consumption was obviously much higher.

18 In 1955 accumulation (that is, total net investment) repre­
sented 14 per cent of national income as compared with more
than 20 per cent in most of the other centrally planned econ­
omies. Net fixed investment was 8 per cent of national income.

19 From 995 million roubles to 1,295 million roubles in 1956.
Imports of meats rose by 7 per cent, vegetable oil by 39 per cent,
butter by 100 per cent and animal fats by 17 per cent.

Table 107. Poland: Planned and
Actual Income and Sales

(Billions of zlotys)

1956
Item 1955

Actual Planned Actual

Money income:
Wage bill ............... 92 107
Peasants' money income .. 42 49

TOTAL 134 156
Retail sales:

State and co.operative .... 128 137 148
Private ................. 5 5 6 a

TOTAL 133 142 154
Source: Report on fulfilment of the 1956 plan and data quoted

by the Minister of Finance and the Chairman of the Central
Planning Board in Trybuna Ludu, 10 and 11 March 1957.

a Estimated.
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creased harvest of 1955,20 but it deteriorated later as
a result of the poor harvest in 1956. In Bulgaria the
pressure of demand had also been made easier by
absence of any increase in investment in 1956. The
improved supply-demand position during most of the
year was reflected in price reductions on a variety of
goods, ranging from 5 to 30 per cent. The cost of living
declined by about 8 per cent, and this reduction, to,
gether with a small increase in money wages, resulted
in a 10 per cent rise in real wages. Peasants' incomes,
on the other hand, fell as a result of the crop failures
in 1956. The decline in the domestic supply of con­
sumer goods in the second half of the year resulted in
alteration of the plans for foreign trade. The planned:
level of exports was reduced, and imports of food were'
increased at the expense of planned imports of invest­
ment goods and raw materials.

The situation in Romania was in many respects simi­
lar to that in Bulgaria. The considerable increase in
agricultural supplies from the 1955 harvest made itpos.
sible to reduce prices in December 1955 and again in
April 1956.21 During the second half of the year the
situation deteriorated because of a sharp fall in agricul.
tural output. While this decline reduced peasants' in­
come, workers' income increased because the minimum
wage was nearly doubled, wage scales in several indus­
tries were increased and pensions and children's allow-·
ances were raised. The resulting imbalance was offset,.
at least in part, by a cutting down of investment plans;
and by increased food imports from the Soviet Union,.
but shortages of food in the urban areas were not
eliminated.

In Poland the planned balance between the money
income of the population and the supply of con·
sumer goods was severely upset under the impact of
the political changes which occurred in 1956. The
planned increases in productivity were not realized
and the money income of the population increased
much more than anticipated. The breakdown of col·
lectivization22 and the weakening of State control over
the disposal of farm surpluses resulted in a marked de·
cline in compulsory deliveries of grain. Both in grain
and in livestock a much larger proportion of govern·
ment procurement was effected at free market prices,
thus substantially increasing peasants' income.23 In
addition, a large proportion of land tax was not paid..
At the same time the wage bill also rose much more
than planned owing to unforeseen wage increases au~

20 Agricultural production increased by 30 per cent iR Bulgarhl­
and by 20 per cent in Romania in 1955 (table 104).

21 Prices of some manufactured goods were reduced by 5 to
25 per cent in December 1955 and by 5 to 30 per cent in April
1956. Prices of some foodstuffs. were reduced by 10 to 25 per
cent in April 1956.

22 The number of collective farms declined during the last
quarter of 1956 by about three-fourths.

23 The increase in peasants' incomes derived from sales to gov­
ernment purchasing agencies was 6.1 billion zlotys in 1956, of
which 1.7 billion zlotys was due to price increases and an addi­
tional 1.5 billion to the shift from compulsory deliveries at lower
prices to contractual sales to the Government at higher prices"
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thorized by the Government in the course of the year,
and to the payment of wage arrears; there were also
unauthorized increases in wages amounting to about
2 billion zlotys in 1956.

Some indication of the gap between incomes and
planned supplies in Poland in 1956 is provided by
the fact that, while the plan called for an increase in
retail sales of about 9 billion zlotys, money incomes in­
creased during the year by more than 22 billion zlotys
(see table 107). It should be noted that most of the
increase in money incomes took place during the second
half of the year. The rise in peasants' incomes material­
ized after the 1956 harvest. The wage bill, which, com­
pared with the corresponding period of 1955, was 18
per cent higher in July, 21 per cent in August, 22 per
cent in September and 25 per cent in October.24 For
the year as a whole the wage bill rose by about 17 per
cent over 1955 and peasants' money income by about
18 per cent. The resulting sharp increase in demand
could not be met out of current production and neces­
sitated a drastic revision of plans. The planned 8 per
cent increase in fixed investment had to be abandoned,
leaving the volume of investment at the 1955 level.
The total of inventories and social consumption was
reduced by 6 billion zlotys, or by 22 per cent, and their
share of national income fell from 31 per cent in 1955 to
28 per cent in 1956.25 In addition, imports of consumer
goods were increased substantially at the expense of
investment goods.26 The combined effect of all these
measures was to increase the volume of goods sold by
15 per cent instead of the 7 per cent provided for in the
plan, so that the threatened inflationary gap between
the money income of the population and the supply was
to a large extent eliminated.

The fact that the wage bill and the money income of
the peasants rose by about 17 per cent, while retail
sales increased by 15 per cent, seems to indicate that
the pressure of demand upon supply did not subside.
Prices of food in State and co-operative trade increased
by 1.4 per cent, while those of manufa·ctured consumer
goods declined by 1.7 per cent, the total index of retail
prices remaining approximately at the 1955 level. How­
ever, prices in non-controlled markets seem to have
risen, and there was an extension of illegal sales of
goods purchased by speculators in government stores
and resold at much higher prices to the public. It is,
therefore, likely that part of the 12 per cent increase in
money wages was offset by price increases in non­
controlled markets.

In Hungary the supply of consumer goods declined
-sharply during the last quarter of the year as a result
both of the October political events and of a poor har-

24 Trybuna Ludu, 4, December 1956.
.. Social consumption was reduced by 17 per cent and the

increase in inventories was 28 per cent smaller than in 1955.
26 Imports of manufactured consumer goods were 67 per cent

above the planned quotas, while imports of machinery, equip­
ment, fuel and cotton fell below the planned quotas.
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vest. The effect of this decline in output on urban sup­
plies was considerably aggravated by the breakdown
and subsequent abolition of the system of compulsory
deliveries. As in Poland, this resulted in a decline in
State procurement and in a rise in prices paid to peas­
ants, thus substantially increasing income in relation
to output.27 Not less important was the continuation
of wage payments despite the cessation of output in a
large proportion of Hungarian industry during the
last part of the year. The resulting imbalance between
current output and demand was reduced in part by a
cut in exports of consumer goods,2s by grants in kind
from abroad, mostly from the centrally planned econo­
mies, and by running down stocks of consumer goods.
Stocks fell from 14 billion forints before 23 October to
5 billion at the end of the year; of this reduction, how­
ever, 1.5 billion represented goods destroyed, so that
stocks used contributed about 7.5 billion forints to cur­
rent consumption, an amount equal to about one-third
of sales during the first half of the year. A similar
factor affording temporary relief at the expense of
future consumption was the widespread slaughtering
of hogs made necessary by the shortage of feed. The
influence of all these factors was not, however, sufficient
to restore the balance between supply and demand with.
out price increases during the last quarter of the year.

PLANS AND PROSPECTS FOR 1957

The plans for 1957 were strongly influenced by the
difficulties in the supply of raw materials, fuel and
power encountered in 1956 and by the decisions taken
with respect to wages, pensions, family allowances, and
working time, as well as by significant changes in
policies towards peasants.29 Shortages of fuel, power
and raw materials were reflected in a general slackening
of the rates of expansion planned for industrial pro­
duction, but measures improving the condition of both
the urban and the rural population tended to increase
the share of personal consumption in national income.

In all countries the increase planned for industrial
production in 1957 (see table 108) is less than in 1956.
In Czechoslovakia and eastern Germany the slowing
down is slight but in mainland China the increase is
only about one-fourth of that achieved during 1956,
and in Poland, Romania and Bulgaria about half. In
the Soviet Union the planned rate of increase is reduced
from II per cent in 1956 to 7 per cent in 1957.

It is planned to increase agricultural production by

27 The increase in peasants' income due to the abolition of
compulsory deliveries was officially estimated at 5 billion forints.

28 Exports were planned at 5.5 billion forints and imports at
7 billion for 1956. By 15 December 1956 exports amounted to
4.3 billion and imports to 5 billion forints. During the fourth
quarter exports amounted to 350 million and imports to 400
million, the planned quotas being 2.5 and 1.5 billion forints,
respectively.

29 For a detailed review of measures taken in 1956, see United
Nations, Economic Survey of Europe in 1956.
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Tahle 108. Planned Targets for 1957
(1956 = 100)

National income. . . . . . . . . . . . . . . . .. 112
Gross fixed investmentb . • . • • • • • • • • • 83
Retail sales. . . . . . . . . . . . . . . . . . . . .. 108
Industrial production. . . . . . . . . . . . .. 108
Industrial employment. . . . . . . . . . .. III
Output per man in industry. . . . . . . . 98
Agricultural production. . . . . . . . . . .. 132

Ilem Bulgaria
Ohina Czecho- Easlem

mainland sl(YIJakia Germany Poland Romania USSR

106- 107 110 108
113 108 100 87 109

110 105 107 116 116 III
106 108 106 104 104 107

102 102 102
119d 105 102 105
107 107 103

Source: Plans for 1957 and data communicated
to the Secretariat by the Governments.

• Estimated; total output of industry and agri­
culture.

b State sector only.

32 per cent in Bulgaria, compared with a fall of 5 per
cent in 1956, and by 7 per cent in mainland China and
Czechoslovakia as compared with increases of 4 per
cent and 3 per cent, respectively, in 1956. In Poland,
where agricultural output increased by 6 per cent that
year, the plan for 1957 provides for a 3 per cent rise.
Other countries of the group have not announced their
plans for total output of agriculture.

Largely as a consequence of the trends noted in in­
dustrial and agricultural output, the target rates of in­
crease for national income are lower than those achieved
in 1956 in the Soviet Union, eastern Germany, Poland
and mainland China but higher in Czechoslovakia, Bul­
garia and Romania. The last two countries suffered a
sharp decline in agricultural output in 1956, and the
increase in agricultural production anticipated for 1957
is expected to raise the rate of growth of national income
above that achieved in 1956. In Czechoslovakia also,
the considerable increase in the rate of expansion
planned for agriculture would result in a slight rise in
the rate of increase planned for national income. In the
Soviet Union the rate of increase projected for national
income in 1957 is smaller than in 1956 mainly on
account of a reduction in the rate of increase planned
for industry; in Poland the rate reflects a slowing down
of both industrial and agricultural output.

The most striking feature of the 1957 plans is the
sharp reduction in the rate of increase in State fixed
investment, and an actual decrease in investment plans
in some countries. Thus, Bulgaria and Romania plan to
reduce investment in fixed capital by 17 and 13 per cent,
respectively, and mainland China also plans for a slight
decline in 1957. In Poland fixed investment is to re­
main at the 1955 level for the second consecutive year.
The Soviet Union and eastern Germany plan to increase
their fixed investment by 9 and 8 per cent, respectively,
only half as much as in 1956 in the Soviet Union and
only one-fourth as much as in eastern Germany.so The
only country which planned to increase investment at
a slightly higher rate than in 1956 was Czechoslovakia,

'0 The 8 per cent increase originally planned by eastern Ger­
many was to be further reduced in the final draft of the 1957
plan.
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o Lower than in 1956.

d The planned rise in output per man should not
be compared with that of production because of
difference in coverage.

though its original goal of an 18 per cent increase was
reduced to 13 per cent as compared with a 12 per cent
increase in 1956.31

The reductions reflect not only the smaller supply
of investment goods than had been expected but also
the need to release a larger proportion of resources for
consumption. The information that is available on
planned changes in retail trade, consumption and na­
tional income indicates that all countries of the group
plan to increase the share of consumption in national
income. The plan for retail trade in the Soviet Union,
Romania, Poland and eastern Germany provides for an
acceleration in the growth of the volume of sales as
compared with 1956. In mainland China, Czechoslo­
vakia and Bulgaria the reverse is true, but in Bulgaria
and in mainland China the planned rise in agricultural
production suggests a substantial increase in peasants'
consumption that is not reflected in the data on retail
sales. In Czechoslovakia, even though the increase
planned for retail sales is less than last year's and less
than the increase in national income, consumption is in
fact planned to increase by 9 per cent,S2 raising its
share in the national income.

The shift in the allocation of national income in
favour of consumption in the centrally planned econo­
mies is closely associated with changes in the distribu­
tion of income brought about by policy decisions taken
in 1956 and put into effect in 1956 and 1957. The
general trend of these changes has been to increase the
money income of the population more rapidly than
production by reducing the share of national income
taken by the State. The income of peasants is expected
to increase not only because of the anticipated rise in
production but also because of increases in prices paid
to them by government agencies and because of a change
in the character of government purchases.

., The investment outlays of 33 billion crowns originally
planned were reduced to 31 billion as compared with 28 billion
invested in 1956. The plan for 1956 provided for a 21 per cent
increase; the actual increase was 12 per cent over 1955.

82 The difference between planned rates of increase in retail
sales and in consumption is accounted for by the planned in­
crease in consumption of paid services (by 10 per cent) and in
consumption not covered by the data on State and co-operative
trade.
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In Poland and Hungary the situation was consider­
ably influenced by the sharp decline in the number of
collective farms, which fell by 75 per cent and 50 per
cent, respectively, during the last quarter of 1956.
Although collectivization remains the ultimate goal of
the Governments of these countries, for the time being
emphasis is being placed on expansion of private farm­
ing as the most effective way of raising output in the
existing circumstances. To this end, the laws regulating
trade in land and hiring of labour were considerably
relaxed, and the maximum size of private holdings was
increased. At the same time encouragement is being
given to forming loose agricultural associations for the
common tilling of land, as well as to common use of
machinery and to sales co-operatives.33

The effect of these changes on peasants' incomes in
1957 may be very significant not only through their
influence on output but even more through the effect of
the relaxation of government control over the disposal
of agricultural produce and consequently over prices
paid to peasants. Average prices paid for agricultural
produce will rise in 1957 in all these countries irrespec­
tive of changes in collectivization policies because of
alterations in the system of government procurement
and increased prices for various products. In all cen­
trally planned economies the complicated pricing sys­
tem for agricultural goods34 is gradually being replaced
by single prices, through the reduction of price differen­
tials for different transactions and the gradual elimina­
tion of compulsory deliveries.

While this tendency was apparent during preceding
years, it was considerably strengthened when a number
of countries decided to abolish or reduce the scope of
compulsory deliveries in 1956 and 1957. In Poland the
complete elimination of compulsory deliveries was an­
nounced in 1956 as a goal to be achieved as soon as
conditions of supply allow it. As of January 1957 grain
quotas were reduced by one-third and completely elimi­
nated for holdings below two hectares of land. Prices
for grain deliveries were doubled. Compulsory deliv­
eries of milk were entirely abolished. The rise in peas­
ant's incomes resulting from the introduction of these
measures was estimated at about 4 billion zlotys. The
resulting losses to the Government are to be partly
compensated by an increase in prices paid by peasants
for coal, fertilizer, farm equipment and some consumer
semi-durables and services, amounting to 2.9 billion
zlotys; the net benefits derived by peasants from the
introduction .of these measures are thus reduced to 1.1
billion zlotys. In Hungary compulsory deliveries were
abolished during the last quarter of 1956, and the rise

33 In Poland this change was accompanied by dissolution of a
large proportion of the State-owned machine and tractor stations,
the equipment of which was sold to the remaining collective
farms or to individual peasants. In Hungary the machine and
tractor stations are to be retained.

a4 There are set prices for compulsory delivery and for con­
tractual purchases, and free prices on collective farm markets.
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in peasants' incomes from this source during 1957 has
been estimated at 5 billion forints.

Romania also abolished compulsory deliveries of aU
products with the notable exception of meat (as of
January 1957). Prices of meat deliveries were raised
for all farms, and holdings below one hectare were
released from the obligatory deliveries. In Bulgaria
prices for deliveries were increased in 1956, and com­
pulsory deliveries were abolished for potatoes, fruit
and milk. In 1957 delivery quotas from private plots of
collective farmers and from farms with little land pel'
member were reduced.35 No major changes in the·
method of procurement were contemplated in eastern
Germany or Czechoslovakia for 1957. However, in both
of these countries the spread among the various prices.
paid to farmers is to be narrowed by increases in prices
paid for compulsory deliveries and by reductions or
smaller increases in prices for contractual deliveries. In
the Soviet Union, where delivery quotas had already
been considerably reduced, the prices paid for some
agricultural products are to be increased in 1957.

Incomes of wage and salary earners are also planned'
to increase more than production as a result of the rise
in minimum wages and other wage increases (some of
which were already in effect during part of 1956),
increases in pensions and family allowances and reduc­
tions in the normal work week without reduction in
pay.36 Minimum wages were increased in all countries
with the exception of eastern Germany and Czecho­
slovakia; in Poland, Hungary and Romania the in­
creases occurred in the course of 1956 and in the Soviet
Union and Bulgaria they took effect as of January 1957.
Old age pensions were raised substantially in all coun·
tries in 1956, but the impact of these measures on
income will be far greater in 1957. There were also
changes in family allowances, which in some countries
increased considerably. The normal work week was,
reduced from forty-eight to forty-six hours in the Soviet
Union, Czechoslovakia, Bulgaria and Poland.37 Hungary
has announced its introduction of a forty-six-hour work
week and eastern Germany a forty-five-hour week in
the course of 1957. In several countries the wage in­
creases introduced at the end of 1956 and some wage
increases planned for 1957 are expected to contribute
further to a rise in incomes.

The effect of these measures on total incomes is indi­
cated in the following table (table 109). The lack of
data on total personal income makes it impossible to
assess the actual effect of these measures on the income·

3. The increment of income to peasants in Bulgaria due to
price increases amounted to 210 million levas in 1956 and to
510 million in 1957. In addition, income received by peasants
will increase by 400 million levas in 1957 owing to the new
pension law.

3. Part of this increase may be due to a rise in overtime pay.
a'In Bulgaria and the Soviet Union working hours were also.

reduced for days preceding public holidays. In the Soviet Union.
a six-hour work day was introduced for workers between sixteen
and eighteen years of age.
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of the population. However, som~ indication of its
impact on demand in 1957 may be derived from com­
parisons of these increments with planned retail sales.
This comparison suggests that the increment of income
from these sources is of the order of 7 per cent of retail
sales in all countries except Bulgaria, where it repre­
sents 13 per cent of planned sales. The effect of these
increases in income on the relation of supply and de­
mand is to be offset partly by a rise in productivity and
partly by a relative decline in investment outlays.

Hungary has not announced its plan for 1957. Mter
the October events it was decided to prepare an emer­
gency programme for the first months of 1957 to be
followed later by a plan covering the year as a whole.
The emergency programme as formulated in the dec­
laration of 5 January 1957 draws attention to the
crucial importance of recovery of the output of coal
and states that until this is achieved it will be necessary
to cut output in some factories and close others. In
order to curb inflationary pressure, it was decided to
reduce government expenditure through further reduc­
tions of administrative personnel, to prevent further
wage increases and to reduce planned investment out­
lays to insignificant amounts.38 Stringent measures were
introduced to secure payment of taxes, to preclude pay­
ment of wages for work not performed and to reduce
the imbalance between receipts and outlays of enter­
prises. A temporary increase in unemployment was
anticipated as a result of these measures. The recovery
of industrial production has been faster than was an­
ticipated. At the beginning of March 1957 power output
reached about 85 per cent of that preceding October

88 "Temporarily we can devote to capital investment only in­
significant sums", declaration of the Hungarian Government of
5 January 1957, Pravda, 7 January 1957.

1956, coal output 80 per cent and output of chemicals
and consumer goods industries 90 per cent.

FOREIGN TRADE OF THE CENTRALLY PLANNED ECONOMIES

The value of foreign trade of this group rose con­
siderably more in 1956 than in 1955; trade of the
European countries in the group rose by 7 per cent,
compared with 4 per cent in 1955 and 10 per cent in
1954.39 The greatest increases in total turnover oc­
curred in Bulgaria, Czechoslovakia and eastern Ger­
many, which expanded their trade by 24, 16 and 12 per
cent, respectively. The trade of the Soviet Union, which
had not risen in 1955, rose by 9 per cent in 1956. Poland
showed a smaller expansion than in 1955, and in Hun­
gary total trade dropped by about 30 per cent as a
consequence of the sharp decline during the last quarter
of the year. In Bulgaria, Czechoslovakia and eastern
Germany foreign trade rose more than industrial pro­
duction, while in Hungary, Poland and the Soviet Union
the reverse was true.

The trade balances of some of the centrally planned
economies were influenced during 1956 by difficulties
in the supply of coal and the consequent non-fulfilment
of their plans for coal exports, by crop failures which
reduced exports of agricultural produce and by the
need to raise imports of consumer goods above the
planned quotas. Despite these factors, only Hungary,
eastern Germany and possibly Romania suffered a de­
terioration in their over-all trade balances. In Hungary,
where the drop in exports was much greater than the
decline in imports, the 1955 surplus of 298 million

88 Based on data in table no, excluding Romania, the share
of which in the total trade of the centrally planned economies is
relatively small. No data are available for total trade of main­
land China in 1956.

Table 109. Increment to Personal Income in 1957 from Increases in Wages,
Agricultural Prices, Pensions and Family Allowances

(Billions of national currency units)

Increment
Pensions Retail in income

and sales as percentage
family Peasants' (planned of 1957

Country Totala Wages allowances incomes value) retail sales

Bulgaria (lev) ................ 2.1 0.8 0.8 0.5b 17 12
Germany, eastern

(Deutsche mark) ............ 2.6 35 e 7
Poland (zloty) ................ 13.0 8.6 1.4 4.0 175 7
Romania (leu) ................ 2.5 34e 7
USSR (rouble) ............... 35.0 12.0 11.0 597 6

Source: Data communicated to the Secretariat
by the Governments; Pravda, 6 February 1957;
Trybuna Ludu, 10 March 1957; Neues Deutschland
(Berlin), 6 February 1957.

a The total increment to personal income in­
cludes for most of the countries the additional
cost due to reduction in the normal hours of
work. For Bulgaria this has been estimated to
amount to about no million leva in 1957. In the
Union of Soviet Socialist Republics the sum of
35 billion roubles given in the table is defined as
additional payments resulting from the new pen-
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sion law, an increase in wages of lower paid
workers, a reduction in the working day, readjust­
'ment of wages in coal mining, an increase in prices
paid for some agricultural products, elimination of
school fees, and increases in maternity leave.

b In addition, pensions paid to peasants are to
increase by 400 million leva; this sum is included
in the total increment in pensions shown in the
preceding column.

e Estimated by Bureau of Economic Affairs on
the basis of data for earlier years and percentage
increases planned for 1957.
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Table 110. Indices of Trade Turnover," by Country
(Preceding year = 100)

Country 1954

Bulgaria. . . . . . . . . . . . . . . . . . . . . . .. 107
Czechoslovakia. . . . . . . . . . . . . . . . .. 103
Germany, eastern " 122
Hungary. . . . . . . . . . . . . . . . . . . . . . .. 106
Poland. . 110
USSR.......................... 109

Total, above countries. . . . . . . . .. 110

China, mainland. . . . . . . . . . . . . . . .. 105
Romania. . . . . . . . . . . . . . . . . . . . . . .. 105

Sources: Reports on fulfilment of plans and data
communicated to the Secretariat by the Govern­
ments; Rocznik Statystyczny; Magyar Statisztikai
Zsebkonyv; Statistisches Jahrbuch der Deutschen
Demokratischen Republik; Statisticke Zpravy, Nos. 1

roubles was replaced by a deficit of 230 million. In
eastern Germany, which was most seriously affected by
the decline in Polish exports of coal and coke, the
consequent shortage of fuel prevented the fulfilment of
production targets for export goods, and exports there­
fore increased less than had been anticipated. As a
result the export balance declined by about 70 million
roubles in 1956. The other countries for which data are
available show improvement in their balances. In Bul·
garia a decline in agricultural exports was entirely
offset by a rise in exports of ore concentrates and other
materials, and as a consequence its export surplus was

1956
Value of trade

(millions
1955 1956 of roubles)

99 124 2,095
115 116 10,356
103 112 1l,025
110 69 3,169
104 102 7,507
100 109 27,000
104 107 61,152

113
112

and 2, 1956 (Prague); Neues Deutschland, 14 Feb­
ruary and 2 March 1956; Soviet News (London),
3 October 1956; Pravda, 31 January 1957; Ta
Kung Pao (Tientsin), 11 February 1955.

a Exports plus imports.

higher than in 1955. Czechoslovakia almost doubled its
export balance in 1956. In Poland the effect of the drop
in the volume of coal exports and the reduction in
some consumer goods exports was entirely offset by the
higher prices received for coal and increased shipments
of other goods. Despite a substantial increase in imports
of consumer goods, total imports declined slightly,
mainly as a result of reduced imports of investment
goods. Consequently, it achieved an export surplus for
the first time since 1953 (see table Ill).

Little information is provided by the centrally
planned economies concerning the distribution of the

Table Ill. Exports and Imports, Selected Countries
(Millions of roubles)'

Source: Statistical yearbooks; reports on fulfil­
ment of plans; data communicated to the Secre·
tariat by the Governments; Statisticke Zpravy,
No.2,1956.

• Based on data in roubles for eastern Germany
and Poland, in dollars for Bulgaria, and for
Czechoslovakia and Hungary in national cur·

1953Country

Bulgaria:
Exports .
Imports .

Balance .

Czechoslovakia:
Exports , .
Imports .

Balance .

Germany, eastern:
Exports '"
Imports .

Balance .

Hungary:
Exports .
Imports .

Balance .

Poland:
Exports .
Imports .

Balance .

6840

6340

500

3,974
3,517

457

3,870
3,930
-60

2,012
1,885

127

3,324
3,097

227

1954 1955 1956b

931 916 1,193
784 780 952
147 136 191

4,021 4,704 5,598
3,731 4,211 4,758

290 493 840

5,120 5,1l3 5,689
4,384 4,691 5,336

736 422 353

2,100 2,436 1,465
2,051 2,138 1,704

49 298 -239

3,475 3,654 3,858
3,615 3,727 3,648
-140 -73 210

rencies; conversion into roubles at official rates
of exchange.

b In most cases estimated by applying the
percentage changes indicated in reports on fulfil·
ment of plans to absolute figures for earlier years.

01952.
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expansion of their trade between the centrally planned
group and the rest of the world. Such data are available
for only three countries. Thus, Bulgaria expanded
its trade with the rest of the world by 84 per cent
in 1956, while its trade with the centrally planned
economies rose by only 16 per cent. Polish trade with
the West rose by 10 per cent, while its trade with the
centrally planned economies fell by about 3 per cent.
Eastern Germany showed the opposite tendency, its
trade with the centrally planned economies rising more
than its trade with the rest of the world (by 13 and 8
per cent, respectively).

For the group as a whole, certain conclusions on the
distribution of trade can be drawn from a comparison

of the indices of total trade given in table no with data
on east-west trade derived from statistics of the western
countries, shown in table 112. This comparison suggests
that both in 1955 and in 1956 trade of the centrally
planned economies with the rest of the world increased
at a much higher rate than their total trade, and there­
fore much faster than their trade with each other. Thus,
while the total trade of the European centrally planned
economies rose by about 7 per cent in 1956, their trade
with the rest of the world increased by more than 20
per cent.40 Taken at face value, this comparison would

40 Exclusive of the trade of mainland China. Romania is in­
cluded in the data on trade with the rest of the world but ex­
cluded from the data on total trade. This, however, would not
significantly affect the comparison in view of the relatively small
share of Romania in the trade of the centrally planned economies.

Table 112. Trade of Centrally PlaIDled Economies with Rest of WorId"
(Millions of dollars; f.o.b.)

Other eastern
USSR European couniriesb Mainland China Total

Reporting area and period Exports Imports Exports Imports Exports Imports Exports Imporls

Canada and United States:
1954 ................... 12.6 5.2 33.6 7.0 1.9 0.1 48.1 12.3
1955 ................... 17.6 2.9 42.6 14.8 3.4 1.0 63.6 18.7
1956 ................... 25.6 28.7 50.2 45.0 6.0 2.5 81.8 76.2

Latin America:
1954 ................... 27.1 66.3 62.2 78.3 2.7 8.8 92.0 153.4
1955 ................... 35.6 71.8 86.7 99.4 1.8 5.9 124.1 177.1
1956 ................... 27.7 37.6 87.0 66.7 0.8 3.0 115.5 107.3

Middle East:
1954 ................... 20.1 27.2 52.3 44.0 9.3 12.2 81.7 83.4
1955 ................... 30.5 40.0 54.3 72.3 12.4 25.8 97.2 138.1
1956 ................... 38.7 33.5 74.1 118.5 29.1 26.8 141.9 178.8

Western Europeb 0

567.1 957.6 1,002.71954 ................... 301.7 259.7 660.2 88.8 82.8
1955 ................... 396.7 270.0 751.5 777.6 116.7 99.0 1,264.9 1,146.6
1956 ................... 441.8 426.4 889.5 874.0 145.0 183.3 1,476.3 1,483.7

Finland:
1954 ................... 80.4 146.6 89.9 37.0 2.5 6.6 172.8 190.2
1955 ................... 79.2 137.8 106.5 52.6 3.7 12.5 189.4 202.9
1956 ................... 99.6 148.5 97.6 55.4 2.3 8.5 199.5 212.4

Yugoslavia:
2.6 3.6 6.21954 ................... 1.0 1.5 4.7

1955 ................... 13.1 17.9 16.8 17.6 0.3 30.2 35.5
1956 ................... 64.0 41.6 31.5 31.4 3.2 4.4 98.7 77.4

Asia and the Far East:
1954 ................... 5.5 37.1 46.3 33.0 225.8 175.7 277.6 245.8
1955 ................... 9.7 41.0 66.7 68.8 296.0 161.2 372.4 271.0
1956 ................... 36.2 63.6 76.7 70.8 379.8 199.3 492.7 333.7

Other areas:d

1954 ...•............... 2.5 50.5 18.8 38.2 19.0 3.2 40.3 91.9
1955 ................... 3.1 21.9 21.7 58.6 25.7 6.3 50.5 86.8
1956 ................... 2.7 12.2 26.3 52.6 27.8 9.1 56.8 73.9

Total:
1954 ............... 450.9 594.1 872.8 902.4 350.0 289.4 1,673.7 1,785.9
1955 ............... 585.5 603.3 1,146.8 1,161.7 460.0 311.7 2,192.3 2,076.7
1956 ............... 736.3 792.1 1,332.9 1,314.4 594.0 436.9 2,663.2 2,543.4

Source: United Nations, Monthly Bulletin oJ Statistics, June b Including trade between eastern and western Germany.
1957; Federal Statistical Office, Wirtschaft un Statistik, No.3, o Metropolitan countries in the Organisation for European
1957 (Stuttgart). Economic Co-operation.

a Data as recorded by the trading partners of the centrally d Residual figures from total world trade with eastern Europe
planned economies. and mainland China.
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suggest that trade among the centrally planned econo­
mies, which represented about 70 per cent of their total
trade, increased only slightly. However, this may not be
the case, as the comparability of these two sets of data
cannot be determined.

In both 1955 and 1956 the value of trade between
the centrally planned economies and the rest of the
world grew twice as fast as total world trade,41 the
respective rates being 23 and 9 per cent in 1955 and
22 and 11 per cent in 1956. Although in 1956 the value
of trade of the centrally planned economies with the
rest of the world reached an all time high of more
than $5 billion, it still accounted for less than 3 per
cent of world trade. The expansion of trade relations
with the rest of the world, which had been initiated
as a result of earlier policy decisions, was further
stimulated by difficulties in securing various raw mate­
rials and consumer goods within the area and by the
need to satisfy the rise in consumer demand which oc­
curred in the course of the year. The trade of mainland
China with countries outside the centrally planned
group rose by more than one-third, and that of the
Soviet Union by nearly 30 per cent. The trade of other
eastern European countries with the rest of the world
rose by only 15 per cent.42

Exports and imports of the group as a whole in­
creased in line, resulting in a small increase in the ex­
port balance from $116 million in 1955 to $120 million
in 1956. Both in 1955 and in 1956, mainland China was
responsible for the export surplus of the group as a
whole, the trade of the European countries being in
deficit. The most striking changes in 1956, however,
were the appearance of an export surplus in the trade
of eastern European countries other than the Soviet
Union, and the substantially increased deficit of the
Soviet Union.43

Expansion of trade with the rest of the world was
not associated with any major changes in its geographi­
cal distribution. Despite the very sharp increase in trade
with North America, Yugoslavia and the Middle East,
these areas continued to account for only a small share
of the trade of the centrally planned economies with
the rest of the world.44 A decline in trade with Latin
America reduced its share from 7 per cent in 1955 to
4 per cent in 1956.

Western Europe continued to occupy the leading
place in the trade of the centrally planned economies
with the rest of the world, accounting for about 57 per
cent of the total both in 1955 and 1956. Whereas total
trade with western Europe increased by about 23 per
cent in 1956, however, imports from this area rose by

41 Exclusive of the trade of the centrally planned economies
with each other.

42 In 1956 the Soviet Union accounted for 29 per cent of the
trade of the centrally planned economies with the rest of the
world, mainland China for 20 per cent and the remaining
centrally planned economies for 51 per cent.
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29 per cent and exports by only 17 per cent. In con­
sequence, instead of an export surplus, which in 1955
amounted to $118 million, there was an import surplus
of $7 million in 1956. This significant decline in the
export balance was mainly the result of an 85 per cent
rise in Chinese imports and a 58 per cent increase in the
imports of the Soviet Union. Exports of the latter rose
by 11 per cent, and those of mainland China by 24 per
cent in 1956. Imports of the other centrally planned
economies increased less during this period than did
their exports.

Trade with Yugoslavia, which for several years was
at a very low level, increased sharply in 1955 and
again in 1956. Exports to it rose more than threefold
and imports from it more than doubled, resulting in
the appearance of a surplus of about $21 million. In
contrast, trade with Finland scarcely increased in 1956.

A striking rise took place in the trade of the centrally
planned economies with North America; it rose by
about $76 million to almost double the 1955 level. Of
this, imports from Canada, which in 1955 amounted
to $12 million, increased by $53 million, almost entirely
as a result of large shipments of wheat. Exports of
the group to North America rose by less than 30 per
cent, and in consequence the export surplus fell from
$45 million in 1955 to $6 million in 1956.

Trade of the Middle East with the centrally planned
economies also showed higher than average increases,
rising by 36 per cent in 1956. The deficit with the
Middle East declined only slightly, although the value
of exports rose by 46 per cent compared with a 29 per
cent increase in imports. The expansion in trade was
mainly accounted for by an inc:liease of about 50 per
cent in the trade of eastern European countries other
than the Soviet Union, and by the doubling of Chinese
exports to the region. Trade of the Soviet Union with
the Middle East hardly increased at all.

Trade of the centrally planned economies with the
Far East increased less than that with the Middle East,
but more than trade with western Europe, rising by
28 per cent in 1956. Exports increased by 32 per cent,
and imports rose by about 23 per cent; the net sur­
plus of the centrally planned economies in this trade
rose from $100 million in 1955 to $160 million in
1956. This change was entirely due to a large increase
in the net export of mainland China, which rose from
$135 million in 1955 to $180 million in 1956 and offset
the combined deficit of the Soviet Union and other
centrally planned economies.

43 The export surplus of mainland China rose from $148
million in 1955 to $157 million in 1956. The deficit of the
Soviet Union increased from $13 million in 1955 to $56 million
in 1956, and in the other European countries the deficit of
$15 million in 1955 was replaced by a surplus of $13 million in
1956.

44 The share of North America, Yugoslavia and the Middle
East rose from 2, 2 and 5 per cent in 1955 to 3, 3 and 6 per cent,
respectively, in 1956.
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Table 113. Composition of Trade of Centrally Planned Economies with Rest of World"
(Millions of dollars)

Machinery
and transport Other manufactured

Foodstuffs Raw materials equipment goods Totato

Area and periodb Exports Imports Exports Imports Exports Imports Exports Imports Exports Imporls

USSR:
1954 ........... 69.0 58.3 164.2 46.2 5.8 94.5 49.0 82.4 288.0 281.4
1955 ........... 57.9 33.8 209.4 42.2 9.3 104.6 70.5 68.1 347.1 248.7
1956 ........... 72.1 54.2 265.4 63.4 10.8 143.3 87.4 135.0 435.7 395.9

Other eastern European
countries:
1954 ........... 101.5 121.5 174.9 113.6 35.3 45.8 122.3 113.7 434.0 394.6
1955 ........... 125.9 151.0 219.3 131.8 50.5 42.0 180.6 163.4 576.3 488.2
1956 ........... 178.9 186.9 253.5 153.6 66.3 53.6 214.4 220.1 713.1 614.2

Mainland China:
1954 ........... 30.7 46.4 11.7 4.8 11.7 32.5 88.8 49.0
1955 ........... 35.4 0.4 58.7 15.5 0.3 7.2 20.2 49.7 114.6 72.8
1956 ........... 40.3 3.8 76.6 18.8 0.4 9.4 27.9 76.9 145.2 108.9

Total:
1954 ....... 201.2 179.8 385.5 171.5 41.1 145.1 183.0 228.6 810.8 725.0
1955 ....... 219.2 185.2 487.4 189.5 60.1 153.8 271.3 281.2 1,038.0 809.7
1956 ....... 291.3 244.9 595.5 235.8 77.5 206.3 329.7 432.0 1,294.0 1,119.0

Source: United Nations, Commodity Trade Statistics. Data as
recorded by the trading partners of the centrally planned econo­
mies. Re-exports of the reporting areas are excluded. Grouping
as in the Standard International Trade Classification: foodstuffs,
section 0, 1; raw materials, 2, 3, 4; machinery and transport
equipment, 7; other manufactured goods, 6 and 8.

"For 1956, countries in the Organisation for European Eco­
nomic Co-operation, except Switzerland and Iceland; Canada,

In contrast with these developments, trade of the
centrally planned economies with Latin America and
with "others" declined in 1956 by 26 and 5 per cent,
respectively.

No major changes took place in the commodity
composition of trade with the rest of the world, as
indicated by the data in table 113. The share of raw
materials fell slightly while those of food and manu­
factures increased. This change was principally due
to a change in the composition of imports, the com­
position of exports remaining almost unchanged. The
share of raw materials and equipment in imports de­
clined, while that of manufactured goods rose from
35 per cent to 39 per cent of the total. As in preceding
years, the centrally planned economies remained net
exporters of food and raw materials, and net importers
of machinery and equipment and of other manufac­
tured goods. However, whereas balances for other com­
modities moved in general in line with changes in total
trade, net imports of manufactured goods increased ten­
fold-from about $10 million in 1955 to over $100
million in 1956-mainly due to a sharp rise in net
imports of the Soviet Union and of mainland China.

During the second half of 1956 several trade agree­
ments were concluded between the Soviet Union and

45 This sum does not include part of the credits granted to
Czechoslovakia, Bulgaria, and eastern Germany, the amount of
which was not specified.

40 Of the 1.2 billion roubles in credits granted to Poland, 700
million is not to be available before 1958.

251

Malaya, Netherlands Antilles, Finland, United States and Yugo­
slavia. In 1954, in addition, Japan, Nigeria and El Salvador. In
1955, all reporting countries as in 1956 except Yugoslavia, and,
in addition, El Salvador. The share of the above· countries is
estimated at 68 per cent of total east-west trade in first nine
months of 1956.

b First nine months of each year.
o Total of items listed in the table.

most of the other centrally planned economies, pro­
viding for increased shipments of food, raw materials
and fuel. Some of the transactions were to take place
in 1956, but the bulk were to occur in 1957 and the
following years. The Soviet Union abo granted long­
term credits to all the centrally planned economies,
mainly for purchases of raw materials and food. The
known total of credits granted in 1956 and in early
1957 was about 3.2 billion roubles,45 repayable within
periods ranging from three to ten years; of this total
about 600 million roubles was to be available in free
currencies. The largest credits were granted to Hungary
(1.1 billion roubles) and to Poland (1.2 billion) .46 The
latter, in addition, obtained a cancellation of debts
amounting to 2.1 billion roubles, as compensation for
losses incurred during preceding years because of the
reduced price paid to Poland by the Soviet Union for
coal deliveries.47 Several other credit agreements were
signed between countries, providing in particular for
credits to Hungary amounting to a total of 300 million
roubles, of which 200 million was granted by main­
land China.48 Czechoslovakia, eastern Germany and the
Soviet Union also granted credits amounting to more
than one billion roubles to Yugoslavia, of which 120
million roubles is in free currencies. In addition, the

47 The Soviet Union also cancelled 4.3 billion lei owed by
Romania for the purchase of the Soviet share in mixed corpora­
tions, and reduced the east German share of occupation cost
from 1.6 billion Deutsche marks to 0.8 billion.

48 Half in free currencies.
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Soviet Union granted credits to Afghanistan, India and
Indonesia amounting to about 1.3 billion roubles.49

The increase in credit extended by the Soviet Union
and the new trade agreements are expected to stimulate
the trade of the centrally planned economies, both with
each other and with the rest of the world. The rates of
increase planned in foreign trade turnover of those
countries for which data are available are shown below
(in percentages) :50

Bulgaria .........................•......•..... 20
Czechoslovakia ....••.....•...............•.... 11
Gennany, eastern .......•...........•.......... 25
Poland...................................... 10

The Soviet Union's planned expansion of its trade
with other centrally planned economies is 13 per cent.
Only Bulgaria and Poland have announced their targets
both for imports and exports. Bulgaria plans to raise
exports by 22 per cent and imports by 17 per cent, thus
increasing its net surplus substantially. Conversely, the
Polish plan provides for a 4 per cent decline in exports,
mainly due to further reductions in coal shipments, and
for a 25 per cent increase in imports as a consequence of
larger purchases of raw materials, food and other con­
sumer. goods. This drastic change is expected to result
in a deficit of about 850 million roubles, to be covered
by credits obtained from the Soviet Union as well as
from western countries.

ECONOMIC SITUATION IN YUGOSLAVIA

In 1956, as in the two preceding years, the economic
situation in Yugoslavia was strongly influenced by
sharp fluctuations in agricultural output. Agricultural

•• Afghanistan and Indonesia, 400 million each for thirty and
twelve years, respectively, and India, 460 million for twelve years.

,. From plans for 1957 and data communicated to the Secre­
tariat by Governments.

production fell by about 14 per cent in 1954 and rose
by 16 per cent in 1955, but again declined by 12 per
cent in 1956.

For the third consecutive year industrial production
increased fairly rapidly (by 10 per cent), although
the rate of increase was smaller than in the two pre,
ceding years (see table 114). In 1956 output of con·
sumer goods increased slightly faster than total indus­
trial production, whereas in 1955 the reverse had been
true. The rise in industrial production in 1956 was
achieved mainly through a continued expansion of
employment; it increased by 7 per cent as compared
with 12 per cent in 1955. Output per man rose by 3
per cent in both years. The rise in industrial produc­
tion was, however, offset by a decline in agricultural
output, and neither national income nor gross national
product was higher in constant prices than in 1955.

In terms of current prices, gross national product
was nearly 5 per cent higher than in 1955. Personal
consumption also rose by about 5 per cent so that its
share of the national product was about the same or
very slightly higher than in 1955. In terms of constant
prices, personal consumption remained at approxi­
mately the 1955 level, partly because the effect of the
reduced agricultural output was felt only in the last
quarter of the year. The most significant change in the
shares of different components of gross national prod­
uct, shown in table 115, was a decline in gross fixed in­
vestment. This did not, however, result in a correspond­
ing increase in the share of personal consumption since
it was almost entirely offset by the continued increase
in social consumption expenditure and the decline in
the import balance.

Gross national product is planned to increase by 11
per cent in 1957, mainly as a result of a 13 per cent

Table 114. Yugoslavia: Selected Economic Indices
(Preceding year = 100)

National income". . . . . . . . . . . . . . . . . .. 103
Agricultural production. . . . . . . . . . . . . . 86
Industrial production. . . . . . . . . . . . . .. ll4

Producer goods. . . . . . . . . . . . . . . . . .. 104
Semi-manufactured goods... 114
Consumer goods. . . . . . . . . . . . . . . . .. llS

Electric power. . . . . . . . . . . . . . . . . . . .. llS
Coal '" 117
Employment in industry. . . . . . . . . . . .. ll3
Output per man in industry. . . . . . . . .. 100
Cost of living. . . . . . . . . . . . . . . . . . . . . . 98
Volume of retail sales. . . . . . . . . . . . . .. 119
Consumptionb . . . . • • • • • • • • • • . . • • . • •• 112

Item 1954 1955 1956 1957
(planned)

llO 98b llO
ll6 88 ll2
ll6 llO ll3
llS 106 llS
118 ll2 114
112 III III
126 ll6
llS III
ll2 107
103 103
ll3 lOS
121 109
109 100

Source: Indeks, No.1, 1957 (Belgrade); Statisticki
Godisnjak FNRJ (Belgrade, 1956); data communi­
cated to the Secretariat by the Government of the
Federal People's Republic of Yugoslavia.

n In constant prices. The indices for 1954 and
1955 are official estimates; the index for 1956 was
obtained by deflating the data reproduced in table
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115 by the cost of living index. Since prices of
investment goods have increased less than the cost
of living, it is possible that if deflated by appropriate
indices for each component, the index of national
income would not show any decline in 1956.

b Deflated by cost of living index.
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Table 115. Yugoslavia: Gross National Product
(Billions of dinars; current prices)

1954Item

Gross investment .
Net foreign trade balance .
Social consumption· .

TOTAL

Personal consumption .
Gross national productb ••..•••••••••

Less depreciation .
National income .

Ratio ofpersonal consumption to:
Gross national product .
National income .

423
-32
248
639
660

1,299
-137
1,162

51
57

1955 1956 1957
(planned)

449 430 461
-50 -39 -60
341 377 461
740 768 862
812 855 932

1,552 1,623 1,794
-154 -180 -210
1,398 1,443 1,584

52 53 52
58 59 59

Source: Data communicated to the Secretariat by
the Federal People's Republic of Yugoslavia; Sta­
tisticki Godisnjak FNRJ Indeks, No.1, 1956.

• Outlays for general needs such as defence,
education, administration.

expansion in industrial production and a 12 per cent
rise in the output of agriculture, which will bring
agricultural production back to its 1955 level. The
more rapid increase in industrial production in 1957
than in 1956 is due entirely to the acceleration planned
for producer goods, output of which is to increase by
15 per cent compared with 6 per cent in 1956.

Production of consumer goods is to rise at the same
rate as in 1956. Personal consumption is to increase by
9 per cent, or slightly less than gross national product,
but its share in national income will remain the same
as in 1956.51 Gross investment is planned to expand by
7 per cent in 1957; this is to be achieved by a marked
rise in imports of capital equipment, the value of
which is to increase by 35 billion dinars as compared
with Ii rise of 31 billion dinars in gross investment, a
change which implies a reduction in domestic resources
devoted to investment.

The allocation of investment by sectors provides
for a reduction in the share of industry in the total,
and a rise in the shares of agriculture and forestry, as

G1 National income will increase less than gross national prod­
uct because of a rise in the share of depreciation.

b Gross national product according to the con­
cept used in Yugoslavia consists of value added in
the production of material goods and certain
services," excluding personal, professional and ad-
ministrative services.j iJl'~" .

well as water supply, building and housing.
The 1957 plan involves a substantial increase in the

over-all deficit on foreign trade. The value of imports
is expected to increase by nearly one-quarter, while
exports will rise by less than 10 per cent. This wide
disparity is mainly due to the decline in agricultural
production in 1956, which compelled the Government
to reduce exports of agricultural goods by about 17
per cent and to expand imports of food and other con­
sumer goods.52 Imports of raw materials and equip­
ment are also to increase substantially. In consequence
of these changes, the foreign trade deficit is expected
to rise from 39 billion dinars in 1956 to 60 billion in
1957. Only a small part of this deficit on current account
will be covered by receipts for war reparations, which
will amount to about 9 billion dinars in 1957. The
rest will be financed by credits already granted; un­
used foreign credits available for use in 1957 increased
from 13.9 billion dinars on 31 October 1955 to 90.8
billion dinars on 31 October 1956, mostly as a result
of credit agreements signed with the Soviet Union,
Czechoslovakia and Poland.

52 Imports of foodstuffs represent 28 per cent of all imports
planned for 1957.

Development Plans, 1956 to 1960

Most of the centrally planned economies began their
new five-year plans of economic development in 1956.
In the Union of Soviet Socialist Republics, eastern
Germany, Romania and Poland, the new plans came
into operation immediately on the termination of the
preceding ones. In Czechoslovakia and Hungary, where
the previous plans had ended in 1953 and 1954, re­
spectively, the inception of the new plans was postponed
until 1956 so that they might begin at the same time
as those of the other countries. The Bulgarian five-year
plan will end in 1957 and is to be followed by a three­
year plan ending in 1960, when the current five-year
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plans of the other countries will be completed. The
current Chinese plan will end in 1957, and a new plan
for 1958-1962 has been announced. The plans published
to date have been presented not as final drafts but as
preliminary instructions for the central planning
boards, still subject to further elaboration and altera­
tion.53

•• For instance, the resolution on the Polish plan states that
"... the indications included in the resolution are considered
only as guide posts. On the basis of these indications it is neces­
sary to prepare within the next months the final draft of the five­
year plan and the project of the law on the five-year plan to be
submitted to the Parliament".
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Although the final texts of the new plans are not yet
available, the decisions already taken indicate the direc­
tion which such alterations are likely to take. Thus,
the Polish Government has decided to reduce the volume
of fixed investment and the rates of expansion of in­
dustrial production scheduled in the original version
of the plan. Similarly, the Soviet Union decided to
reduce the investment planned and to bring the antici­
pated rates of increase in specific industries into line
with available material resources. These revisions of the
original targets were partly the result of reappraisal
of existing capacity, manpower and material resources
on the basis of information which was not available
when the original directives were formulated. In some
countries experience in the first year of the plan indi­
cated that in certain sectors the targets were set too
high; fulfilment of the annual plans encountered sub­
stantial difficulties.

The decision of the Soviet Government on the
changes to be introduced in the project for the five-year
plan states that curtailment of the volume of investment
originally planned and changes in its distribution
among industries are necessary to eliminate the pres·
sure on resources and to "bring the targets for produc.
tion and investment in line with the material
resources" .

The political events in Poland and Hungary not only
prevented the fulfilment of their targets for the first
year of the five-year plan but imposed far-reaching
changes in the future allocation of resources, and con­
sequently in the planned growth of the economy and
in the relative rates of expansion assigned to various
sectors. Hungary, in fact, decided to abandon its five­
year plan and prepare an emergency plan for 1957, to
be followed by a three-year plan ending in 1960.

Another important factor behind the contemplated
changes was obviously the increased pressure of con­
sumers for improvement in consumption levels and
housing. The need to alter the original plans in favour
of consumers, especially with respect to housing, has
been officially stated in Poland, Hungary and the
Soviet Union.

In addition, the formulation of final drafts was de­
layed to· permit improvement in co-ordination of the
national plans, an endeavour which had been decided
upon previously but was not sufficiently advanced at
the time when the plans were announced. The intended
specialization and international division of labour was
extended in the new plans, but in general was· still
limited to specific output in engineering industries. The
problems of co-ordination were not entirely solved at
the time when the new plans were announced and the
various co-ordination commissions continued their
work later. Their task was complicated by the events
in Hungary and Poland, which necessitated consider­
able modification in the planned exchange of goods
among the centrally planned economies and called
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for further revision of the plans. These problems were
partly reflected in the Soviet-Czech declaration of
January 1957, which called for further "co-ordination
of the national economic plans and the planned inte­
gration of production" necessary for the maximum
"development of industry and agriculture in harmony
with the material and economic conditions, possibilities
and traditions of each country".

Despite the provisional character of the data con·
tained in the published drafts, the targets set in the
new five· year plans can be considered as a broad indica·
tion of the intended pattern of development of the
centrally planned economies. They should be viewed
against the background of the economic situation as it
has resulted from the rapid development of the pre­
ceding period.

With the. notable exception of the Soviet Union,
mainland China54 and eastern Germany, the centrally
planned economies have not achieved the targets set
in their long.term plans of development (see table 116).
Despite a rapid rise in national income, its growth
was considerably short of the planned rates. This short­
fall reflected primarily the serious under-fulfilment of
the plans for agriculture. Czechoslovakia, Hungary and
Romania also failed to reach the targets set for in·
dustrial production. In Poland and the Soviet Union,
the industrial production targets were substantially
exceeded, and expansion of industrial production be·
yond the planned level compensated-in Poland partly
and in the Soviet Union fully-for the effect on national
income of the non-fulfilment of the goals set for agricul.
ture. Within the industrial sector only Poland and
the Soviet Union were able to exceed the goals set for
both heavy and light industry. In the other countries for
which data are available, the goals set for heavy in­
dustry remained unfulfilled, while the targets for the
light manufacturing and food industries were either
exceeded or their degree of non·fulfilment was much
lower than that in heavy industry. It is noteworthy that
this happened despite the· high priority given to heavy
industry in the allocation of resources during most of
that period.

The failure to fulfil the plans for agriculture was
due to a relatively low rate of investment in this sector
as well as the policies adopted towards agricultural
producers. During most of the period peasants' in­
comes were kept down by high delivery quotas at very
low prices. The depressing effect of this policy on
incentives was reinforced by measures tending to dis·
courage private farming on individual plots belonging
to members of collective farms, and, in countries
with a large private agricultural sector, by administra­
tive pressures exerted on the peasants to force them
to join collective farms.

5. In mainland China the first five·year plan covers the period
ending in 1957, but in several sectors the targets set for that year
were already exceeded in 1956.
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Table 116. Indices of Planned and Actual Output during
Final Year of Plan" Ending in or Prior to 1955

(Year preceding beginning of plan = 100)

National income 00, Indus/rial ou/pm Agricultural ou/pm
Country

Planned Actual ActualPlanned Actual Planned

China, mainlandb ••••• 1510 1630 198d 224d 123 128
Czechoslovakia ....... 170 159 198 193 153 114
Germany, eastern .... 160 162 188 190 157 144
Hungary ............ 230 150 310 258 154 112
Poland .............. 212 186 236 267 150 120
Romania ............ 260 190 244 221 254 150
USSR ............... 160 168 170 185 145 120

Source: Plans and reports on fulfilment of ~pIans.
• Plan periods covered: in the case of the Union

of Soviet Socialist Republics, eastern Germany and
Romania, 1951-1955; China, mainland, 1953­
1957; Czechoslovakia, 1948-1953; Hungary, 1950­
1954; Poland, 1950--1955.

b For mainland China data in all tables in this
section referring to preceding plan cover the
period 1953-1957 and those referring to the cur­
rent plan cover the years 1958-1962. The indices

Mainland China, which planned for much slower
rates of increase in agricultural output than the other
countries, was the only one to increase its production
according to plan. The targets set for 1957 were al­
most reached in 1956, and barring unfavourable
weather, agricultural output is expected to exceed
the original targets by 4 per cent. It is noteworthy, in
contrast with several of the eastern European countries,
that although the collectivization of agriculture pro­
ceeded much faster than originally planned and much
faster than in any other country, it did not interfere
with the rise in output. Apart from historical reasons,
this was owing to the adoption of a more flexible policy,
reflected among other things in the introduction of vari­
ous intermediate forms of agriculture associations prior
to the creation of collective farms. 55

Towards the end of the five-year plans, the greatly
expanded economies of eastern Europe were seriously
affected by imbalances among particular sectors, which
had become a serious obstacle to further expansion.
The most important of these were the lag in expansion
of agricultural output and the insufficient growth of
output of power, fuel and certain industrial raw
materials.

The lack of balance between the rates of expansion
of output of fuel, power and raw materials and that
of manufacturing industries was responsible for the
non-fulfilment of plans for industrial production in
several countries of the group. In all countries this
imbalance resulted in severe pressure on resources and
reduction in stocks in plants below the minimum neces­
sary for smooth operation. As a result, it led to fre­
quent slowing down or temporary interruption of work;
in some countries, part of the expanded capacity re­
mained unutilized in specific industries for lack of rna-

•• By the end of 1956, 63 per cent of peasant households had
been organized into collective farms and another 29 per cent into
agricultural producer co-operatives.
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for 1953-1957 are estimated on the basis of actual
achievements up to 1956 and planned rates of in­
crease for 1957. The rates originally planned for
1957 were exceeded in 1956 for industrial produc­
tion and national income, and almost reached the
targets set for 1957 in agriculture.

o Total output for agriculture and industry.

d Excluding output of handicraft co-operatives
and of individual craftsmen.

terials or power. In other countries shortages of man­
power also appeared.

In addition, an important factor making for an actual
or potential deceleration of growth was the low rate
of replacement of worn-out or obsolescent equipment.
The existence of such equipment hampered any reduc­
tion of unit costs in terms of input of raw materials,
fuel, power and labour per unit of output. This problem
acquired increasing importance as the centrally planned
economies moved into a stage where the scarcity of fac­
tors became a significant obstacle to the maintenance
of the high rates of growth achieved during the earlier
stages of industrialization.

Not less important was the inability in several coun­
tries of the group to achieve the increases planned in
real wages and in consumption owing to the slow ex­
pansion of agriculture and of the industries producing
consumer goods. In some countries real wages even de­
clined between 1951 and 1953, although they recovered
subsequently.

In all countries of the group there were during this
period persistent shortages of some essential consumer
goods. This situation resulted in serious discontent,
which in some countries was reflected in high rates of
turnover of labour and in others in open resistance to
the prevailing policies.

Beginning in the second half of 1953, special
efforts were made to overcome or reduce the existing
bottlenecks. Policy changes favouring agriculture were
introduced in all eastern Europe, but only the Soviet
Union was able to achieve significant improvements.
These were achieved both by extending the area sown
and by raising the income incentives of agricultural
producers. In all countries the output of consumer goods
was speeded up, and some improvement was achieved
in the balance between manufaoturing industries and
the sectorfS pro.dueing fuel, power and basic materials.
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However, this was chiefly brought about by a reduction
in the over-all rate of growth of the economies. Despite
these readjustments, the main problems remained un­
solved, and their persistence influenced the formulation
of the new plans of economic development.

In mainland China, which was still at a lower stage
of development, sectoral imbalance was not present
during most of the period in any significant degree.
This was partly due to the existence of large amounts
of unused capacity at the beginning of the current plan.
Shortages of certain industrial materials began to ap­
pear during the latter part of 1956 as a result of the
extremely high increase in investment during the year,
but there have been no serious bottlenecks because
of drawing upon government stocks of these materials
accumulated previously.

Viewed against this background, the new five·year
plans beginning in 1956 clearly represent an attempt
to eliminate the imbalances arising during the preced­
ing period by readjusting the relative rates of growth
of the various sectors of the economy. Thus, while the
over-all rate of growth of national product is to be
reduced, the planned increase in agricultural output,

production of consumer goods, and production of fuel
and power in relation to total output is greater than
during the preceding five-year plans.

In all the countries the rate of expansion of industrial
production during the new five-year plan is to be con­
siderably smaller than the rates achieved during the
preceding period (see table 117). The sharpest declines
are planned in Hungary, Poland and Romania-in
Hungary from 21 per cent per year to 8 per cent, in
Poland from 19 per cent to 9 per cent and in Romania
from 17 per cent to 10 per cent. In the Soviet Union
the planned annual rate of increase is to be reduced
from about 13 per cent during the preceding five-year
plan to about 10 per cent during 1956-1960. The re­
duction in the rate of expansion is greater for producer
goods than for consumer goods in Czechoslovakia,
Hungary and Poland, and smaller in eastern Germany
and probably also in Romania. In the Soviet Union
and mainland China the reduction is about the same
for both sectors. Although the spread between the rates
of growth of these two sectors was substantially reduced
in most countries, the plans call for a continued ex­
pansion in output of producer goods at a higher rate
than that of consumer goods.

Table 117. Indices of Industrial Production during Preceding and Current Plans
(Year preceding beginning of plan = 100)

Preceding plana (actual) Current plan (1956-1960)b

Annual Total Producer Consumer Annual Total Producer Consumer
rate of production goods goods rate of production goods goods

Coun!ry increase (Index, final year) increase (I n de x, final yea r)

China, mainland ........ 17 219 281 191 12 174 217 145
Czechoslovakia ......... 14 193 218 166 8 150 157 140
Germany, eastern ....... 14 190 194c 184d 9 155 160c 140d

HungarY" .............. 21 255 288£ 227d 8 149- 159- 139-
Polandc ••••••••••••••• 19 285 296 271 9 155- 157- 154-
Romania ............... 17 221 10 163 173 153
USSR................. 13 185 191 176 10 165 170 160

Source: Reports on the fulfilment of plans and official texts of
the new five-year plans; statistical yearbooks of eastern Germany,
Hungary, Poland and the Union of Soviet Socialist Republics.

a For periods covered see footnotes a and b, table 116.
b Except for mainland China, whose new plan covers 1958­

1962, with index based on 1957 = 100. The planned rates of
increase for 1958-1962 indicated in the tables in this section
are lower than the rates indicated in the original version of the

In order to eliminate bottlenecks in industry, the new
plans provide for a considerable narrowing of the dif­
ference between the over-all rate of increase in industrial
production and that of fuel and power. Although the
rate of increase in the former is scheduled to decline
in all countries of the group, the rates planned for
electric power and coal are either higher than in the
preceding plans or much less reduced than those for
industrial production. This change is indicated by the
considerable increase in the ratios of the indices of
increase in output of coal and electric power to those of
industrial production shown in table 118.

The scheduled increases in output of coal, electric
power and basic materials for the countries which have

five-year plan. The latter were estimated on the basis of the
old targets for 1957.

c Base metals and engineering.
d Light industry and food industries.
c Socialized industry only. The data in table 99 refer to all

industries.
£ Heavy industry.
- Average of lower and upper limit.

Table 118. Increase in Output of Coal and Power
in Relation to Industrial Production

Preceding plana Curren! plan, 1956-1960b
Country

Coal Power Coal Power

China, mainland ... 84 117 98 128
Czechoslovakia .... 76 85 94 113
Germany, eastern .. 75 77 83 99
Hungary .......... 71 75 89 103
Poland ........... 45 75 75 108
Romania ......... 82 93 114 114
USSR............ 80 100 92 114

Source: Directives on five-year plans; reports on fulfilment of
plans.

• For periods covered see footnotes a and b, table 116.
b See footnote b, table 117.
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Table 119. Aggregate Output of Fuel and Basic Materials
(Millions of tons)

Index, 1955 Index, 1960
Item 1950 1955 (1950=100) 1960· (1955=100)

Coalb.................. 354.9 639.3 180 942.3 147
Crude oil .............. 43.9 84.9 193 155.8 184
Electric powero ••••••••• 139.1 253.6 182 467.6 184
Pig.irond ......••••••••• 23.8 42.3 178 62.7 148
Crude steel ............ 35.7 62.0 174 98.3 159
Rolled metald ••••••••••• 26.6 44.7 167 67.1 150
Cement ................ 19.1 39.3 206 88.1 224

Source: Directives on the five-year plans; reports
on fulfilment of plans; sta.tistical yearbooks of
eastern Germany, Hungary, Poland and the Union
of Soviet Socialist Republics.

n Partly estimated, the data for mainland China
being calculated on the basis of the average annual
increase in output planned for 1958-1962.

announced their new plans are indicated in table 119.
For the group as a whole, electric power is to increase
at a rate as great as that during the preceding five
years. The rate of increase in output of coal is less.
Among the basic materials only the output of cement
is planned to increase at a higher rate than during the
preceding five years. The rates for pig iron, steel and
rolled metal, while still very high, are substantially
below those achieved from 1950 to 1955.

The rise in the planned rates of increase in output
of fuel and power in relation to total output is closely
related to the considerable stress laid in the new plans
on increases in productivity through mechanization
and automation.

The expansion of industrial production is to be
achieved mainly through increases in output per man
and-to a lesser extent-by a rise in industrial employ­
ment. The increase in employment during the prec~ding

plans ranged from 2 per cent per year in Czechoslovakia
to 8 per cent in Hungary, Poland and Romania. During
the new plans employment is expected to increase by

bdHard coal equivalent.
o Billions of kilowatt.hours.
d Mainland China not included owing to lack of

data for 1960. Its output of pig-iron was one mil·
lion tons in 1950 and 3.6 million in 1955; output
of rolled steel, 0.4 million in 1950 and 2.5 million
tons in 1955.

about 3 per cent in Poland and by not more than 2
per cent in most of the countries of the group (see table
120). Mainland China provides the only exception;
employment there is scheduled to rise at a substantially
higher rate during the second plan.56

The slowing down of the growth of employment in
industry is due to different causes in different
countries. The greater emphasis placed on expansion
of agricultural production combined with the need to
avoid increases in the pressure of demand on food and
housing in the urban areas prompted the Governments
to discourage shifts of manpower into industry from
agriculture. In some countries a rise in the proportion
of women employed in industry during the preceding
period considerably reduced the scope for any further
increase from this source. Moreover, the supply of
manpower is likely to decline as a result of the effect
of the war on the age groups entering the labour force
during the next few years. In Czechoslovakia, eastern

•• According to official statements; no data on the increase
planned have been published.

Table 120. Indices of Employment in Industry and Output per Man
during the Five-Year Plans

(Year preceding beginning of plans = 100)

Preceding plan (actual)- Current plan, 1956-1960b

Employment Output per man Employment Output per man

Annual Annual Annual Annua
Index rate of Index rate of Index rate of Index rate of

Country (jirml year) l,ncrease (firml year) increase (firml year) tncrease (jiMlyear) mcreaae

China, mainland .... 1200 1650

Czechoslovakiad ••••• 112 2 173 12 104 1 145 8
Germany, eastern"... 134 6 154 9 103 1 150 8
Hungary ........... 150 8 147 8 110 2 136 6
Poland ............ 161 8 177 10 118 3 135 6
Romania ........... 150 8 148 8 110 2 148 8
USSR............. 129 5 144 7 110 2 150 8

Source: Directives on five-year plans; reports on fulfilment of
plans; statistical yearbooks of eastern Germany, Hungary,
Poland and the Union of Soviet Socialist Republics.

a For periods covered see footnotes a and b, table 116.
bExcept for mainland China (see footnote b, table 117).
• Targets originally planned.
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d Productive workers only. Total industrial employment rose
by 25 per cent and outJlut per man by 57 per cent during the
first plan. It is planned to increase total employment in all
sectors of the economy by 8 per cent during the second five-year
plan.

"Productive workers in socialized industry only.
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Germany and Soviet Union the scarcity of manpower
for industry had already become apparent at the end
of the preceding plan. It was partIy alleviated by a
reduction in the armed forces and by shifts of man­
power from office work to factories. In some other
countries, however, along with shortages of labour in
certain sectors there was a certain amount of urban
unemployment, and in certain industries or plants the
number of workers on the payrolls was considered to
be higher than actual requirements. In such cases the
very small increase in total employment may be ac­
companied by sizable shifts from office work to pro­
duction and from overstaffed shops or plants to other
sectors. It is probable that part of the large increases in
output per man planned for the new period are to be
attained as a result of such shifts.

According to the plans, the increase in output per
man is to be the principal factor in the rise in industrial
production. Nevertheless, each plan provides for a
smaller rate of increase than during the preceding plan
in all cases except Romania, where it is to remain un·
changed, and the Soviet Union, where it is to be higher.
The largest declines in rate of increase are planned
in countries which during the preceding period regis­
tered the largest increases in productivity, such as
Czechoslovakia and Poland. In all countries except
Czechoslovakia, the rise in productivity will account for
a much larger share of the increment in industrial pro­
duction than during the preceding plan period. The
increases in output per man are to be achieved primarily
by modernization of plants, elimination of bottlenecks
in raw materials and fuels, and increased incentives
in terms of an improved supply of consumer goods and
housing.

The new five-year plans provide for a 20 to 30 per
cent expansion of agricultural production in all the
centrally planned economies except the Soviet Union,
which plans to raise its agricultural output by no less
than 70 per cent over the five-year period. This 70
per cent increase is three times as high as the rate of
expansion achieved during the preceding five years

and more than one and a half times as high as the
planned rate for that period (see table 121).

Table 121. Indices of Agricultural Production.
Planned and Actual

(Year preceding beginning of plan = 100)

Preceding plana Current plan, 1956-1960b

Planned Actual Planned
Country (Final year) (Final year)

China, mainland .. 123 128 1300

Czechoslovakia ... 153 114 130
Germany, eastern. 157 144 122
Hungary ......... 154 112 127
Poland .......... 150 1201 125
Romania ........ 188 150
USSR........... 1451 1231 170

SaUTee: Directives on five-year plans; reports on fulfilment of
}llans; statistical yearbooks of eastern Germany, Hungary,
Poland and the Union of Soviet Socialist Republics.

• For period covered, see footnotes a and b, table 116.
b Except for mainland China, whose new plan covers 1958-

1962, the index being based on 1957 (see footnote b, table 117).
o On the basis of the output expected in 1957.
d Index for 1951-1955 is 109.
• It is planned to increase output of grain by 25 per cent,

number of cattle by 4 per cent and hogs by 7 per cent.
1 Estimated by the Bureau of Economic Affairs.

In Czechoslovakia, Hungary and Poland the planned
rates of increase in agricultural production are more
than twice as high as the rates actually achieved-but
substantially lower than the rates planned-during the
previous plan period.57 In mainland China the planned
rate is only slightly higher than that achieved during
the first five-year plan. In eastern Germany and
Romania, which had increased their agricultural pro­
duction substantially during the last plan, the new plans
provide for smaller rates of increase than those realized
under the previous plan. The data reproduced in table
122 indicate that in all countries the rates of increase
planned for livestock products such as meat and milk
are higher than those for grain.

51 In Poland this relates to the rate achieved during the last
five years of the six-year plan.

Tahle 122. Output of Grain, Meat and Milk, 1955 and 1960
Grain Meat Milk

(millions of tons) Index, (thousands of tons, live weight) Index, (millions of hectolitres) Index.
1960 1960 1960

Country 1955 1960 (1955=100) 1955 1960 (1955=100) 1955 1960 (1955=100)

China, mainland ....... 174.8- 222.0- b 127
Czechoslovakia ........ 5.2 6.9 132 716 972 136 36 50 140
Germany, eastern ...... 6.5 6.90 106 1,169 1,391 119 52 73 140
Hungary ............. 5.5d 7.3d 133 850 1,100 129 15 20 135
Poland ............... 12.7- 14.2e 112 1,665 2,114 127 96 125 129
Romania ............. 12.0 15.0 125 798 1,300 163 19 25 135
USSR................ 103.21 180.0 175 200 195

SaUTee: Directives on the five-year plans for 1955-1960; sta­
tistical yearbooks of eastern Germany, Hungary and Poland;
Planovoe Khozyaistvo, No.2, 1956.

- Paddy, wheat, coarse grains and potatoes. In 1955 output
amounted to 154.9 million tons of grain and 18.9 million tons
of potatoes.

b Estimated on the basis of planned increases for 1958-1962.
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o Estimated on the basis of planned increases in yields.
d Wheat, rye and maize only. Output of barley and oats

amounted to about one million tons in 1955. No data on planned
increases in barley and oats were announced in the plan.

e Wheat, rye, oats and barley.
1 See table 103, footnote c.
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Table 123. Planned Grain Yields for 1960

Source: Directives on five-year plans and statistical yearbooks.
a Deliveries during the five-year period are to be 70,600 units.

Table 124. Supplies of Tractors to Agriculture
during 1955.1960, and Stock of Tractors in 1955

(In terms of 15-horsepower units)

Source: Directives for five-year plans; statistical yearbooks of
eastern Germany, Hungary and Poland; Economic Survey of
Europe for 1956; for Czechoslovakia data communicated to the
Economic Commission for Europe by the Government.

S Biological yield.
b Average of the lower and upper limit.
o Based on the 1953-1955 average output as estimated by the

Economic Commission for Europe. (,JlyJ

30
37

34
36

18
19

75
105

59
117"

1,439
1,650

Thousands

Czechoslovakia:
Stock in 1955 .
Deliveries from 1956-1960 .

Germany, eastern:
Stock in 1955 .
Stock in 1960 .

Hungary:
Stock in 1955 .
Deliveries from 1956-1960 .

Poland:
Stock in 1955 .
Stock in 1960 .

Romania:
Stock in 1955 .
Stock in 1960 .

USSR:
Stock in 1955 .
Deliveries from 1956-1960 .

Country and item

over 20 per cent, respectively. It is difficult to assess the
scale of the increase planned in the other countries
since the data refer only to deliveries and no informa·
tion is given on the rate of replacement. However, the
fact that the planned deliveries in the Soviet Union,
Czechoslovakia and Hungary are substantially higher

1960

Quintals Index Indez
Country and item per hectare (1955=100) (1953-1955 average = 100)

Czechoslovakia:
Wheat ......... 24.3 118 130
Rye ........... 22.8 124 134
Barley ......... 20.2 118 125

Germany, eastern:"
All grains ...... 28.0 106 115

Hungary:
Maize ......... 26.7 110 106
Other grains .... 16.6 99 117

Poland:
Four grains ..... 14.9 104 117

Romania:"
Maize ......... 21.5b 87 117
Other grains .... 15.8 136 1580

The rise in output in countries other than the Soviet
Union is to be achieved primarily by an increase in
yields, and only to an insignificant extent by an ex­
tension of the total area under crops. In Hungary,
Romania and, to a certain extent, Czechoslovakia, the
extension of the area under maize at the expense of
other crops is expected to contribute substantially to
the rise in average yields. Only in the Soviet Union is
the increase in the area under grain to play an important
part in the increase in output. According to the Soviet
five-year plan, the increase in the actual (barn) output
of grain is to be achieved through an extension of the
area sown, an increase in biological yields, an extension
of the share of maize in total output and a reduction
in harvesting losses, which in some collective and
State farms have amounted to as much as one·fourth
of the biological yield. While no data on the planned
extension of the total area sown to grains have been pub­
lished, the new plan provides for an increase in the
area under maize from 9 million hectares in 1955 to
28 million by 1960. Since the plan also provides for
an unspecified increase in the area under other grains,
this would imply that the total area under grain is
planned to rise by no less than 15 per cent from 1955
to 1960.5S If the increase in sown area is not greater
than this, the yields per hectare would have to increase
by over 50 per cent in order to achieve the 75 per cent
planned rise in output of grain over that in 1955. A
substantial proportion of expected increases in yields
is to come from the rise in the share of maize in the
total area under grain,59 and even more from the
decline in harvesting losses brought about by shorten­
ing the harvesting period to ten days in the European
part of the Soviet Union and to seven or eight working
days in Siberia and the Far East.GO It is probable that,
taking all these factors into account, the expected in­
crease in biological yields is of the order of 10 to 15
per cent. The planned increases in yields per hectare
in other centrally planned economies are shown in
table 123. The considerable difference between the in­
creases over 1955 and over the average yields of 1953­
1955 reflects the exceptional harvest of 1955 in most
countries of the group.

The higher agricultural yield is to be achieved by
a considerable increase in the supply of fertilizer and
a rise in the degree of mechanization, which among
other things is expected to shorten the harvesting period
and thus reduce harvesting losses. Thus, the number
of tractors is to be increased considerably in all countries
of the group, as shown in table 124. In Poland it is
planned to double the number, and in eastern Germany
and Romania to increase the stock by 40 per cent and

., From 126 million hectares to at least 145 million.

" From about 7 per cent in 1955 to some 20 per cent in 1960.
According to a rough estimate this alone could raise the average
grain yields per hectare by about 10 per cent.

6. According to Mr. N. Khrushchev (Pravda, 3 February 1955),
in 1954 the harvest in some kolkhozes took as long as one month

or forty-five days. Experiments conducted in the Soviet Union
demonstrated that a shortening of harvesting time from twenty
to ten days would increase the barn yields by 13 to 26 per cent.
Assuming that the average of this percentage is representative
for the country as a whole, one could expect an increase of about
20 per cent in actual yields per hectare due solely to the reduc·
tion of harvesting losses.
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Table 125. Planned and Actual Indices of Consumption and National Income
(Year preceding beginning of plans = 100)

Preceding plan- Current plan, 1956-1960b

Inde", final year Inde", final year
Ratio Ratio

National of column 2 National of column 5
Country income Consumption to column 1 income Consumption to column 4

(1) (2) (3) (4) (5) (6)

China, mainland...... 144· 130· 90.3 lSQd lS0d 100.0
Czechoslovakia ....... lS9 12S- 78.6 148 133- 89.9
Germany, eastern ..... 162 1691 104.3 14S 13S1 93.1
Hungary ............ ISO 130g 86.6 140 134g 9S.7
Poland .............. 186h lS0h 80.6 ISO lS0h 100.0
Romania ............ 190 200 i 10S.3 ISO 160 i 106.7
USSR .............. 168 190 i 113.1 160 lS0 i 93.8

Source: Directives on the five-year plans; reports
on fulfilment of plans; statistical yearbooks of
eastern Germany, Hungary, Poland and the Union
of Soviet Socialist Republics.

• For periods covered, see footnotes a and b,
table 116.

h Except for maiuland China (see footnote b,
table 117).

- 1953-1956.
d On the basis of original targets for 1957. Es·

timates for consumption refer to retail turnover.
- Personal consumption; retail trade during the

preceding plan: 133.

than the stock existing at the beginning of the period
suggests that the actual extension of the stock may be
considerable. If the need for replacement were of the
same order as in Poland61 the increase in stock in
these three countries would amount to 60 to 80 per cent.
Although this is a very crude estimate, it indicates that
considerable increases are planned in most of the
countries of the group.

Data on planned increases in livestock population
have not been published by most of the countries. The
rise in output of livestock products is to be achieved
mainly by considerably higher productivity, made pos·
sible by increased supplies of feed and by improved
husbandry.

Incentives for greater production have been strength.
ened during the past two years by the raising of prices
paid to agricultural producers, the reduction of com­
pulsory delivery quotas and the more flexible planning
of agricultural production, and these factors are also
expected to play an important part in increasing output
in the future.

The planned rates of increase in national income
range from 40 per cent to 60 per cent over the five
years; these are also lower than during the preceding
plan periods (see table 125). As in the past, in most
countries the main factor contributing to the growth
of national income is the planned expansion of indus­
trial production. As may be seen from the data in tables
117 and 121, industrial production is to increase faster
than agricultural output in all countries except the

61 Data on deliveries in Poland and on the total stock at the
beginning and the end of the five-year period imply the replace­
ment of abollt 20 per cent of existing stock.
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1 Personal consumption; retail trade indices
were 270 and 140, respectively.

g Total consumption; retail trade indices were
131 and 135, respectively.

h Data for the plan ended in 1955 refer to six
years, 1950-1955. During 1951-1955 national in­
come increased by 54 per cent and retail sales by
34 per cent. Data on consumption refer to total
consumption for the preceding plan and to retail
sales for the new five-year plan.

i Retail sales.

Soviet Union, where for the first time the plan calls
for the opposite relative change in the two sectors.
Even in the other countries, however, the contribution
of agriculture to the planned growth of national income
is also increased significantly. This tendency is ex­
pressed in the considerable reduction in the differences
between the rate of increase in national income and
that in industrial production. As shown in table 126,

Table 126. Changes in Rate of Growth of Industrial
and Agricultural Production in Relation

to National Income

Preceding plan Current plan
(actual)- (1956-1960) b

Agri- Agri-
Country Industry culture Industry culture

China, mainland ... 137 78 109 80
Czechoslovakia .... 121 72 101 88
Germany, eastern .. 117 89 107 84
Hungary ......... 170 7S 106 91
Poland ........... IS3 64 103 83
Romania ......... 116 82 102 78
USSR............ 110 73 103 106

Source: Directives on the five-year plans; reports on fulfilment
of plans.

S For periods covered see footnotes a and b to table 116.
b 1950 = 100, except for mainland China, whose new plan

covers 1958-1962, with index based on 1957.

the greatest change in this relationship has occurred
in Poland and Hungary, and the smallest in the Soviet
Union. In some countries this change is to a large
extent accounted for by a substantial acceleration of
agricultural production in relation to national income
as compared with developments during the preceding
plans. But the major reason for the narrowing of the
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Table 127. Aggregate State Investment in
Fixed Capital

(Five-year totals in billions of national currency Wlits)'

Index
1956-1960

Country 1951-1955 1956-1960 (1951-1955=100)

China, mainlandb •• 49 86 176
Czechoslovakia .... 95 156 161
Germany, easternc • 24 48 200
Hungary .......... 66d 77· 115
Poland ........... 219 318 145
Romania ......... 63 107 170
USSR............ 594 990 167

Source: Directives on the five-year plans. .
• In 1955 prices, except for Poland (1956 prices); for Hungary

and mainland China, unspecified.
b Referring to 1953-1957 and 1958-1962.
• According to the plan for 1956-1960, State investment will

be twice as large as during the preceding plan and will amount
to 47.6 billion marks, to which should be added 7 billion marks
presumably invested. by enterprises from their own funds and
from credits granted by the State.

d 1950--1954.
• The target for 1956-1960 was actually stated as follows:

" ... 76 to 78 billion forints will be invested in the national
economy from State resources and a further 2 billion forints
from other resources, or 15 per cent more than investment of
the first five-year plan".

gap between the relative rates of expansion of national
income and of industrial production is the considerable
growth of the share of industrial production in national
income during the preceding plan period.62 These two
factors, however, cannot completely explain this change.
In the Soviet Union both industrial and agricultural
production are planned to increase at a higher rate than
national income, which seems to imply that the output
of other sectors63 is planned to increase less than na­
tional income and less than industry and agriculture.
A rough estimate64 suggests that the implied rate of
growth of "other sectors" may exceed that of industrial
production in Poland but that in Hungary, Romania
and eastern Germany it may be lower than the rate
planned for industrial production and higher than that
for agriculture. The rise in national income is to be

c. The share of industry in national income increased during
the preceding plans as follows: in Czechoslovakia, from 56 to 70
per cent; Hungary, from 46 to 59; Poland, from 41 to 54;
Romania, from 50 to 52; eastern Germany, from 40 to 50. It is
noteworthy that, in Romania, the rate of increase of agricultural
production in relation to that of national income is schedUled
to decline in 1956-1960 as compared to 1951-1955, in part because
the share of industry in national income increased only slightly
during the preceding five-year period.

6' Such as trade, transport, communications and building.
•• Based on indices of industrial production and agricultural

production and on their shares in national income.
•• The changes in the share of investment in national income

cannot be derived directly from a comparison of the targets set
for investment and for national income. The data for national
income were announced in the form of indices measuring growth
between the year preceding the beginning of the plans and the
last year of the plans. The targets for investments are five-year
aggregates of State fixed investment. Unlike national income,
they are calculated on a gross basis, and, furthermore, they do
not, reflect changes in non-centralized investment nor changes
in inventories.
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achieved by very large investment. The data on total
State investment in fixed capital over the whole five·
year period reproduced in table 127 indicate a very
marked increase as compared with the preceding five
years in all the centrally planned economies except
Hungary, where the increase is to be 15 per cent.65

Data on consumption and its relation to national in­
come shown in table 12566 indicate that in the countries
-such as the Soviet Union, eastern Germany and
Romania-which achieved the largest increases in con­
sumption during the preceding five-year plan, a per­
ceptible slowing down of the rate of increase is planned
during the period 1956-1960. In the other countries,
consumption or retail sales are to increase faster than
during the preceding plan period.67 Comparison of the
planned rates of increase seems to indicate that in most
of the countries the share of consumption in national
income will tend to decline. For the Soviet Union and
eastern Germany this would be a reversal of the trend
of the preceding five-year plan; in Czechoslovakia and
in Hungary, however, the decline will be smaller than
during the preceding plans of these countries. In
Romania the share of consumption increased during
the preceding plan and is scheduled to rise under the
new five-year plan. In Poland and mainland China the
share of consumption declined during the first long­
term plan of development and the second plan calls
for no further change.

The conclusion to be derived from comparison of
targets for national income and consumption seems to
be in conflict with statements included in some of the
directives for the new five-year plans, which indicate
an increase in the share of consumption in national
income during the period 1956-1960 taken as a whole
compared with the preceding plan period.6s However,
this contradiction may be due to the fact that in several
countries the share of consumption in national income
in 1955 was much higher than the average during the
five-year or six-year periods of their preceding plans.

•• Only Czechoslovakia, eastern Germany and Hungary pub.
lished indices of consumption for both periods, and Poland only
for 1951-1955. The data for mainland China, Romania, the Soviet
Union and Poland for 1955-1960 are indices of the volume of
State and co-operative retail trade. The discrepancy between
these indices and those of consumption for cOWltries for which
data are available seems to be decreasing in comparison with
the immediate post-war years.

61 In Poland consumption is to increase by 50 per cent during
the five years between 1955 and 1960, while during the preced.
ing plan it increased by the same percentage only over a six-year
period.

6. According to the terminology used in the centrally planned
economies, national income is broken down into two parts,
accumulation and consumption, and the latter is in turn divided
into social consumption and personal consumption. According
to the Polish plan, "accumulation" is to represent 17 to 18.5
per cent of national income "which is less than during the six­
year plan". Romania states that 25 per cent of income is to be
devoted to accumulation, and Hungary 20 to 22 per cent. During
the preceding plan period the ratio was approximately 25 per
cent in all three countries.
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A relative shift from consumption to investment from
the year 1955 to the year 1960 therefore need not be
inconsistent with a rise in the share of consumption
during the five·year period as a whole compared with
the average of the preceding plan period. In eastern
Germany, the only country for which full data on
national income and consumption are available for
1950·1955, the share of consumption is to decline from
about 86 per cent of national income in 1955 to about
77 per cent in 1960.B9

An increase of 30 per cent in real wages is planned
in all countries except Hungary, where it amounts to
25 per cent. Peasants' incomes are scheduled to increase
at the same rate as real wages of workers, or at a higher
rate. As shown in table 128, the planned increases in
real wages are lower than those achieved during the
preceding plan in eastern Germany, the Soviet Union
and mainland China. In eastern Germany the unusually
sharp decline in the planned rate of increase reflects
the fact that the 115 per cent increase achieved during
the period 1950·1955 brought real wages from about 58
per cent of the pre·war level in 1950 to about 24 per
cent above that level in 1955. In Hungary the planned
rate of increase is the same as that achieved during
the preceding five.year plan. Only in Romania and
in Poland are real wages planned to increase at a
higher rate than during the preceding plan.

The greater emphasis in the new five.year plans on
the improvement of the situation of consumers is reo
flected in the changes in the allocation of investment
outlays during the period covered by the plans. The
main feature of the new investment plans common to
all countries is the rise in the shares of agriculture
and of housing in total State investment. In most of the
countries the share of transportation in investment is
also planned to increase. These shifts in the distribution
of investment in favour of agriculture, housing and

69 These estimates imply rates of accumulation of 14 and 23
per cent, respectively, for the two plan periods. As has already
been noted, the rate of accumulation of eastern Germany was
unusually low as compared with the average of 25 per cent in
the other centrally planned economies.

transportation are achieved at the expense of industry,
the share of which shows some decline in most coun­
tries listed in table 129, the notable exceptions being
the Soviet Union and mainland China.

Data on the distribution of investment between heavy
and light industries are available only for the Soviet
Union, Hungary, Romania and mainland China. In the
first three countries the share of total investment de·
voted to the expansion of light industries is to be 6 per
cent. This is less than during the preceding five years
in Romania, slightly more in the Soviet Union and twice
as much as during the preceding plan in Hungary. In
mainland China the share of investment in light indus­
try is to exceed the percentage allocated to this sector
during the first five·year plan.

Within the industrial sector high priority is given to
investment in fuel, power and basic materials. This is
in line with the policy designed to eliminate or reduce
the bottlenecks that were responsible, during the preced·
ing five years, for the slowing down of the rate of ex­
pansion of the economies. Thus, in Hungary, invest­
ment in industries producing fuel, power and basic mao
terials is to increase by 30 per cent, while investment
in metallurgy and engineering is to be lower than duro
ing the preceding five-year plan. In Romania invest­
ment in engineering is to be reduced by about 9 per
cent while that in fuel, power, chemicals and timber
is to increase by 65 per cent. While the decline in in­
vestment in engineering in Hungary and Romania is
rather exceptional, the priority given to investment in
the deficiency sectors is emphasized in all countries of
the group. Thus the Polish plan states that "priority
should be given to investment in raw materials and fuel"
and the Czechoslovak plan emphasized that "first pri­
ority in construction is to be given to the fuel, electric
power and raw materials industries and agriculture".
In contrast, in mainland China, the second plan is, in
essence, a continuation of the first plan, with emphasis
on the rapid industrialization of the economy. Hence,
expansion of investment in engineering industries is
especially stressed.

Table 123. Planned and Actual Indices of Real Wages and Peasants' Incomes

Real wages Real peasants' incomes

Coantry

China, mainland .
Czechoslovakia .
Germany, eastern .
Hungary .
Poland .
Romania .
USSR .

Preceding
plana

134b

215d

125
113"
128
139

Current plan
1956-1960

1270

130
130
125
130
130
130

Preceding
plan

125

150

Current
plan

127·
123

125
130

140

Source: Directives on five·year plans, reports on
fulfilment of plans.

a For periods covered, see footnotes a and b,
table 116 and footnote b, table 117.
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b Actual increase between 1953 and 1956.
• Average of the lower and upper limit.
d About 24 per cent over pre·war.
e Six years.
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Table 129. Allocation of State Gross Fixed Investment, by Sectors

Induslry Building
and Agri-

Counlry and i/em Tolala Tolal Heavy Lighl construction cullure Housing Transporl Trade

China, mainland:
~!!.1953-1957:

Billions of yuan .............. 77 44.6 39.6 5.0 5.8 14.7 2.3
Per cent of total .............. 100 58.2 51.7 6.5 7.6 19.2 3.0

1958-1962:
Billions of yuan .............. 153 91.9 15.3
Per cent of total .............. 100 60.0 10.0

Index (1953-1957=100) ..... 200 206 263

Germany, eastern:
1951-1955:

Billions of marks ............. 22 11.6 2.1 2.9 2.2
Per cent of total .............. 100 53.6 9.6 13.5 10.1

1956-1960:
Billions of marksb .•••..•.•••.• 44 22.8 4.9 4.5 7.1
Per cent of total. ............. 100 51.8 ILl 10.2 16.1

Index (1951-1955=100) ..... 200 197 236 154 326

Hungary:
1950-1954:

Billions of forints ............. 66 29.3 27.3 2.0 9.0 10.0 8.6
Per cent of total. ............. 100 44.4 41.3 3.0 13.6 15.2 13.0 3.0

1956-1960:
Billions of forints· ............ 77 33.0 28.0 4.6 14.0 13.0 10.0 2.5
Per cent of total. ............. 100 42.9 36.4 6.0 18.2 16.9 13.0 3.2

Index (1950-1954 = 100) ..... 117 113 103 230 156 130 116 125

Poland:
1951-1955:

Billions of zlotys. . ........... 219 105.8 7.9 180.0 23.4 26.7
Per cent of total .............. 100 48.3 3.6 8.2 10.7 12.2

1956-1960:
Billions of zlotys ............. 318 139.6 14.9 39.1 45.8 31.0
Per cent of total. ............. 100 43.9 4.7 12.3 14.4 9.7

Index (1951-1955=100) ..... 145 132 188 217 196 115

Romania:
1950-1955:

Billions of lei. . .............. 63 36.5 31.9 4.7 2.9 6.5 2.4 7.1 1.6
Per cent of total .............. 100 58.0 50.6 7.4 4.6 10.4 3.8 11.2 2.5

1956-1960:
Billions of lei ................ 108 60.2 53.7 6.5 2.7 13.4 5.9 12.4 2.7
Per cent of total .............. 100 56.0 50.0 6.0 2.5 12.5 5.5 11.5 2.5

Index (1950-1955 = 100) ..... 171 165 169 138 93 205 247 175 171

USSR:
1951-1955:

Billions of roubles ............ 594 354.0 319.0d 34.0 64.0 120.0·
Per cent of total .............. 100 59.4 53.7 5.7 10.7 20.2

1956-1960:
Billions of roubles ............ 990 600.0 541.0d 59.0 120.0 200.0-
Per cent of total .............. 100 60.6 56.6 6.0 12.1 20.2

Index (1951-1955 = 100) ..... 167 170 170 175 188 167

Source: Directives on five-year plans. distribution of investment funds among sectors is related to
• The sum of the components does not add to the total be- "investments for further development of the economy amount-

cause of lack of data on the allocation of investment in sectors ing to 44 billion Deutsche marks". iLl
not specified in the plans. • See footnote e, table 125.

b Total State investment planned for 1956-1960 is actually d Estimated on the basis of difference between total industry
higher and amounts to 47.6 billion marks plus an additional 7 and light industrY..',1
billion to be financed presumably from own funds of the enter- - Inclusive of constructions for cultural and social services;
prises and credits granted by the State. However, the planned public utilities, schools, universities, health, theatres, etc.
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Changes in Methods of Planning and Management

THE SETTING OF THE PROBLEM

While the new five-year plans of economic develop­
ment were being prepared, significant changes were
taking place in the methods of planning and economic
organization in all the centrally planned economies.
The aim of these changes was to reduce the degree
of centralization in planning and management; this
was to be achieved by increasing the authority of
economic ministries and of regional and local bodies
down to the level of enterprises, and by narrowing
the extent of administrative interference by the central
authorities in the day-to-day management of enter­
prises, relying instead on a broader use of economic
incentives.

The extreme centralization characteristic of nearly
all the centrally planned economies is largely the result
of the historical circumstances under which the system
was introduced. The existing methods of planning and
control were developed gradually in the Soviet Union
and were adopted with only minor changes by the other
countries which nationalized their industries and intro­
duced central planning after the Second World War.
Both in the Soviet Union and elsewhere, the introduc­
tion of planning coincided with far-reaching changes
in the whole economic and social structure. In these
circumstances the problem facing governments was not
to devise the most flexible method of planning and man­
agement, but rather to create a powerful, if rigid, sys­
tem which would enable them to break down the tradi­
tional framework of economic relations and remould
the economy into a new pattern. The elimination of
private enterprise and the collectivization of agricul.
ture destroyed the traditional incentives of manage­
ment at the level of the individual enterprise and
created the need for their replacement by government
orders. The need for detailed controls was reinforced
by the policy of rapid industrialization through high
rates of investment and severe restrictions on consump­
tion. The resulting shortages of many key items and the
need to allocate scarce resources among competing uses
in accordance with the planned pattern of development
prompted still further concentration of decision-making
in the hands of the central authorities. The scarcity of
managerial skills at the enterprise level that was a con­
sequence of the very rapid economic development was
in itself an important factor leading to increased cen­
tralization.

While the development of this system of planning
and management was closely associated with the rapid
economic expansion achieved by all the centrally
planned economies under their earlier industrialization
plans, several features of the system have since come
to constitute serious impediments to further economic
progress. The features now recognized as serious draw-
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backs may be briefly described under three heads. The
first problem is the growing remoteness of the planning
and management authorities from the actual sources
of production and the concentration of too many de­
tailed decisions at the centre. This has led to the second
problem, the tendency for the economy to be split along
vertical lines, each branch of industry being controlled
from the centre, leaving little scope for co-operation
between enterprises in the different branches of indus­
try controlled by separate ministries. Thirdly, and
closely connected with the other two, has been the fail­
ure to evolve sufficient inducements to promote the
most effective use of resources by managements of in­
dividual enterprises.

The existence of some of these defects in the system
of planning and management has long been admitted,
and the need for their elimination emphasized, in sev­
eral of the eastern European countries. However, except
in Yugoslavia, it was not until recently that the need
for fundamental changes gave rise to important govern­
ment measures of reform. The fact that these measures
were generally delayed until 1955 indicates clearly that
an important factor in the timing of the reforms was
the change in the political climate of eastern European
countries that began in 1954, and was reflected in a
general reappraisal of past policies in every field of
government activity. The relevance of political factors
was equally obvious in Yugoslavia a few years ago.

The reappraisal of methods of planning and manage­
ment was prompted by the increasingly apparent de·
fects of the existing system as the economies of eastern
Europe reached a higher stage of development. The
sheer expansion of the size of the economies greatly
increased the scale and difficulty of the tasks facing the
central planning boards. Even more important was the
growing complexity and diversification of the econo­
mies that resulted from rapid development. Methods
of planning and management that were devised when
the principal problem was to foster the development of
new industries were quite inadequate to co-ordinate
the highly specialized and complementary industries
of a modern economy extremely sensitive to imbalance
among its various sectors.70

The need to eliminate waste through a more rational
utilization of resources and more flexible methods of
planning and management has recently become in­
creasingly important. Not only have several of the coun­
tries reached the stage where continuation of their pre­
vious rapid rate of growth tends to be hampered by a
growing scarcity of raw materials and labour, but at
the same time the increasing pressure of consumers for

70 Several of these problems, such as price determination, man.
agement and planning in a socialist economy, were extensively
discussed in western economic writings of the late nineteen
thirties.
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better satisfaction of their wants, and the consequent
trend towards II. decline in the share of investment in
national income is tending to slow down the rate of
expansion still further. These circumstances underlay
the increased stress in the new five-year plans on the
need for modernization and for specialization, as a
means of increasing productivity and reducing cost in
terms of input-output ratios. It has repeatedly been
stressed that the realization of such technical progress
over the whole field of industry will call for a much
greater degree of flexibility in planning and manage­
ment than has hitherto existed, and that it will entail
increasing the responsibility of managers of enterprises
and strengthening their incentives to secure improve­
ments and greater efficiency.

The changes in methods of planning and management
announced between 1955 and 1957 are by no means
complete, representing only the first steps in a process
of reorganization which is to continue in the future. 71

The common feature of these changes is that they rep­
resent an attempt to find the most effective method of
combining central planning with broad autonomy of
regional economic organizations and of enterprises in
order to eliminate the adverse effects of extreme cen­
tralization.

THE SYSTEM PRIOR TO THE RECENT REFORMS

Until the recent changes were introduced, the central
plans comprised many detailed targets governing pro­
duction, employment, investment, productivity, input­
output quotas, the allocation of raw materials and semi­
manufactures and other matters. These served as a basis
for more detailed plans drawn up by the various minis­
tries or their departments which in turn set specific
targets for the enterprises under their supervision. In
some cases production targets, even for individual im­
portant enterprises, were embodied in the central plan.

The detailed specification of the types and quantities
of goods to be produced by each enterprise prevented
the managers of enterprises from organizing their ac­
tivities so as to make the best use of capacity and of
the materials becoming available to them, or from
adjusting their output to the requirements of the pur­
chasing enterprises without prior authorization of the
central boards. Since it was physically impossible to
formulate in detail all tasks assigned to individual enter­
prises, targets were frequently set in terms of value,
numbers or weight. Each of these methods, however,
led to a certain bias. Targets expressed in terms of
gross value of output induced managers to concentrate
on the production of goods, not with the highest value

U Indeed in the Soviet Union some of the decisions taken in
1956 were abandoned before they went into effect and super­
seded by new, and in some respects contrary, decisions.

12 This practice was encouraged by the fact that the planned
profits of enterprises were calculated on the basis of gross value
and therefore were not affected by changes in the ratio of value
added to gross value of output.
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added, but with the highest content of raw materials
and semi-manufactures produced outside the enter­
prise.72 Where the targets were formulated in numbers,
the management was induced to produce the smallest
items, and where they were set in weight, the heaviest
items. The weakness of this system was reflected in re­
current difficulties in securing the required assortment
of goods despite the over-all fulfilment of plans.

The direct dependence on the central ministry even
for day-to-day decisions limited both the scope of the
local or regional planning boards and the extent of
co-ordination between enterprises of different industries
within each region. In the Soviet Union this compart­
mentalization of the economy along vertical lines be­
came increasingly important with the extension of cen­
tralized controls between 1940 and 1945, as a result of
measures taken in preparation for and during the Sec­
ond WorId War, but there was no reversal of this trend
in the subsequent period. The result was a growing
remoteness of central planning and operative organs
from the actual sites of production, and increased ver­
tical dimension of planning and operating management
in different industries.73 The plans drawn by individual
central ministries for the enterprises under their author­
ity were often prepared with little regard to the work
of other ministries and without taking into account
specific conditions in various regions and enterprises.
The increasing compartmentalization of planning and
management and the concentration of authority to make
decisions in the central ministries also hampered co­
operation between interrelated industries or enterprises
at the regional and local levels. Co-operation between
enterprises in different industries could be established
only by complicated and lengthy procedures through
the central ministries. Vertical barriers between minis­
tries led to the creation of numerous parallel supply
and purchasing agencies attached to each ministry, du­
plicating each other's work. This complicated machin­
ery of allocation had become an important obstacle
to co-operation and specialization of enterprises.

The existence of departmental barriers was respon­
sible for waste of resources caused by lack of synchroni­
zation of the work of different industries and
enterprises. Individual ministries tended to produce
intermediate products within the enterprises under their
jurisdiction in order to avoid difficulties caused by
irregularity in supply. Moreover, they were reluctant to
accept changes in their production schedules when their
departmental interests were in conflict with the needs
of other ministries and of the economy as a whole. In
several instances branch ministries ordered the construc­
tion of new plants, ignoring the existence of identical

13 In the Soviet Union there were some thirty-odd central
industrial ministries. In the Russian Soviet Republic the enter­
prises were under the jurisdiction of eighty-four ministries and
depaetments, and in the city of Moscow alone under eighty
different ministries and departments. The engineering industry
in the Soviet Union was divided among some fifteen central
ministries.
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enterprises under the jurisdiction of another branch
ministry, often in the same locality and able to produce
the required assortment of goods. This lack of co­
ordination resulted in unnecessary duplication, in over­
capacity in specific plants under different ministries
and in considerable waste caused by unnecessary inter­
regional transportation of goods.74

While the effects of over-centralization and the verti­
cal organization of planning and management were
most serious in the Soviet Union because of the size of
the country and the greater complexity of its economy,
the drawbacks of this structure of planning and man­
agement were felt in all eastern European countries. In
the early stages of development of the existing system,
it was recognized that management by administra­
tive order had to be supplemented by economic incen­
tives which would induce the managements of enter­
prises to improve the efficiency of their operations. The
enterprises were organized as financially self-sustaining
units which were expected to meet their current ex·
penses from current revenues and earnings.75 Profit
was considered the most important single indicator of
efficiency, and was the basis for reward of management
through bonuses and promotion, or for penalization by
demotion.

Since the unit costs of the factors of production as
well as the prices of finished goods were fixed by the
plan,76 changes in profits were considered to be indica­
tors of improvement or deterioration in the input-out­
put ratio of the enterprise, dependent solely on its tech­
nical efficiency. A certain percentage of planned profits
and a much larger percentage of above-plan profits 77

were allocated to the enterprise's funds for improve­
ment of workers' conditions, small-scale investment and
bonuses for the managerial staff. While the purpose
of this method was to correlate the execution of the
plans directly with profits, the actual working of the
system proved to be defective in many respects. Indeed,
the methods used to determine prices, profits and
bonuses frequently provided little inducement for full
utilization of existing capacity or for production of the
required assortment of goods, nor did they tend to pro­
mote technical innovations or saving on scarce materials
and investments. The director of the enterprise was not
allowed to introduce even small-scale modernization
without the express permission of the higher authority
or the central bank.78 While the introduction of techni-

,. Enterprises in the Urals, for instance, were importing cer­
tain metal goods from the south European parts of the Soviet
Union while identical goods produced in the Urals in enter­
prises under another ministry were shipped to the south. Some
measure of the waste of capacity is indicated by the fact that
in 1956, 26,000 metal cutting lathes were idle or partly used in
some ministries, while at the same time enterprises under other
ministries suffered from lack of equipment.

" While fixed and circulating capital was allocated to enter­
prises in the form of government grants, current expenses were
to be met in general out of current revenues.

7. In general by adding a fixed percentage of profit to cost.
71 15 to 45 per cent of above-plan profits.
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cal improvements was generally approved when these
improvements resulted in increased output and a reduc­
tion in cost, it was also accompanied by an increase in
output targets and a cut in planned costs but, since
higher bonuses depended on over-fulfilment of the
planned output and of profit quotas, little inducement
was provided for introduction of new techniques. In
cases where modernization involved a temporary rise in
cost or a decline in output, managers were inclined to
resist the introduction of improved methods. This factor
has often been mentioned as responsible for the slow
dissemination of new methods of production in Soviet
industry.

Another problem repeatedly mentioned in recent pro­
nouncements is the lack of inducement for a more
economic utilization of scarce resources and of invest­
ment. In contrast to prices of consumer goods, which
through the use of the turnover tax are set at levels
roughly corresponding to the relation between supply
and demand, prices of producer goods are in general
completely unrelated to their scarcity relationships.
Under such conditions no inducement exists either for
the planning authorities or for enterprises to initiate
measures for substitution or saving of the scarcer mate­
rials which they receive through the central allocation
system. Similarly no inducement exists for saving on
investment outlays, which are allocated to enterprises
in the form of interest-free grants without any effect
on the cost of production. The existence of cost-free
investment was one of the factors which made it worth
while for enterprises to conceal their actual productive
capacity in order to avoid the raising of targets assigned
to them by higher authorities.79

RECENT CHANGES IN METHODS

The changes in attitude towards methods of plan­
ning and management now taking place in the other
centrally planned economies were preceded by the more
drastic changes introduced in Yugoslavia several years
earlier. During the last five years Yugoslavia has de­
veloped an entirely new system of planning C!-nd man­
agement very different from the Soviet system, which
Yugoslavia, in common with other eastern European
countries, had adopted at the end of the war. The new
system in Yugoslavia is of particular significance not
only because it was the the first country to introduce

78 Neither the director's fund nor the depreciation fund of the
enterprise could be used without the approval of the higher
authorities.

79 As in the case of modernization, the inducements provided
by higher profits and bonuses resulting from the reduction of
unit cost through fuller utilization of capacity were frequently
counterbalanced by the fear that this would result in higher
targets for the following year which would not only eliminate
the extra profits but might make the fulfilment of the plan more
difficult. It has been suggested by Soviet and Polish economists
that in order to create inducement for better utilization of
capacity (as well as for innovations), it is necessary to allow
the enterprises to benefit from these improvements for a longer
period.
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an alternative system of planning in an economy based
on social ownership but also because some of the prob.
lems now being encountered in the other centrally
planned economies bear considerable resemblance to
those faced in Yugoslavia a few years earlier.

The main characteristics of the Yugoslav model are
the broad autonomy granted to the republics, regions
and enterprises, the absence of direct allocation of reo
sources by the central authority, and the existence of
market relationships both for consumer and for pro·
ducer goods. The central plan determines total produc.
tion, the distribution of income between consumption
and investment and the allocation of investment among
sectors. More specific plans are drawn up by the repub.
lies and local governments. The implementation of
central and local plans is, however, brought about
mainly by credit and fiscal policies. There is little if
any administrative intervention in the management of
individual enterprises. Broad control of the enterprises
is vested in workers' councils, leaving the executive
functions in the hands of directors nominated by the
State subject to approval by the council. The manage·
ment of each enterprise is free to plan its own produc.
tion, determine its prices, purchase materials and sell its
products without interference from the State authority.
After paying part of its profits to the local, republican
and central governments, the enterprise can allocate
the remaining part between investment and additions
to wages.

Economic development is directed by the central or
regional governments mainly by guiding investment
flows towards the desired sectors through the medium
of the central bank.so Until 1955, repayable, interest­
bearing investment credits were distributed among ap·
plicant enterprises or organizations on the basis of com·
petitive bids according to the rate of interest and terms
of repayment offered and taking into account the pros·
pective profitability of the project. Other factors of gen·
eral interest, such as the effect of the competing projects
on foreign trade, were also taken into consideration.

Government control of investment was, however, reo
inforced in 1955 in order to prevent a recurrence of
the misdirection and excessive increase of investment
at regional and local levels which upset the government
plans in 1954. The new regulations require the local or
regional governments sponsoring the new investment
projects to deposit in the central bank a guarantee
fund of a certain percentage of the cost of the new
projects, to be used if the credit guaranteed by the
bank should prove to be inadequate for their comple.
tion. The purpose of these provisions was to increase
the responsibility of the sponsoring organizations for
the new investment projects and to restrict their ability
to invest. The ratio of guarantee deposit to cost is
determined by the central Government and by varying

80 About two-thirds of gross iuvestment is financed by such
bank credits.
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the rates the Government is ahle to control and direct
the flow of investment to the most desirable sectors.

The Yugoslav model is more flexible than the plan.
ning and management in other socialized economies. It
leaves more scope for the initiative of regional organi.
zations and enterprises, and, by allowing producers to
deal directly with purchasing enterprises, makes for
better synchronization between complementary enter·
prises. The existing system of planning and manage·
ment is not, however, considered as final by the Yugo.
slav Government and may be further modified on the
basis of future experience. It is not yet clear how far
the system is adequate to handle certain fundamental
problems which Yugoslavia, as well as the other social·
ized economies, is seeking to solve. Outstanding among
these problems are methods of price determination,
allocation of scarce resources, and investment. It has
been stated by Yugoslav officials that the prevailing sys.
tern can be effective only in conditions of economic
stability. In the presence of strong pressure of demand,
the autonomous enterprises may be induced to raise
their profits, not through an increase in efficiency but
through price increases. Moreover, the enterprises may
be induced to limit output in order to earn monopoly
profits. Apart from the deleterious effect of such polio
cies on the economy as a whole, the resulting redistribu·
tion of income would violate one of the basic principles
of all the economies based on social ownership­
namely, that profits are not to be considered as a goal
in themselves but should simply be the result of, and
the basis of reward for, efficiency of the enterprise.

More important is the question of whether a social·
ized economy, seeking to attain the optimum rate of
growth by directing the economy according to a planned
pattern, can achieve its objectives without centralized
allocation of key resources in short supply and without
direct investment by the central Government. In this
respect the experience gained so far in Yugoslavia is not
conclusive, since in the short period during which the
new system has been operating the Government's policy
has been to concentrate on the completion of projects
introduced earlier or on small·scale investments. The
initiation of new large projects of national importance
may prove to be difficult to achieve by quasi.independ.
ent but socially-owned enterprises for which the profit
motive is not of primary importance.

None of the other centrally planned economies has
introduced a degree of autonomy for the enterprise
comparable to that which is provided under the Yugo.
slav system. By far the most significant changes in the
general framework of planning and management are
those just announced in the Soviet Union, which replace
the existing highly centralized system by a wholly
new form of organization based on territorial units.
But changes in attitudes toward existing methods of
planning and management, particularly with respect
to the degree of autonomy of enterprises, were much
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more striking in Poland than elsewhere. In the other
countries of the group the basic forms of planning
and management have not been altered, but many of the
changes introduced in the Soviet Union in 1955 and
1956 were followed by similar decisions in the other
,countries.

In the Soviet Union the first important steps towards
the relaxation of centralized planning and management
were taken in 1955. The "law on the enlargement of the
rights of directors" gave to the enterprise the right to
exceed planned expenditures for technical improve­
ment, reconstruction of separate shops and moderniza·
tion of equipment, by using for this purpose part of
!the depreciation funds allocated for capital repairs and
part of the director's fund. The director was also en'
,titled to credits for modernization and -rationalization
not stipulated in the plan, provided that such credits
could be repaid within two to three years. In addition,
enterprises were given greater authority to prepare
their own production plans within the general quotas
set by the higher authorities, to fix prices for goods
Inot included in the State price lists and to produce
goods not specified in the plan, provided that the
planned targets were fulfilled. With respect to goods
:the output of which is not centrally planned, the enter·
prises acquired the right to enter into agreements with
purchasing agencies about the variety of goods to be
produced without prior authorization of central au·
tthorities.

During the same year important changes took place
in the planning of agriculture. Until 1955 the plans
specified for each collective farm the area to be sown
ito each crop and the numbers of each variety of live·
:stock, on a more or less uniform basis, often disregard·
lng the specific characteristics of the soil and climate
in different regions and the economic conditions of
,different collective farms. According to the new regula.
,tions the plans for the farms contain only targets for
the surpluses of agricultural products, that is, for com·
pulsory and contractual deliveries, and payments in
kind to the machine and tractor stations. Decisions
with regard to the area under various crops, number
and kinds of livestock, and quantities of animal prod.
ucts were left entirely to the collective farms themselves.

By far the most significant changes occurred in the
general framework in which the central planning and
management of the economy is organized. The decen·

81 The State Planning Committee which had been in charge
-of all planning was divided in 1955 into two separate organs:
The State Planning Commission (Gosplan) in charge of pros­
pective planning and the State Economic Commission (Goseko­
missia) in charge of annual planning. The creation of these
separate bodies was motivated by the growing complexity of
planning and the increased task of co-ordinating various eco­
nomic sections resulting from decentralization. The decisions
taken in December 1956 extended the authority of the State
Economic Commission and, as far as one can judge from pub­
lished texts, entrusted the commission with the co-ordination of
the work of branch ministries.
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tralization of planning and management achieved grad·
ually during the last two years culminated in 1957 in a
decision involving a complete shake-up of the existing
system, which is to take place in the near future. In
1955 the number of detailed targets included in the
central plan of the Soviet Union had already been reo
duced to about 1,700, as compared to 4,000 items in
1953. A large proportion of investment funds, the use
of which was previously strictly determined by the
central plan, was placed at the disposal of individual
industrial ministries. The central ministries were given
a larger degree of independence in planning and man­
agement within the limits set by the general plan and
their work was to be co-ordinated by the State economic
commission which, in addition to current planning, was
entrusted with the "operative decisions of currentprob­
lems connected with the fulfilment of the State plans".81

A considerable number of plants were transferred
from the jurisdiction of central authorities to that of
republics. A further step in this direction was taken
at the beginning of 1956 when the major part of the
food processing and light industries, as well as retail
trade, building materials industries and road and river
transport enterprises were decentralized and their ad·
ministration transferred to the republics.52 During this
period, however, the decentralization was proceeding
without any significant alteration in the old framework
of the vertical organization of planning and manage·
ment. Despite the transfer of authority to republican
ministries they continued to work under the supervision
of central ministries of each branch or sub-branch of
industry.

This scheme of reorganization was fundamentally
altered by the decisions taken in February 1957, fol·
lowed a month later by the announcement of concrete
proposals for further reorganization of planning and
management.83 These new proposals invalidate several
decisions taken previously and represent a fundamental
change in the system of planning and management as
it has evolved during almost three decades of Soviet
planning.

The proposed changes are designed to shift "the
centre of gravity of the operative management to the
points of location of industries" and to abolish the
vertical compartmentalization and remoteness of plan.
ning and management through central ministries which
had become an obstacle both to co-operation between
economic sectors and to full utilization of resources.

8. This measure affected 15,000 enterprises previously under
control of the central Government. At the end of 1956, 55 per
cent of total industrial production was under the supervision
of the republican governments. The total number of enterprises
in 1957 included 200,000 industrial plants and 100,000 building
sites.

88 Published in the form of "theses" of the report of Mr.
Khrushchev to the Supreme Soviet of the USSR in Pravda, 30
March 1957. The final draft project of the law on re-organization
of planning and management presented to the Supreme Soviet in
May 1957 was somewhat different from the earlier proposals
(see footnote 84).
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To this effect the existing method of planning and man­
agement through the central and republican industrial
ministries is to be abolished and replaced by a new form
of organization based on territorial units. The Soviet
Union is to be divided into a number of economic
regions administered by regional economic councils
endowed with a broad autonomy within the general
framework of the central plan. All industrial enter­
prises are to be transferred to the jurisdiction of re­
gional councils, and the central and republican minis­
tries to which they had been subordinated are to be
abolished. The regional economic councils are to be
in full charge of planning and of management of all
industries within their area, thus replacing the vertical
system of planning and management from the centre
by a horizontally integrated system within each region.
The current and long-term plans of the regional coun­
cils will form the basis for the plans of the individual
republics and for the national plan prepared by the
Central Planning Commission.

The prerogatives of the Central Planning Commis­
sion are to be considerably enlarged to include some
of the functions formerly accomplished by the indus­
trial ministries. Thus one of its functions will be to
co-ordinate the regional and republican plans, as well
as to check and correct the plans of individual regions
or republics with a view to assuring balanced growth
of the national economy and to eliminating any ten­
dencies toward regional autarchy. In doing so the State
Planning Commission is not to interfere in the adminis­
trative management of the economic regions. The elimi­
nation of the central ministries makes it necessary to
entrust the State Planning Commission with some of
their functions which cannot be carried out by the
regional councils, such as the development of certain
key industries, the determination of their rational geo­
graphical location and the fostering of technical im­
provements. In addition, the State Planning Commis­
sion will plan the inter-regional deliveries of raw ma­
terials, fuel, power, capital equipment and consumer
goods. The hulk of the products not included in the cen­
tral plan is to be distributed directly by the regional
economic councils except for a limited number of items
in very short supply.

The regional economic councils will have full author­
ity for the financial and economic management of enter­
prises and of economic organizations under their
jurisdiction, and will be in charge of financial planning,

8. The draft law on the reorganization of planning and man·
agement as presented to the Supreme Soviet of the Union of
Soviet Socialist Republics in May 1957 contained essentially the
same proposals as those outlined by Mr. Khrushchev in March
1957. The major difference between the original proposals and
the draft law was the retention, at least temporarily, of several
central and republican ministries, in order to "insure the tran·
sition towards the new forms of management without weakening
the centralized control of development of these branches of
industry". However, functions of the retained ministries are to be
confined to planning, and these ministries are not to interfere
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redistribution of profits, circulating funds and invest­
ment within the area. The redistribution of profits
among the areas will remain under the charge of the
republican and central authorities.

The new programme of reorganization also confers
increased rights on the directors of individual enter­
prises, and provides for the development of direct
contractual relations among various enterprises, which
will be able to purchase and sell without prior agree­
ment of centralized agencies.

Even apart from enlarging the scope of the rights
of directors, a considerable increase in efficiency and
flexibility in management of enterprises is expected to
result from the transfer of executive powers from the
centre to the regions. This will make it possible to settle
on the spot problems which previously could not be
solved without referral to central ministries.s4

The changes in the methods of planning and man­
agement introduced in the Soviet Union in 1955 and
in 1956 were followed by similar decisions in other
centrally planned economies. In all these countries the
numbers of specific targets included in the central plan
were considerably reduced. The planning of output of
goods eliminated from the central plan was transferred
to industrial ministries and to regional and local State
organs. The autonomy of regional State organs and
enterprises was enlarged. However, unlike the changes
adopted by the Soviet Union, in the other countries of
the group the basic form of planning and management
through central ministries was retained. While to date
no attempts have been made to alter the vertical form
of organization by branch and sub·branch ministries,
it is probable that the recent decisions taken in the
Soviet Union will have great influence on future devel­
opments in the other countries.

In eastern Germany the number of targets included
in the central plan was reduced from 950 in 1955 to
440 in 1957, and these 440 related mainly to key indus·
tries such as power, coal, rolled steel and chemicals.
The specific planning of output of goods not included
in the central plan was entrusted to industrial minis­
tries, central boards and regional State organs, which
in turn were instructed to reduce the number of specific
targets assigned to enterprises to a few essential indices.
The directors of enterprises also acquired more free­
dom in the utilization of their investment and general
repair funds without prior approval of higher authori-

with the administration of enterprises. Of the former central
ministries, twenty·four are to be abolished and four merged. The
eight economic ministries retained are those in .aviation, ship­
building, radio, chemicals, medium engineering and transport
construction. The ministry of defence industry is to he merged
with that of general engineering and the ministry of power
plants with that of electric plant construction. The Soviet Union
is to be divided into ninety.two economic regions out of which
sixty·eight are in the Russian Soviet Republic and eleven are
in the Ukraine. The economic administration of these regions
is to be handed over to newly created Councils of National
Economy.
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ties. Increasing the prerogatives of regional and State
organs, mainly in dealing with problems concerning in­
dustries of local importance, was reflected in a great
simplification of the directives given to them by higher
authorities. Instead of a large number of specific tar­
gets, objectives of regional and State organs are to
be formulated in terms of global value of output, total
employment, total wage fund and total investment,
leaving to them the task of preparing more specific
plans for the industries under their jurisdiction.

In Czechoslovakia the number of targets included in
the central plan was reduced by 20 per cent in 1957.
The number of central economic ministries was re­
duced, and the rights of local governments in planning
and management were extended. In this respect the most
important change was the broad extension of the
autonomy of Slovakia, which has received the right to
approve economic plans and budgets within the limits
set by the central plan. The control of industry located
in Slovakia was transferred to Slovak authorities, with
the exception of engineering and railways, which re­
main under the control of the central Government. It
seems, however, that this reform has not gone beyond
giving to Slovakia a status similar to that of the Soviet
Union republics before the most recent changes. As in
the other countries of the group, the measures intro­
duced in 1956 were presented by the Czechoslovak
Government as the first steps in the execution of a
broad programme of decentralization that was to be
continued in 1957 and 1958. The conference of the
Communist Party of Czechoslovakia in June 1956
stated that central plans should in the future deal only
with the most important targets necessary to establish
basic proportions and trends. The central allocation of
resources is to be reduced, and more direct relations
are to be established between complementary enter­
prises so as to enable them to deal with each other with­
out the interference of ministries or central depart­
ments and boards. The extension of the authority of
the directors of enterprises follows in general the de­
cisions taken in this field by the Soviet Union.

In Romania decentralization in 1956 proceeded along
similar lines. The number of production targets in­
cluded in the central plan was considerably reduced in
the plan for 1957. The plans for investment and for
the wage fund were for the first time presented in the
form of totals allocated to different ministries, and
were specific only for a few of the most important
investment projects. At the same time the centralized
allocation of goods was reduced by 50 per cent through
the transfer of 2,500 products from distribution by
central agencies to the control of individual enter­
prises. The share of above·plan profits left at the dis­
posal of local authorities and enterprises was increased
and the rights of their directors enlarged.

In mainland China, where in recent years methods
of planning and management have become similar to
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those of the other countries of the group, measures
were also introduced in 1956 tending to make the sys­
tem more flexible. The most important were the decen­
tralization of some consumer goods industries and of
trade. Production of investment goods and of such
staples as cotton yarn, cloth and sugar are to remain
under central control. Central allocation of consumer
goods is to be replaced by the establishment of
direct purchase and sale relations between stores and
factories. Price controls for several consumer goods are
to be relaxed and peasants are to be allowed to sell a
larger proportion of their output on the free market,
mostly fruits, vegetables, poultry and hogs. Free mar·
ket trade is expected to reach 25 per cent of total retail
trade.

In Poland, the change in attitude towards eXlstmg
methods of planning and management was more far­
reaching than in any other country of the group. This
is reflected not only in the measures already introduced,
which in general have gone beyond the changes in the
Soviet Union, eastern Germany and Czechoslovakia,
but even more in the numerous official pronouncements
and decisions showing a tendency to introduce a system
which has many points in common with that existing
in Yugoslavia.

An important difference which distinguishes the
process of reform in Poland from that of the other
centrally planned economies is the fact that in Poland
the reform received a powerful impetus from the politi­
cal transformations in 1956 and from the creation of
workers' councils which were to take over the manage­
ment of the enterprises. This factor largely accounts
for the difference between the process of decentraliza­
tion in Poland and elsewhere. Whereas in the other
centrally planned economies decentralization originally
took the form of delegation of authority to the minis­
tries and regional bodies, with only relatively slight
extension of the autonomy of enterprises, in Poland
the creation of the workers' councils pushed the prob­
lem of the rights of enterprises into the foreground.
Although the need for greater participation of workers
in the preparation of plans was stressed in all countries
in connexion with the current reforms, this participa­
tion in countries other than Poland is to rely mainly
on trade unions or factory committees with consulta­
tive functions. In Poland, on the other hand, the work­
ers' councils tended to take over the actual management
of plants, with the right to approve or reject the di­
rectors nominated by the State and to set the produc­
tion plans of their enterprises. This new method of
management was introduced in several plants in the
form of an experiment intended to demonstrate ways
and means of co-ordinating the activity of autonomous
plants with the central plan.

In addition to the decree on the workers' councils, the
Polish Government also made several other interre-
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lated decisions in 1956 dealing with the extension of the
rights of enterprises, the uses of enterprises' funds and
the reorganization of the central planning commission.
The old planning commission, in addition to planning,
in fact took an active part in the actual administration
of the economy, and in this capacity was placed above
the central ministries. This commission has been dis­
solved and replaced by a new commission under the
council of ministers, confined to the preparation of gen­
eral plans, without the right to interfere with the work
of the ministries. The number of targets for specific
commodities included in the central plan was cut
from 1,906 during the preceding years to 768 in 1957.
Simultaneously, the decree on the rights of enterprises
reduced the number of compulsory targets assigned to
enterprises by superior authorities, and increased their
autonomy in several fields. A decree on the enterprise
funds provided a general framework for the participa.
tion of workers in the profits of enterprises.

As noted above, all these decisions were closely inter­
related. The extension of the rights of enterprises was
implied in the creation of the workers' councils to take
charge of their management, and the decree on enter­
prise funds provides· incentives for efficient manage­
ment by the workers' councils. The central plan, greatly
simplified by these reforms, continues to include the
most important targets, in particular the value of out·
put, broken down by essential commodities, and the
wage bill. While significant decentralization occurred
in the control of investment, outlays for major projects
remain under the jurisdiction of the central authorities.
At the present stage, the central Government also re­
tains the authority to fix prices and to allocate essen­
tial producer goods.

This system is not considered by the Polish authori­
ties as final, but rather as a general framework which
should be further changed on the basis of experience.
Several aspects of the contemplated new model of the
Polish economy are still under discussion and its final
form will depend on political as well as economic
considerations. However, the general tendency of these
changes appears clearly from official and semi-official
pronouncements made during recent months. The new
method of managing the economy, as it emerges from
these statements, is to rely to a much larger extent than
previously on economic incentives. Plans are to be
implemented wherever possible through the price and
profit mechanism rather than through direct specific
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orders handed down to each enterprise by the central,
regional and local administrations. The introduction
of this method will require a thorough reform of
price relationships among producer goods and of the
methods of determining prices and profits, in such a
way as to induce enterprises to produce the desired
variety of goods at the lowest cost. As price policy
is to become an essential tool in the management of
the economy by the. Government, the setting of prices
will remain under the authority of central or local
powers, according to the economic importance of the
commodity. Only in private, co-operative or small-scale
industries, where a large number of competitive enter­
prises exist, will prices be determined by the market.
The elimination of compulsory deliveries in agricul­
ture will result in market determination of prices for
agricultural products.

The central plan is to contain general targets for
national income, consumption and accumulation and
for their distribution by sectors, together with output
targets for such essential industries as coal, steel, engi­
neering, textiles and agriculture, leaving the prepara­
tion of more specific programmes for each industry to
central or regional boards and to individual enter­
prises. The wage bill and total supply of consumer
goods are to be part of the central plan.

As a general rule, the government intends to avoid
any direct interference in the work of enterprises. In
the consumer goods industries the planning of the as­
sortment of goods to be produced is to be left to the
individual enterprises, but in heavy industry the plans
assigned to enterprises will remain more specific. In­
vestment grants are to be replaced by interest-bearing
credits, and the prerogatives of enterprises in renova·
tion and modernization are to be considerably extended.
Investment funds devoted to the construction of new
projects of national importance, however, are to remain
under the direct jurisdiction of the central planning
and managing authorities. The projected method of
economic planning and management bears some resem·
blance to the system adopted in Yugoslavia, but im­
portant differences between the two remain. The most
significant difference is the fact that the Polish Govern­
ment intends to retain price controls and assignment
of production targets for a large variety of goods, espe­
cially in the investment goods industries, and to keep
the construction of new investment projects under the
direct supervision of the central Government.
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