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FOREWORD 

Thi-. report. IP or/ii EconomLc url'ey, 1960. jc; the 
thirteenth in a <:e11e..'< of comprehensi\t' redews of world 
economic comlition!I pul,lished h} the LnitrJ atiom,. 
It h. i,'<ut•d in re~pon,,· to GenerAI A,._,.,....hh r,,.,,,1 .. ,:..,., 
118 { II l. 111 \\hieh the ~t·cretary-Gcner~1l ,,as requested 
to prepart• an annual rene\, and orrn]ygis of \,orld rro­
nomir cond1llons and trends. The report is intended to 
mn·t the n•quin·ment, of the Economic and Sol'ial 
Counci 1 and other organs of tht• United 'fot1ons tor an 
appraisal of world t•co11om1r conditions which may 
"''I\C u, a ba.--is for nTommenda1ions in thr eC'onomic 
field; it is uh,o cksigm·d to meet the rll'ed · of the general 
public-. 

Th,· prt.,,t•nt report i,; the• ~ixth in the snie, lo contain 
u study ,,f ,1 purtirnlar prohll•m in the field of rro11omic 
de\.t'lopnwnl. Amonµ, thr. -.uhjeC'ts examined 10 sur1·es· 
,i\l• Suri Ip ,iru·c 1955 haw het•n a c·omprcht·ns1\·e re· 
, it•w uf n 11no111i1· gnH, th in the first JJO"t-,, ar .Jrcade, 
h.1lnnn· of pannent, proh lrrns in relation to ec·onomir 
gr,m ti,, inllat ion ,wd t'l'onomH' growth and po,-t-1, nr 
,·0111111111lit\' lr,1Je .md polfric,. [u tlw ll orld Fronomir. 
Sllrl"l'l, /')59, ,, hich prt'l't>ded th1" rt>port. attention wos 
fut't1~1·d 011 post-war inH·~tment lrt>nds and politics for 
t·ronomi< tlt•H•lopmcnt. A~ a t·omplement to this study. 
pan I uf tlw prt"·t•nt 5,11n·1•y rnntains an t>xaminntion of 
.. uving for Pl'Onornic gro\\ th and dt•\elopnwnl. Chapters 
l aml 2 dt·al with the problem in tlw indu~trial and 
1rncl1·r·dt>H•lo1wd rountriec: respcr.ti,ely. Roth chapters 
,11rnh ,1• the ~cwral sources of --aving ancl rxplore the 
f at'lors OC'<"ounting for inter-country difTerenrr.s in lewl« 
uf ~a\.ing. Trends in sa\ing during the ninetet•n fifties 
.trt' .il~o cle.<;nihrd and the main forre!-1 alfocting changes 
111 "ii' ing arc 1de11tifie<I. Both chapter. clo,e 1Hlh a re­
, u·w of tlw supply of finunt'< for inve:.tment and of 
governmental policies lo reduce financial impedunenb 
to investm1•nt in the vanou!- branrhes of production. J n 
rhnptl'r :t proLlc.ms involved in the . mobilization of 
sa'>'ing in thr centrall} planned economies are 1Jic;ru<::-ed 
together ,, ith related problrms in the finnncial planning 
of inve,..tmcnt. The rhapter draw~ attention to ne\\ 
tt>ndenC'ies in the field of financial policies. 

iii 

Part I I of the • un-e; exam int•, rt'cenl trends in the 
world t•rnnomv. Chaptt>r I 1iro\ ide,.. an unaly,is of tlw 
n•,·ent situalton in the 111d11,triall> ad'>'anc·ed pri\ate t'II· 
terpri,e economi<'"· "Jlf:'<·1al Olll'ntio11 hl•ing paid lo the 
di,ergt·nt tn•nd, m the \ort.h American and 1,e ... trrn 
European c·ountri<', since the l,eginning of 1960 Chapter 
5 rt•\it•ws re<·t•nl ('\Cills in the primnn produnng privalt 
entnpri~1· ec-onomie~ in thl' light of the upsurge in im­
ports onci the detrriorating e>.t<•rnal balance. An """l~S· 
nwnt of the eronomic- outlook at thr beginning uf 1961 
irs gn 1·11 for both these group!, of rountrics; thi,.. 1s bas('cl 
largdy 011 rt'plie ... h) gml'rnmcnt, lo a qut'~tion11aire on 
c·co11ornic trends. probll'ms and polici,•c. c irruluted hr 
thr Senetury-Gerwral in l\ovt•ml,cr 1960. Chnph·r 6 pro· 
, idl's ,rn a<-eount of recent chunge, in Lhc centrally 
plan111·d t·c·onomics. 

flw I ntrodur-lion to tlu ""'"Y considerl' rerent ero-
11011111· tr1'1uls Ill the 1·onlt xt of the· broadn i"!-.Ut'S of 
1·1·1momic gro1, th and stabil11, and rt•latec; the~e ,~sue, 
to the rJuestion of the udt·quac, of sa, mg 

The ha,il' data used in the S11n·ey are. in gcrwral, as 
pulili,hcd in go\ ernrnental or intcr-govrrnmenlal 
:;oui-t·,• .... or as offi<"inllv n·porlt'd to the United \lation• 
and it~ sp<•cinl izPcl agcncte:,. Thr sig111firancP of the 
figure, may vary from l'OUnlr) to rountq. depending on 
thl' ,ta1ic;ticnl l'Oncepts and methodc; f ollo\H•d and on 
the strur·ture and clnelopnwnt of the national ero11orny. 
For this rca:-011. thl' romptlat1011 of international :slati'-· 
lical tables rt>quirec; that attention be givm to any im­
porlant element" of non-comparability or qualifications 
auarhing to tht' data, tht·,-e ar<' usuall} ,hown 111 the 
tahles of this report or in the publirations of the Unitrd 
l\at1011s and of tht> specialized a~end,·,.. that contain the 
bnsH' data from which many of the tables have bern 
prepared. 

The rr1or/d Economic SurvPy is prepared by the Dhi­
!-ion of General Economic Research and Polic-ies of the 
United Nations Secretariat. 



EXPLANATORY NOTES 

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

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

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

A blank in a table indkates that the item is not ap1 licable 

A minus sign ( - ) indicates a deficit or decre~e. except as indicated 

A full stop(.) is u.;;ed to indicate decimals 

A comma (,) is u,cd lo distinguish thou' ands and millions 

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

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

Referem·es to "tons" indicate metric tom,, and to ''dollars" United States dollars, 
unless otherwise stated. 

The term ''billion" -,ignifies a thousand million. 

Details and percentages in tables do not necc,;sarily add to totals, because of 
rounding. 

Certain abbreviations have been used: DLF for Development Loan Fund; EEC 
for European Economic Community: EFTA for European Free Trade As:.ociation; 
IBRD for International Bank for Rccon,,truction and Development; I FC for International 
Finance Corporation ; I.MF for International Monetary Fund: OECD for Organisation 
for Economic Co-operation and Development; OEEC for Organisation for European 
Ecor1omic Co-operation. "Rhodesia p.nd Nya~al1111d'' ,tan<l.s for the Federation of 
l{bodesia and Nyasaland; UAR for the United Arab Republic. 

The term '"Congo'' refer:, to the Republic of the Congo (capital: Leopoldville). 

Where . tati!-ltical pre:-entation has rendered it nee~ ,ary, "Malaya" has been u. ed 
to de.~igriate the Federation of ~1al~ya and Singapore; "South Africa", the Union of 
South Africa (since 31 May 1961, the Republic of South Africa), South West Africa 
and the High Commis:-ion territoric:, of Bai,utoland, Bechuanaland and Swaziland. 

The de.,ignations employed and the pre:-entation of the material in this publication 
do not imply the expression of any opinion whatsot•ver en the part of the Secretariat of 
the United Nations concerning the legal status of an} countrr or territory or of its 
authorities, or concerning the delimitation of its frontiers 
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Introduction 

GROWTH, STABILITY AND THE RATE OF AVING 

Economic slowdown in 1960 

The new decade of the nineteen sixties opened on a 
rontradictor) note. On the one hand there was a grati­
fying increa!'.e both in world economic activity and in 
world trade. The private enterprise world registered a 
risl' of more than 4 per cent in production and of over 
10 per cent in the quantum of international trade. In 
the centrally planned countries. production in mdustry­
though not in agriculture- registered an even grrater 
incrPasc. The expansion was, moreover, achieved with· 
out undue strain: in relati\'ely few countries, developed 
or under-developed, did retail price rise by more than 
3 pl' r cent from 1959 to 1960. Despite this apparent 
progrc~s. the optimbm with which the year had been 
initially greeted soon gave way to a considerable 
mea!iure of disappointment. By the second quarter of 
1960 the rate of expansion declined in one industrial 
country after another; and though in western Europe 
rate~ of growth c,oon bt•gan to stabilize, in l\orth America 
the economy slipped into a recession which continued 
through the first quarter of 1961. Though the decline 
in l nited tale!\ output was mild. it came as a disap· 
pointment, cutting short the period of limited recovery 
from the earlier recession of 1957/ 58. 

The contrast between a booming Europe and a lagging 
United States. reinf orcecl hy differential short·term in­
terest rates in fa\our of Europe, accentuated the flow of 
capital to a point that hrought the dollar under specula­
tive prt·~sure. Notwith!':tanding the enormous reserves 
at it!i disposal, the United tales was impelled to take 
protccllve action: for the first time in the posl·\\ar 
period, it no longer found itself free to determine its 
domestic economic policy without regard to its balance 
of pa)menb po~ition. Fortunately, in view of an in· 
creased Lnited tales trade surplus, the pressure on the 
dollar was quickly relieved as speculative operations 
on the gold market were brought to an end and the gap 
bet,\een European ancl American interest rates ,\as 
narroM~d. Action was also taken towards the strengthen­
ing of both United States and international liquidity, 
as well as to" ards a greater measure of harmonization 
of the policies of the industrial countries affecting their 
balances of payments. 

Welcome as wa the improvement in the United States 
pnvmcnt~ po.ition. it was not an unmixed ble!'sing. In 
so for as the increase in its trade surplus re..,ulted from 
a rece::-:.ion-induced decline in its imports, it could not 
but have unfavourable repercussions on the rest of the 
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world. The economies of western Europe, it is true. 
again proved sufficiently rec,i)ient to \\ ithstand these 
adH·r~ effects. The situation was less encouraging, 
however. in the under-developed countries, since the 
gradual reversal in balance between world demand for 
and supply of primary products during the nineteen 
fifties has rendered their export markets increasingly 
vulnerable Lo industrial recessions. Even during the two 
years of United States recovery and expansion following 
the 1957 / 58 recession, export prices of primary products 
had failed to show any real strength. With the oncoming 
of the recession, these prices generally resumed their 
do,\nward drift despite a notable upsurge in raw mate· 
rial imports into Europe and Japan. By the end of 1960 
the index of export unit \alues of under-developed 
countries had fallen below the corresponding 1959 level 
to a point about 8 per cent below the 1957 average. 
While the rise in their export earning:. was thus being 
re.trained by weakening price trends, their imports, 
which had been cut back in 1959 following the 1958 
decline in earnings, expanded in 1960. The result was a 
50 per cent rise in the trade deficit. which generated 
stresses in the balance of payments of many under· 
developed countries. 

In contra.st to the private enterprise world, the cen­
trall} planned economies continued to expand at the 
same rapid pace as in earlier years. Given the relative} r 
small. ewn if increasing, role which trade with the rest 
of the world play,; in their economics, they have found 
it possible to maintain their rate of growth of production 
\\ilhout regard to whether rates elsewhere are rising or 
declining. 

When recovery began in the second quarter of 1961, 
the 1960/ 61 United Stales recession could be character· 
izcd in some re ·pects as among the mildest of the post­
war period. Though it lasted somewhat longer than its 
predecessor in 1957 / 58, it had not generated as large 
a decline in industrial production or in the gross national 
product. Indeed, de pile the fact that the contraction had 
begun as early as May 1960, total "final purchases" of 
goods, that is, the purcha!'es of good. other than for 
inventories, registered a decline-and that a very slight 
onr- only in the first quarter of 1961. Statistically, the 
drop in gro,-s national product from the peak level of 
1960 of about SS billion. or about one per cent. could 
he more than accounted for by the nearly SlO billion 
cutback in investment in inventories. The strength of 



final purchases encouraged ,, ide-spread hope:, that the 
rec·t•s,,ion would be !',elf-correcting, and led to con,ider­
ablt• h~itation with regard to the taking of counter­
measures. At the bt·ginning of 196l debate was i:till 
continuing OH'r whetht>r it \\ as proper lo <"haracterize 
the economy as being in u state of reces::.ion, \\ hether 
husim· · confidence might not be shaken hr such II 

l'haracterization, and \\hethcr anti-rece,:.ion measures 
might not do more harm than good. The new Adminis­
tration, l'alling attention lo the fact that industrial pro­
duction had f alien by about 8 per ct•nt, that steel capac­
it) was bt>ing only half utilizrd and that unemployment 
had ri,;en to fi,.e and one-half million persons, declared. 
howP\er. that the economy '\\-a!:i in a :,late of recession 
and ad~anced a broad programme of e,ecutive and 
lr<>blati\'e attion for recO\'err- This programme went 
hr.yond temporary mca,ure~. such as supplements to 
uncmplo) ment insurance and speed-up of government 
outlap,, which had al!'o been taken during the 1957/ 58 
reces:,ion. It included more permanent mt'a. .. ures, such 
ns n rl'duction of mortgage rule" and t•xten,ion of other 
a-.,istancc to housing. aid to education and to public 
h<'altl1 programme,, urban renewal measures, and lib­
eralization of ocial Sl'Curity insurance. At the time of 
\Hiling, however, though reco\'ery was already under 
,, ny. it was still far from certain how soon this pro­
gramme would pro\'e effective in re.. ... toring economic 
acti, ity to full emplo}'mcnt levd~. Partly. the uncer­
taint} refleded tht• ine\'itable atlministrati\'e and legis­
lative ddays before many of thf' dt'cisions rould be 
translatC'd into action. In large measun•. ho,H•,er, it was 
due to the moderate financial dimensions of the pro­
grammt• for 1960/ 61 and 1961/ 62 in n•lation to the 
magnitude of the problem as analp,e<l by the United 
State" Coun<'il of Economic Ad,isers. 

The United States eronomy has pro,ed lo be the most 
, ulnerable to po,t-\\ar cyclical Ou< tuations of all the 
major indu!>trial countrie:,. The 1960/ 61 rece:-sion is 
the fourth in twel\'e }Cars: except for Canada. whose 
economy is closelr geared to that of the United States. 
110 other indu,.trial counlr) ha,; experienced a compara-
1,le degree of economic Ouctuation. The significance of 
tht'st' n•ce ... sions appears. ho\\ever, lo have been \\'idely 
undt•re,,timate<l. Though man) rea~om, hne been gi\'en 
for di:,counting the seriou,mess of the po~t-\1 ar reces­
--ion-., a basic factor seems to be a tendency to assume 
that rPcurrent rece""iom, are inherent in a private enter· 
prist• economy ; indeed, a large part of the public seems 
to have come to believe not only that recessions are 
inevitable, but that they arc al,10 nece:,sary in order to 
provide immunity against largt'·S<'ale inflation that 
\\ould be followed by major depressions. 

\\ lulc it is probably true that the periodicity of po l· 

11 ar recessions has been no greater than in pre-\\ar 
)t·.ir,, it may still be of ,1ignificance, as the Council of 
1'.conomic Advisers has nott>d, that the inler\'als between 
ucce, , i\'e rece ,iom, have heen growing progre- i\'ely 
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shorter- from forl}·five months between the downturns 
of 1918 and 1953 to thirty-five months lwtween 1953 
and 1957 arnl to only tw1•nty·fi\r months bet\\een 1957 
und 1960. E,en if this 'lhortt•ning of the intervals were 
entirely ace· dental. it would still be striking that it 
should he the \\Orld':, major econom} which has failed 
to -;how any improvemt•nt on>r pre-war e,perience. 
Unlike the record of stability of the United tales, that 
of most other indu .. trial countries has heen vastly better 
than in prt>-war yt•ars. Nor can western Europe's current 
achievement he proptrl} attributed-as it:; progress in 
earlier p•ar, could in part- to special fac:tor" such fil> 

the carry-o er of prnt-up drmand from the econd 
World War or the large-scale aid receiw<l from the 
Unikd State:. under the Marshall Plan. Essential as 
these fartors were in the rehabilitation of Europe im­
mcdiatrly nftt'r the war. they do not in themselves 
suffice to t•xplain the phenomenon of il::i continued 
growth- in some ca~l'S at extraordinarily high rates­
long aftt>r pre-war peak records of production had been 
surpa'-~ed. Clearly. Europe's current achievements are 
tracrahle not :-imply to special factor· inherited from 
the pa~t but also to current economic attitudes and 
policies to,, ards growth and stability. 

Pt·rhaps another n·ason for the tendency to under­
estimate th1• n•al ro,:t of rece:;sion i!I that it appear~ to 
he onl} a t •mporary cost, lwcam,e to some extent, what 
is lo.~t in the do\\ns\\ing of a cyrle may be made good in 
the suh,11•q11t>nt up"" ing. Since the post-\\ ar llucluation!l 
have taken place around a rising economic trend, we 
ma) t'\'t>n be temptrd to believe that tht> reression lo." 
has been n ore than made good ovrr till' qcle as a whole. 
But this i, really a c,tatist1cal illusion that disappears 
upon closer examination. ~ hat is rdevant in as,,e:;sing 
real cost 1s not the absolute le,el of production hut 
\\ ht•ther the full production potential b realized o,·er 
the cycle. If the e:-.pansion pha ... e \\ere !IUfficiently vigor­
ous to carry output above normal f ull-polential levels 
- if. for e:-.ample. ru; was the ca!!e during the war, it 
were to involve abnormal additions to the labour force 
or lengtht ning of tht• normal \\ orl-week or an mcrease 
in the numbrr of work-shifts- then the expanded 
potential of the boom phase would olT,et the lo,;s of 
pott'ntial production during the reces!-ion. If, howe,·er. 
as has he< n generally true in peace-time, the recoverr is 
at most adequate to carry production and t•mployment 
lo normal levels of full utilization without any sp1•cinl 
enlargem:nt of the capacitr Lo produce, then the los 
of potential output and employmt•nt during rece:;sion i:, 
not ofTse during the :oub-.equent expansion and the 
rece:>Sion los:o is a permanent loss. 

But perhaps the most important cause of the inadt'­
quate as•e:-smt>nt of the :.eriousn~, .. of reres.-.ions has 
been their mildness in the posl·\\ar period. In the United 
State:, th longe,,t down~\\ ing- that of 1953/ 51- lasted 
onl) thirtren month!'-, and the ma\imum contraction in 
gro,s national product recorded- in the rrce~ion of 
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1957/58-\\a~ about 5 per cent. Except for 1953 51. 
\\ hl'n there was a large cutback in go\ernment e~pendi­
ture on militaq account. the major element in the con· 
traction of t'tonomic al'tivit} has been a rrduclion of 
ime tment in inventories. True. there has also been 
,ome dl•dine in imr,tment in plant and equipment in 
th<· la!lt two rece,,iuns, but this has been largely or 
wholly off set by rising government expenditure and con· 
sumer outlays on l'ervi<·es. The U111te<l States econom} 
has thus proved sufficiently stable to 8\0id an) major 
repercu. «ions of the reduction in inventories upon final 
purcha~~. and the market has been able to right itself 
as liOOn as the inventory posit1011 has been corrected. 

The mildn~s of the downturns has em·ourage<l con· 
sidi>rable public debate as to the performance of the 
economy in the post-war period houl<l "-UCh downturns 
be properh considered rece,sions '? Should they not be 
regarded only as inevitable period. of rel>t or of rolling 
readju'.itment that are required to pave the \,ay for the 
-.ubsequenl period of expan!.ion? faen granting that 
the downturn imohes a temporary rise in unemploy· 
ment. should the burden of ,uch unemployment be 
considered intolerablt· so long as 1t i not unduly pro· 
longed and compenl'al1on i provided to alle\ iate the lo. s 
of \\ age income to the unemployed? ~lay there not 
even be a question whether there has in fact been any 
downturn in national product? Perhaps the real gro~s 
national product has been corn,istently underestimated 
herau!.e of our inabilit) to make adequate allo\,ance for 
continuing technological improvements in good!. and 
:-;ervices. and as a re.ult. price increase, have been 
O\ erstalcd and increa!!'e., i11 output under .. tated. ls the 
incren e in unemplo)ment due to inadequacy of effec· 
ti\C demand for goods and sen ices, or is it es ·entiall y 
of a structural character. reflecting the inability of the 
labour force to adjust sulT1cientl)' rapidly lo the changes 
in the pattern of production brought on by an accel­
erating rate of technological innovation? Mu t not the 
problem of unemplo) ment therefore be resolved b} 
measures to increast' the adaptabilit} and mobility of 
the labour force rather than by means of an increase 
in effective demand? 

Whatever answers may be given to such questions, it 
:,,eems doubtful whether the,e que:.tions really address 
them~elvl'S to the basic problem of the adequacy of 
recent rates of economic growth. Here the crucial ques· 
tion is \\hether the leading industrial countries are 
making full use of their production capabilities and 
whether th~e capabilities are being increased as rapidly 
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as is com,istent with thr maintenance of other et·onomic 
and social objecti\ l'l'. including rising le~els of living 
and internal and external stabilit)·· There can he little 
doubt that the manpower released by technological 
progre~ and the hifting pattern of demand has added 
lo the complexity of the task of maintaining full em 
ployment. It doe:, not nece-->aril} follow. however. that 
the resulting unemploymc•nt cannot be appropriate!) 
overcome by a more rapid rate of increase in aggregate 
cff ective demand. A fa:,,ter rate of advance in technolog} 
and productivil) per man has not precluded many 
western European countries from maintaining much 
fuller levels of employment; indeed in the Federal 
Republic of Germany, not only the manpO\\Cr released 
b) an ad ... ancing technolog} but al o the abnormal addi· 
lions to the labour force from large-... cale immigration 
wt>re absorbed by the rapid rate of increase in output. 
It can hardly be doubtld that m the Unitl'd States. like· 
\\ i!'>e, if efTective demand were to nse sufficiently it could 
readily absorb the widt-,pread unemplo)ment and re· 
store the rate of utilization of producti,·e capacity to 
more nearl) normal levels. 

The notion that the recession~ have been mild is ba eel 
on the assumption that once the downturn is reven:ed 
the economy is able lo realize its full potential of pro· 
du('tion and employment. In that case the ret•ession lo ... 
may be mea.,ured b) the decline from the preceding 
peak. If. however. as has become increasingly true of 
the post-war years, even the JJeriods of expansion prove 
less and less adequate to provide for normal full capa· 
city rate· of utilization, then the pre-recession peaks 
themi;elves become irrelevant as benchmarks for measur· 
ing economic los es. In such cases. there may still be con­
tinuing loSl>es of potential production and employment. 
even when the absolute level of activity is on a rising 
tn•nd. And if population and labour force are ,·on· 
stantly expanding. unemployment may then ,how a 
rising trend even though employment is increasing al 
the same time. According to estimate of the Council 
of Economic Advi!-eri,, the lo. · in potential gross na· 
tional product in the fir,t quarter of 1961 amounted 
lo approximately 10 per cent of the total. or about $50 
billion, even though the decline from the preceding peak 
wa::; onl} about one-tenth that amount. To achieve full 
recovery by the end of 1962 it would be necessary not 
only to restore this SSO billion but perhaps half as much 
again to allow for the increase in labour force and the 
addition to productive capacity that is taking place in 
the meantime. 

The issue of growth and stability 

Viewed in terms of the need to restore output to full 
potential levels, the problem thu · ce8Seli to be one merely 
of recovery from recession. It becomes instead a con· 
tinuing problem of promoting teady growth at full 
potc'lltial rates. Even the familiar phrase of ''maintain· 

ing full employment" ceases to be an adequate descrip· 
tion of the task. What is required is not merely to main· 
tain a high level of output and employment but to 
sustain a steady rate of growth that is adequate to absorb 
each year's new entrants into the labour force as well 
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a ... thl· manpOM'r relt·a~c·d h) advancini; l€'chnology and 
ri,ing produdh·it). Thi, problem hos not been confinecl 
lo countric·, :-uch as the Unitrd States and Canada.\\ hi<-h 
haw e\.pnienced a high degret· of q dical instabilil). 
It has al~o ht>en typical of '-Ome countrie, in \\~tern 
I:urope. mo-:t notahly the Unitt·d Kin~dom. "hcrr rco­
nomic a<·tivity. though relati\'l'ly ~table in the !ihort 
lnm. has mo,ed slug!!'ishl) over the longer term. In 
rontra,t to rates of gro\\ th in gro,, produrl ranging a, 
high a, 9 prr cent and mon· in Japan and in the neigh· 
bourhood of 6 per cent per annum in the FNtnal Rt>pub­
lic of Germany and Italy. the rates of gro"\\ th in the 
United Kingdom and the Unitetl State over the pa t OH' 
)Par~ have a,eraged only a little o,er 2 per l'ent. In hoth 
rose, this rate repre,ents a significant ch·linc from tht• 
avt>rage prerniling in the fir,t half of the tlrcade of 
the ninetPt'n fifties. 

Tht· debate O\.t'r the magnitude and ,ignificance of 
rece,sions is thu" seen lo be part of a larger i~,uc> rein· 
ing to the long-term performance of the economy. That 
i-.sue. disc·us,cd at omf' length in thr \'Olume, of the 
lforld Economic· 'iurrey since 1955. i~ owr the ade-
11uac} of lht' long-term ralt' of growth. The debate is not 
limikd to the United State, but is paralleled in many 
parh of the"" orld. both de\eloped and under-de, eloped. 
The central que,tion in the debatr concerns the propt•r 
balance to he ~trutk in national eronomic objectivr<. 
lwt,1 een priee stability and long-term t·<·onomic gro,1 th. 
In man) countries - rf.'<'ently inclucfing also the United 
State,-the i--sue has hPen further complicatrd b) the 
problem of reconciling equilibrium in the balance of 
international paymentc; with the mainLPnance of t•cono­
mic growth. Though tht• specific· argumt•nts have 
rhanged "ith the evolution of economic institution<; and 
of economic analysis, the debate OHr ,.;tability and 
growth has been at the centre of public policy que~­
tions in ewry major indu!-trial crisis of inflation or 
depres-:ion for more than a generation. In recent years 
the differenc~ ha\e h<'en l'onsiderablv narrowed, both 
sides having moved a,1ay from extre;,C' po. itions. Dur· 
ing the great world depres~ion of the ninl•teen thirtie,. 
a large segment of public opinion in industrial countries 
was still oppo-:ed to go,ernment measures for expan<.ion 
of effective demand on the ground that they might lead 
to inflation. Today. however. no one would suggest keep­
ing unemployment at whatt>ver leH·I~ might be required 
to prevent prices from rising. Immediately after the 
econd World War. on the other hand. an influential 

segment of public opinion. particularly in underdevel­
oped regions. was apparently prepared to ,upport infla­
tion as a mean11 for promoting economic development. 
Today no one would propose to finance capital forma­
tion for economic growth through forced savings from 
large-scale inflation. Despite this narrowing of the de­
bate. however, the i sue of economic stability and growth 
remains far from resol\'ed. 

Until fairly recently the view that had gained the 
widest acceptance seems to have been that there was in 
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foC't no i"-,ue to be rt•,olved. It ;,et'm'- ,1 ideh to ha"e been 
llt'lie,ed that there could be· no po,;,1blt' c~nflirt bet,1el·n 
the objertiws of pronomic ,tahilitv and ec-onomi,· 
gro,~th. This th~is "a, ha-.l•d on the a .. ,,umptio11 that 
inflation ran e,ist only ,1h1·n tht>re i~ exc1•s .. demanrl ancl 
that it" dimination <·annot thl'rt>fore interferr with thr 
full utilizaticin of protluctin~ re ... ourct' ... In it ... ,implr.,t 
form the rt>a-oning .. et'm:- to ha,e deri,ed from the fart 
that a ri~e i general price- nece~ .. aril) invoh1· .. an in· 
creast• in money expenditures in relation to the , alue of 
good:- and ~t·n ice.-1 at exic;ting price.:-. From this it wa, 
C'oncluded that inflation reprt>"{'nt, '"too muc·h mont') 
chasing too f,•w good,," and that sipho111ng off only the 
eX('el;'- mone · -.o a, to achieve ttonomw stability ,\ill not 
rendt>r effeclive demand inadequate for full production 
and full emplo) mcnt. In ii!- more analytiral form the 
argument dt ri, t·cl from the traditional bod) of economic 
theory, base'1 on a perfectly competitive rtcm, in which 
price:, and \\age, are continually adjU!,led so a:. to 
t•liminate any t'Xce,s demand or -.upply. In -.uch a~)"· 
tern price- and wage:; com<' to re.I when demand equal~ 
,;upply Sin< ea continuous!) rising trrnd ran thus ocrur 
only if e,<'e.,s • dt>mancl is con~tantly re-,·mt>Tgin~. the 
olution to , ising price,. is inc\ itabl) to r~tritt clt•manrl 

lo a lewl th,tt equals "-Uppl} uch rt'striction nl'ed in no 
way reduce output below maximum auainahle li>vek 
since it i<. only th,• ex<'e"S of demand above attainablr 
supply that is eliminated and not tht• d1·ma11d rNp1ired to 
absorb auainable ,uppl). In either cast'. whether the 
simpler or more <'Omplex analysis ""as emplowd. the 
possibility of an) ('onflict bet,\een economic ,tahility and 
t·conomic gro\\ th w a!"> t>liminatt'd. 

This vie•~ of the problem of inflation and economic 
gro,1th has now come to be increa!:-ingl) que,tioned. A 
gro,1 ing consensu~ ha~ emrrgccl around the thesi-. that 
in the real world as dic;tinct from the theoretical model 
of a pnf et'lly competiti\e srtem. inAallon cannot he 
automaticallr equated with an excec: ... of aggregate dr­
mand O\er supply. In the real \\Orld where pric(><; are 
determined by conventional markups oYer ro..,ts. bv <'Ol· 
lective wage-bargaining and by governmt•nt rt>g11lat1on!-. 
demand in some markets may exceed. and in other,. fall 
short of. ,uppl). In such cases inflation is not neces­
"'arily S) mptomatic of a general excec.s of demand o, er 
upply; though price incrt'a..,es may originate in markt>ls 

where demand is trong they may ~pread to oth~r mar· 
keL ... even where c.upply i~ <'xce.,,i,e. A rnmulati\el} 
rising price trend ma) thu!- develop de~pitc considerable 
slack in production and employment. Under the..,e cir­
cumstances it will not alwayc. be pos~ible to re,ort to 
a policy of r~traint of demand for the "tabilization of 
prices without ad\er"'<'l) affecting production and em­
plo}ment. "\"\ here inflation is. 111 fact, due to excess de­
mand it may he eliminated by demand restraint without 
such ad\'er e effects. Where. howe,er, as hall been true 
of the cre1>ping inflation of the nineteen fifties, a cumu­
latively rising price trend develops <.ide b) side with 
slark in production and emplo) ment, inflation can no 
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longer be eliminated by restraint of demand without 
udding to the slac·k. This doe" not necessarily mean that 
an objectiH• of rapid economic gro,,th cannot be re<'on­
ciled with a goal of pricf" stability; it onl) mean,- that 
it cannot be reroncileci with a poliC} of restraining 
iieman<l \\hen there,., already slack in tht' t•conom}. 

This µoint bears emphasizing becau,;;e case" in which 
government.:; have succt•edt>d in achieving high rates of 
growth together with price stability are frequently citt'd 
a evidence in support of the thesi, I.hat. restraint of 
demand to kf'ep price:. from rising will not intl'rf en.> 
,, ith the ratt' of growth. But the i sue is not whethrr 
there is a positive rather than a negatiYe <·orrrlation 
bt•tween rates of gro\\ th and rates of c·hange in prier. 
A rapidly growing economy may, through the !<timulu,­
it pro, ide to high rates of inve:-tmrnt, technological 
innovation and increasing productivit). be more con­
ducive to price stability than is a sluggish economy. 
Thu , the is ue i. not "hether economic gro\\ th and 
reasonable price stability art' in principle irreconeilablt•. 
The issue b rather whtth«•r a ronflict hetM•en the two 
goals may ari!\e in fact if price stability i~ pursued h} 
a policy of restraint of demand ,egardlc•ss of the clegm.~ 
of slack in the economy. 

Although the emerging l'Onst'n~u" o,er the causes of 
inflation has greatly clarified the i sue!, under considera­
tion, it has not yet led Lo a comparable consensm: on 
policy decision . The dt•bale o,rr policy is now ba ... ecl 
not so much on disagreement O\er points of eronomic 
analp,1s as on difTt>renres in a<.~,.,mt•nt of the• degn•e 
of inflation or of 11lark to which the t•ronomy may he 
t•,posed, as well as on differt>nces m ,alue judgements 
as to the rdo.Live rosts and benefits of economic growth 
and of prier sto.hilit). One ~egment of public opinion 
"huns the risk-to.l..ing of a growth-oriented policy for 
the security of price stability. According lo this ,iew. 
inflation represent<. I.he main long-term economic danger 
to the economy while the long-term rate of growth is as 
high as rci:ources permit. The danger of inflation j,, 

assumed Lo b' so great that no rate of pr ire increase 
can be rountenanced; creeping inflation i,, bound lo 
accelerate to a gallop. Even if mOation may in theor) 
be due to many factors and not to excel>S demand alom•, 
thr existence of any unnec~~ary slack in the economy 
is assumed improbable~ long as prices are rising along 
with production. Thu , according to this viewpoint, it 
is rrot the rate of utilization of productive t·apacity nor 
the rate of unemployment but rather the movement of 
prices which serves as the appropnate measure of the 
adequacy of effective demand. Though the rate of growth 
in output may be lower than normal, though the rate of 
utilization of productiw capacity may be declining and 
the rate of unemployment increa.c;ing, a rising trend in 
prices, particularly if it accompanit"I an increase in 
output, is taken a a symptom of excess demand and 
therefore as a signal for a policy of restraint of demand. 

This concentration of public thinking and public 
policy of recent years upon the danger of inflation is 
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now coming to br incn•a!<ingly challenged hr tht> the:-is 
that I.he main danger to the economy lies in an inade­
quate long-term rate of growth. and that the risk of 
inOation is not so great a, lo r<'quire a polic} of restraint 
upon aggregate demand while there b yet so much 
slark in the Pconom}, Thi,, rurrentl) devf'loping rf'· 
orientation is visible in the United States Administra­
tion's diagnosi of the need for poliries to achieve not 
merely rrcovery from rel'ession but also long-term full 
utilization of productive re'-Ource<1. It is even more t'\i­
dent in ii!' proposals for investment in human and nat­
ural resourct':- as wt II a.._ for the stimulation of tn\'estment 
in plant and equipment designed to increase the rate 
of growth of tht' potential leveb of production and 
t'mployment. 1f this reorientation has bt•en correctly 
diagnosed, an expansion of the rate of growth of the 
United State ... t•conom) might wdl be expected 

Such a grow l.h-oriented poliry, it may be noted, does 
not nece, arily mean Mtrificing price stability and em· 
bracing inOation. Rather it invoh·es a shift in the 
methods of fighting inflation from primaT} reliance on 
measures to restrain demand to the inclusion of policies 
designed to accelerate the rate of expansion of in<'ome,, 
and the available supplies of goods and senice,. ln a 
world in whi<·h inOationary pressures are so largc>I) 
thr result of mutuall} fru<:Lratini attempts of rnrious 
income-t•arning group;; to inrrease their rr,.,pective 
share. of the national produrt. ti ,., not unn·asonahle 
to rxpect that an increase in the size of the total share 
lo be di\ ided "ill contnhutt' to -.ome relaxation of the 
pre~ ure. To the extent to \\ hich an increasr in prices 
re ... ults from a larger rise· in \\ages than in produl'tivity. 
the timulu:- to output per man that is imparted b) 
higher ime~tment and a higher rate of gro" th of na· 
tional product may , erv well slow dm~n rather than 
accelerate the rising trend in prict>><. 

That this ~sumption is not altogether unrealistic is 
e, ident from the fart that tht• rate of increaiw of price,;; 
in the Federal Republic of Germany and Japan has been 
no greater than in thl' United State" or the United King· 
dom de pite the very much higher rates of gro\1 th of 
national product. Should it appear, however, that an 
acceleration of the ratt> of growth might, in fact, in· 
crease tbe risk of inflation hefore the full potential of 
production is realized, other measures could still be 
taken to reduce the risk "ithout curbing the rate of 
growth of production. In some countries governments 
have helped to shape prices, not only by throwing the 
weight of their moral inAuence in favour of prire 
stability. but al»o by Cl.'tabli:.-hing machineq· to ensure 
that the public interest in stable prices is efTecti\ely 
registered at the bargaining table. Every government 
also has at its di~poi;al a vast array of powers to 
strengthen compeliti\'e forces in the process of price 
formation, whether it be through anti-monopoly legis· 
lation or through foreign trade policy. By means of 
such meru.ure, governmenb can make a powrrf ul ron­
tribution towards Lill' maintenance of reasonable price 
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~tability without nece-. arily curbin{!: the rate of growth 
of output. 

It is frrriurntly quf'.Stiont'd whether thi, can be 
arhieved .,.. ithout the introduction of direct pri,·e nncl 
wage control,. that would endanger pri,ate entnprise. 
Thi.; que,tion. ho,,e\'er. ~ems to b,· ba!lrd on a simpl1• 
extrapolation from war-timl' experienl·t• .... hen va.'-t 
re ourre had to be ~hifted from pen,onal ron,umption 
lo militar) outlay and to imt•,tm1·nt in military pro­
,luttion. Under c;uth extraordinan: conditions of e>.t'f.'Ss 
demand. imohing t-normou,. huiget deficit:- and widc­
"'Jlreacl shortages of goods of all types as well a., of man· 
J)O\\l'T and producthe equipment. dirert ('OntroJ,.. on 
prit1•c; aml wages and. in many in.,tance<s, even rationing 
of ,upplies «lid in fart prO\'C np1·e. ,ar) to curb inflation. 
But from thi"' it doe." not follow that control!< of ,..imilar 
I) pe might prow rtt't't"'sar) to prt•,1•n·r price i-tabilit) 
under high pl'act··tim,· rate, of growth. in th1· ah!,(,•n<·r 
of h1ulget dcfirib and in the ah,encc of any important 
hortag<-s of good,;; and producti\'e re~ourcl's. There i~ 

no e, idenrt- to ~ho" that under )'uch c·1rcum:-tanc·e,, the 
government'~ moral influl'nte and it,- vowcr!i of edurn-

INTRODUCTION 

lion. per,1 ac;ion and general regulation would not suflict• 
to mainta n rea,.onable price stahilit} along with t'CO· 
nomic gro,, th ha:-ed on the full realization of the pro­
duC"tion p >tential. Nor does the post-war cxperienc·t· of 
rountrit· .. "'ith Hr) hi~h rates of growth lend ,;upporl 
to su('h a thesb; the price stability of the Federal Rt'pub­
lic of Gr.1man) and of Italy ..... hich. a.'> alr1>a<lr noted. 
was no le·~ thnn 1h.1t of the United Stale:; and the United 
Kingdom, "'a" achie,ed \\ithout any greater Jegrce of 
din·rt prire intl'nention hy go,ernment. And if it hl• 
said in n· 1ly that the-.e rountri~ ,ucreeded in achieving 
prier. stal,ility with "uch high rates of growth only 
bt-t·atN~ uf ,..ound monetary and fiscal policies, the 
an~\H'r is that it is not an unsound monetary and fiscal 
poliq· wl ich i-. railed for b) those .,.. ho "rek gn·ater 
t·mpha~i. on ec·onomic gro\\ th. Evidently the countrit"' 
,lith \t'r) high rate" of growth dirl not prennt demand 
from approaching the full production potential of the 
eronont). Yet. though tht•y achic, ed a~ high a degree 
of prit-e tabilit), the) ,1ere not obliged lo intrrn•nr. 
in the prcH;r.~- of prire formation any more than coun· 
trie with lo\1 rates of gro,, th. 

The adequacy of saving 

Among tht· mo~t important fador-- inhibiting the ac· 
l'derntion of the rate of gro\\lh in tht> leading indu .. trial 
rnuntrie-. is the wi,lr.-~pread concern OH'I the ndc•qual'y 
of ~' ing lo finantl' a higher rat<' of gro,, th \\ ithout 
inflation. Frt>tjlll'ntly thi-. corwern i roupled \1 ith tht• 
I car that an accelPration in th1· rate of gro,, th is likelv 
to imohe permann1t hudgt'l deficit-. Tht· r~upling o.f 
hudget defil'it~ ,1 ith inflation. &'- if the t,10 plwnomena 
11t•rc indeed s~ non} mous. is undt>r~landahlf' in the light 
of hi,torical experienct• with gallopina inflation. Un­
doubtedly all in lance~ of e, ne inflation crbrs- espc-
1·ially th~ a,~o<'iated \\ ith " 'ar or" ith po,t-\1 ar rollap"l' 
of an econom)- have bef'n markeo b~ 1111< ontrollable 
hudgrt deficits. In war-time, when \rut rl',oun·c~ had 
to be c;hifted from pel'!'onal consumption lo militar} 
II"<', and .,.. hl'n gonrnment expt'nditurr bN·amc ::io 
~,,ol11·n that it ,1a .. ,impl) not po::;sihle to increa,e la:\e., 
suffirirntly to finanre the ~OH'rnment\ rt•quircnwnt,, the 
inflation ,1 a .. ine, itabl) rrflt>clt·d in a huge budget clefi­
l'it. imilarl). immcdiult'ly after the \1 ar. in c·o1mtrirs 
where productiH· rc,.ources had bt·cn de-tro,ed and all 
goods werP in '-hort ,;,uppl) and ronfidem·e in the c·ur· 
rt•nc) had disappeared. it wa!'I again inevitable that the 
resulting hyper-inflation ~hould lw marked by "t'emingl) 
uncontrollable buciget dt•firit,. 

Yd. the rxpnien,·e .,.. ith such ca,e!< of galloping in­
flation, partirularl) \\ ith the phenomenon of h) pt·r· 
inflation, is not an adequate guide to the problem" of 
financing an inr:n•a<.e in the p<·act•-timc rall.' of growth 
of thl' t•«·onomy. lndted. in tht· pc•are-time context of rai.,. 
ing tlw rate of gro\\th then· is no unique relation,hip 

bet¥.ct·n hudget defidb and inflationary pr~,ure <'f 
e:..ce-., drman1l. '\'\ hilf' budget clt•ficit" may '-till he a 
cau,e of r:1.re'-" demand. it is po-.,iblt• to ha\e a budget 
defi<'il "'ithout any t':\r·e,.s demand. and on thl' othn 
honcl. it i, also pos,ihlt• lo ha,e exce,, rlemand ,,ithoul 
a hudgt·l deficit. eHn \\ ith a hutlget ,urplu,. During n 
rect''-•ion \1hen pri,ate inve,tment faltns. it L now uni· 
,crsall} rel'ognized that il ma} he n<'ressary to rt•,ort 
to a budget deficit either through an inrrea,l' in "O\t'nt· 

ment ex1 enditure or through a reduction in ta,alion in 
order to u·hie,r reco,ery. ln fact. all modern in,lu,trial 
economit s haw feature,- huilt into their fowal "}'"'tl.'m 
de,igned to grnerall' a budgl't ,!elicit automaticallr in 
ra.',r· of n·re:,,ion. A deficit under <·onclitions of rrres'-ion. 
far from creating prt•s,un· of c..xce. s demand. mrrrly 
permit,. clt•mand to ri~e to the lcwl of produrtiw rapac·· 
it) h) filling the gap between the rate of ,a\ing at full 
rmplo} n l'llt and the lagging ratt• of invt•:-tment. So Ion~ 
a., produ ti\'e capacil} is not adequatel) utilized ancl it is 
~till pos<:ihle to incn•ase the supply of good, and sen ice-. 
there i" o rea~on \\ In an increa"e in dl·mund. eH·n if 
in the ri rcumslnnces il is genrratt•d b) a budget dt·firit , 
,hould nt•c·N·aril) ll•nd to inflationary pre,,urr of de· 
mnnd u ion !"Upply; the additional clt·mand con br 
matched h) a corr~pondina increa:-e in output in ... teacl 
of being dissipated b) a riqe in prfrc.,, 011 the othn 
hand in a boom. if pri\'ale inw,tmenl clemand 1·xpand, 
c;uffiriently to O\rrtake the ratr of -.aving at full t>mplo}· 
mt'nl. the outl'omr is likely to he inllationar) pre,sure 
of cxce,;,s demand upon suppl), unle~~ thC' go,ernmf.'nl 
can rai,1• taxes ,uffidently or thl' net ~uppl) of import" 
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can he adequately e>. pnndl:'d so as to equall' demantl 
and !>Upply once again. But if in this in,.,tance inflationary 
pres:,urc, dO<'S de\'elop as a result of the• investment 
boom, it is ratht'r more likely to be atcompanied by a 
budget surplus than by a budget deficit. For if the 
budgt.'t had been balanc·1·d befon• the boom began. the 
ri~ in in(·ome generatrd by th~ inH··-tment boom woulcl 
automatically ) ield highl'r government rewnu~. and 
unless the gowrnment clelilwralt•ly reinfo_rced the in· 
Oationar) pre .. sure by simultaneously increa<.ing ib own 
exprnditun• or reducing tax rate ... the inflationary pres· 
sun• would be atcompanied by a budget ~urplu,. 

It follo,,s that then• is no unique relation!!hip h<·· 
tween budget ddicits anti inflation: whil(> the t,,o may 
of coursr go hand in hand-and indeed generally do 
so in major cri-.es-lht•re may also be bud)?rt deficits 
without inflation. as in periods of ret·es!lion. or inflation 
with budget ~urplui;es rather than with deficits. as <luring 
periods of inv~tmenl boom. To maintain a high rak 
of growth without inflationar} pre:<sure of exce:;.;; de· 
manJ and \\ ilh a balanced budgt'l. it is rwtessary lo 
en~ure that the rate of priH1tc ~a, ing should equal thl' 
rate of imestmt•nt that i,- n•quirt>d for the dl',.,irrd ralc 
of growth. Should Llw ralc• of ill\ e,-tmenl e.xceed the 
rate of private sudng that "ill be forthcoming. th~ 
r<'Suh would be inflationary prp;:.,-un· anompanil·d li) 11 

budget surplus. On the other hond. should the rate of 
inve~tnwnt fall short of the ratt• of private caa\'ing. tht• 
desired rate of growth might bP allainf'd through a 
hudget deficit. but such a budget defi<·it which merely 
fills the gap bet\\een privatt• sa,·ing and imt•stmenl 
would only t•quatt• lll'mand and ;:.uppl} rath1•r than 
generate any pres!..ure of t'Xcess demand. Onl} if the 
goH·rnml'nl :-hould pt•r,-ist in incrt>asing its expenditure 
even after ime~tmenl had begun to catch up ,\ith the 
rail' of prhate ,aving, could a budget deficit be iden· 
tilil'd with inflationar) pre;:.:.urc of exc<':,:, d"mand. 

lt is instructive in thb contl"<l to consider po;:.t-\\ ar 
expcril'ncc in sa, ing for t•conomic growth. As an exten­
sion of the stud) in parl I of la,-l )Cars World Economic 
Suri·e>' of the interrelationship" between inv~tmenl 
and economic growth, part I of the pres<'nl Surrer 
<·xamint'S al liome length the sources of ,-a, ing for po l· 
war growth. The pirlure that emerges is a romplt'x one, 
far more romplex, indrcd. than that of the relation 
hl'l~een imeiilment and economic grO\\lh. \e\Crthele-s. 
rertain ('Onclusions clo ,t•t•m rl'asonahly certam. Tht• fin;t. 
as mar be ~en in chapter I. i, that tlwrc ha bt'en no 
tendency among the indm,lriall > developed countries 
for high rates of growth of national product Lo be 
acfompanied br budget deficits. The ll'ndcncy has, if 
anything. been the otht'r \\ay round. that i~. for high 
gro,\th rates to be accompanied by relatively large 
hudget surplu~es. Both privalt' saving-particularly of 
houst•bolcls-and publk i;a,·ing appear. to hnvt' been 
po~ilh 1·) y com•lated \\ilh rates of growth. High rates 

1 llnitf'<l Nations, lf'orld Economic Suri;ey, 1959 ( Sall'~ No.: 
60.U.C.lJ. 
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of inn"-'tment an<l high rat(•, of growth of national 
product and inc·omt• haw trndl•d to bt· accompanied 
by high ralt"' of hou,-chold saving as well as by suhstan· 
tial t'XCC,..st-s of go, crnmenl n'V<'lllll' O\'er go, ernment 
exp<·nditun·. Low ral~ of ill\ estment and lo\\ rate~ of 
gro,\ th. 011 the other hand. ha H' lt•ndt·d lo bt• accom· 
ponied b) relative!) lo,\ ratt•s of hou,t'holcl "8' ing fil­

\\t'll as Ly ,ignific-anll~ ,ma! !er hutlget surplust•:.. 
Though Lhi,., n•lation,hip i, far from 1wrfrct. il is IH'H'r· 
tht•le-s ,,triking that it :-houlcl c-merge ,o c-lt•arly in an 
inter-C'ounlry romparison. particular!} when account i, 
taken of the widt· ,uricty of factor:- detl'rmining the 
proportion of n•,oun't"· cJp, oll'd to gowrnment cxpen<li· 
lure and revenues in difft·n·nt counlrie-.. u.; ,,ell 8!- of 
tl11· lwterogcneily of lorre,., dt'lcrmining tfw 11·,·,·l of 
hou:-t•hold !i8\ ing amon1,; e\.en the imlu1;trially dl'Veloped 
countrie,. Despill' the \t'f)' c-on,idl'rablt· dilfen•nrc•!. in 
all thCSl' m,pecb. it st i 11 appears rl'asonal, I) cl1•ar that 
high rate:- of ime,.,tmc·nt and gro,, th haH' tr11d1·d to he 
11:-sociatt'd with n•latiwly lar!!e hmlgl'l surpluse,, and 
lo,1 rate~ of gro,-th with rcluthel) lo,, limlgl't ~urplu,-(·:-. 
The notion. then·fore. that high rate, of growth are 
likely Lo irn oh e permanl'nl deficit financing clot•:- not 
find any support in the po"t-war t'\ idt'ncc of the inter­
counlry experience. 

Equally P\'idenl from the post-war data is th<.' ahse1we 
of any meaningful t'Orrclation ht•h\t'en counlr~ rail'!- of 
growth or of im cstment and lht' balance of pa) men ts 
on current al'count. Export Lalanrt'" \\Cre to he found 
among countrie, \\ ith both high und low ml\•,. of gro,, th, 
and the ... amt· \\8:- true of import halanres. Thi~ i~ under· 
.-tanda~le in vie,, of the w idc variety of po:-sililc rl'la­
tionship~ bt>l\\Cen rat<"s of gro,\lh and the halnnce of 
pa) mcnt:-. SinC'e the extnnal lialam·e is influenced not 
b) im e:-tment alone but rrprest•nl,- the JiITert'1H'e ht·· 
l\\t'Cn domestic "aving and doml'stic ime-tmenl. and 
since invc:;lmt•nt decii.ion-. und sa, ing dl'ci .. ion" arP made 
ind1·pendl·ntl} under ~t'paratt• set!I of inlluenrc-.. it i-. 
<'lt•ar that the difTl·rr11cl' bl'twcen !-aving and invc:-.tment 
may be positive. zc1 o, or 1wgath e at both high a net low 
ratt>s of inve:,tmrnt. In gcnt'fal. it might be exprded that 
in a country whl'rt' imr:;tnwnt j,., rising more rapidly 
than cl,-t•where. :-a, ing \\ould lw mon• likely lo fall 
short of inve,-tmenl, ~o that a rl'latiw increa:-r in the 
rate of i11\'e~tmenl \\ould lt·nd lo Ill' arrompunied by a 
detniorating export halanre. But while ,-uch a correln­
tion bet\\cen rt'lati,e year-lo-year changes in imeslment 
and in <'>.port halancl':,, has be-en ob~cn ed during the 
po:-t-,1ur period, 110 ::-uch corn•latio11 1~ \'isible hl'Lwern 
average levels of inve-tmcnt and of export balances 
among C'Ountrie,., O\'cr lht· post·\\ ar period. The ab~l·nrc 
of l'Orrelation is dur not onlv lo difTcrcnC'es in the in­
llucnct•, afTecting dome~tic· ·,.a, ina among countric,. 
,\hil'h tend in large part lo ofI:-t't tht• (•fTett of diffon•nce, 
iu im·cslmenl lt•,t'l!I on the balance of payment-.. It b 
also due in part lo the fact that .. aving and in,e~tment 
de<"i.;ions are them~clvt•s not entirely determined Ly 
internal forces \\ithin a ('OUnlry but are also influenced 
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h) external market foru::-. Thus. a country favourabl > 
situated with re.,pel'I to export markl'l;; is more likely to 
generate an exct'"-" of ;;aving o\"er investment and there· 
fore to experit•n,·c an export balante than i a country 
11.'ss fa,ourably !>ituated. And to tht• extent to which a 
high rate of im c tmcnt make po,-,-ible a more rapid 
l'Xpamion of export indu,trics. high rates of investment 
ma} thu:. be accompanied b) an exce.,s of domestic sav­
ing O\ er inn~tment and an export balance rather than 
tlw rcwr:-.e. lt is not surpri"ing. therefore. that 110 :.imp le 
correlation between rates of investment and external 
balance can be found. 

While the data on intcr-country variatiOn!i in rates of 
inH• tment and saving do ;;uggc:.l that the financing 
of rel a th d> high rate-. of im:e,tment has not been so 
formidable a task a, might he imagined in countries 
,, ith relatively low rates of inw,;tmt•nt. they do not in 
tlwmsd,c,.. pro, ide a ,;uffieient guidt• as to the case with 
which additional financing is likely to become avail­
able witl11n an} c·ountrr Lha1 ma>· sel'k to incrl'ase its 
rate of ctonomic grO\,th. An allempt i~ madc in chapter 
l to examine I.hi,, que,;tion on the basis of data rdating 
Lo th<' change exprril'nrt•<l from lhe fir,,! half lo the 
serond hnlf of the dPrade of the ninetePn fifti~. Though 
in, iew of the limiled informalion that hus lwen avail­
able, the finding~ m1i,,t lie con~idl·red as highly pro­
' i,ional, they do ind irate at lt•a:,l one important factor 
tending to link change,. in privalt· ,;u, ing with the rale 
of economic growth. While tht•n· "eems to ha\e been 
little correlation of ralt,-. of l'C"Onomic growth with 
changes in enterpri!'c '-a,·ing. a ,ignificant correlation 
is evident with change:. in per.;onal saving out of per­
sonal disposable income'. Evidently the higher the rate 
of growth of per capita per"onal income. the greater 
has bt•tn the lt'llclenq for ehangt•,; in per~onal con:;ump· 
lion to lag behind, ond the greater. thnefore, has been 
the innea. e in 1hc rate of !-a\'ing out of ,uch income. 
Other factor,,, hoM•ver. ha,e al:-o inlluenced the changes 
in the rate of :-a\'ing; in purtic-ular. the lower the initial 
rate of ::;aving and the gn•aler the shift in the distribu­
tion of income in favour of income from property, the 
greater has been the increa~e in 1.he rate of saving. In 
manr co.-;es the increa!>cs in privatt· ,;a, ing were !-.O large 
a;; Lo permit go1,ernmenU; lo reclu<·e lax rat<•s from the 
high levels prevailing at the beginning of the decade. 
In very many instanres, aided by an improvement in 
the terms of trade in the cour,;e of the decade. doml'Slic 
saving e, en rose sufficiently in relation to invcslmenl 
lo )ield an increase in the balance of exports over 
imports ,~ith the rest of the world. 

Judging, therefore. from the post-war e:-qwrirnce, 
there seems little basis for the fear prevailing in some 
countries that a growth-oriented economy is likely to 
gi\,e rise to unmanageable problems of imbalance. The 
data examined in chapter l d<·monstrale that ,ome coun· 
trie, have achic\'ed rate:. of growth a~ much as two or 
e,en three times a" high ~ that pre,ailing in other 
countries "ithoul incurring any greater degree of price 
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inllation. or rclring upon permam•nt budgl'l deficit:,, or 
l'llcounteri11g balance of payments difficulta· .... or re-.ort­
ing to a system of dirert l'Onlroh, that is inimical to 
private cntcrpri.;e. On the contrary, the higher rates of 
gro\\ th ha, e them~el ves contribull•d, through incrca.,ing 
productivit), to,\ards ll•s.,t·ning the inflationaq' pre,,,. 
,ure from rising cosls of produc lion. They have afTorded 
a powerf u ,-.timulu-1 to private savmg. partly by raising 
income:. f i:,ter than consumption le\'els could be ad­
justed 111111 partly Ly bringing within reach of mass 
incomes such items as major durable goods and bou.,ing 
for ,~hich -aving is nl'ce,sar}. At the '-Orne Lime, in coun· 
lrie, with progre,,;ive lax sy,;Lems, they ha,e generated 
such innease., in government revenues as to make pos­
sible significant reductions in tax rates and increase'! in 
public consumption expenditure without bringing the 
budget in o deficit And far from general!) leading to 
balance of payment:. difficulties, the high rate;;; of growth 
ha\'e intruduccd an element of flt•xihility in the indu · 
trial structure and have increased the competitive 
,lrength of export induslries to such an extent that tbey 
have been frequrntlr accompanied by active rather 
than pass ve trade balance;;. 

This dC1es not mean. of course, that a programme for 
raising lhe rate of invei,lment to increase Lhe rate of 
growth i" altogether free from any risf...-1 of imbalance. 
But the da1a do sugge:_.;t that the risks are far le:.s than 
is f requenl I y a~,umed in countrirs with low rates of 
ill\ c-.lmenl and, ahoYe all. that thry are amenable to 
tonlrol by appropriate government policy. IL i!I impor­
tant to bear in mind. ho\\ evl'r. that lhe policv needed 
lo cope \\ ith the risk,; of imbalance lie:, nol only in the 
national hut abo in tlw international r.phere. Risks of 
exll'rnal imbalance depend not on the domestic policies 
of the country alone. hut al. o on the policfr,, of the 
eountrit"" \\ilh \\hich it is linkt>d in trade and payment ... 
Here a major difficulty ~terns from the fact tll8t in the 
cour,e of the po,;t-war period an un~table equilihrium 
appears to have been achieved in which the trade bal­
ancP~ of the major industrial countries arc not appro­
priately rclatt•d lo their re~pectiv1· ratt'!- of capital tran,;. 

fer~. Some countrie,; with relative)) high rates of growth 
ha,p achie,ed an export balance on current account in 
exce;;s of their readine,:; lo lend abroad, while other 
countrie, with a considerably lower rate of growth lend 
abroad 1t a rate in exress of their export balanre. In 
the ah~c nee of appropriate polities designed lo bring 
capital llo"::, in heller relation \\ ith re:-pertive balances 
on cum·nt account, this um.table external equilibrium 
may act as a !,erious deterrent again. t programmes for 
increasing the rate of growth in the leading indu~trial 
countri{ ... , In vie\\ of the t•c·onomic importance of the:-e 
countriE-s. this deterrent may inhibit not only their own 
rail's of growth but the rate of growth of the entire 
world e ·onom). 

Thm· can no\\ be lilllc doubt that a modern industrial 
economy is copable of sustaining much highn ro.te!I of 
gro\\lh under conditions of ~,ability than had hitherto 
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l>ecn deemed feasible. There is regrettably less basis 
for optimism in the post,\1 ar expNience of the under­
dewloped countries. It is trur. as was shown in the 
World Ecorwmic Suney. 1959. that many under­
cle,eloped countries sut·ceeded during the nineteen fifties 
in significant!} raising their rates of jnves,tmenl. The 
data even indicate that on an uggregatc. though not. 
of course, on a per capita. basis the undcr-developt•d 
countrit'!I attained a rate of growth of domefltic product 
comparable in percentage terms to that of th<· developed 
tountrie . Neverlhele:.-s. an examination of the record 
t•oncerning the sount•s of finandng of their economic 
Jevelopment is far from rell!'~uring. A~ wil I he seen 
from chapter 2. the inneasei; thut have taken place in 
the rate of investment of under-devrloped countries ha\'e 
been large!}' financed h} increases in foreign saving in 
the form of a balance of imports over exports of goods 
and servicrs. Of twrnt) -eight countric8 for which data 
are a, ailable, only nine registered an increase in do· 
mestic saving from the heginning to thc cnd of the 
nineteen fifties, and of the.e onl} three recorded such 
an increa~e in cxce~s of 2 per cent of gross dome tic 
product. Despite <1ome me in per capita incomes of 
hou eholds and in government revenu<'s. neither pri vale 
nor public saving has shown an) wide-spread tendenc} 
lo increase. AL the private leHI. ~aving ratio haw 
1leclineJ more often than lhc) havi' risen. In part this 
\\ as due lo a re lathe !--haft 1n tht• di~trihution of into me 
from properly owners lo \\agt• earners. reflec-ling in 
. ome instances reduc-lions in profit!' from export sale" 
with the long-term weakening of commodity markel11. 
In most instances this tendency was also reinforced b) 
the expansion of industrial employment which has 
increased wagcs Ill relation to other incomes. The effect 
of this shift in the distnhution of income upon saving 
ratio has been great!} enhanced in mo;,l countries by 
the impact of increa:-inglr rapid urbanization upon 
demand for consumption. both because of the expen'lt' 
involved in the establishment of new homes and uecause 
the needs and conventions of urban living often tend to 
gl'n<'rate a higher perma1wnt propensity to consume. 
The effect of urbanization upon consumption has not 
.Leen limited to the prh ale sector, but has on the con­
trary made neces<1ary parallel increases in public con­
sumption expt'nditure. This factor. together with the 
general influence of a rapidly rising population and a 
gro\\ing awarenes<1 of go\·ernment responsibility for 
promotion of economic and social welfare. ha" ever) · 
\\here led to higher level - of public expenditure for 
consumption. The result has been a rather limited rise 
m public saving in relation lo output despitr fairly 
gl'ncral increases in government revenues. Given the 
urgent need for increasmg thl' rate· of investment, it is 
clear that a great deal more remains lo be done in 
under-developed countries to enrouragr private saving 
and lo innea,e public revenue, rrduce non-el>~ential 
public expenditure and in<·rt•ase public sa\'ing. 

Given the very limited success in raising dome-tic 
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saving. the increasc<: in investment that have taken place 
have had to be financed in large part b) increases in 
foreign sa\ mg. Exccpl lo the limilt•d extent to \\ hich 
drawings upon gold and fon•ign exchange re,.crvCcS or 
short-term horro\\ ing ma) ha\ c heen po!-,,iblt• to ropr 
with fluctuation<1 in the balance of payments. tht> major 
source of foreign saving ha<1. of rour!-l'. bN·n the annual 
net no\\ of long-term pri\'ate and public t·apital. Drspite 
a gratif}ing expansion in tl11s flow, the problc·m of 
obtaining adequalt• financing for eeonomie clevC'lopmenl 
remain;, acute. 'Jot onl) i:,; the aggregah· i:-t11l much too 
lo,, lo provide a Unl>is for de,eloping a self-sustaining 
rate of growth. but- \, hut is no lt,.s important- it ... dis· 
tribution among countries al<10 remain ... highly uneven. 
So far 3<1 concerns pri\atc capital. tlw flow has been 
highly concentrated in counlrit•s with expanding export 
markets and with relatively high pt>r t•ap1la incomes. 
As may Le seen in chapter 2. out of thirty-one under­
developed countries for \\ hich data are available. seven 
with per capita income of O\er $300 accounted for 
near!) half the total flow of prirnte capital O\'er the 
decade of the ninetren fifties. ome countrie" with 
expanding exports have received as high as 4 or 5 
per cent of gross product in pri\'alt• capital. \\hereas 
counlriei- with stagnant export:- haH· n·c·c•ived less than 
one-half of on<' prr ,·ent of gross product. Moreover. 
the degrer of conc-entration of the Clow of prirnte rapital 
has tended lo increase rather than decrease in the course 
of the decade. 

To some extent thi" concrntration has becn ofTst't by 
the distribution of public capital flm, \,hich has heen 
more ht-a,il y weighted in favour of countries\\ ith lower 
per capita incomes. This tendencv. in fact. becamr more 
pronouneecl in the course of thc ninetet>n fifties. more 
than two-third~ of the inrn•ru.e in public rapitul funds 
from the beginning lo the end of the decade ha\ ing 
been directed towards C'Ountries with per capita incornl'S 
under 8200. Thu , though the <listrihu1ion of public 
capital flows is inevitably inllumced by speeial faC'tors 
of a political nature. it i, e, idenl that go\ ernmrnls ha,e 
become increasine;ly aware of the e.,,ential rolt• of for­
eign rconomic aid at the present stage of ec·onomic 
clevelopmenl of the les'- de, eloped c·ountrie.,, 

As o counterpart lo the study of the sources of saving 
for economic gro"' th and development of private enter­
prise economies, chapter 3 of the prest•nt Sun·ey ex­
amines the nature and sources of !"aving in the centrally 
planned economic.,. In the,c countries financial plan,­
and policies are subordinated to the general economic 
plan. In tontrru-t to the privall' enterpri'<e rconomil'l>, 
where decisions to save and inve.,t may bt• made in· 
dependently so that inveslmmt decisions may al time~ 
exceed and at others fall short of decisions to save, in 
centrally plannrd economies no such dichotomy in 
deci ion-making exists. Instead. imestmenl decisions are 
based on the estimated net-ds for an expansion of physi­
cal rapacity to meet output targets, and the saving to 
finance such investment is simultaneously prO\ ided in 
the economic plan b) means of the appropriate alloca-
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I ion of rcsourct•,. u., bet IH' f'n i111 l•,-tment and con,-umption 
goods. Provided, tht·reforc. onl) that tht· plan it:1 rom­
pn·hen-.ht• and internally conc::istent. there can be no 
discrepanry iil'lwPen imestment and saving in thr. plan 
uny more than such a <lbcn•pancy could ari!lc in a non­
market ec-onomy. 

De.,pitt• th1· central control O\cr the allocation of 
re:-ource:; and the flow of goods, howe, er. the role of 
financl' in the central!) planned economic, i, not ~ithout 
imporlall(:e. IL-; ,ignificancc arises from the fact that 
tlll'~e countries havt· retaiiwd the monetary med1ani"'m 
for a large part of their economy. particularly in the 
sphl•rc of rnnsumt' r income and <'>.penditure. Instead of 
rc....;orting to din•ct rationing of :,.upplie~- in cff ect to a 
sr,tem of payments in kind- they ha,e. for rea.<;ons of 
economic t·ffic·ienq, and the c1wouragement of initiative. 
relied upon the monetary mt'chanism not only in rela­
tion to labour but also in relation to enterpri e. There 
ha,. in fact, been a gro,\ing tendenq in recent }ean; to 
reinforce the administrative direction of the rconomy 
through the financial mediani.;;m. 

While the use of a monetar} sy:,,km provhle,; a mean" 
for stimulating initiative and increa.sing cfficienq, it 
introduce al tht' <;ame 'time an additional dimension 
in the probh•m of economic planning. If labour were 
paid I ntirely in kind there could lH' no po ,ibility of 
imbalance bet,~ct•n consumer income and :.upplics. This 
is not to say that the problem of achieving a proper 
balance between inve:,lmcnt and conc:.umption would 
cea:,c to cxbt: thi, problem. whirhstems from the funda­
mental fact of i-carcity. exist~ in every economy rcgard­
lc:,;s of its political or social institutions. But in the 
ab~ence of a monetar> S)Stem, once the decision a<. to 
the allocation of re ourct•s between consumption and 
imestment had been made, no problem of po,:,.ible im­
balance between con,umcr income and consumer sup­
plies could arise. Gi\t'n the e\istencc of a monetary 
system. howrwr, it i,;. clear that it is nece,sary to include 
in the plan a mechanism lo ensure a proper balance not 
only between investment and consumption but also be­
tween consumrr income and consumer ~upplies. This 
is the purpo~e of the financial planning. described in 
chapter :-3: in particular. integration of the credit plan 
and ca.,h plan with the plan for production i:, necC'-'-Or} 
in order to cnsurr monetary balance of demand and 
supply within the econom}, 

If all elemt•nt~ of the economic plan at both the 
phyc.ical and the financial level could b1• exactly realized, 
no imbalance betM•rn demand and supply 11oul<l arise 
under an internall) consistent plan. Sinc-e, hov.ever. not 
all element· of the economy ran be fully controlled­
output of food nn<l of c-on-.umer goods may, for instance, 
fall ~hort of the plan while incomes may exreed planned 
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level:-. o,\i11g to over-fulfilled targeb in producer goods 
industrie,- not even renlrally planned economics. as was 
shown at i,ome length in the lrorld Economic S11rt1•y. 
J957i_ ca11 be f rre of conct•rn with problems of monetary 
imbalance. 

This is not to sa}, of course. that problems of ec·o· 
11omic imbalance between dt•mand and supply arr. the 
same in countrie:- with the centrally planrn·d economies 
u,, in tho~e based on prirnte enterprise. But the prohlt·m~ 
url' not s entirt.>l} di-.similar as to rentlcr compari,..on 
and contrusL meaninglc-'s. One conclusion rmergc" from 
such a mmpari'-'OII with striking clarity. While the 
centrally p tanned economies <"an no more disregard 
the probl,•m of po'-siblc pre,sun• of execs, demand in 
deciding Jpon their rate of in\'t~stment than can coun­
lri1•;: ha,e,! on private enterpri~e. UlC} are able to elimi­
nate two of the most bask deterrents to invc~tment 
which clsew here inhibit the rail' of eC'onomic gro11 th. 
First, thev do not have a problem of providing adequate 
incentin><, for invt·stment, ~uch as is mel in prn ale 

t-nlerprisc· Cl'Onomit s. Second, onC'e they haH' decided 
upon a rate of imestment they are able to provide the 
n•c1uired sa, ing through their C'cntral control over con­
,umer ,;upplies. The ability lo provide the requisite 
donwstir -.aving has rendered the economic clt'velopmrnt 
of the centrally planned economics largel} independent 
of forei~n borro\\ ing. It ii, trut• that capital imporLs 
have not hl'en wiLl1out :-ignificance even for them. par· 
lirnlarly during the initial stages of del'elopment; in­
<lt·ed. the importance of capital flow was probably 
gn•atrr than might be sugge!'ted by its magnituclt• alone, 
since the llo\\ ~as frequentl) chnnnt'lled into industries 
that wer,• :-trategic for economic gro1\lh. i\'e,ertheles~. 
as ~how, in chuplt•r :3, only a Hr}' ,mall f rar.tion of in-
1r,tmenl in the centrally planned economie-, has been 
financed by foreign borrowing. the rc~t having Leen 
pro, ided h} domn,tic al'ing. Among thl' most crucial 
prol>lem~ to he faced in the economic de\elopment of 
countrie, based on private enterprise, none is perhaps 
more important than that of finding a cou11terpnrl 
through the market econom) to emiure, on Lhe one hand. 
that adt·quatc incenti\es are provided lo bring forth 
the rt>quired inveslml'nl decision~. and on the other. thal 
adequat • saving ~hould be forthcoming to prrmit the 
dc•cisiom, to be translated into actual im e,,tment. An 
important beginning has been made in the ninet,·en 
fiftie 011 both counti,;. A for greater efTort will. however, 
he nec~,ary both at the national and at thl' intrmational 
le, el brfore the process of economic development can 
brcome c:.elf-<;usta1ning in most of the less developed 
r<'gions of the world. 

2 nitrd Nation~. World Economic Surve,, 1957 (Sales o.: 
58.11.C.l t. 
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Chapter 1 

AVI G FOR ECONOMIC GROWTH IN THE INDUSTRIAL COUNTRIES 

The role of saving and investment 

The significant differences among industrial countries 
in lh<'ir rates of econom1<· growth during the la l decade 
or so ha, e become a mattC'r of increal'ing interest. De­
spite fairly similar economic backgrounds, several of 
thc"c countries ha, e lwen 11d, nncing al a very rapid 
pace while others hnH! rt•rord(•d only modeH rat~ of 
growth. Dnrin~ the earlll'r post-war ) ears. it seemed 
n•asonabl\· to ascribe sm h dilTerenct>s very large)) to 
special circnmstnnces, such as the rerovery of some 
countries from \\Or-tinw c)c<;truction and dislocation or 
the presenc1· of pnrticularl} favourahlc trends in export 
mnrlets. A., the ninetcc·n fifties achanced, however, it 
lwrnm<' increa .. in~lr d(•ar that such -.pecial cirrum· 
sta11c1•s had ceasC'd lo lw of murh t•xplanatory value. 
Most countri~ hacl aln•aily ,urpn~,Nl tllt' ir pn'·\\ar pt'ak 
lt',cb of output ut the nut~·t of lhe period. And. while 
huonrnt ex port dl'mand ha, he 1 pf·d to sustain ,lomest ic 
I l'ononnc growth in -.omc• c·ountrws. tht're have heen 
otlwr countries \\here '-llllllar ratt•s of growth have been 
achieved <le-.pite 11mtc tliflt·rcnt export l'Xpcrience. 

Nor have the faster rate., of growth in some countries 
been a&>oc1ated with ,trictrr govt•rnment control:-. 
greater au,terit} or per..,i ... tcnt internal and external dis­
equilibrium. In fact. th, rnntrob imposed in war-time 
haw been almo!'t C'ntinh· uboli~hed in mot countnes, 
and direction of the now of rt'sources ha~ heen left very 
lar~t'ly to the market mec·hanism. Impro\ements in 
pnvnlt' con~umption ll'H'ls h,n r b<·cn no less evident 
in countrit's \\ith high rotP.:. of growth than in other 
rountrie~. Further, there has been no consistent rela· 
tion,hip hctween rntC's of c·conomic gro" th and inflation, 
and some of the countm·-, with high rates of growth 
hove been notable for their balance of payments 
:-urplu~es. 

In the ..,earch for strategic factors to explain economic 
growth in the nineteen fifties, the World Economic Sur· 
,·r). 1959 examined at ,ome length the role of capital 
Ol'cumulation.1 It was found that, by and large, coun· 

' \ nited a lion!<, IT'orld Economic Surt·ey, 1959 (Sales No.: 
60.11.C.1 J. 

2 In the pn••ent study, the •aving ratio i expre~st'd in lt'rms 
of current prict'!> htcau•c 11 i a more appropriate concept for 
analy,ing the sourct, of financing. The rn~t'~tment ratio i!! el~o 
expn·s ed in currl'nl termR in order to facilitate com1>arison; 
then·fore it 1, not •trictly comparablr with the ratio calculett>d 
at rt,n. tant price" which wa~ prt"l'entt'd in the World Economic 
Surt•ey, 19SQ. Furthcrmorr, the concept of total invr~tment, 
rathtr than fixed investment, is ui;ed here . ince additions to 
inventory have aLn to be financrd. Jn the grnerally expanding 
economit> of the nineteen fihie,, invrnlory accumulation was 
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tries with relatively high rates of investment have 
achieved relatively high rates of growth. The po itive 
relationship between annual rates of growth of output 
and percentage shares of investment in output in the 
indu~trial countries for the period from J 950 to 1959 
is agarn demonstrated in table 1-1.~ The contrast be· 
tween the investment experience of the high-~rowth 
countries, such as the Federal Republic of Germany an<l 
Japan, and of the low-growth countries, such as Belgium 
and the United Kingdom, 1c; faaly clear. At thl• same 
time, it is also evident that nn unusually high mv~I· 
ment ratio in <;uch countril'" as Australia and Norway 
har. not brought about a parttcularly high gro,~th rate; 
the inter-country experience, in othn wore!.,, Jol''> not 
r;u~gt·c;t that long-term j!TO" th m tht· output of an econ· 
omy hns always been related solely to th1: level of 
investment. 

As analysrd in detail in rhopter 1 of the World Ero· 
1wmic Surl'l'Y· 1959 other f iwtors have tt'ndrd to modif, 
the n ·lation~h1p betw1·en imestment and output. t·uusmg 
it to vary among countrie" or in the same country over 
time (}f crucial importanct• in thtS COllnf'XIOll haH' been 
the rates at which the labour forcC' m daffnrnt countries 
has expanded and thr war an whirh ('apital and labour 
have hren combinrd 111 th1 productive process. Often 
the different rates of expanc;aon 111 the industrial labour 
force in the various countnes ha\'I' been affected not 
onh hy the natural ~ro,\th of working-agl' population 
but also by the movement of labour from other <:t>l'lors, 
particularly from agriculture. Another factor alTccting 
the inter-country differences in growth experience has 
been the degree of utilization of rapacity Relatively 
high rates of growth in a number of countries have been 
facilitated by the gra<luul absorption of unemployed 
labour or of spare productne capacity available at the 
beginning of the period. Further, i-ince the investment­
output relationship , arics greatly among different sec· 
tors of industry, country differences in the compo!,ition 
of output and in investment patterns have also had a 

not exactly balanced by decumuJation; for most countries it 
amounted lo between one and 2 per cent o( gross domestic 
product. Consequently, as may be seen from table 1-1. the total 
inve~tment or ~aving a •. ociated with a given rate of growth was 
higher than the fixed inve~tment. This is especially so for those 
countries with a relatiV<·ly hi11:h rate of growth. Thus, if tht 
mler-counlry experience is ,ugge~tive of a typical inve~tment· 
irrowth rt>lalion hip, the proportion of resource!! which would 
have to be devoted to total invf'stment and ~aving in order to 
bring about a given rate of growth would have to be somewhat 
higher than that indicated by fixed investment alone. 
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Table 1-1. Rote of <.;ro\\ th of Output" and Relationi.hip Bet\\een lnvci;tmmt 
and Output, 1950-1959 

Annu,1/ rnl~ ti/ 
Uf'fJIJ.'111 in ffal gr1,-, (,rou d ,mr,lic (;,011 dumnhc 

dume,/fr produtl f,uJ r.,p,tal ropilul Country 
1 ncr,mr,ital 

r,,p,1«1-oulpul 
roJiu< (J>n«nJ,* /urmt lwn /f>rmali<>n 

per u,mum) ( ptfft'tola ~ q/ ~-· do,,w,1,c produrO• 

Japan . .......... . . . . . ............... . 
Germany (federal Republic) .. . •..... . . 
Austria . . . . . . . . . . . ... . ...... . .... . . 
Italy ............................... . 
Netherlands ......... .. .............. . 
Au,tralia . . ... , . .. .. . .. .. . ... . .. . ... . 
Finland ...... .. . . .... . ....... . .. . . . . 
France .. . ..... . ........... . ..... . . . . 
Canada . . . ..... . ........ . ...... .. . . 
Norway ............. . ...... . ........ . 
United State:. . ...... .. ..... ... ... .. .. . 
Sweden .. , .............. . ......•..• . . 
New l.ealand ................. . ....... . 
Belgium .. . ....................... . 
Denmark ..•. • ...•.. . ........ . .....•.. 
United Kingdom .......... .. ... . ..... . 

9.1 
7.5 
5.7 
5.7 
1.6 
,t3 
'1.2 
•1.0 
3.9 
3. i 
3.3 
3.3 
3,1 
2.7 
2.7 
2.5 

So11~: Oi,·ision of General Economie Research 
and Policies of the l:nited Nation~ Secretariat, 
based on data from Statibtical Office of the United 
Nationq, l"1·arbook of J\'a11onal Accounts Stati.,tirJ 
and from national sources. 

• Gros, domestic product in 1·onstant marl.ct 
prices. For AuRtralia and Ne\\ Zealand Lhl' annual 
rate of growth ,, calculate,! rrom the a,eragf' of 
1950/51 and l<lSl / 52 a, the l,a,e period, rather 
than from a single year as in the case of other 

bearing on growth experience. !'.cw invcstmrnt projects 
over a given spun of time may also not nll be completed 
and thu. may not contribute to the gro,, th of output 
within the period; if investment projects taking a long 
time to complete ha\e hcen undertaken in some coun­
trie,., this may raise their capital-output ratio,-, The dif­
frrences in tlw producth, ity of ne\\ investment are 
further dependrnt upon the degree of durability and 
the extent to which technological advance has been 
ahsorbrd. Here, the scope for rapid absorption of new 
technology has heen c'lpecially great for those countric­
which have . tarted from a relatively low le"el of 
achievement. 

While the investment-output relationship has varied 
among countrieci. the diff erenccs should not be regarded 
as detracting from the role of in\'estment in the growth 
process. From the point of view of polic). investment 
lands out as one of the most tangible instruments of 

growth which go\emment can influence. Even if there 
are other impediments lo growth. the prime force in the 
expansion of produclhe capacity and the attainment of 
higher levels of productive activity may still originate 
in investment activity. The significance of investmrnt 
doe not simpl} lie in the augmenlation of the exiciting 
l'apital stock, hut rather in the creation of new caµital 
embodying technological advanc~. The continuou ap· 
plication of new technologr to imc,-tment ha" been the 
foundation of economic growth in the indu.,trial coun­
trie:;; and the potentialities of economic transformation 

22.3 28.5 3.0 
21.3 23.9 3.1 
21.2 21.8 4.0 
20.0 20.8 3.6 
22.2 2-1.3 5.3 
25.8 28. 1 6.5 
25.6 7.0 
16.9 18.6 4.6 
23.1 2L5 6.0 
28. 1 29,7 8.9 
16.7 18.0 5.3 
20.2 21.1 6.4 
21.1 23.2 7.8 
15.7 16.3 5.7 
17.7 18.9 6.7 
] 1.6 15.6 6.1 

countries, owing to the abnormally high level of 
prod ut·t in 1950 / 51. 

b Ratios are shown in current prices. Su foot, 
note 2 to the pre ent chapter. 

• The increml'ntal capital.output ratio l!I caJ. 
culated b} dh,i.Jmg the ratio of po " capital forma. 
tion lo gro•~ clonw~tic product by the rate of growth 
of outp111, all at con~tant price,. for Finland, it is 
e,timated by grn , fixf'J capi1al formatiun and 
annual rate of growth of output. 

through this channel have bl'en increa<.ingly recognized 
in the post-wa1 period. Further, a high level of invest· 
ment inrreascs the flexibility of the economy and facili· 
late.,, ib trurturnl adaptation lo the continuou~ change 
in ecoMmic circum~tanccs. Nol only doe · new invest· 
ment tend to flow into those sector:- of lhe economy 
\\ here the demand for output is expanding mo,,t rapidly. 
hut the gro,~th of these sectors also makes the adjust· 
ment of lagging sector:; a much easier task.3 

It is therefore clear that investment is of the utmost 
importance in the proce;s of economic gro,1 th. At !hr 
same time, it is equally evident that, in order to realize 
inve~tment. the ncce,sar) n•sourcc.,, mu!'t be made arnil­
able. If the low-growth countrie5 are to accelerate thr.ir 
rates of growth through increa!-es in inve,.tment. there 
i:- 110 e~raping the fact that corresponding increase· in 
saving nust hl' secured. 

~ 'hile :;aving in the aggregate is m•ce.,sarily equal Lo 
investment in the aggregate. it cannot he presumed that 
nn inc1case in investment will always bring forth a 
corrc-.ponding expansion in saving at the prerniling 

3 It mu~I .1lwa)" be rf'cognized that the u~ual definition of 
<'apital ucludc, certain exJ)('nditure~ which, in a broad analy:,i 
of the determinant~ of t•conomil' growth, might he more prop­
t•rly rcg11nlrd as capital expenditure. Outlay~ on education and 
h1•ahh, for example. arr convrnlionally cla~~ified as ronsumption 
l'XJll'ndi1ure, though they may permanently rai,e the produc­
tivil) of the population. The practical difficuhil'~ in the re· 
cla~~ifit·ation of expenditures according to such a broader concept 
art', however, immense. 
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len-1 of prices. If productiw n·,ourccs are already fully 
cmploy1•d. a f urtht'r addition to in\'estmt>nl demand 
may M·II generate exce.,-. aggn·gate <lemand throughout 
lht> economy The inku-.ification of competition for the 
available output and productive rc:-ourcc,-, unless it is 
relic, e<l by largt•r import;. from abroad. then exert:; 
an upward prrssure on prices. If this gi\es rise lo 
<li\'crgrnt movements in market and factor prices, most 
notabh in thl' relation. hip lll•tween money wage· and 
prices of wage-goods, the incren'-e in investmrnt dt'mnnd 
may n•:mlt in a higher level of ,-aving and thtB permit 
realization of a hight•r level of inve:-tmenl. But this 
process cannot be continued for long without adverse 
repercu ,ions. Bccaust• of the redi,trilmhon of incom<', 
it is injurious, in particular, to the living standards 
of wage-earn<•rs and mar give rise to wage-inflation; 
and. in so far as dom~tic prc!',;ure j.., reli1'vcd by im· 
ports from abroad, balance of payments difficulties may 
emrrgr. 

It is in this way that the supply of saving may become 
a factor limiting invc..,tment It is certainly true that 
dt•ch,ion,:, lo :-ave cannot by themselves be rxpccted lo 
stimulate imestmcnt; under conditions of inadequate 
l'ffective cll'mand, a:. wa .. dramaticall) demonstrated in 
the ninell•en thirties, efl'orts by gowrnmenl!! or private 
hu·iness to strive for higher l-8\'ing by retrl'nchmcnt of 
expend iture ma) only lead lo a reduction in output 
rather than lo an incn•ase in inv1'stment. But. in buoyant 
eronomic conditions. 1f the saving behaviour of tbe 
community is not adapted to the level of investment 
\\hich prirnte business ·and gowrnment seek to realizt•, 
imf'<.tment mu~t he rei-trained or domestic inflation and 
1•xternal imbalance may ensue. 

In the post·\\ar period, economic activity in the in· 
dustrial countries hac, typicnll) been sustained at high 
level:-; and tht' rapid i:tridl'' in technical knowledge 
ha\'e enhanced the prospect of ever widening markets. 
In th~e circumstances thl' stimuli to a growing volume 
of in\'c,-tment have been powerful and a Ct'ntral eco· 
nomic issue confronting industrial countries has been 
tlw release of sufficient resources from consumption to 
meet expanding in\'e,-tment requirements. The experi· 
ence of the post-war years, however. indicates that these 
countril·~ have not all h1·en equally successful in re· 
lensing rt·~urces for investment. Nor, as noted earlier, 
ha .. e the more succeS!>fu I countries secured higher le\'els 
of sa\'ing by resort to inflation or by greater dependence 
on external souces of saving. 

As a means of exactin~ sa,ing from the community, 
inflation has probably been of some c,ignificance in 
most countries at \'ariou!- time,. But it is t-vident that 
Lil<' high in\'eslment countries have not placed greater 
reliance on this mean"; tlns i~ quite clear from chart 1-1 
,1 hich t-hows no systematic relationship between lhe 
level of ,aving and the rate of price increase. Gen· 
erally, while moderate advances in pnce:.; have been 
tolerated by governmenb, any sign of a marked ac· 

Chart ) .l, RPlationship between Price Inflation 
and 
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I-Italy 
J-Japan 
Ne - Netherlands 
NZ - New Zealand 
No - Norway 
S - Sweden 
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8 

G - Germany (Federal Republic) 
UK - United Kingdom 
US - United States 

Sourct: See table 1-l. 

celeration in price increa,es has been combaued by 
vigorous mea. ures of restraint. 

It is true that. in some industrial countrie:,;, the pre:.· 
sure on domestic rel-ource · arising from increa!-ed in· 
\'estmenl activity has been le55ened by drawing on re· 
sourc1•,- from abroad. The a,ailability of foreign saving 
has then served as a safety valve for the domC?stic econ­
omy. But <;uch relief from pressure on dome!;lic re­
sources by re ort to the foreign sector has generally 
been temporary and limited. Moreover, for most coun· 
tries. the inflow of autonomous foreign capital has been 
limited and the level of foreign exchange reserves during 
the period has been too :,;mall to permit !1 continuing 
drain. Any abrupt increa~e in demand for foreign sav­
ing has thus often resulted in a balance of payments 
cri.,is. and thi<-, in turn, has necessitated policies of 
retrenchment of expenditure. 

As will be seen, the factors accounting for differences 
in ability to save are indeed complex and do not lend 
thems(•lves to easy generalization. Within the domestic 
economy, ~aving is conducted by mynad persons and 
instituttons and is motivated by many different consid· 
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erations. But it i:, fea,iLI,• to da .. sify rhe:,t> pt•rsons and 
in'<titutions into the thrl'e broad groups of go, ernment, 
hou,eholds an<l enterprises, since . aving behaviour 
\\ ithin eadi group i, moulded by factor that are fre· 
qucntly <lilTcrent from thOl:iC affecting the other groups. 
In gowrnment, the le,el of -.aving is largt>ly an out· 
conw of the d1·cbion, taken in furtherance of general 
pc·onomic or budgetary polic·y. In the household !"C<"lor. 
,a, ing is motivated b} ,uch thing,- as the wish to ac­
rumulate funds for contingencies, to make provision 
for old agl', to purchase a house or "Ome l'Onsumer 
durable or lo inV<',-t in an income-yil'lding UN'!. In the 
mlt•rpri,1· sector. the !-laving behaviour of corporations 
is determined b) such factors as their need to make 
provision for the n•placement of depreciating assets, 
thl'ir di, idcnd policy. lht·ir programmec: for expansion. 
tlwir policie, with regard to the financing of new in· 
,c~lmcnt from iuternal or external sources and the fis<'al 
polici~ of go, ernment. 

fn 110111· t)f rhe~e ~ectors rnn saving bthaviour he 
ron~i<ll'n-d 1·11tin·ly in i,olation from evenh in orher 
,ectors or r rom tlw general economic 1•m ironment. Cor· 
)'Orate pol iq . r or P.'(8Tllf1l<', \\ ith regard to the oi,. 
trshutio11 of profits ma\ not onh affect l'Orporah' ,a, ing 
hut al,o , ,l\'ing i11 tht• houst'l19Jd ,ector; or, ,is will he 
:,(t 11. th(• r,tlt• of gro\\th i11 gt-neral ec·onomit· activity 
111a) lw ,Ill important t!etnminant of household !'S\i11g. 
L\ln,t importa11t of all, tlw i11ilul'nce of go, ernment in 
1lt•tcrmi11ing the leH·I of Iota I .. a, ing in the economy 
1·\tenc.ls far hn ond jts imnwdiate policy with rrganl 
to sining in its O\\ n ,pctor. In the modern t>conomy. 
go,ernnll'11tal policy Illa) affl'CI thr dcch,ions of pri,ate 
incli, idual, or rnrporatiuns through innumerable chan-
11l'ls. Explanation of tlw 1liff crence.; among C'Ountrie, in 
;:,I\ ing 1· perit'l1ce then·fore Ii~ not only in the inter­
pla) of purd) 1•cono111ic forces. but al,o i11 the host of 
nwasun•, that compri,e governmental policy. 

lntew,t naturally fot1N'" most upon the influence of 
governmental policy as distintl from other Corel'~. In 
the following analysis. particular attention has there· 
fore bt•t•n paid to the identification of governmental 
nwasures as thl'} afTect the saving behaviour of the com· 
munity. In the next :;ection of this chapter. compari~n" 
ore made among the various countries of the le,·e) and 
"'lructure of sa\'ing during the nineteen fifties as a whole. 
This approach helps. in particular, to re\'eal those dif-

f ert>nCt's nmong countries in the ,tructure of thrir econ· 
omit:, und in their institutions\\ Inch affect their relatiV<' 
lewis of ··a\ing. Differences among countries in the sizr 
of tJw co porate sector. for l'Xample. is in it,-elf an im­
portant rea .. on for diff erenct'" in the le,el of corporate 
saving. This spts the background to the analp-is con· 
tainecl in the follo,dng st·ction of the factors account· 
ing for the divergent tn·nd!-1 in saving which rountrie, 
ha,e t•xperit·nced throughout the lru;t decadt> .. fa.piano· 
lion of th "'l' trend::. is clearly of immediatt- intert'st from 
tht• point of vie,\ of appropriate governmental policies 
to raise the le\l'I of sa, ing. 

Analpi" of lt·,cl, and trends in saving, ho,~ever. 
nccec:,ari ) ab~tract-. to some extent from the short-term 
fluctuation~ in 1·conomic activity that permeate the 
cconomir, of indu,-trial countries. But goH•rnmt•nt pol­
icy \\ ith n•garcl to !-8\ ing and ime,.lment has to be 
ndjusll•d to the current economic: ::-ituation a, wrll as 
lo it, lo ig-term 1•conomir. aim,. To tht' extent that 
c, clknl lu!·tuutiuns huve not been completely rlimi· 
natC>tl, a ris1• in the lt•vel of ,aving mar not ah1an b,• 
appropriate. Tht· lu·haviour of ,a, ing in thr cour,e of 
-.hurl-lnm lh1t:tuation, is lhu .. f'xaminrd, pnrti<"ularlv 
from thf point of vie,\ of the :rnti-c·)clical role of 
governm1·11t . It rnusl also be rt•<"ognizl'd th,11. if the 
prm·t· ... , of grcl\\ th 1s to h,• -.ustui111'CI. rht• a\8ilaf.ility of 
a~grt>gar,• '-,1, i11g 1:-. not ah\ap, suffic-it>nl. In partil-ulur, 
if a rontinuing ,uppl) of .saving from tht' fort•ign sector 
is pre,umecl. rlw ,·,pan ... 1011 of eronomk .1cll\1t\ may 
lw hrought lo a halt hy balance of paymrnt, tl11f1C'ulti(·s 
or tht> inahilit) or u1rnilling11l'"" to place further reli· 
ancc· on the :-upp I y of fort·ign funds. 

In the penultimate section. it is t>mpha<.izeri that 111 

focm,ing all1·ntion on the sourc1•s of ,a\'ing for inve~t­
nwnt in tlw t•conomv a!\ a whole. tht· 11uestion of the 
financinr; of particular inclu,;tril•,- or firms should 1101 he 
lo~t ,ight of. Jn so far as there are imperf e<"tions in 
financial market:-. fund, availablt> to one st•ctor may nut 
11ecl·,surily be available lo another. Apart from poli<"ies 
to t'nsun· adequate suppl) of "8' mg m the aggrrgatt•. 
appropr ate mrasure mu!'t. thnefort'. he adopted to 
ensure a suRicienl flow of funds into the particular 
sectors ,, hiC'h are i-trategic to gro\\ th. In the conclusion 
lo the c apter, the policy issues affecting sa\ing are 
drawn togeth,·r lo give some indication of the possible 
instruments available to governments. 

Sources of savmg 

The diversity among industrial countrie · in the levels 
of saving which they ha\e achieved during the nineteen 
fifties as a \\ holt'. ha, been ac:sociated \\ ith consider­
able differenceg in pallerns. The sen~ral sources of sa\'· 
ing have not all contributed proportionately to the 
higher or lowt•r level of total ~aving. Further, \\hile 
l:iav ing behaviour in certain ectors has been particularly 

important in t'\plaining inter-country differences in the 
level of total saving. it has been by no means alwar 
true that the '-ame le\el of !'a, ing among countries has 
heen associated with <.1milar levels within each sector. 
In "t•ekin!? lo identify the factors accounting for the 
diwrsil) in levels of total saving. some attempt mu!lt 
th,·refon• be made to determine the rea,ons for inter· 
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rountr) differences in the le\.el of sa,·ing \\ithin each 
sector. ueh analysis con;.titutes the main content of 
tlus section. 

Before each of the ,::ources of sa,ing is considered 
:,,Cparatel), however, it 1-. useful to form some impres· 
sion of their relative importance. This can be derived 
from the data shown in tables ] -2 and l-3. It will be 
seen that. for nil countries. domestic saving in compari­
son ,dth fort•ign saving is by far the more important 
::-ource of :;aving; indeed, in a numher of countries, the 
foreign sector ha;; absorbed. rather than added lo, 
domest ic sa\'ing. As may also be seen from table 1-3, 
the proportion of total output devoted to domestic sav­
ing in the high-sndng countries bas been nearly double 
the rate in the low-sanng countries. 

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

(Percentage of gross domestic product)• 

7ofol ,uppl)' Fort1g11 Gro11 domutic 
Country Qj' •a•ing• ,atingo ,ao•no 

Norway ...•...... 29.7 2.6 27.1 
Au~tralia . 28.4 2.3 26.1 
J,1pan .. 27.5 -1.2 28.7 
Fi nlanr\•l . . 25.6 -l.l 26.7 
r.anada 25.0 2.5 22.5 

etlll'rlaml~ .. H3 -l.4 25.7 
Gm11an~ (Federal Republic) 23.2 -3.1 26.3 
l'ww Zi>alaud . . . 23.2 0.7 22.5 
Au~tnu ...... . ......... 21.8 1.4 20.4 
S"eden ..... . . ... .. . .... 21.1 - 0.3 21.4 
Italy . . . . . . . . . . . . . . 20.8 1.3 19.5 
Denmark• ... . . . . . . . . 18.7 0.2 18.5 
France .. ............ .. 18.6 0.2 18.4 
Unitrd Stntes ... .. .. ]8.0 -0.6 18.6 
Belgium• . , ..... . .... 16.2 -1.4 17.6 
Uniu•d Kingdom .......... 11.7 -0.5 15.2 

Source: See table 1-l. 
• RatioH ore shown in current prices. 
h Total bS\ ing ratios in Canada, the Federal Republic of Ger­

many, Japan and the United Kmgdom are slightly different from 
their re,pecti,c gro~s invebtment ratios ab gh·en in table 1-1, 
owing to 1:1tati~ti1·al discrepancies. 

• Foreign saving is equal to payments for import~ of goods and 
ben·icrs 111inu, receipts from exportb of good~ and berviCCb. A 
po~itive fon•ig11 saving reflects an excess of such payments o..-er 
receipts and a negative forci~n saving an excess of receipts over 
p11)ments See a/,11 footnote H to the present chapter. 

d F.xrlutling financing of im·entories 
• 1950-1958, annual average. 

In all the countries, a, would be e,pected from the 
nature of their t•conomic systems, enterprise and house­
hold ... avings. taken togt'lhcr, have been far more im· 
porlant than go\'ernment saving. And, as between the 
t\vo sources of non-govt•rnmenl saving, the saving of 
t'nlerpmPs has usuallr been larger than that of house­
holds. In inll'rpreting the data, however, certain stat is· 
ttc'al ron,·ent101h must he remembered. First, undis· 
triliutrcl profits of rorporatiom, are considered as 
<"Ot porall' sav111g rather than as saving accruing to 
:-ltarcholdcn,. Secondly. although net saving of unin-

Table 1-3. Level of Gross Domestic Saving, 
by Sector; 1950-1959 

(Percentage of gross domestic product) 

Grou Genual Enlu· Hou,e· 
Cowllry do""'.1lic go~r'!""'nt priu hold 

,ao1n9 1110,ng .aaing ,aoing 

Japan .. . ....... .. ... . , 28.7 5.9 12.6 10.2 
Non,ay ........ . ... . . 27.1 7.3 13.6 6.2 
Finlandh. . . . . .. .. ... . 26.7 13.0 - 13.7-
Germany (Federal 

Republic) . ... ..... . 26.3 7.7 10.5 8.1 
Australia . .. - ... . .... 26.l 5.5 10.6 10.0 
Netherlandti . ... . ... 25.7 6.9 14.6 4.3 
Canada . .. . .. . ..... . - 22.5 2.9 H.6 5.0 
Ne,, Zealand ....... . 22.5 5.7 9.2 7.6 
Ital ye 21.4 2.3 - 19.1-
Sweden .... -.. . .. .... 21.4 4.9 12.2 4.3 
Austria . . . . . . . . .. . . -. 20.4 6.6 8.0 5.8 
United States . .. . ..... 18.6 2.5 10.8 5.3 
Denmarkd . . . ........ . . 18.5 1,.1 7.4 7.0 
France .. .. . ... . . .. ... 18.,1. 3.9 11.l 3.4 
Belgiumd .. . ... ...... 17.6 -0.5 10.0 8.1 
United Kingdom. .... .. 15.2 2.2 11.4 1.6 

Source: See table 1-l. 
• The inclusion of depreciation char!les in individual sectors 

follows statistical convention. Thus, government saving consists 
of its net Having and, where,er data are available, of depreciation 
charges of general government. Enterprbe saving includes not 
only net baving and depredation charges of puhlic 11nd private 
corporations but also depreciation d1arges of government enter­
prioeb, unincorporated enterprises and housin)!. Household sav. 
mg refers to net savang of persons, unincorporated enterprises 
and non-profii institutions. 

h ~-xcludmg fmanring of inventories. 
• The~e figures refer to annual averages for 1955-1959 only; 

the domestic sa\'ing ratio is therefore different from that m 
table 1-2. 

.i 1950-1958, annual average . 

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

1 Data are available for a few countries: 

Ho11srlw/d saving as percentage of gross 
doml'sttc product, 1950-1959 

Dtpru,alion of unincorporoltd 
tnlerpri,e 

Country 
lnrlulkd 

Japan 13.1 
Canada . . . . . . . . 9.5 
France . . . . . . . . . . . 6.7 
United Km~dom........ . 3.4 

Corr<'~ponding differences will thus be reflected 
enterprise~. 

Erclwkd 

10.2 
5.0 
3.4 
1.6 

in saving of 
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~aving decisions are made hr business institutions 
rather than by hou.:cholds. 

The relatively larger share of entrrprise saving in the 
total non-government saving. however, does not imp!) 
that il is more important than household saving in ex­
plaining the inter-country diff erenccs in total saving. 
In fact, high-saving countries ha\'e more often been 
characterized by high household saving than by high 
enterprise saving. This is partly explained hy the fact 
that, as just noted. enterprise saving is a heterogeneous 
item, being especially heavily weighted by depreciation 
charges \I hich are not systematirally related to total 
saving. It should be noted further that there has been 
a tendency in . ome cases for a relatively high enterprise 
saving to be offset by a low household 53\ing. as in 
Canada and Lhe Netl1erlands, or vice versa. as in Den­
mark and the Federal Republic of Germany. Conse­
quently, the combined saving of enterprises and house­
holds rather than each separately appear to ha,e been 
more closely associated with total saving. 5 

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

~ This combined saving is not, however, identical with the 
saving of the private sector since enterprise saving also includes 
gro~s saving of public corporations together with drpreciation 
charges o{ government enterprise. For a number of countrie$, 
separate data for ~aving of private enterpriseg ( that i~. gross 
saving of private corporation~ and depreciation of unincor­
porated enterprises, including that of owner-occupied houses) 
can bf' obtained. The saving of the private sector as a whole is 
then as follows: 

Prfrate saving in selected countries, 1950-1959 
(percentage of gross domestic product) 

Total 
Country• prim~ ,ulor 

Australia. . . . . . . . . . . . . . . 19.6 
Japan.. . . . . . . . . . . . . . . . . . 21.0 
Canada . . . . . . . . . . . . . . . 18.2 
Netherlands. . . . . . . . . . 17 .0 
United States. . . . . . . . . . 15.2 
Belpumb. .. . . . . . . . . . • . • . 17.3 
United IGngdom . . . . . . . 11.5 

Source: See table l-1. 

Primlt 
t11ltrpri1t1 

9.6 
10.8 
13.2 
12.7 
10.0 
9.2 
9.8 

Jlou1thold1 
10.0 
10.2 
5.0 
4.3 
5.3 
8.1 
1.6 

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

b A,·erage 1950-1958. 

ti Net saving of government enterprises i~ included in govern­
ment saving. Ot>preciation of government enterprise cannot 
usually ht> !<t!parated from that of other enterprises and is there­
fore included in enterprise saving. 

some of the low-saving countries, government saving 
has contributed no more than one-eighth to the total.1 

It may also be observed that the positive association 
betwe<'n gross saving ratios and general government 
saving ratios also applies when govE'rnment saving it­
replaced by saving of the public sector. 

A f ea ure common to all the industrial countries has 
been the minor role played by foreign saving in th<' total 
supply.8 ft is true that the rapid post-war development 
of a number of industrial countries was greatly facili· 
tated by substantial aid from the United States. There 
is no doubt, however. that such aid has not played an 
important part in the industrial areas since the mid­
nineteen ftfties. On the contrary, the demands upon 
them to increai-e their capital aid to the less developed 
area!> have bt•en mounting. In fact. the nE't inflow of 
foreign saving in no case reached the IE'vel of 3 per 
cent of gross domestic product, and in ome countries 
it h~ been well below one per cent. In half of the 
countries foreign saving has actually been a negative 
quantity. Those countries which have benefited sig· 
nificantly from foreign saving. such as Australia, 
Canada and Norway. have been particularly attractiw 
to foreign capital by virtue of such special circum­
stances as thtir resource pattern or their geographic or 
political affinity with the main capital exporting coun­
tries. \'( hile, therefore. there appears to have been a 
slight positive association between the level of total 
saving among countries and the supply of foreign sav­
ing. the m~rginal nature of foreign saving deprives it 

7 In th, present discu~sion, the go\'ernment sector refers to 
general g,1vemment only becausf' data on saving of government 
enterprises and public corporations are not available for many 
countrie~. For tho,t' for which data are a\'ailahle, the combined 
saving of j?eneral govt>rnment and public enterprises, that is, 
the publi1· sector as a whole, is as follows: 

Public sai·ing in selrcted countrirs, 1950-1959 
{percentage of gross domestic product) 

Toi41 
Counlr_v• public .«tor 

Australia . . . . . . . . . . . . . . . 6.6 
Japan .... . . . . . . . . . . . . . 7.7 
Canada . . . . . . . . . . . . . . . . . . 4.3 
Netherlan is. . . . . . . .•. . . . . . . . . 8.8 
United States. . .. .... . . .. . . 3.4 
Belgiumb ... .... . ..... . . . . .. 0.3 
United Kingdom.. ... . . . . . . 3.8 

Public 
tnltrpri1t1 

l.l 
1.8 
1.4 
l.9 
0.9 
0.8 
1.5 

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

b Avera,e 1950-1958. 

8 Forei~ n saving refer" to the deficit of the nation on current 
account ir goods and services at current prices. A positivt> for­
eign ~aviog reflects an cxce~l> of current payments over receipts 
and a neg1tive forE'ign saving an exce~s of current receipts over 
paymrnt:.. Foreign saving thus defined does not include net cur· 
rent tran6fers to or from the rest of the world. Correspondingly, 
~aving of the general government and the hou~ehold sector also 
excludel; !,ucb net current transfers. For most countries under 
coni:ideration tht• net amount invohed in such transfer~ was 
small for the period as a whole, the main exceptions being Japan 
and the United States. In the former country, the tran~fers, 
mainly reparation payments, amounted to one-ha1£ of one per 
cent of gioss domestic product, while in the latter, which ex­
tended sub,,tantial foreign aid, they represented 0.7 per cent of 
gross domestic product. 
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of much significance, particularly h} comparison with 
,imilar relation,hipi- for olhrr c·omponent-, of sa,ing 

Takt•n togNher, the:;1· four sources of MYing pro, ide 
lhe total sa, ini? available to t'och country for domeslit 
ill\ 1•,-tmc·nt. Bt•rause leH·b of sa, ing in the three clo· 
rncsti~ sectors ha\'e varit•d so I\ idel) among countrit•s. 
thcrP how !wen consiclt·rable t!ifTerc•nrc•, in tlw Incl 
of total ·a\'ing. As a 1wrct·ntage of gro:-, dome:-tic: 
product. total !'ladng has bc1·n almost 1,dct• 8!- large. in 
tht• high-c:a, ing countrie., as in the low-sav ing countrit•,. 
And the di,pority is 1•,rn mon• striking if the com­
pari .. on is made in tr.rms of net. rallwr tha11 of gros~. 
,a,ing I.\CI' tahle 1-l). Among most countrie,, tht• pro­
po1 lion of output absorbed III deprcC'ialion has been 
fairly uniform, being clusterrd around 8 lo 10 per cent 
of output. To .. ome e:>.tPnt th1i; reflc•cb thr fart that tht> 
rult• vf depreciation is related to lht· ,tock of capital 
Ull(I its t'Ompo:,il ion i11 l<•rm"' of cleprt>ciahlc• as. .. eb; and 
,incP out put is al"o rt• lated to tlH stock and composition 
of l'apital. thi,., mea11.., that dt>1m·riatio11 us a proportion 
of output doe~ not \ar) grr:itl} :imong 1·ountrir:;.' 
\cl'ordingh. the spn·u,I in ntl :-aving among countrit·, 

has lwen I\ id1·r than in gro!-, ~u \ ing. 

Table 1-4. Lc\.'cl~ of Gro, and °"et Domestic 
Sa,inf!, 1950-1959 

(Perrcnlagc of gros• clomestic procluct) 

Grou 
Cuuntry d~,n;,t,r 

"'"'"~ 
Japan 28.7 
Non,u\ 27.1 
Fi nl.111il • .. . . . . 26.7 
Gennan) (Fe,!eral Repul,lir) .... 26.3 
\u~trnlin. . . . . . . . ... 26.J 
t•tlwrlnn<ls 25.7 

Canatla 22.5 
\r,\ z .... alaml 22.5 
\u,tria .... 20.1 
llal) ... .. . . . .... . . 19.5 
~nitr,l tale5 .......... .. 18.6 
Dl'nmarkb ... .. 18.5 
l'r,1ncl' o It Io O o O I . ' .. 18.1 
lldgium1• •••••• 17.6 
lJnitecl King,lom 15.2 .... 

Souru: St't' tahle 1-1. 
• F11cluJin~ financing of 11n·f'ntorie:,. 
b 1%0-1951!, annual a,eraJ!e. 

hrpt'ffia 
lion 

7.6 
9.9 
5.0 
9.1 
5.9 
9.8 

11.l 
6.6 
7.1 
8.9 
8.7 
6.l 
9.~ 
9.7 
8.0 

\"ti 
tlnmn/ir 
.aring 

21.l 
17.2 
21.7 
17.2 
20.2 
15.Q 
I J. I 
15.9 
13.3 
l(J.(> 

9.9 
12. ~ 
9.1 
8.0 "., .... 

1• Thr J,•prl'riation ratio i•, of cour,r, also affected by 1he dif· 
f,·fl·nct"' among wunlri,, in 1l,·1m·ciation rrat·tirt, . .\ hip:hn 
tlt·pre< iation ralt•. for t·nrn1,l1•. mil.!ht be cXJ•('cted in a country 
wlll'rt' arcelt·ratl'J Ot'preda11on allowuncc·~ ar< gran1t·d h) 1hc 
gonrnnwnt for tax puq1n, • Oilln1·nre,- in depreda1ion prac· 
ti,·,·,. log ether "'ilh JilTt rt·nre• in thf' rom1><1,ition of capital 
,tock, urn prolial,ly major rea,;on~ l'obv. among indu trial coun­
trit , 11 hil.!h a\t'rai:t> capital-output ratio is not clo. dy a ,;ociated 
wilh a high J,•pn·ciation ratio; or, convrr,cly. For example, 
whill' llw rdati\,•ly high depredation charl'(e" in tlw Nether­
land, nnd Nor"'ay ar,· a••oc1ated with relathely high capital· 
11111ru1 r,tlio , nncl low dt'prt'dation charges in Japan '\\ilh a low 
t•apital-1,utput ratio, extreme diffcn·nc1·s in depreciation chnrgt', 
in ,\u,tralia ond Canada are a socinkd with ~imilar capital­
outpul ratio,. 

GovER'liMENT s.\Vl'<C 

Though not a primary explanation of difTerenct'., 
among countries in the proportion of sa,ing to income. 
th1 ,a,ing of general go\ernmenl has contributed in 
some degree to the <lhersity of e\J)('rience. A5 ha~ bf't'n 
noted. the countries in \\hich total :-aving has bern n·la· 
ti\ .-1~ high ha,e abo hecn among tho~e in which the 
sa\ ing of govc>mmt·nt ha, het•n high; moreowr. 111 tht>-e 
1·01mtries. governnwnt :-aving has generally accounted 
for a higher ;;hare. of total !<3\ ing. 

The detnminants of saving b} government an• ob­
viom,ly quite distinct from those moulding the sa1 ing 
of incomt' rer1p1ent,.. in the. privalf• ... eclor. Be,.ides bring 
,1hlt· to vary the proportion of ib income "' pended on 
consumption as can other savers. gowrnment is unique 
in it-, ability to alter tht• lt•H'l of it,; income hy legi,ln· 
tive action. Go,ernmenl "8\ing. in other ,,orcl,... i,.. lht· 

outcome of a complex of policici- ufft•cting the levt•I of 
ii,. income as \H•ll u,.. tlw pnttt•rn of it,.. ex1wnditun·. 
\\ ithin ,, ide limit,, rr\'enue and 1·xpenditun• polici<•:, 
can he mutual!} udju,.ted lo t>ach other to yield many 
diff t•rt•nt ll'\ eJ.., anJ combinations of income. con~umµ· 
tion and .. a\'ing. I·~,planat1011 of tlw difTerencr;; nmon~ 
rountrie<. in the level of "Ovt•rnnwnt :-a\ing must there­
fore he "ought both in 1t·\e11m• or ta, polil'it'l> anti in 
e,penditun• polic ie"': or, more correctly. sine<' these· arc> 
intt•rn•latl'd policit•", il must Le sought in fi~cal policy 
u ... a ,,hole. 

,\ a fir:-t ,..,ep in the dbenlanf!lement of the se,·eral 
:-tranJs of fi,-cal policy th,1t determint' ,..u\ing. inconw 
ma} lw compared I\ ith ,-avi11g. This j,.. dom• in ,·hart 1-2 
,\lwre government tli"pO!.-alilt• inconlt' has heen plourd 
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Chari 1-2. Le, e);i of General Government 
Oispo:-ablc Income and ~a,ing, 1950-1959 

(Pt:rcen1a11e of gro . Jome,tit• product) 
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Source: See table,. 1-1 and 1-5. 
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again I go, <'l'llOl('nt saving. both t·i.pre.,~·d as percent· 
age .. of gro,-s domt•:-lic product. \Vhat t•mergt•s is (•vi· 
deuce of a fair!) clear relationship between the lewl 
of gen ernmt•nt 1lispo~l,l1• income and the level of !-8\ • 

ing. In countrie. .. \\hen• goYernment ha- ab,-orbed a 
n•lnti, cl} high proportion of total inconw. the 11',el of 
gowrnmcut saving hru; also tendf'd to be n•latively high: 
and romerscly. 

Tlw diffcn'n<·t•s among countries in the lewl of gov· 
f'rnnwnt :-aving. ho,\ewr, han• heen related in a di,-­
tin<·tiw \\8)' to the proportion of total income al,sorhed 
h) g0\t'rnm1·nt. Go\etnml'nt !-ll\'ing has not only tf'nded 
to be higher in countril',. \\here tllf' shan• of goYernment 
di. po-able income ha, bcl'n lurgt•r: as may lw ~t-en 
from tab le l -5, it has also tended to account for a 
larg,•r proportion of governmf'nl dispo~ahlt• income in 
countries whf'n• th1: .. hart' of such income ha:... been 
larger. 

Table 1-5. Le, el of General Government Saving, 
1950-1959 

Country 

GrouMJring 
(;ro,, f)l,po11,bk I f>t'N"m/aot 

IMin9• INOm,,• b II/ 
(pt'ffl'lliaOt of prou UON'rnmml 
dome.tu-. prudud) di,poMJbk 

incom,,) 

Finland . . .. ...... . ..... . 1:w 25.3 51.1 
Germany (Federal Republic) . .. 7.7 21.6 35.7 
NoT\•RV . . . . ..... . ... . ...... 7.3 19.6 :r;-.~ 
Netherland,, . .... . ......... <>.9 21.0 32.6 
Au trio . . ... . .... ......... 6.6 20.0 32.8 
Japan ... , . ........... .. 5.9 16.1 36.2 
Nev. Zealand ......... , .. s:; 17.3 33.2 
Au,tralia .. . .. •• ••• & • ••• 5.5 15.2 36.2 
Sweden . .... . ... .. . . .... .. 1.9 21.5 23.0 
Denmark• .. . . . ... ....... 1.1 16.3 24.8 
France . . ... . ...... . ....... 3.9 18.l 21.4 
Canada .. .................. 2.9 16.i 17.1 
United States .. .. ... ........ 2.5 20.3 12.1 
ItalyJ . . . . . . . . . . . . • ...... 2.3 11.7 15.3 
United Kingdom. . . . . . .. . 2.2 19.6 lU 
Belgium• . . .. ... . .. . . , . . .. . -0.5 10.8 -1.8 

Souru: See table 1-1. 
• Inrluding drpreciation "here data are a\8ilcible. 
b Di~posable income of government is the current income 

aHilable for the purcha~e of goods and servit·c~. For it~ com­
ponent•, $1!C table 1-6. 

0 1950-1958, annual &\·eruge. 
J 1955-1959, annual average. 

The most interesting n,pect of the aboYe relation ... hip 
is its corollary. Thi~ is lhal the clilTrrenct•, among coun­
tries in the share of government disposable income are 
much greater than the differences in the share of go,em· 
ment consumption expenditure. As a share of gross 
product, government consumption expenditure of most 
countries, as may he seen in tablt• 1-6, ha · been within 
the small range of 12 to J..t. per cent in spite of differ· 
ence · in per rapita income. The substantial diff crf'nces 
among countrie~ in the level of government saving are 
thus. in a sense, explainable hr the variations in the 

level of go\'ernment dh,po-.ablt' incomr and the simi­
lariti1•-. in the lc\el of consumption expcncliturt'. 

T" o nc,table exceptions to thic; general trndency are 
the United Kingdom and the United State-. Govern· 
mt•nt ron,umption expenditure in thes<· t\\O cou11tric­
amountcd to about 18 per cent of gros~ domc!,tic 
product. being much higher than in most other roun­
trie~ of the group. Though government civil conc;ump­
tion t'\flt nditure has not been as high in the:-t• two 
counlrit•s as in :-omc other:.. tht• exceptionally high 
level:; of def cnn• expt·nditure have ra1!'cd their total 
consumption t•\penditure well above that of other 
countrit• .. Thu ... <lespitt• fairly high le,els of govern­
ment cfo,posable income, goyernment ,-aving has bPen 
relative!) low. By contrast, Australia and Japan haYc 
recor<lt·d relatiYel} high le,·els of government ~aving 
though dh,po .. ablt income has not been corrc:;pondingly 
high. In these two countries go,ernment consumption 
has het•n relatively lo,~; it, claim on output has. in fart. 
bet'n obo.Jt half of that in the United Kingdom and the 
Unitrd S ates. 

The relationship behH•en government expenditure on 
consump ion and gowrnment di,-posable inconw is a 
uscf u I first stt>p in exposition. but it cl earl) needs 
elaborati,m. Expenditure on C'onsumption and dis­
poc.ahl,· income ha\'e !'O fnr bet•n considen•tl a,; though 
they wt•n• determined independently of each oLlwr, and 
this is cl"arly not so. Further, the other component of 
governm,•nt l'Xp1·nditure. name!). invt....,tmcnt. has been 
ignorl'd. When ime::.tmcnt as \\ell 11!:i corn,umption ex­
penditun• is taken into aec-ount, thl' interdependence of 
go\'ernm •nt income and go,ernment total expenditun• 
heco,m•:; more apparent. The addition of this dimension 
helps towards a fuller explanation of th<' element-. of 
goYernment polic) gi,ing ri'-e to the \\ ide diffnence,., 
among C•)Untries in the le,el of governnwnt sa,ing. 

The ir terdcpendencc of goYernment income and PX· 

penditure ohviou~ly does not mean that ther halancl' 
each other out exactly. Indeed. the di,crepanrie, b1·· 
twet•n n•, enue and expenditure are of major importance 
for general economic policy. It is ne,erthe)e:;::, clear 
that, ,~ht. n total income and expenditure are considered, 
h) far tl e greatest part of each off set,; the other. From 
this. it follo,\s that. since the ,hare of go\ernment dis­
posable income in total income has varied widely among 
countries whcrl'as the share of government consumption 
exprnditure ha not. the differences in tlw lt•vel of 
government saving has been, to :-ome extent. associated 
,dth corresponding differences in the le\el of govern­
ment im e:;tment. This is illu~trated by the comparison 
bt>t,1e(•n -.a,ing and im~tment. both expre:-,-,ed as per­
centages of disposable income, \\hich is ghen in chart 
1-3. Thi:t a high le\el of saving has been as,_1;ociated 
with a high level of investment <lo('S not nece:-sarily 
mean that gowrnmenb. in the formulation of their 
Lu<lgetary polici~. have simply sought to adju:;t their 
saving tc, fixed programmes of inve:,tment. In the annual 
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Table 1-6. Leve1s of Government Disposable Income and Components of Income 
and Expenditure, 1950-1959 

(Percentage of gross domestic product) 

Dirttl 
Di1po,ab~ and Dirtella.u, 
income Qf i11dirttl 

Cow dry g=m- hu:tl llou,e-
~n1• minus Total hold 

1ub1idiu 

Finland ... . . . . . . . . . . . . 25.3 
Germen) (Federal Republic) 21.6 32.0 18.0 M.9 
Sweden. ............. . . 21.5 26.2 18.3 1-l.9 
Netherlands .............. 21.0 28.5 18.3 U.4 
United States . . .......... 20.3 25.i 17.2 11.9 
Austria .... . ........ 20.0 30.l 18.9 16.8 
United Kingdom . . ........ 19.6 27.7 15.8 10.7 
Norway . .. ..... .. ...... 19.6 25.0 15.7 11.8 
France ............ . ..... 18.1 29.3 14.l 12.0 
New l.ealand ............. 17.3 24.9 17.8 12.9 
Canada . • t' 'IO o o o ••' 0 o o 16.7 22.9 11.2 6.4 
Japan ... . ... . .... ,, . .... 16.4 19.6 10.3 6.8 
Denmark• ........... . . . . 16.3 22.5 12.4 11.0 
Australia ............... 15.2 21.9 11.5 8.0 
ltaly1 • • ••••••••••••••••• 14.7 18.2 5.7 
Belgium•. .. ........ . ... 10.8 21.1 13.1 11.0 

Source: See table 1-1. 
• including depreciation where data are anilablc. 
b Net transfers are shown "ith a reversal of sign as a deduction 

from government income. 

budgets of general government. both saving and in­
vestment are variables that may be adjusted in opposite 
directions because of changc•s in budgetary policy affect­
ing the relationship between total revenue and expendi­
ture ; this is discussed more fully in a later section of 
tlH' pres1mt chapter. Nevertheless, in explanation of 
the wide differenceti among countries in the level of 
government saving that have prevailed during the past 
decade as a whole. it is evident that differences in the 
level of government imestment have been important. In 
countries where the im·eslmenl of general government 
in public :services, such as schools, hospitals. roads or 
publicly-owned housing, has been relatively large, the 
level of government i,aving has been relatively high. 
Australia and Japan, for instance, are cases in point. 
Com·ersely, "here investment of general government 
has been relatively small. government saving has been 
relatively low. 

It ,dll be noted from chart 1-3, however, that in a 
number of countries the ratio of the saving of general 
government to il6 disposable income has been sig­
nificantly different from the ratio of its investment lo 
disposable income. In most instances, the saving ratio 
has been higher than the investment ratio. This means 
that general government has been a net saver in relation 
to the rest of the economy. Its total consumption and 
investment expenditure. taking one year with the next 
throughout the last decade, has been less than its dis­
posable income. In some of these countries, the accumu­
lation of excess saving has been related to government 
policy with regard to the financing of public enter· 
prises. In France and Norway, for example, govern· 

lndirtet 
la:r.,, N,l 0/Mr <'.on1umpiinn Qf Oottl'rnm,nl 

Cor- minu• /r(JIUf•r,b 111com~ 
porale ,ub,idiu Total Cini/ Deftnee 

4.1 12.3 3.0 12.3 10.7• 1.6• 
3.1 14.0 -12.3 1.9 13.9 10.1 3.8 
3.4 7.9 -5.7 1.0 16.5 11.6 4.9 
3.9 10.2 -7.3 -0.2 U.l 8.9 5.2 
5.3 8.5 -4.1 -1.3 17.8 7.5 10.4 
2.1 11.2 -11.6 1.5 13.4 11.9 1.5 
5.1 11.9 -5.9 -2.2 17.3 9.4 7.9 
3.9 9.3 -5.4 12.3 8.8 3.5 
2.1 15.2 -10.7 -0.5 14.3 8.4d 5.9d 
4.9 7.1 -8.3 0.7 11.5 
,i.8 11.7 -6.1 -0.2 13.8 
3.5 9.4 -2.7 -0.6 10.5 
1.3 10.l -6.4 0.2 12.3 
3.5 10.5 -5.0 -1.8 9.7 

12.5 -3.0 -0.5 12.4 
2.1 8.0 -9.2 -1.1 11.3 

• Estimated from 1953-1959 annual average. 
d Estimated from 1954-1959 annual average. 
• 1950-1958, annual average. 
' 1955-1959, annual average. 

9.0 2.5 
7.7 6.1 

9.6 2.7 
6.3 3.4 
8.6 3.8 
7.7 3.6 

Chart 1-3. Levels of General Government 
Investment and Saving, 1950-1959 

(Percentage of government disposable income) 
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ment saving has been partly utilized for the financing 
of investment in public enterprises. In several countries, 
excess saving has also been partially utilized to provide 
financial resources for investment in the private sector; 
in the Federal Republic of Germany, for example, 
capital transfers from government saving have often 
been made to promote private investment. But such 
institutional arrangements have varied considerably 
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from country lo country. In contr:l!;l lo France and 
Norway. for example, excPss saving lo finance i11vesl· 
m1•nl in public entt'rprises has not been relied upon so 
much in Lhe UniLc·d Kingdom whne tht• government 
ha,, ,ought Lo obtain the finance by borrO\\ing on tlw 
open market. Thu,., ... uch in~titutional differenc1·~ haH 
l>ct·n an additional fnl·tor accounting for difTt·rcncc), 
among countric,, in thr l1•wl of saving. 

:'.'\ot all of the variation among countries in the excess 
c,f governnwnt su\ ing over irweslmenl. howt'H'r. is cx­
ple inabll' in tPrm, of i-uch in,-titutional diffrrt•nccs. As 
nott•d earlier. it i>1 a matter of gcrwral budgetary policy 
whether total revenue und expenditure exactly be lance 
out. Ancl in c:ome rountri1·s. c.uch as the I• ederal He­
puhlic of Grrmany. th1• ~t·thnlands and \ornay. hud­
g<'tary polic) O\Cr the la~l d1·cade a, a whole ha,; bPen 
atlupted Lo yield an 1•,n•. of total incomt• OH·r total 
expenditure. In the Federal Republic of Germanr, for 
instance. the l<'vl'i of inH•,tmt•nt in the gent'ral goH•rn­
ment and puhlic <'nlt'rpri<.:e sector:, ha:, been relatively 
lo~. the lt·,el of gowmment !-ll,·ing has bN·n \ery 
high. The broad aim of go\ernment policr hus been to 
'-limulate pri\'ntl' ime,.tment and. within this context. 
go\ernmt·nt '-aving has lwcn maintained al a high lt•\'el 
mainly for anti-inllatiouary purpo~s. 

Thi;; ref l'rencc to gtueral budgctar) polic) ,-rn e ... a,. 
a rcmind1•r that, in tlw final anal) is. the• lt'H'l of go\· 
crnment ~aving j.., the outrom<' of polirie, \\ ith regard 
to the level of re, enu1· u ... well a,. lo th1· 11·,·1·1 and pat­
tern of e:'l.penditun•. It is true that high Ie,els of go\l'rll· 
rnent ,a\ ing hnH' gt'tlt'rall) bet·n u ... sociated ,, ith rela­
tivd) high lcH•ls of go\ernmt•nt inve,tmenl in the 
general governrnt'l1t or public enterpfr,e sertors. but it is 
also true. a;; nolt•<l t•arlit·r. that the:-e high )pvel~ of !'a,·­
ing han• bem us'-Odat1•d \\ith relatively high le\els of 
gowrnm1·nt di,po,ahle itwonw. In othrr \,orcJ .... cliffer­
en('e~ among rountrie5 in taxation poliq mu,t nJ-;o Lt> 
included in the explanation. 

Tlw di!;po ... ahle incoml' a\ailable to governm<'nt de· 
lll'nd~ primarily on it ... tax po lie), but it is not iclcntirnl 
to total tax rewnu1·. For thP analy,-is of l?overnnwnt 
sa, ing, di-.po~ahlt• income in the present study has bec·n 
defined as the "nm of total din•ct taxi•!.. net indirect 
taxe, and othn ineonw minus net tran,fers; ncl in­
dir1·ct taxe, an• equal to total indirect taxe minu, suh­
,idie . In all countrit.>"', direct and net indirect taxe-. are 
the major sourre-. of rt'\'t:'uuc. other inrome heing ,mall 
or ncgati\.e Im· tahlt> l-6). 

In mo:-t rountri~. then· an• ron~iderahlt· dilh-rencc,­
l,el\H·t•n total tax rcvenut• on tlw onl' hand and gm ern· 
ment dispo,-able income 011 the othl'r. The,t· diff 1·renrt•,. 
uri!-e wry largcl} bec·aust• of thl' substantial net trans­
fer~ matlt• by go\'t'Tlltnent~ in all industrial countrit·~. 
Thrse han• been purtitularlr large in ,ui·h rnuntrie-. a-. 
Austria. Belgium. th,· Ft'd1·ral Rt•public· of Cermanv 
anJ France. Tlll' siie of lht·,,c net tran-.frr-.. ho\,e\er. 

ha\e not lw1·n a,-sociated in any !'}'Stematic "ar \~ith the 
le\.el of t,,tal Lax n·vcnuc or. con~equently, witl1 tlH' level 
of dispornble incomP. For example, in the Fed<·ral Re­
public ol Germany, the high lewl of net tran-.fer!I has 
been accompanied U) a high le\'el of tax revenue, so that 
di,,posab e income has none the le,;!- been rt'!ati vel) 
large: b it in Belgium. large net transfer,, ,•ombinrd 
\\ ith n·latively low ta, revenue has reduced the le\.·el 
of dispo~ablc income. 

In mo t rounlrit•s, direct taxation account:, for the 
larger part of total tax revenue and the diff t·rcnct•:_, 
among countries in tht· level of direct taxes are the mo~t 
important single reason for the variationi; in total 
rewnue. Italy, howcvt•r. is a notable exc<'ption; a" is 
typical of a le~-. adrnnccd econom}, net indirect taxes 
haw· hel' 1 by far tlw larger :-ource of re .. enuc. HeH•rrne 
from net indired ta,e-. ha-. aJ.;o been important in 
acC'ounti11g for the difft•n•nct"' in the total rrYenue of 
-.ome rountrics: in the F\·deral Republic of Germany 
and f ran('e. for example. n•vcnue from net indirel·t 
taxc·s ha~ he1•n particularly high. whert•as in \t•\, Zea­
land an S\\cdl'n iL ha.-. been unusually low. Among 
mo:-it counlriec;. howP,er. the differences in revenul' from 
net indirect taxes hav1• not bt•en as great as lht• dilTer· 
em·e, in revenue from clin•ct taxes. 

The diff eren('c.-. among countries in re\'enut> from 
din~l taw, ha,e primuril~ rPHt•cted variation'- in the 
eff elli\'e rat1• of taxation on the hou;;ehol<l :-ector, and. 
principall), on pt'r~nal incomes. It might be thought 
that the difference-. among c·ountrie in the a, eragt· t•ff ec­
ti, e rate of lax on pt•r-.onal incomes would be associated 
with thf• degret• of progn•:-sion in their tax systems. So 
far as the data allow of generalization, however. this 
does not 1ppeer to be so. The evidence, in fact, suggests 
that a rt la ti HI) high awrage effective rate ha!\ h<'ell 
accompanied by a n·lati\ely high effective rate for the 
lo\\er-inl'o'inP groups a~ ~ell as for the higher-income 
group:.-.10 T)Pir.all). the clTt•ctive rate for the top 10 
per cent of inromc ... ha .... bt·en around 20 per rent. hut it 
appear,- to ha, e been ,omewhut higher in countries 
where the a,erage c•ffecti\ e rate has been greater: for 
the bottom 50 per cent of incomes. the effective ratt' 
ha" been about 5 per cent. but again it apprar:- 10 have 
been hight.'r in t·ountries where the average t>ff ective 
rate has hecu gn•aler. In oth1•r words, whilP over one­
half of all rc\·enue from personal income taxes has 
frequently bt•en derived from tht' top 10 per cent of 
income,-, th1•re i~ no e\'idenre that this ~hare j._ higher 
in countrie, "ith relati\'Cl} high a,rrage effecti,,e ralt·~ 
of ta,. DilTt•rcnce:; among countrie,a: in the level of 
reH·uut> from per,onal income tax would thus appear 
to be explainable more in term!" of dilTerenct' in the 
IPwl of lax applying lo both thr higher and the lower 

111 Th,· l!t'Ot'raliz.ation~ in tht· text are based on an examination 
of tlw di~triliution of income by $iZe and of inconll' taxt•a in 
nine rountri,·,. Whil,• ,ul'h data, chieflv derived from tax tatis­
tic,, ar,· nut trictly rumparable hf>tween countries hecau,1· of 
tlilft.n·m',·, in ddinition and rov1:ra11e of incomr. income units 
and taxi·,, they are ,ufficienl to yield broad conclusion,, 
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income groups rather than in terms of differences in 
ta, ro.tes between these groups. 

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

In comparison to personal income taxes, taxes on 
corporation have been a much l~s important source 
of revenue from direct taxes. Jn Canada, New Zealand, 
the United Kingdom and the United States, however, 
revenue from corporate taxes has been considerably 
more important than in most of the other countries. 
Be ides the rates of taxation, the relative levels of rev· 
enue from corporate taxes in the various countries have 
been affected by the size of the corporate sector in the 
economy and the level of corporate incomes. These lat· 
ter two factors are reflected in the ratio of corporate 
income to gross output ; and this ratio has been par· 
ticularly important in accounting for inter-country dif· 
ferences in the level of revenue from corporate laxes. 
For example, the higher levels of revenue in Canada, 
the United Kingdom and the United States compared 
with the Ft>deral Republic of Germany are wholly 
ascribable to the higher level of corporate income.11 

In summary, there bas heen some tendency for coun­
trie.q with high levels of total saving to have high levels 
of government saving, and conversely. In countries 
where the level of government saving has been high, tax 
revenue has generally bt>en relatively large. Differences 
among countries in the level of tax revenue have pri· 
marily reflected difTerencc in average effective rates 
of direct tax, and not in the degree of progression in 
direct tax rates between the upper and lower income 
groups. A large tax revenue, however, has not neces· 
sarily implied high go\·ernment saving; in the United 
f...tngdom and the United State:-, in particular, heavy 
defence expenditure has substantially reduced govern· 
ment income available for saving. Differences among 
countries in the level of government saving have also 
been related lo difTerences in the level of investment 
in the general government ~clor or in the financial re· 
lationship between government and public enterprises. 

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

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

HOUSEHOLD SAVING 

Of the several source.-; of saving, the diversity among 
countries in the level of household saving as a per· 
centage of gross domestic product i~ of particular in· 
tere:,t. It is this which, more than any one of the other 
clas:,es of saving, hai; contributed to the difTerences in 
the level of total saving. In absolute terms, the volume 
of household aving has been less than that of govern· 
ment saving in some countries, and in all countries it 
ha been less than the volum<• of enterprise savmg. But 
of all the sectors, saving behaviour in the household 
sector has been the least uniform. 

Unlike that of the government sector, the qhare of 
the household sector in disposable income has not been 
of much relevance to an explanation of differences 
among countries in the 5eclor's level of saving. House· 
holds absorb the bulk of total income in all countries; 
accordingly, difference:, of a few percer,• .. ge points in 
household disposable income as a propo1 tion of gross 
domestic product do not, as in the case ..if government 
income, imply large percentage variations among coun· 
tries. In most countries, household dispoi.ahle income 
has, in fact, ranged from about two-thirds to about 
seven-tenths of gross domestic product12 (see table 1 7 
and chart 1-4). Variations in the share of this sector 

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

Counlry 

Japan .................. . 
Australia . . ............... . 
Germany (Federal Republic) .. 
Belgiumb ............. . ... . 
Finland• ................. . 
New 2.ealand ........ . .... . 
Denmarkb ... . ........... . 
Norway .. . ....... . ..... .. . 
Austria ... . .... . ........ . 
United States ............. . 
Canada ....... . . ... ... . .. . 
Sweden . .. ............... . 
Netherlands ... . . ..... . ... . 
France .. . .. . .... . . . ..... . 
United Kingdom ......... . . 

Source: See table 1-1 

10.2 
10.0 
8.1 
8.1 
8.1 
7.6 
7.0 
6.2 
5.8 
5.3 
5.0 
4.3 
4.3 
3.4 
1.6 

67.6 
72.6 
67.8 
80.5 
67.9 
72.5 
76.1 
66.2 
72.0 
69.3 
67.6 
66.6 
65.6 
70.5 
69.7 

15.2 
13.7 
12.0 
10.0 
11.9 
10.4 
9.3 
9.3 
8.1 
7.6 
7.4 
6.4 
6.3 
4.9 
2.3 

• The houeehold sector includes unincorporated enterprisea 
and private non-profit institutions. Disposable income refers to 
household income minus direct taxes {including such items as 
lines, penalties and donations). 

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

12 The differen<'e between gross domeiitic product and hous~ 
hold disposable income is accounted for by net factor .income 
from abroad, indirect taxes net of subsidies, depreciation, cor­
porate net saving, net transfera from government and direct 
tues on households. 
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have. of t:oun,t·. nt•ce.,,;aril) hacl tlwir l'Ountnpart in 
oppo;.ite variations in .. hare, of otlwr st.•t·tor ... Thus. tlw 
unusually high ,hare in Bd0 ium ha, been related to 
the lo\1 proportion of go,ernm1·nt 11i,-,po,..ahl1• income. 
and in Australia. Austria. Denmark and 1\1•w Zt·aland. 
the high ,hare, h:n e been off,et U} the relative!} small 
proportion-. abwrlwd in clepreciation. 
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Chart 1-4. Level of Houst'hold Di .. po,-ahle 
Income and a, ing, 1950-1959 
(Per('tnlage of ~ro,~ domestic product) 
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Suuret See table~ 1-1 and 1-7. 
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US - United States 

Explanation of th,· diwr:.ity among countrit!:'., in the 
level of household saYing as a percentage of gro,.s domes· 
Lie produd thu-. turns ver} largely on the factor:. that 
account for di/Terences in the proportion of hou~ehold 
clispo,ahle inrome that is ... aved. That the difTt•rences 
among rountrie in the distribution of hou~cholcl dis­
posablt• income bet ween consumption and ~a\ ing ha\ e 
heen ver} large can be easily !x'en from table 1-7; as 
a proportion of intome, leH'ls of saving owr the nine· 
teen fiftirs as a Yi hole ha,e, in the c·xtreme instances. 
exhibited more than a !lixfold di/Terence. 

One po,~ihle explanation for thb di,er:.it} that im­
nwdiately 1·om(•, to mind it- th,· differenC'l'S among eoun­
trie ... in lewl-. of per capita real income. It i-. "ell kno,\11 
that. w ithi11 a rnuntq. tht' higher income group-. tend 
to :-aH· a larg(•r proportion of incom<•: and it might 
reasonahly Le c·xpe<'l<•d that. other lhmgs ueing 1•qual. 
tlw "'ame 1011ld hold true among countries. In fact. 
howt'\Cr. f >r the industrial countri<'s during the Jlt'riod 
of the nin1 tet•n fiftie .... there appears to have been little 
con,i,tent rdation:,,hip bel\H•en inter-counlr) dilTt re!ll·e-­
in the leH· of per capita real income and in the propor· 
tion of hon!-t>hold income that is :-a, ed ( .m, table 1-8 I. 
For in,tance. in the highe:.t income countries. :.uch as 
Canada a11d the United States. the leH•I of hom,ehold 
saving ha ... not been notably high; nor can the relatively 
high level of sa, ing in the Federal Republic of Ger­
man). a:.- rnmpared with Francl' or the L nited Kingdom. 
Le 1·xplained b) it.,, comparatin• level of per capita real 
inrome. I, det•d. it is striking that the t:ountry with the 
highe:-t leH:I of hou ... ehold sadng. namt'lr, Japan. als.o 
huppem, to he the poon· ... t rountr} in tht' group . 

Evidt•nt y. tlwn. !'laving hahits ha,·e varied so much 
from country lo country as to oL,curc any elTect of 
difft.rencc· in per capita real income lcH~ls. It i«. of 
cour~('. po~,ihle that. in any particular historical period . 
a lack of a,,ociation between le, els of sa,·ing and lt•wls 
of per rapita real incomr ma} t•mt•rge berau,-e real in· 
conw in ,omt• countries ha-. fallen below accu-;tomed 
-.tandards. In the~ c·,rcumstanc!'s, there may be a 
tendency for indi\ iduals lo reduct' their "'a\'ing in order 
to protect their consumption le,ek There· is rC'a"on to 
suppo,-,e tltat thit- was probably of some imporlanct• in 
certain irnfu ... trial countries <luring the immcdiatt· post­
" ar years "hen inc·omt'S had not ) et hccn rc-.tort>d to 
their pre-war levels. In a frw countril's. household 
sa,·ing was. in fact. rwgative for a time. But it is evident 
that. for the Jlt'riod under re, iew lwre. thi« factor cannot 
go far to,,ard explaining the lack of association he­
tween sa\ing and n·al incomt•. Pre-war rt•al income 
level" ,,en· $Urpa, ,ed in most counlrie~ by the begin· 
nin_g of the 1wriod. EH'n in tht• ca,e of Japan, who!.'e re· 
covery to pn·-war level:- \1 as Inter than that of any other 
countr) of the group. the pre-\\ar peak was exceeded by 
the middle of thr nineteen fiftie:-. 

For the period undc-r review, it i"' much more relevant 
lo consider lht• relative rates of increase in real per 
capita dbpo~alile income as a possible factor contrihut· 
ing lo the tli\'ersity in sa\ing levels. Tlw level of real 
per capita cli,-posable income ha ... certainly heen rising 
in almo~t '.111 the industrial countrie, since 1950. but 
the <li,paritr in rates of grow th among countrie!< Jtag 
been considrrnhle. And given this ,\ide disparity. it 
would not ht· unreasonable to expect that n higher pro· 
portion of income might be sa\'ed in countries where 
the rat(' of growth in incom<• was greater. On the one 
hand, it is ob, ious that a slow rate of gro,\ th in real 
income of th,· order of one or 2 f>l'r cent ma} be easilv 
ahsorhed by rising congumption. On the other hand, a 
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Table 1-8. Indices and Annual Rate of Growth of Real Disposable Income 
Per Capita, 1938 to 1950 and 1950 to 1959 

frtd~z of 
rtal duPQ1Cbk 

il'IUJm<' 

GM1 't:its9 
(,a,.,lt)b 

Japan. . . . . . . . . . . . . . . . . . . . . 1-1 
Australia• . , . . . . . . . . . . . . . . . . 3 
Germany (Federal Republic). . . 11 
Ne'\\ 7.eaJand0 .. ... .. ..... .. .. 4 
Belgium•..... . .... . ... . .... 5 
Norway.. . . . . . . . . . . . . . . . . . . 10 
Dcnmarl•......... .. .. . . . ... 9 
Austria... .. .......... .. .... 13 
United States. . . . . . . . . . . . . . . . 1 
Canada... . ... . .. .. . . .. ... . . 2 
S"·eden . . .. ..• . . ....•...... , 6 
Netherlandij, .... . .......... 12 
France... . . . . . . . . . . . . . . . . 7 
United Kingdom. . . ... ....... 8 

Source: See table 1,1. 
• Countries are arranged in de,,cending order of 

level of hou ehold saving a~ 8 rercentage of house, 
hold disposable income, 1950, 959. 

b The ranling of each country i~ ba~eJ on real 
dispo,able income per C'apila converted into United 
States doll11rs by their re~pective official exchange 
rotes in 1955 For comparison, real di~posablr in­
comes of right European countrie,, wer,. converted 
into United States dollars b) the purcha~in~ power 
of currencies, based either on United States price 
structure or on an a,·erage European price struc­
ture, thei,e data were obtained from Organisation 
for European Et·onomic Co-operation, Comparative 

much faster rate of growth may result both in a rbe 
in 1hc absolulc level of consumption and in an increase 
in lhe proportion of income that ii; saved. primarily 
because levels of consumption adjust only gradually to 
rapidly growing incom~. 

The evidence does, in fact. suggest that. for the period 
under rcvie\1-, relative rates of growth in real income 
were of "Orne importance in explaining Lhe differences 
among countries in saving levels. While the relationship 
does not appear to ha,·e been close, the contra t between 
lhe extreme caSt'" is ,-triking.13 In the Federal Republic 
of Germany and Japan, for example. the remarkably 
high rates of growth in per capita disposable income 
have ob\iously facilitated the attainment of high le,el!! 
of household saving. By contrast, the relatively low 
level of saving in the United Kingdom would appear to 
have hcen influenced h) the limited growth in income. 
ft is trut> that the divergent rates of growth in real in· 
come among countries are related to similar di\'crgences 
in le\'Cls of investment; and, since high or lo,,· levels of 
investment necessarily imply high or low le,els of 
Moving. the le\'el of sa,mg and the rate of growth in 
real income are interrelated variables. But there appear 
to be some grounds for maintaining that high rates of 

13 As di cus•ed Isler, relative rates o( growth in income have 
n~sumed a more dominant role in accounting for inter-country 
differences in thr trend of household saving. 

Inda of rtnl 
Annual rule of 

groulh in 
di•po,abk ine- rte/ _di1poMJbk 

JJ<r capila ,nc~ 

/950 1955 1959 &so',tfts9 
(1938 • /(I()) (J)<l'UIIUlgt) 

67 98 127 7.3 
166 164 167 
93d 140d 170d 6.9 

167 162 161 -0.2 
2.4 

120 138 146 2.2 
117 118 129 1.3 
102 149 183 6.7 
119 161 170 1.5 
167 183 197 1.8 
Ill 129 137 2.4 
89 121 130 4.4 

117 146 157 3.3 
106 122 134 2.6 

National Produru and Pric" Lei:els, by Milton Gil­
bert and a.s~ociate;, (Pari,, 1958) and An Inter­
national Comparison. of Nn.tion.al Product a11d tlir 
Purchasing Pou;er of Currencies, by Milton Gilbert 
and Irving B. Kra,·is (Pari,, 1951). While the exact 
ranking of countries vllfies according to the par, 
ticulnr conversion rates employed, the results arc 
brondl)· similar. 

• Calculated from the a,era~e of 1950 51 and 
1951/ 52 as the base perioil, rather than from a 
single ycnr as in the catie of other countri1.'!I, owing 
to the abnormally high le,el of income in 1950/ 51. 

d 1936=100. 
• 1950-1958. 

in\'C!\tment, through fo:,tering high rates of growth in 
per capita disposable income, may have facilitated the 
realization of higher levels of saving in the household 
sector. 

In some countries, the special nature of their experi· 
ence during the ninctel'n fifties has weakened the link 
het.,., ecn rates of growth and saving le, els. In Australia 
and New Zealand the high saving levels for the period 
as a whole reflected ch1efh the unu1-ually high le\'Cls 
achieved during the Korean boom, when export incomes 
were rising ver} rapidly. The subsequent declines in per 
capita real disposable income from the peak level were 
actually accompanied b) substantial falls in the level of 
saving. On the other hand, the level of saving in Austria 
and the Netherlands was strongly affected by opposite 
events. In the early nineteen fifties, purchases by con­
,-umers. espt>cially in Austria, to rcplenh,h stock.5 
damaged or depicted during the Second World War 
depr~cd the level of saving. However, the sub~quent 
rapid increase· in real income raised sa .. 'ing to substan· 
tially higher levels. 

But, aside from special circumstances, it is clear that 
other factors besides the relalive rates of growth in 
income have lain behind the diff errnces in le\'els of 
household Sa\'ing. Qf particular importance are the 
differences among countries in the distribution of in· 
come. 
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Since the higlwr income groups gc,wrally dt-\ole a 
larger proportion of their incomes lo saving. dilTerenet­
in lht' size distribution of income mu,-t ha\e had :,.ignifi· 
l'Ulll effects on levels of saving. Lack of comparable data 
on thr ·izc distribution of income make,- it impo. ible 
to trace the effects with any precision.11 llo\1ever, com­
pari,on of the difT erences in the distribution of incoml' 
h} :source can he usi:d as an approximation. Broadlr 
speaking. the higher the rclathe shart· of non·wage in· 
comt"S in total houst'holJ income the higher tends to l>I' 
the ,hare of -;a\ing. For. incomt• from propertr gener­
ull} accrues to pu~ons with high incomes; and the 
.. etf-t•mploycd. ¥.ho consi-.t largely of entrepreneur, and 
farmer:,, normal!)' de\'ott• a larger proportion of their 
incomes to saving than other groups with comparable 
incomes, a~ thNe are :,trong incentiH's for the former 
group to accumulate saving for husine~s expan~ion. 
Thuc:. as cun be et>n from table 1-9 and chart 1-5, there 
has heen a fairly close a~ ... ociation behH'<'n diffnences 

Table 1-9. Compoi;ition of Hou ehold lll('Ome, 
1950-1959 
(Percentage) 

Japan ...... . ............ . 
Au,tralia . . . ...•... . ..... 
Germany (Federal Republic) .. 
Finland• ............. .. 
New Zealand .•..•...•..•. . 
Bdgiumd .......... . ...... . 
'orwa)' ............... . . . 

Denmarkd ............ . .. . 
Austria ................. . 
l mted State,,. ....•...•. . .. 
Canada ..•••.•..••••••.• 
S\\eden......... . . . . . . • . 
Netherland~ ............ . . . 
Franc-e ................. . 
l'nited Kingdom ....... . •. 

Sourrt': St-r table l-1. 

Compt11llll· ,.,,,. 
of 

tmplo:,«• 

19.4 
60.7 
55.6 
6:3. t 
55.3 
·16.1 
59. l 
s:rn 
5].9 
70.l 
66.7 
69.9 
55.5 
52.9 
72.8 

l,,rom~ 
from 

pro~rly Coe,rnmml 
nnd trum/tr• 

rnlrrJ-tt· 
,.,ur,hipb 

16.0 
.i3.0 
29.7 
28.2 
35.0 
t:1.8 
B.l 
.J9.2 
:12.i 
21.9 
~4.9 
21.B 
34.8 
34.2 
19.8 

k6 
6.2 

J.1.8 
BA 
9.i 

10.l 
7.5 
7.8 

13.i 
5.0 
8.4 
8.3 
9.'i 

12.9 
7.4 

• Countries are arranf!ed in de•C'ending order of ratio of ,a, ing 
of households to Jispt•sable income of hou~eholJs. 

t. ].es~ intere~t on 1·onsumer debt, where Juta are a1ailable, 
• 195·1-1959, annual uerage. 
d 1950-1958, annual average. 

H The &ample ~urveys available for a few countries appear to 
•Utifl" t that even with a more or It·' «imilar size distribution 
of incomr, Jifierenct•• in tht· kvel of hou,-ehold "8\"ing may hnn• 
al o reflected difien•nces in the ~aving behaviour of particular 
income group,. In the United Kin11dom, for examplr, the low 
lrvel of ,.., ing ma) have b1·cn related to th" fact that negative 
saving has occurred \\ell beyond the average income J,•vel, while 
in lbe Unitt"d StaH it ha~ di~appeared before the average in· 
come has bc.-l'n rrached. ,\mong the "al!<' earner~. a hil!her 
proportion of ne~athe ~avel'5 bas been found in thl' United 
Kingdom thnn in Dtnmark and Sweden. Sel', Det tati~tiske 
Dt>parlcmrnt, OpspClring i /onmodtagf'rh11sstandene 1955 (Co­
penhagrn) ; Konjunkturin titulel. Jlushallens s/)Clrandr tlr 1955 
1 '-tockholm); H. F. Lydall, British Incomes and Sating (Ox· 
ford, 1955) and .\[. F. Errill and F. L. Nichvbon, "The 1955 
S,nings Survey", Oxford Unh-er,-ity ln,titute of latistics, Bui· 
letin, ,ol. 20, , o. 2 ( Oxford, 1958). 

Chart l-5. Le\el of Household lncome from Prop­
nty and Entrepreneurship and Level of Hom,e-
1,old Sa, in!{, 1930-1959 
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Household income from property ond entreprenownhip 
(perontoge of hous.hold income) 

A - Australia 
Au-Austria 
B-Belgium 
C-Conodo 
D- Clenmork 
Fl-Finland 
F-Fronce 
G - Germany (federal Republic) 

J-Jopon 
Ne - Netherlands 
NZ - New Zealand 
No-Norway 
S-Sweden 
UIC - United Kingdom 
US - United States 

Soura•: S.·e table 1-1. }.-;' and l.lJ. 

J • 

in tht> lt'HI of . udng and in th<' relative --hare of income 
derived f1om property and entrepreneurship. For in­
-.tunce, th)., share has been relatively high in Au.<;lralia 
and Japan \\ here the lrvel of sa, ing has also been high; 
converse!) , hoth have been low in Sweden and the 
United Kingdom. Were more direct information availa· 
ble on diff t>rences among countries in the size distribu­
tion of inl'ome, it seems probable that the a~sociation 
hrtwel'n l1·vel-. of a,·ing and income di!-tribution would 
emerge !-till more clearl},15 

tr. h ma) he nott·d that the influt·nce of go,cmment tran•fer 
pa}ments on levrl of hou ehold '-,ning does not appear to have 
bt•en of m~ch bitmificance. Though 1he contribution of tran~ft·r 
paymeoli lt• hou,l'hold dbposable income ha varied quite widely 
fT<lm country to country, there i no evidenCt' of any rdatit•n· 
,hip bt'IWe~n thr ~i.r.e of these payments and the proportion of 
hou,ehold iisr,o!llablc income tbnt iR aved. For example, large 
trlllU'fl'r~ in Franrr have heen accompanird by a low 11:'el of 
'-B\"ing, but equally large tran-.fer, in Austria have been accom· 
punied by a high h·vel of saving. The largt•st transfers have 
occurred ir tht> Federal Republic of Germany where the level 
of ,aving ha~ bt>en •triking!) high. 
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While the distribution of income and the rate of in­
crrasr in real income ha\iC probahlr been the two factors 
of primar) importance m accounting for difTrrences in 
saving lc\iels, there hnvt• also bt•en olhcr forces. more 
"fH'c:ific to indhidual countries. which ha\ie modified 
sa,·ing bcha,iour in the household srclor. One such 
factor is the age rompo~ition of the population. For 
instance, since old peoplt', whose working lives have 
pa-;sl'd, generall} saYe little or even di~-~aH>, a high 
proportion of old people in the population will tl'ncl to 
dcprrss the le,el of ~a, ing in the household sector. This 
has probably affected saving aclversely in surh countries 
a~ France and the United Kingdom where the aged 
account for a relatively high share of the population. 
Another demographic fa<'tor which may also have been 
of soml' importance in certain countries is the rate of 
immigration. Among n,·w immigranb serking to e:;tab­
li!ih themselves in a strange emironmei:it, the motivation 
for sa,ing may be particularly strong. Saving behaviour 
in the houi;ehold ~eclor" of Australia. Canada and the 
Feclcral Rt•public of (,ennany may thus ha\'e been 
favourably influenced h}' the large incursion of immi­
granh. Other specific farlors which may haw gi,en rise 
to difl't•rcnces in saving hd1adour arP tlw lewl of liquid 
a--~rt, at the outset of the pPriod and thl' exlent of growth 
in private house 0\\11erc;hip. Th<' motive to accumulate 
liquid assets for contigencics may, for example, ha,r 
bel'r1 !itronger in such a country as the FedC'ral Rrpuhlic 
of German). \\ here ;;;uch asseL-, had hren severely de· 
plcll'd after the econd World War and the monetary re· 
form. than in countries 'n hen• the \\ ar and its aftermath 
augmcntC'd, rather than diminished. the suppl) of liquid 
as!',t'ts. Again. the rc!-itlt·ntial con!-lruction boom in man)' 
countries and thl• spread of hou~e ownership may have 
stimulated '-ll\ ing to repay mortgages. Taken together. 
tlw~t· specific factors may ha,e caused appreciable dif­
frn•nces in the sa\'ing behaviour of individual countries. 
A comparison of the e'\JWt ience of the united Kingdom 
with that of the United States reveal::;. for example, that 
\\Wt' it not for the difTerenccs in demographic compo:;i· 
Lion. in honw ownership und in the liquidity position, 
lhe ohsPncd differences in the le\'cl of sav111g would 
hn\c ht't·n considerably smaller. 

i\lthough a pn•ci~c quantitati\e t'valualion of the 
pfTe<'t of each of the aboH·-mentiont•d factors on the 
lc\el of !iaving C'annot he madt·. it seems prohable that 
thr distribution of income and ib rate of growth ha,·e 
bC'rn of primar} importance. though thrir influence 
ma) ha,e bc·en considrrahly modified In other factors. 
Further. the set of forc1·s determining the level of sa\i­
ing in t·ad1 country 1118) not all ha\'e hren of c·qual 
importanct' in other countries. For instance. among the 
high-saving <'Ounlric..;, the IC'vel of saving- in Japan has 
heen !-trongl} affected In the rapid rcco,cry from war 
dc~truclion. b) a continued high rate of increast' in real 
per capita income and b} a di:;trihution of income in 
favour of t•nlreprencur:;hip and properl} In tlw Federal 
Republic of Germany. tht• high rate of growth in per 

capita income has he<'n equally a~ important as in Japan. 
In Australia and New Zealand. the high ~a,ing levels 
were dominated by the spectacular upsurges in income 
and profits arising from an export boom in the earlier 
) ears; the bcha, iour of their saving has thus been more 
t1pical of primary producing countrie$ than of indus· 
trial countries. Among the low-sa,ing countries, the 
United Kingdom hag been ad\'er--ely affected by a com­
bination of slow growth of per capita income and a 
low proportion of income derived fro~ property and 
entrepreneurship. In addition. the high proportion of 
the aged, the limited spreacl of home ownership and 
the existence of large liquicl ass<•ts accumulated during 
the war havr all served to restrict the level of c;aving. 

E'.'l'TERPRISE SA\INC 

In all the industrial countries, the enterprise sector 
i!'i the largest of the main source:, of Sa\ ing. The level 
of saving of the enterprise ~ector. however, has not 
rnried i;o widely among countries as has that of the 
government or housC'hold sectors. l\or have the varia· 
tions among countries bec•n related in any consistent 
,, ay to the variations in the level of their total saving. 

'ot loo much economic significance. however, can 
be reacl into the more limited ,ariation among countries 
in the IC'vel of enterprise aving. For. to a con~iderable 
degree. this reflects no more than the heterogeneity of 
the data. By statistical convention. various disparate 
elements are grouped together under the heading of 
~aving in the enterprise sector. Saving in this sector 
includC's not only the gross sa\ing of public and private 
corporations. but also the depreciation charges of gov­
ernment cntrrprises, unincorporated enterprises and 
privatP housing. The inclusion in enterprise saving of 
by far the largest part of the depreciation charges of 
the \\ hole econom) naturally tends to reduce the inter· 
country, ariations in its level in relation to gross domes· 
tic product. 

Corporate saving, however. is none the less the domi· 
nant component in total enterprbe saving. While data 
on corporate gros:; sa\ ing are available only for a very 
f C\\ l'Ountries, they suggest that tht• corporate sector 
generally accounts for more than two-thirds of total 
enlerprist' saving (see table 1-10). 

So far as inter-country variation, in the level of cor­
porate .;aving are corwernrd. it is barely possible that. 
if data were a,ailable for more rountries. comparisons 
would reveal a positive relotion~hip between its level 
and the level of total saving. Among the five countries 
for ,\hich data are available. Japan has had the largest 
corporatt' gros::- :;aving a~ well as the highe::;l level of 
total saving. On the other hand. the levt>I of corporate 
gross saving has been higher in the United Kingdom 
than in Franc<' or the United Stales. though the level 
of it:; total saving has Leen lower. 

There are. in fact. strong reasons for ~upposing that 
the leH•I of gro~s eorporal<' :,avmg may not h<' clC'arl} 
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Table 1-10. Lc"els of Enterprise and Corporate 
Saving, 1950-1959 

{Percentage or ~ru,g dome~llt· product) 

E11trrpri,,. Corporal,· <:or porn Ir 
(;uw,try groH 11ro,11 Ml 

lriltlnO ,a•mg iuoing 

Canada • . . . . . . . . . . 14.6 8.7 2.9 
;\fetlterlund~ . . .. . . . ....... . 14.6 5.4 
Non1uy ........... . ... . . •. 13.6 4.0 
Japan . . . . .....•. • .. ...•• 12.6 9.7• 5.0 
l nited Kingdom . • . .••.•.. 11.4 8.7 u 
France ... ..... ....... 11.1 7.7 l.9 
l nitr>d State~ . . ... .. ...... 10.8 6.8h 3.1 
!\u,-tralia o o o o r • o • I I •• O O 10.6 1.8 
German, (Ft·cleral Republic) . 10.5 1.8 
New Zealaru.l . . . . . . . . . .... 9.2 2.-;-
Au,tria •.. ... 8.0 2.0 
Denmark• •. .. . . . . . . . . . 7.1 1.5 

Source: See table l-1. 
• 1951-1959, annual a, er age; including ,lepreriation of i,10,·ern­

ment entrrprises. 
t. Nut including depreciation of public t•orporation~. 
• 1950-1958, annual an·rage. 

as!-Ocinted with the lcH•l of total sa, ing. First, it is 
oln ious that the ,ize of the corporate sector may vary 
upprt>l'ial,ly among rountrics. This l'annot be measutt·d 
,1 ith an) accuraq. but the data on net rorporate in· 
cume hr.fore ta,es ,1 hich are shown in tal,le 1-11 are 
)-ugg<',thc of Lhl' po,:sibll· variations. A :;econd and. 
perhaps. more important n•a"on is that depreciation 
l'hargt>s Lulk large in the gros,- saving of the corpdrate 
..,t•rtor. and the !>ize of thc ... r c-harge!" ha~ not nect", .. arily 
any relationship lo the rurrent saving behaviour of the 
rommunity. 

The proportion of gross rorporate income bef on• 
taxe, :-et asidt' for dt'J>rtcialion is shown for six coun­
tries in chart 1-6. It ,1 ill be seen that. in all t'Ounlries, 

Table 1-11. Levels of Corporate Income and 
Taxes; 1950-1959 

(l'c11 rntege of J!rn~,- domestic produ<'t) 

Cuw,tr.v 
.'Vtt torporal, Corporal, 

inromr d1rttl 
b,,Jurt ttUu• tart• 

t:nited Kingdom .. . .•..•. .. 
Au~tralia .......... , . . ... . 
t:nited States . . .. . ...... . . 
Canada . . . . . . . . •..... . .... 
New l.euland . ..•..... . . . .. 
Japan . .. . .. .. . ......... . 
Nor\\'a)' ... . ........... .. . . 
Finland . . . ........... . .. . 
France ....... . .. . ..... . . . 
Germany (Federal Republic) • . 

Source: c;ee table 1-1. 

12.9 
11.1 
10.-.-
10.1 
10.0 
8.6 
8.5 
6.8 
6.1 
5.8 

5.1 
3.5 
5.3 
l.8 
1.9 
;3.5 
3.9 
u 
2.1 
3.1 

Corporal, 
di1po,nbk 

inrome 

7.9 
7.9 
5.4 
5.6 
5.1 
5.1 
11.6 
2.8 
·l.O 
2.7 

• The corporate sector include, private and public corpora­
tions, except for Australia. Japan and the l7nited State!\, where 
it includes private corporation>< only, 01<ing to lack of compre­
hensive data on public corporations. Corporate income is after 
inventory \'alu11tion adjustment 1<herever clnta are arnilaLle. 

b After depreciation. 

Chart 1-6. Uses of Corporate Income before 
Depreciation, 1950-1959' 

(Percenta~e) 

Frano, Japan Canada United Sweden United 
Kingdom Stoles 

D Deprec:iation ~Dividend 

~ Net saving m Dired taxes 

Source: ~ee table 1-1. 
• Japan, 1951-1959; S11eden, 1957. 

depredation charges aecounted for about one-half or 
more of rro:,;s :,;aving and that. in some countries. they 
amounted lo ~ub,;tantiall) more.1

" Government fi~cal 
policy with regard to depreciation allowances alTects 
the level of these charges; liberal depreciation allow· 
ances lent! lo ht> reHectt>d in high depreciation charges. 
~inee tht• full use of tlll'se allowances minimiZl's taxes. 
But. in the main, the amount of income absorbed in 
deprrciat on eharge:- over a prriocl of time reflects the 
structure of depreciable assets in the corporate sel'tor. 
Thu:;. in '-O far as gro:;:; corporate saving is dominated 
by the amounts·..,et a!>ide for depreciation. the level of 
such saving is partially determined by the nature of 
past ill\ e~tmt'nl rather than by current savin!!: dt•cisions. 

From l c point of vil'W of current saving behaviour. 
it i:- thus more relevant lo ronsicler corporate net sav­
ing than corporate gross saving. Corporate net Sa\ ing 
as a perrt•nlage of gro,-s dom~tic product is shown for 
lwehe C'OUnlries in table J-10. It \\ill be seen that, \\ith 
depreciation charge:- removed. the inter-country varia· 
Lion" in the le\'el of corporate saving were magnified, 
net saving in certain countries being as much as three 
times larf:er than in some other rountries. 

141 Tlw unavailability of data for rno~t countries is chiefly due 
to lht• fact that depreciation for tht' corporate sector cannot he 
~eparatcc.l from total depreciation. However, on the basis of rough 
c~timates, it seem~ that the above observation h, generally ap· 
plicaLle. 
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A~ \\ilh the level of gross sa, ing, part of the explana· 
lion for di[erences in the leH·l of net sa, ing mu:;t lie 
in the variations among countries in the size of the cor· 
porate ~ector; corporate income11 as a percentage of 
J?TO domestic- product has. as already noted, varied 
considerably among countries. But a further part of 
the explanation muc,t also be found in the proportion 
of corporate income that is saved. 

For a majority of rountrics. as may be seen from 
table 1-12, net saving as a proportion of corporate in· 
come after depreciation and before taxes varied within 
a relathely narrow range. At the extremes. however, 
the \'ariation was substantial; net saving in Japan, for 
instance. amounted to almost one-half of inrome ,,hcrea..., 
in the United ·tates it \'.as only about one-fifth. 

The narro,, rangi• of variation in most countries is 
of !><>me inten•st in \°it'\\' of the greater variation in the 
proportion of 1wt im·ome paid out in direct taxes. This 
implie:-. that there has been some tendenc} for tax pay­
mt•nts and di\'idencls to olTset each other. For example. 
in Finland and the Federal Hepuhlic of Germany. rela­
tive!} high Lax payments in rdation to corporate income 
have bel'n accompanil·d h~ a relatin·ly low proportion 
of income distributrd 111 dividends; by contra,-t, mark­
edly lower tax disbur,cmenls in Australia and France 
have large!} hl•en olTst>t by higher di\.ldcnd pa}menb. 
In Japan and Noma}. however, where net saving as a 
percentage of corporate income lid ore taxes has been 
marked!} hight.>r than the a,erage, dh idcnd dishurse­
menb have absorb1•d unusually small proportions of 
income. And in tht• L nitcd 'tales. when· net :;a,ing ha,­
hccn substantially lower than the 11, eragc. both tax and 
di\.idend payml•nts hn\c bel'n relati\el} high. 

In terms of the infiuen('C of corporal!' taxes on cor· 
porate sa, ing, the,.e relationship,.. are of "Ome intere-L. 
though no firm condusions can be drawn. sinre ac­
count should also he taken of the role of deprrciation 

11 After depreciation and before taxc$, 

allowances in taxation and of depreciation charges in 
saving. ln &II) case. though corporate taxation may not 
ha,e influenced corporate saving behaviour as much as 
might be supposed, it should not be infnred from the 
abo, c that corporate dividend policy has merely been 
passively adapted to taxes. In other word!l, other factors 
besides taxation haH• influenced the dividend and saving 
policies of corporations. 

With a gi .. en tax bill. dh idends and net saving can 
be\ iewed as competitive claims on corporate disposable 
income. And there i, ~Orne indication that the appor· 
tionmcnl between dividends and net sa\'ing has been 
inlluenl'ed b} corporations· plans for expansion. Thus, 
the high corporate net sa, ing in relation to corporate 
disposable income in .;uch countries as the Federal Re­
public of Germany and Japan. as sho,\n in table 1-12, 
has apparently been related Lo the volume of finance 
requin·d for rxpansion. Conversely. the relatin•ly low 
<·orporate sa, ing in the United Kingdom and the United 

tales hill, partly reflected tht• slow growth of corporate 
ime::.tment. Furthermore. dividend poliq may also be 
inOut•nred h} the pattern of external financing. A rela­
tively liberal dividend policy ma} be required in coun· 
tries ;;ul"h as the United Kingdom and the United Stales 
\\here t>quity financing has been more important than 
in such countries as the Federal Republic of Germany 
and Japan whirh ha,e traditionall} relied more heavil} 
on loan financing. 

In summary. neither the level of enterprise :-aving 
nor that of !'Orporatt• ;:a, ing ha.~ been closely as,.ociated 
with thr level of total <:aving. To an important degree, 
thh has been because depreciation chargt·s are a major 
component of sa\'ing in the,..e sectors: and depredation 
charges are mainl} related to pa~l in\'t'~tment. though 
the} are also influenced by current fo,cal policy \\ ith 
regard lo d<'preciation allowanre~. Another factor has 
~imply been the variations among countnes in the size 
of the corporate sector. Fiscal policies, corporate divi-

Tobie 1-12. Uses of ~et Corporate Income; 1950-1959 

Nd Dirtcl Ntt 
,m,ing t,ar, Dititkntub «i•ing Di,id,ntub 

Country (p,N',nlak cl/ corporal, incom,, (p,rttnlllgt of corporal, 
forr lazt1) dit]>O${U)lr irico,ni,) 

47.7 46.0 6.3 88.3 11.7 
47.0 40.9 12.1 79.3 20.7 
34.4 31.2 34,,1, 49.1 50.9 
33.4 39.2 27.4 54.6 45.4 
31.4 3t1 31.2 47.9 52.l 
31.0 SU 14.6 68.1 31.9 
30.0 59.2 10.8 73.9 26.1 
27.8 46.4 25.8 51.1 48.9 
26.8 48.7 24.5 52.2 47.8 

Non\ay ......................... . 
Japan ......... . ... . .. ... ..... . .. . 
Australia ............ . ...... .. . 
United Kingdom . . .. .. .. .. .. . . 
France .. . ... .. ..... . .... . .... . . . 
Germany (Federal Republic) .... . ... . 
Finland . . . • . .............. . 
Canada .. ............ .. •. . ... . • .. . 
Ne" Zealand .. . ............. . . . . . . 
Lnited State~ .............. . ..... . 20.8 49.5 29.7 41.2 58.8 

Souret!: Sf.e table 1-1. 
• &e footnote a to table 1-11. 
b lncludmg <'Orporate transfer payments. 
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dl'nd policie-. and corporate programme- for e,panc;ion 
have all influenl·ed the proportion of l'Orporale inC'onw 
that is :-awd, though high or low tax payments appear. 
to ,ome exl<'nl. to ha\e he1·n ofl\et b) oppo-.ite \aria­
tions in dividend payme11b. 

FoRtlC:\ SWl~G 

The dt•mancl for saving to finant'e domestic i11H,l· 
ment is rarely exactly equal to th1• upply of saving 
gennated internally in the puhlic and private ~ectors. 
Any defidenq or exre:-s in domestic saving is ofT,et by 
opposite mon•rnt•nb in thl· external acrounb of a coun· 
try. Thus, if a country has a deficit in the balance of 
payments cm current acl'ounl. this mt·ans that it is 
dra,\ing on foreign sa\ing to an equal amount. and. 
ronvt•rt,<:ly. if it ha a surplus. it is a supplier of foreign 
s11.\ing. 1

• 

inct· foreign !;aving ,erve, a, a halancing item in 
dt•mand and suppl) of domr~tir. saving. it might st'<'m 
rea.'-Onablt· lo expect that the level of fon•ign saving in 
indu;trial countri~ would be large!) the outcome of 
domec;tir. t•conomic forc<'s. It i, certain!) true that the 
short-period rnrialions in the level of dome,tk t'CO· 

nomir. aC'tivity that occur in industrial countries ha,e 
often bern 8'-:,ociated \\ ith corre~poncling variation" in 
the external balance. ~ hort-run balanct' of poymt•nts 
clilliculties in the Unitrd King<lom. for example. how 
usually bern <·onnerted with huoyant tlomt"-lil' demand 
condition~; with rising domestic artivit). imporb have 
ri,en relati,el) to exports and the external balanre or. 
in other word!-i, the supplr of domestic ,-aving to the rf'st 
of the \\ oriel. has diminished. 

Ho,\ever, the inter-country differences in lf'vds of 
foreign saving durin!! the ninett•rn fifties as a whole do 
not reflect internal eronomir. force,- alone. DilTerence­
in the size of tlw foreign trade sector. in trrnds in t'X· 

ports and in the level of autonomou'-, long·t~rm capital 
flows have been equal!} important. 

The relevance of the ~ize of the foreign trnde sel tor 
need hard Ir be stres:,ecl. That the supply of a, ing to 
the rest of the world has been only 0.6 per cent of 
gro~ dome<-hc product in the United States. for ex­
ample, as shown in table 1-1:t primarily reflects the 
relati\ely '-mall size of the foreign trade sector. Exports 
and imports of good.; and servire ·, though very large 
in relation to world trade. have amounted to only 5.2 
and -t6 per cent of gro~,.. dome:-tic product. An export 
<.urplus which has been large in absolute terms has thus 
been smaller. in relation to tlom~tic output, than in 
some other countries. 

But eH~n among countril's in ,~hich the foreign sector 
has been of about the same ,ize. l<'vels of foreign sav­
ing have \'Bried ronsiderably. Among the major indus· 

I& Po•itive forl'ign sa, ing therefore mran~ a drficit in the 
balance of payments on current account, and negative foreign 
i;aving a surplus. 

AVl~C FOR £CO!'<i0 UC GROWTH: JTS SOURCES AND TRENDS 

Table 1-13. Le'\els of Forei~n 'aviug, Exports 
aud Imports, 1950.1959 

(Pen,entag«' of gross dome~tic product) 

Cw,llry 

Norway. . .. . . .... . ... .... 2.6 
Canada . . . . . . . . . . . . 2.5 
Australia . . 2.3 
Austria. . . . . . . . . . . . . . . . . 1.4 
ltah • . . . . . . . . . . . • . . . . . 1.3 
New ualnn1l . . . . . . . . . o.-;­
Denmark i.. ... .. . ... . .. . . . 0.2 
France ..... . . . . . . . . . . . . 0.2 
Sweden ..... . ........ . .. -0.3 
United Kinplom . . .. . . . ... -0.5 
United Sta tr~ .. . . . ... .. ... -0.6 
Finland .. . . . . ......... -1.l 
Japan ............ . .. . .. -J.2 
Netherland~ . . . .. ... ... . .. - l.4 
Belgiumb ..... . .......... -1.4 
Germany (fecieral Republic). -3.1 

Sourre: See tahle J.l. 

42.0 
21.0 
19.1 
21.6 
12.8 
28.4 
32.2 
1'1.7 
27.9 
25.5 
5.2 

2-tO 
13.1. 
50.2 
32.8 
20.2 

Import, of 
goo,h u11d 

1tnir.t1 

44.6 
23.i 
21.8 
23.0 
U.2 
29.1 
32.3 
15.0 
27.7 
25.0 
·t6 

22.9 
12.2 
48.8 
3U 
17.1 

• Foreign aving i~ equal to import,. of goods and •en-ires 
minu~ export~ of good• und senkr~. Imports and exporti, include 
factor income liut exclude current transfer~ 10 and from the 
r~t of rhe "orld. 

b 1950-1%8, annual average. 

trial roun rie", the di,·ergenc~ in e,port exp<•riencl' 
have rontnbuted !-ignificantl} to tlw dilTerences in levels 
of foreign ~a,ing. Of all the c·ountrie~. for example. 
the !'.Urplus on current account. expn~secl as a perrentage 
of gro?-s dome:-tic product. ha1, been greatest in the 
Federal Republic of Germany. Thi:; has been the out· 
comt· of a sharp and continuous ric;e in exports. It is 
c.ignifirar1t, moreo,w. that the high rote of internal 
gro\\th has contrihut(·d lo the ad,ance in exports; t11e 
domet-tic r,rowth has made it possible lo achiew a rapid 
expan,-ion of tho,e export indu.,tri<'s for whoc.e output 
\\ orld <lenand has be<'n increasing most strong I y. B} 
contrast, in the United Kingdom. the trend in export~ 
bas b('en much Je..,s favourable. reflerting in part the 
relatively slow growth of drmand in major export mar· 
keL" and II part the relathel} limited pare of expan· 
sion in th,• more dynamic industrie . Austria and Italy 
-although. on balanre. dra\\ing upon foreign sources 
of sa, ing during the decade of the nineteen fifties-were 
transformed by the su;;tained upsurge in exporL'> 
throughout the period into net export J.urplus rountries 
in the latter yean.. 

Long-tum capital mowment-; are frrquently a fur­
ther independent factor influencing le\'els of foreign 
<.aving. As may be c.(•en from table 1-14. countrie-. whi<'h 
drew on foreign saving cluring the nineteen fifties were 
in gt•neral recipirntc; of long-term capital, while coun­
tri~ which supplied saving were exporters of such cap· 
ital. 

The pr('dominanC'e of privat<'. as distinct from official, 
long·tc•rm capital flows in the total is evident in mo, t 
countries rect•iving foreign saving. In Canada this flo\\ 
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Table 1-14. Components in the Financing of Foreign Saving, 1950-1959 
(Percentage of gross domestic product) 

Cou11Jry Portign 
,a.bing 

Norway .. . . . . . . . . . .. . . . . . . . . . ..... 2.6 
Canada . .. . . ....... ... ... ........ 2.5 
Australia. . . . .. . .......... . ... . ... . 2.3 
Austria ..... . ......... .... . ...... 1.4 
Italy . ...... . .. . .. . ... . ..... . .. . . 1.3 
New Zea]ancl ... . ... .. ........... . ... 0.7 
Denmark• ..... . .. . .. ... ..... . .. , ... . 0.2 
Sweden . . . . .. . .............. -0.3 
Lnited Kingdom . ...... ...... .. ..... -0.5 
United Slates . . . . . . . . . . . ...... .. . -0.6 
Finland .......... .... ...... .. . -1.1 
Japan .................... . .. -1.2 
Net her lands . . . . . . .. . ... . ........ -1.4 
Belgium• ......... -lA 
Germany (Federal Republic) .......... -3.l 

Source · Division of General Economic Research 
and Polirirs of the United ations Secretariat. 
Figure~ for foreign saving are the same as those 
shown in table l-13 and are derived from national 
account~ stati~tics. Figures for long.term capital 
and grants arc derived from balance of paymcnls 

ha,; artuall} ext·crded thr total. an outf101, of capital on 
onicial account having parll} off!<el the inflow on private 
account. In llnl). lh<' !-harp increase in the inflow of 
pri,ate long-tt•rm capital in the taller part of the nine­
teen fifl ies contributed to an expansion of its :-hnn• of 
the total long·tNm capital inflow. Au,.lria and \om a, 
haw been the only <·ountries where a ,;ubstantial inflow 
of official capital and grants has taken place. although 
thi,; was entirely conre11trated in the earl) ninell'en 
fifties;; it primaril) reflected official grants by the United 
' tales to Austria and lending by the International Bank 
for Hrconstruction and Development lo "lorwa). 

It 11 ill also be seen from table 1-11 that foreign sav­
ing and long-tNm capital movements have not been 
rxartly equal. In the United Kingdom and the United 
State,;, for example. the i-upph of !'.aving to the rrst of 
the worl<l has brt'n le-.~ than the outflow of total long­
term capital and grunts. In the Federal Republic of 

Long·l,rm r.opila/ and gra11l1 

Tola/ Prioatt Ojfu:ial 

2.5 1.5 1.0 
2.6 2.8 -0.2 
l.7 1.6 0.1 
1.7 0.3 1.4 
1.3 1.1 0.2 
1.4 1.1 0.3 
0.4 0.4 

-0.3 -0.1 -0.2 
-1.2 -1.1 -0.1 
-1.2 -0.6 -0.6 
-0.7 0.1 -0.8 

0.4 0.3 0.2 
0.5 0.6 -0.l 

-0.9 -0.9 
-0.5 -0.2 -0.3 

statistics, taken mainly from International Mone· 
tary Fund, Balance of Payments Yearbook (Washing 
ton, 0 . C.) . Data do not ndd to totals because of 
rounding. A minus sign indicates an outflow of 
capital. 

• 1950-1958, annual average. 

Germany, on the other hand, it ha!'. been sub!'tanlially 
greater; and in Japan and the Netherlands, favourable 
export balances have been ru-sociated with a net inflow 
of long-term capital. 

These discrepancies betwel'n the balance of payments 
on current account and movements in long-term capital 
and gran~ reflect changes in foreign exchange reserves 
and short-term foreign ru;sets or liabilities. In the Uni ted 
Kingdom and the United talcs, for example, the exce:;s 
of long-term capital outflows over the flow of domestic 
saving to the rest of the world has been matched b) in· 
crease., in their net short-term liabilities and also. in 
the Uni ted tatt>s, by a downward trend in foreign ex· 
change resene!-i. Conver;;ely, in the other countries 
where long-term capital outflO\\S have been less than 
the flow of domestic ,aving to the rest of the world, 
foreign exC'hange re:,erves and net short-term as.sets have 
increased. 

Trends and fluctuations in saving 

TRE:'iDS IN SAVING 

The foregoing analr,i<; has iaerved to throw <;ome light 
on the fart ors ;;ha pin~ lhe sa, ing behaviour of com· 
mnniliei, during the la..,t decade taken as a whole. Ho,1 · 
('\ er. eH•n in this comparative analy<-is of levels of 
saving, it has heen quite eddent that saving habiL.; are by 
no meam, immutable. In particular, governmental poli­
C'ie$, since they aff cct the economic decisions of almost 
all individuals and institutions. may combine with 
d} namic market force,, to induce changes in the saving 

behaviour of communities. It is therefore of considerable 
interest to identify the factors accounting for changes 
ovc>r timt> in saving behaviour. 

Between 1950-1954 and 1955-1959, the total supply 
of saving increased relatively to gross domestic product 
in most industrial countries (see table 1-15). ln some 
two-thirds of the countries. the increases exceeded 1.5 
per cent of gross dome<ltic product; and they were par· 
ticularl} large in Austria, Japan, the Netherlands and 
the United Kingdom where they ranged from about 2.5 
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Table 1-15. Foreign and Domestic Saviug: Levelfl in 1950-1954 and Changes in 
Levels from 1950-1954 lo 1955-1959 

(Percentage of gross dome,.tir. pro,Juct) 

Country• 
Total 1upply o/ ,aeing 

Ltttl Chang, 

Japan ....... . . . . . ..... . . . . . . 25.0 5.1 
Austria ... ... .... .. ... . .. . .. . 20.2 3.1 
Netherlands .. .. . . . ... . .. .. .. 22.8 3.1 
United Kingdom . . . . ....... 13.1 2.6 
Italy . . . . . . . . . . . .. . .•. 19.8 2.0 
Germany (Federal Republic) . . .. 22.t 1.7 
Bclgiumb , . . . ..... ... .... . . 15.5 1.6 
Canada ...•.. . ..... . ... . •.. . . 24.] 1.6 
Sweden .......... .... ..• . . . .. 20.3 1.6 
Finland .. .. ... . .. ..... ..... .. 24.8 1.6 
France .. .. ... . .... .......... 17.9 1.5 
United State,, . . ........•... 17.9 0.3 
Norway. . ...•... . ....... . . 29.6 0.1 
New Zealand ...... .. ......... 23.7 -1.0 
Denmarkb . .. ... . .. .. ... . .. .. . 19.4 -1.5 
Australia . . ... . .... .. ... . .. . .. 29.6 -2.3 

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

of percentages of gross domestic product, the level 
in 1955-1959 is equal Lo the level in 1950-195,i plus 

to 5 per cent. Among the remaining third of Lhf' coun­
tries. the level of saving remained fairly stahle in 
Norway and the United States. but fell appreciably in 
Australia. Denmark and Ne,\ Zealand.10 These divergent 
trends in the total supply of saving were generally not 
sufficiently large to alter the relative position of coun· 
tries as high or low savers between the earlier and latter 
parts of the period. Those which had relatively high 
levels of saving at the beginning of the period still had 
relatively high levels at the end of the period; and 
conversely. That a number of countries. some with 
relatively high levels of saving at the commencement of 
the period and some with relatively low le\'els. experi· 
enced appreciable increases in saving is none the less 
of considerable interest. 

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

The trends in domestic saving experienced in the 
various countries have diverged widely . At the one ex­
treme. gross domestic saving as a percentage of gross 
domestic product incrt'a,-ed by as much as 5.5 per cent 
in Austria between 1950-195 i and 1955-1959; and, at 
the other, declined by 2.6 per cent in rew Zealand. The 
experience of other countries varied quite ,\idely be-

19 It should be noted, however, that a reversal of this trend 
was ob~ervable in Denmark in the most recent years. 

Fo1tign ,aoing Gron dome,tic ,aoing ----
L-1 Cha11gt Ut!tl Cha11gt 

-1.9 1.3 26.9 3.8 
2.6 -2.4 17.7 5.5 

-1.2 -0.4 2·1.0 3.5 
-0.5 -0.1 13.9 2.7 

2.2 -1.8 17.6 3.8 
-2.2 -1.8 24.6 3.5 
-0.4 -2.2 15.9 3.8 

1.4 2.1 22.7 -0.5 
-0.9 1.2 21.2 0.3 
-1.6 1.0 26.4 0.6 

0.1 0.3 17.8 1.2 
-0.5 18.4 0.3 

3.2 -1.2 26.4 1.3 
-0.1 1.6 23.8 -2.6 

1.2 -2.2 18.2 0.6 
2.5 -0.2 27.1 -2.l 

the chan11e from 1950-1954 to 1955-1959. 
• Countrie~ are arranged in descending order of 

the change m the le\'el of the total supply of saving. 
b Change from 1950-1954 to 1955-1958. 

tween the:;e extremes, though a small group recorded 
increases ,Jf about 3 to 4 per cent. 

The di, er gent trends in domestic saving have arisen 
primarily from the marked differences in changes in 
household saving tsee table 1-16) . In nearly all the 
countries where the level of total domestic saving has 
risen. so has the level of household saving; and in most 
of the countries where total domestic saving has declined 
or risen only slightly, household saving has fallen. By 
contrast. the changes in the level of government or enter­
prise saving have usually been smaller in magnitude 
and have, moreo,·er, been much less systematically re­
lated to the trends in total domestic saving. It is true 
that among the countries ,, here the level of total saving 
has declim·d or has barely changed, the level of govern· 
i:nent saving also has usually diminished. But in some 
countries, such as Japan and the Netherlands, which 
have expe· ienced substantial increases in total saving, 
a relative contraction in government saving has also 
taken place; and among other such countries. changes 
in the levd of government saving have usually been 
small. It is e,·en more striking that almost all the coun· 
tries ,1hich have experienced a decline or no significant 
change in the level of enterprise saving have been 
among those recording a rise in the level of total 
domestic s.1ving. 

The divngent trends in the level of household saving 
as a percentage of gross domestic product have, in the 
main. reflected changes in the proportion of household 
disposable income that is saved (see table 1-17). House­
hold dispoi,able income as a percentage of gross domes­
tic product has changed but little in most countries. The 
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Tahle 1-16. Chani,:c in Lt·HI of Doml't1lit· Sa,ing, O) St•ctor, 19.>0-195{ to 1955-1959 
(l'1•r1·entage of f(ros~ dumesttt proc.lucl) 

(.'nunlr.v 

Au~tria ...........................•... 
Belgium• ... . . . . . . . . . ................ .. . 
Japan ..•......•............•........... 
,etlwrlancls. . . . . . . . . . . . . . . . . . .. . 
C.1•rman} (l ·deral Rrpuhlic) .. . 
Unite1l k111gdo111 . . ............. . ... . 
;'-ion\U\ •• ..... ••..•..•..•...•..•..•. 
~ TOii('(!. • • • • • • • • • • • • •. , . , .• , , • 

Finland .... , ... , , , , ..... , , .. 
Den marl..• . . . . . . . . . . . . . .............. . 
Sv.t>den .. . .......... . 
l niwd State, . . . . . . . . . . • . . . . . . • . . . .•.. 
Canada .. , . . . . . ........•... 
\u~trulia . . . . . . . . . . . . ................ . 
l\e,\ Zt·alund ...........................•. 

Sourer. !,toe 1.ibll' 1,1. 
• Chanµ•· f mm l 950-195-~ to l 95:i-1958. 

<:run 
dom-,tir 

MH'lltf 

5.5 
:t8 
3.8 
3.5 
:t5 
2.7 
u 
1.2 
O.u 
0.6 
o.:i 
o.:i 

-0.5 
-2.1 
-2.6 

(,rnrrul 
9~l'rr1mn1t 

a,cu,~ 

ll.1 
0.6 

-1.1 
-1.0 

1.1 
0.5 
0.1 
0.3 

-2.:l 
1.0 
O.'i 

-0.5 
- 1.2 
-1.0 
-O.:i 

'~"'"''"'ff 6flrlflt/ 

1.0 
().(J 

3.8 

-0.7 
0.5 

-0.:{ 
-1.0 

0.8 
-1.'i 

0.8 
u 
:rn 
0.1 

1/r,u,rho/d 
1tnit11J 

6.1 
2.6 
J.l 
7.5 
2.7 
1.7 
1.5 
1.9 

-1.2 
1.3 

-0.l 
-0.5 
-1.l 
-2..l 
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share of sa\'ing in inl'ome. howcH·1. ro,e hetwt'en 1950-
1951 and 1955-1959 b) as muth a~ 11.1 per c<>nt in tht> 
\,·tlH.'rland. and 8.1 pn rcnt in Austria. and in sereral 
otlwr countrit·~ it incrt•,bcd h) amounb ,·a r) in~ from 
uhout 2 lo I pC'r cent. On the other hand. its share• de­
dinetl in \ustralio. Canada. Dt•nmark and l\t•,1 Zealand 
Ii) sums rangin~ up lo about 5 pn cent. On I) in the 

nitcd lates did tilt' share of -.aving i11 dispo,-ahlt• 
income remain fairly conc;tont. 

The most important single factor acC'ounting for the•<' 
chnngr,.. in the proportion of inrome set aside as ::-aving 

ha-. u1•en thr. <lifTercnces among countries in the rate of 
gro11th in real per capita dispo,abl<• income. Attention 
ha!- alreudJ 1,,,t•n call rd lo the innuencc of thi" factor 
in explaining inter-coun1q difTrrenccs in leH'ls of 
household sa1 ing. Thne. it was mentioned as om• among 
st'veral n•uscm". but in n•lation lo relati\'e lrtnds in 
so\'ing. it has hecn of much mon• drri~i1e importance. 
Thi!-ca11 ht• t•lt•arly set•n from chart 1-7, ,1hich compare'­
tht rhan~1·-. Ill the shan· of housrhold :-a\'ing in disposa· 
hie income wrlh tht· rate,: of changl' in real per <'Opila 
dispo,ahlt• income. F'or r.,ample. in sud1 rapid!) grow· 
ing countrit"• as Austria and the !\ether lands. so, i11g as 

Table 1-17. Chan~<'"' in Levt•li; of Houi-cholcl Sa,in~. Household Di, posable Income 
and Income from Propcrtv and Entrepreneurship, 1950-1954 to 1955-1959 

(Pem:nla!?P) 

Ch,111!' i11 Uu1119t "' 
hu11•t wl,t di_,,.,,..,1,,,. 

(:o,mlr_v ,,ar,irrl) uu·omt 
(11.f J)U(l'n/t,gt 'ii I/roll 

,l,,mrllfr pnx utO 

rthcrland~ •. . .... 7.5 3.2 
\ustria ..•......•... 6.1 0.2 
Cermun) (federal Republic) •) - 0.6 -·' Belgium"..... . . . . • . 2.6 -0.i 
Frunct• . . . . . • . . . .. .... .... 1.9 1.2 
Lnitnl Kingdom . ... .. .. . . .. l.'i 

Orl\BY .••••••••.•.• 1.5 -!A 
S1\edcn ........•........... 1.3 -1.l 
Japan ..... ........ . . ...... 1.1 -0.6 
l nited State~ .... , .......... -0.1 -0.2 
Canada ..................... -0.5 -0.9 
DemnarJ..t• .........•........ -1.2 -2.9 
Ne\\ ZPaland •...•..•........ -2. 1 
Au~lralta .... .... ... ... .... -1.l -2.l 

S11urrt: See tal,11! l-1. 
• Thi~ column ho", 1he leYei of household sav­

in11 n• a pcrrenta11e of hou»ehold di~po,able inc·ome 

Jfo111rh11/d 1tning Cha119t i11 inrom, 
11, J~ff'mlua• of from propuly nnd 
di•ptmi/1/t inromt ,nlrtprrnrur1hip 

a1 prru11l<Jgt of 
/ .1,·f'l• C/.,,ng, lw,.,J.,./d inc11m, 

0.8 11.1 -U 
3.9 8.1 -2.6 

10.0 3.9 -2.2 
8.6 3.:i - 0.8 
3.6 2.6 -3.7 
l.l 2.1- -1.8 
8.1 2.·l -2.9 
5.1 2. L -3.5 

U.3 1.8 -6.0 
7.6 0.1 -2.2 
7.7 -0.7 -1.7 
9.8 -1.2 -3.0 

12.0 -3.:i -4.8 
16.3 -5.2 -5.6 

in 1950-195·1. and not, a~ other columns, the 
chan~e in le, cl between the t"'o periods. 

b Chan~e from 1950-195·1 I<> 1955-1958. 
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n proportion of inronw ha .. inrrea,..t•d. \1 h1•rt•u,., in -.uC'h 
r11u11trir, a, \11 .. 11ulin and :'\l',1 Zraland tlw ah 1·11re of 
a11 11p\\ard tr,,ucl i11 per capita real inc omt• lm-s ht•en 
LtcT11111pa11i.-d h) 11 tlrcline in tht! hare of sining in 
in,·omP. Thi,- n•lation.;hip. it 1118) he noted. j,. quilt> 
, onsi"lent \1 ith till' fart that in som1· eounlric,. such a:-. 
tlw 11itcd lute ... th1• share of ,u, ing in i11conw ha,.. 

Chart 1-i. R,•lation,ltip het\\'ecn AH•ra~c Annual 
Hat,• of Chanj!e in Rea I J)j.,posable lnconw per 
Capita and Chat1j!<' in Level of Household 'la\,in~, 
l'l,";0.}9.11 to JCJ.'i:i-1959 
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Chart 1-9. Rl'lation .. hip between Change in :Share 
of lm•ome from Property and Entreprenf'uri-hip 
1111<1 Chang1• in Le,el of Hou,eliold Sa\ ing, 1950-
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l''\hihill•cl a remarkably stable trPnd o\'t'r long period~ 
of time cl,...,pitt· lo11g-trrm gro11 th in real income. For, 
,, lw11 the ratt• of inrrt'a,e in real incom1• ha .. !wen rela­
tiH·I) 111oclt'rat1-. it, t•ff1•1·1 on ,-.:J\ing behadour has 
l<·nd,·d to lw 111·11tralized h) tlw ,tcady advance in con· 
~umption lewl,-, But \\ ht•n tlw rate of incrcnS(• in real 
int'Unw Im, het·n rapid-a~ it ha ... in a number of coun, 
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trie:- during tJw la:.l dt·cad1· or -.o-lll\'re has hcen room 
for an incrt>a:;t' m the ~han• of .,a, ing concurrently with 
a <'011ti11uing improwment in the -.tandard of living. 

It j ... oln iou,. howe•,cr. that diff en·nce-. among c.oun· 
trit>s in tht· <lcgrt.'L' to ,,hich the share of saving in incomt' 
has chungt>d are not "holl) a:,cribablt• lo rates of change 
in real incomt•. ,\nd thi:- i,, not loo surprising since. after 
all. tht·rc arc limit to ti)(' amount ,,hich mo,-1 people an• 
"illing lo sa,e no maltt•r ho\\ high the rah of f?rowth in 
their inrome. Thu:-. in a countrv ,, here thl• hitial ll'vel 
of ...uving wa~ alren<l) quite high. it would lw expt•cted 
that furth1•r increnst•:; would hl• modt·:-L CH'n if income 
rose rupidl}. But if the initial lewl ,,ere low. a fast 
puce of a<lrnnce in inrome might raise thl' lewl :,uL~tan­
tially. The initial shart• of saving in di ... posable incomt• 
,, hi~h obtained in 1950-1951 and tlw changl' in il!l share 
from that time• to I 95~-1959 are compared in chart 1-8; 
uml it is 1.•lt•ar that t!wre ts ~ome correspondence. The 
difft'n•nces among countrit•s in tht• initial level of sa\ ing 
may thuc; largely explain why :-ome countrie:; deviated 
from the a, era1w ex111·rience illu~trntl·d in chart 1 · 7. In 
the t•tlwrlands and the Unitl'CI Kiugdom, for example. 
tlw e,trcmt·h lo,~ lcH•ls of "a\111g in the initial period 
appear to hu~e contributed towards bringing about com­
parnt i\l'l y lnrgt• ir1<'rcas1':, in the share of ~a\ing in 
inrome n•latiH· lo the gro,, th of real incoml'. Com·er~cly. 
changes in the share of suving in the Fed1•ral Republic 
of Gt•rman, and Japan ha, l' been inflm•nccd b} the 
rt'lntiH·ly high lt•,el!'< of .. n,ing in tht• initial period. 

lt b of particular intere~t lo note that the increases 
in hotN•hold a, mg ha,e hl·cn uchicved despite a gen­
Pral dl•cline in the relative shun: of in<'omc deri,ed from 
proptrl} and entrepn•n1·ur:-..hip in total personal income. 
it is true that. as -.ho" n in c-hart 1·9. changes in the 
share of :;a\ing in income ha,e hel'll fairly closely ac;­
sociat,•d "ith changt• 111 the ,han• or income deri,ed 
from property and cntrl'prcll(~Ur:;hip. Thl' greate:-;L in­
rreaH'" rn su, ing ha\'t' lt·nd1·d to takl' place in rounlrit>s 
,dwrc the proportion of 111comt• from properly and 
f'ntrcprrnc11r~hip has cl1·clmed h·ast. For instanr1•. in the 

I therland". where the decline in tlw share of the latter 
J1J.., het•n much It• ... ,. than that in France, the· increast• or 
tlw ,hun· of -.a, ing ha t,•nded lo he gn•atC'r But the 
men• fact that the distribution of income has not changed 
in the direction ,\hich normal!) contributes to an in· 
crease in 11a,·ing would suggest that tlw increases in 
sa, mg have not rdlectt•d the "aving lwhaviour of high­
incom<· classes alone. In oth1•r words. the increases hal'e 
probablr ocrnrrNI throughout a broad hand or income 
l('\t'ls. 

\'\ bile lack of data 011 --aving by income group makes 
it 1mpo--siblt• to wrif y this hypothesis co11clu!!ively. the 
a\ailablc evidence . upports it. Thu,., in the United 
l\ingdom, sample surveys have !-!hown that, while di~­
saving had occurred in in,·ome uroup"- well above the 
mean incoml' lewl at the beginning of the nineteen fif · 
tie,. hr the middle of tlw deu1Je it" a-.. ronfitwd to groups 

belo,\ that le\eL Furtlwrmon.', though \\age earnl'r" a, 
a group had dis-,aH•d al thl.' beginning of the Jll'riod, 
they had begun to rontribute Lo total sal'ing h) thr 
midilll' of the pt'riod .=0 Similarly. in the Federal He· 
public of Cerrnany, the ,a,ing out of .. ma"-" incomes .. 
amounted lo only about :{ Lo I per l'Cnl at the beg11ming 
or thl' ninetren fiftie,- but has reaehed 8 to 9 per cent in 
more recent years.i~ uch rncreas<•s in saving among th<' 
!own income ~roup:, prohaLly relll'cls the gro,\ th of 
real \\ age,- beyond the socially accepted minimum levels. 
On<'r a certain ,,age-levrl has been rt•ached. nc" patterns 
of ron-.umption become po!--,ible and the moti\e~ for 
,a,·ing an· :-trcngthenrd hy !;Uch thing:. as the de:-ire to 
own a homt• or to purchase a car or some major appli­
anct•s. Tlris efTccL on ~aving ma} have bern e~pecially 
marked in countrir. ,uch as .\u!;tria, the Federal Re­
puhl ic of Cerrnany. Japan and the etlwrland-:. where 
the absolute level of real income of the great mass of 
the population is still relatively low.23 

Clrangt'" in the le,·el of both go,ernment and enter­
prr<:l' sa,ing ha,c. a~ noted earlier. generally been much 
le"s important in accounting for the divergent trends in 
total domc,.tic sa\'ing. Among such countries as Aus­
tralia. Canada. \'cw Zealand and the United tale". 
"here the total dome,tic !'aving declinrd or harely 
chan.,e<l between 1950-1951 and 1955-1959. the level 

O d . of go,crnmt•nt saving a a percentage of gro,s omesllc 
product also fell in ,·ar}ing degree (see table 1-18). 
On thl' other hand. in most of the countries ,, here total 
~aving ro~e. goVC'rnmcnt sa\'ing either cl1angt·d little or 
contrat'led quit,• <-ubstantiall). The Fedt·ral Rt•public of 
Germany was a major e,ceplion: here an increase in the 
level of government sa, ing contributed substantially to 
the rising level of total ~aving. 

The genrral absC'nce of an upwnnl trrnd in the saving 
of gt·neral goH•rnm1•11t hns been partly relakd to the 
lack of a markcd trend in the growth of government 
inve,..tmenl. Although go, ernmenl inve:;lmcnl has krr<led 
td ri"e ... omewhat in n•lation to total output :,inrc 1950. 
nont· of the increa~es ha, ht•en c;iznlile.H Consi.'qul·ntly. 
''O\ernmenl ha, 1.• noti:, (Tencrally regarded 1t as necr"sary 
~ . 
to raise th<' rate of government saving. At the same time. 
the trndency for go, ernrnent income' to inrrca ·e auto· 
malically in a growing economy has often been ofT!-et 

Set \1. F. Erriu and F. L Nicholson, op. cit. 
21 "let wage~ and ~alariPs and p:ovrrnment transfer~. 
.2 S('t Drut~cht• Bunde,bank, llonthl)' Report, vol. 12, No. 9 

(Frankfurt!. 
2~ The rcla1ive influpnce of the 1hrre ,·ariabl~ discu ,ed above 

on 1he trends in household ijaving can be c"limated by the method 
of com·lation analy,i . The partial correlation coefficients be· 
twten 1he change, in lhe ,hare of saving in income and the 
change, in the ihrre variable, are as follows: per rapita :eaJ 
di,po able income, 0-114; the initial !Pvt"! of hnu.ehol~ ~anng, 
-0.64; and income from propnty and <ntre1>renc11t,h1r, 0.50; 
thc multi pit· correlation coeff1ci1-nt i, 0.93: this is lo say that the 
inlluent·c c•f 1he•e variablt,, lakl'n logetl1cr, ha~ accuunted for 
ahou1 86 pt:'r crn1 of the chan11e, in lhe lel'el of hou~ehold saving. 

.4 Su United \atiot1', World Economu .:>uru:r, 1959, page~ 
12 lo 18 
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Tabh• 1-18. Change .. in Le,·els of General Go,ern· 
ment Saving, Dispo!-able Income and Commmp· 
tion. 1950-19.51 to 1955-1959 

(Pern·ntage of gro,s domc~lic prorlurt) 

Gro,, V11po,,t/>~ C:on111mp· 
,,,,.ing• inrom~ lion Cau,dry 

Germany (l'erlcral Republic) 1.1 
Dcnrn,1rkb. ...... . . . . . . . . . 1.0 
S"cdcn . . ....... .. ........ 0.7 
lk·lgiumb., .. . . . .. . .. .. 0.6 
United Kingdom . . . . . . . . . . . . 0.5 
Au~tria .. . . . . . . . . . . . . . . . . O. l 
France . . . . .. . . 0.3 
Nor" ay .. • .. . .. . .. . . . . .. 0.1 
New Zealand. . . . . . . . . . . . -0.3 
Unttl·d Stateb .... . . . . . . . .. -0.5 
Au•tralia .•............ . ... -1.0 
Japan ... .. .............. -1.l 
Cnnarla . . .. .. . . .. . . .. .. . - l.2 
Finland . . , ... , ............. - 2.3 
Nethcrlamb. .... . . . ..... -4.0 

Sllurri!: S<-c table 1,1. 

0.1 
2.3 
2.9 
0.1 

-0.9 
0.8 
0.3 
1.1 

-0.2 
-0.1 
-1.1 
-2.0 
-0.7 
-0.7 
-3.3 

• lndudinf!i depreciation where data are available. 
I, Change lrom [(}50-195-l to 1955-1958. 

-1.3 
1.3 
2.2 

-0.5 
-1.l 

0.1 

1.1 
0.1 
OA 

-0.l 
-0.9 

0.5 
l.i 
0.8 

hy tax reductions in re. pon~e to popular pressure,; and 
by the expansion of goH:rnment current expenditure. 

GoH·rnment dbpo~abl" income. as may be ~ecn from 
tahlt• 1-19, incn·ased suln;tantiall) het\H·en 1950-1951 
and 1955-1959 only in Au~trio. Denmark. ~orway and 
Swedt•n. El~cwhere it ~ho,, ed no ~ignificant change or it 
dt>dmed; lhr. clt•clinc was particularly large in the 
l\rthcrland<i. These difTering tn·nd'- !tave liecn influenc<>d 
b) changt· ... both in go,rrnmcnl net lron~fer, to the 
pri, ale !'Cctor and in ta\ revenues. Tran<-fers have in· 

crelbt'<I in almo'-l eYer) country, reflrcting the post·\\ ar 
movemt•nt towards pro, i~ion of more adequate social 
security coverage. The increase:, have been particularly 
morkt·d in wme countries ,, here coverage at the out:;et 
of the peri11d was rather limited. Transfer:-. howe\'er. 
have repr -,mted only a port of total social welfare 
ex pen<litun , and in -.ome counlrie:,, :.uch as the Scan· 
din a\ ian countrie-.. the expan-.ion in direct provision of 
.;ocial -en i,·~"' has also resulted in an increase in goYern· 
ment currrnt com;umption t•xpenditure. 

Sinl·e lran..:frr-, have risen every,, ht•re. difference!- in 
trend!> 111 cli posahlt• income ha,e been lorgel) dependent 
upon the n le!.- of growth in Lax revenue n•lative to out· 
put. But the behaviour of revenue from the variou:. 
taxes has difTered greatly. In most counlrie,;, rrvrnue 
from hou ... t·hold taxes has ri~n mainly as a re::,ult of 
increases in the ralt• and coverage of social i;ecurity 
contributions; other hou:;ehold taxe~ ha, e in faet been 
reduced ~ome,, hat in many countrie .... In Au~tralia and 
Japan. the reduction in pcr-.onal tax rates has been ei:,pe· 
cially impc,rlanl. In some ca~l':,. ho,,r,er. as in tht- Scan· 
dinaYian countries and the United States, the increase in 
revenue fmm other household taxes appear~ largely to 
haH· hren the outcome simply of the rising bets of 
individual monr} income,; at higher lewis of money 
income. th eff ('ctive rate of pen,onal income lax ri~es. 
t•ven thou~h ,-.tututor) rate,; remain unchanged. In con· 
tra,-1. reH•nue from <lirecl taxe on corporate incomei-. 
hus genernlly tl'ndt•d to declint• becau,.e of d('liberate 
govern met t action f.cnerall}. the exct•,s profit taxe~ im­
posed during thl' Korean boom have been ahol ishcd and 
mon• lilwral tax provbion,., such os the introduction 
of greater flexibilitr in depreciation allowances. have 

Table 1-19. Changes in Levels of Go\-crnment Oi1:>po1:1able lnc•ome and Components of Income ancl 
E,penrliture, 1950-195l to 1955-1959 

(Pcrcl'ntage of gross domestic pro1 ucl) 

D11po,nble Dirtcl /1i,;u Tndirttl Con,umplion of u=rnmml 
int0n1t of t,,u, N,t Otlitr 

Country goc,rr1· IIOUN- Corp<>l't•· miru11 lran•/tr,b intotr,,.. 
m~nl• To/til hold lion ,ub,idiu Toial Ciril l>t/tn•• 

Sweden .. .. . .. . ...... . .. 2.9 3.0 2.9 0.1 1.3 -1.7 0.3 2.2 l.9 0.3 
Denmark• . .. .. .. .. .... . . 2.3 1.2 1.3 -0.1 1.8 -1.0 0.3 1.3 1.0 0.3 
Norway . . . .. . ........ . .. 1.1 1.6 3.1 -1.5 0.9 -1.4 1.1 l.3 -0.2 
Austria .. .. ... ... .. ..... 0.8 -0.l -0.1 1.8 -1.3 0.1 0.4 0.9 -0.S 
France .... . . . .. . .. . .. . . 0.3 1.5 1.1 0.4 0.1 -1.2 -0.1 
Germany (Federal Repuhlic) 0.1 0.7 0.7 -0.l - 0.9 OA -1.3 0.3 -1.6 
Belgium• . . . . ......... . .. 0.1 -0.l 0.1 -0.2 0.3 -0.1 -0.5 -0.1 -0.t 
United States . ....... , .. -0.l o.:i l.2 -0.9 0.3 -0.8 0.1 0. i 1.1 -0.7 
~ew Zealand . . . . -0.2 -0.7 -0.1 -0.3 O. l -0.2 0.3 0.1 0.1 -0.:1 
Canada . .. • .. , . . . .. . .. .. -0.7 - 0.1 0.6 -1.0 0.5 -1.2 0.1 0.5 1.3 -0.8 
Finland . .•...... -0.7 -0.9 -1.7 1.2 1.7 
United Kingdom ..•... . .. -0.9 -1.1 0.1 -1.2 -0.2 -0.5 1.0 -1.1 -1.1 
Australia .. .......... , .. , -1.1 -2.0 -2.1 O.l 1.2 -0.6 0.3 -0.l 0.7 -0.8 
Japan . .. . , . . .......... -2.0 -1.l - l.2 0.1 0.3 -1.0 -0.2 -0.9 -0.4 -0.5 
Netherlands . ... . .. .... . . -3.3 0.6 l.1 -0.8 -2.5 -1.8 0.1 0.8 1.1 -0.3 

Source: See table 1-1. ns a deduction from f!O,ernment income, ,o that a minus ,il(n 
• Including depredation where data are available. indicatr, an mcrea•e in nrt tran,fer~. and comrr•el) . 
b Changes in net transfers are shown with a rever~al of sign • Chang, from 1950-195,J to 1955-1958. 
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ht•cn pro\idt•d. The decline•:,, in re\'enue from corporate 
laxc:-. ru, compared lo total output have bN•n especially 
marked in counlrie with rt'iati, ely high lewl,; of re\'­
enue from corporatt' laxes, such as Canada. the Unitt•d 
1'.ingdom anti thr Lnit<'d tales. 

Becauc:(' of the dilforing trends in reH•nue from housc­
hol<l and corporate laxe", it is not surpris111g that clear 
trends in total clin'rl lax re,enuc haw ht•en lacking. 
On the ,~hole, change- in revenue from houst>hold taxt>s 
lune lwen dominant. Thi" is t'sJWciall} evident in the 
in~tances where total revenue from direct taxe;. has risen. 
In some instancr .. ,,here total direct lax revt'nue has 
dt'cliiwd, changl:'s in rewnue from corporatr taxes have 
ul-.o been important. 

II is note,, orlh) that mo,t indu,;lrial countries ha Vt· 

r,perirnn•d 111c-rea~t·s during thr period in re,enue from 
indirerl laxes rclali\ic to output. Thi~ has been partly 
duP lo the• fact that. from timr lo time in rc>cenl ) car,-, 
rnnn) government:. h,l\c attempted to t•mplo) highn 
intlirer.t ta,es to rc-..train exCC''-!': dome:-tic demand. In 
~ome cas<•,-, tht• shifts in the pallt•rn of rnnsumplion 
1011 ,mis duruhlt',. and lu,un items which are mon• 
heavil) taxed haH" al,o hcen a conlnhutin~ factor. The 
\1·thcrlantb i, tlw onl) major t•xrt•ption to this gPneral 
lr1•1ul: l hl're. the GO\ ernmcnt. as part of its gt•nt•ral 
1·ro11omic policy. has reduced indirel'l ta,e,, an<l rai,:;ed 
suh-..idit•,, in an efTort to c•urb ,,age dt•nmnds. 

\ ... to the trencl:. in go,crnnwnt con:,umption. defence 
npt-nditun· as a proportion of gros, product has gener­
alh cle>cli1wd from Lht' verv high h•wl:,. reached durin~ 
the· 1'.orea11 hoom. ueh cleclint·, have hccn particularly 
noltt't•ahlt' in the 1-eclt•ral Ht•1wblic of C.crmany and tlw 
Unill'd l\rng<lom. in tlw former cast•. the decline has 
reflc•ctt-d a reduction in tlw :-hart' of occupation co:,l,­
hor nt• hy the Ft,deral H1·public. llo,\t>H'r. the rdatiH· 
rc>nlral'tion in d1•f1·nr1· e,p1·nditun· ha:, generally lwen 
im,ulhcicnt to olT-..l'l the ri-..ing lrc>11cl i11 go,ernmcnl ci,il 
rxp1·1Hlitun•. and Loht! c·onsumption ha, risen: the Fl'U· 
l'nll Ht>puhlir of Cerman:,., Japan and tht· l,nited h.ing· 
tlo111. hmw,er. ha,e ltPen majur exceptions. !'he hi1d1er 
l1•\1•I, of ch ii expt•nditun•. as imlicalt-d earlier. haVl' 
lit•t•n partly the outconw of increa,t>d ,ocial ,1elf an· 
lit•rwf1b. 

It is dear from Lhl' pn•ct'ding cli'-Cu~-..ion that no single 
furtor has dominatt•d Lill' ,a\ ing e'\peril'nc-e of goH'rn· 
menh in i11di,idual rountrit'-.. While in the more im­
port.mt irHance:; of 11 dl·c-li1w in tlw le,1 I of go\icrnmc·nt 
-..nving. a .. in Austrnlia. Canucla. Japan and Lht• \etlwr­
lancl,. u n•1luction in <li,po-.alile incom\' ha ... h1•en the 
domin,1111 factor. t·Xpl·ril-nrc \\ ith regarcl to incn•a,-,l'!- in 
th1• lt•\cl has h1•t>11 more, arit•d. In Dt>nrnark and \\eden 
till' ri,..,· in di,J1t>,ahle inrnm1· ha, been more• than t·nough 
to ulT-..1·1 tlw up,,artl trend in goH~rnml·nt ton,-umption. 
hut in thl• Fl•dl'fal Hepnhlic of Germ,111y. in -.pitf' of a 
.. 1ahl1· inrnnw in n•lution to gross produc·t, the Co,ern­
n11•nt hu, hl•en uhle tu uchi1·,e th1• largc<;t incn•a,-e in 

,a, ing becau:.e of a relative dl·cline in total ron!':umption 
e,penditure. 

No less than government saving. changt>S in the level 
of enlerprist' saving have shown little or no systematic 
relation.,hip with trends in total domestic saving. Among 
the countrit>s which hn,e expl'rienced increases in do­
mestic saving, the contribution of enterprise sa\ ing has 
been of crucial importance only in Japan.2 ~ But among 
countries where total domestic "aving as a percentage 
of gro,s domestic product has cleclincd or remained 
roughly the ,;ame, enterprise "aving has generally in­
creased. thus off..,etting in part the unfavourable trend 
in sa, ing of other domestic sectors. 

Changes in the le,·el of enterprise saving ha,·e, in the 
main. refit'cted rhanges in saving of corporations. Thi~ 
correspondente hetwePn movements in enterpric:r and 
rorporatt' !<a, ing is quite evident for the few rounlriet' 
for ,,hich data are a\'ailable (see table 1-20). The in­
crt"a~>.; in corporate gross sanng in many countrie,- have 
been accompanied by an up\\ ard trend in depreciation 
chargt•-... as cleprccialion allowances for lax purpo es 
haH• ht'en made progressively more liberal in recent 
year~. Increases in corporate depreciation charges have 
hern particularly markrd in Australia. Canada, Japan. 
tht' U11itPcl Kingdom and the Lnited Stales and have 
thu, played a dominant role in the trends of their 
<·orporalc gro,-!'\ :-aving. 

Tahl<' 1-20. Chaul!eS in LeveL of Enterprise and 
Corporate ·a,iniz, 1950-1954 to 1955-1959 

(P<"rcentage of gross <lome~tic pro<luC'l) 

Country 
Enl,rpri,e 

qro11 
.,lt'illg 

Japan . . . . . . . . . . . . . . . 3.8 
Au~1raha . . . . . . . . . . . . . . . . 3.0 
Canada. . . . . . . . . . . . . . . . 1.3 
Lnitetl tall',.. ............. 0.8 
l nited Kinl!<lom ........... . 0.5 
New Z.•alantl . . . . . . . . . . . . . . 0.1 
~on,ay . . .... . . . .. -0.3 
(!crmany (FeJeral Repul,lil·) .. -0.7 
I•ranre . . .... . ............ -1.0 

Sourer: N'P tahle 1-1. 

Corporut, 
gron 

•reing 

2.8• 

-0.7 

Corporal, 
nrl 

,uring 

0.7 
0.8 

-0.l 
-0.5 

0.2 
-1.0 
- 1.6 

0.2 
-0.l 

• Change from 1951-1951 to l9:i5-1959: induding deprecia· 
uon nf ~m t>rnment enterpri~e,. 

";'l,ot including depreciation of public corporation~. 

In mo .. t countrie,. tht> le,el of eorporate net ~aving 
ha~ rl'mained praclil'ally unchangt•d in relation to gro~,; 
product. Ho,, c, er, a!, !-hOMl in table 1-21, tn•nds in 
c·orporate net ...a, ing in relation to corporate mcome 
before taxl'" haw dilf ered \\ idely among countries. The 
combi1wd effect of change-. in corporalt- direct laxe:, 

! part from oth,·r factor, infiul'ncing the chanl(P, in enter· 
pri,t• ,aving in individual countrie,. the exceptional e~pcrimce 
of Japan in thi~ re,pect ha, li!'t'n partly due to its much larger 
uninrorporated ,mtcrpri,e ,t•rtor, whn~e depreciation charge, by 
~tatistical convrntion are int·ludrd here. 

_ j 
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and dividend payments on trend" in corporalt' net sa, ing 
i~ evident. Corporatt· 1lirect ta,c-. ha,c bet·n redUC'l'd in 
relation to corporalt: income in almo~I all the countrit'-., 
mainly as a result of the remO\al or r<'duction of 1·xc('-.~ 
profits taxt·s imposed during the Korean bootn. rrance 
has bl't'n the major exception \\here corporate ta,es 
have risen i:uh,tantially from a relatively lo" initial 
leH•I. In contrast to the trend in laxe,. tlwre has he<'n a 
markc1l upward tr<•nd in di"id<'nd papnenl"' h} rorpora­
tionc:, !'Xcept in France. Tbb factor ha, accountrd for 
tlw decline in corporate saving in relation to corporate 
inromt· in Japan. New Zealand. =',orway and the Unitrd 
talc,.,; in countrir-, such a,; Canada. tlw f rdcrnl Rrpuhlic 

of Germany. Finland and the Unitrd Kingdom, howeH'r. 
large reductions in taxr!, ha,·c enabled eorporalion~ to 
increa,,c net .. aving as ,11·11 as dividend payments. 

It is dear from the foregoing that neither enterprise 
<1aving nor govnnment .. aving ha,.. genrrally hren near!} 
as important as hou$t·hold ,..aving in artounting for 
£'11angl'"' in the lt>,·el of dome,tic :-a\ ing. And .. ince. as 
notrd l'arlier. it has ht•en the change" in domc--lic sav· 
ing which haH' dominated tlw trend, in the total supply 
of sa, ing ab::,orbed in dom~t ic im e-.tment. the chang<'" 
in the ~ll\ ing hcha, iour of hou"ehold, haH• dearly heen 
of ronc:idcrable importance. 

In "Orne countries. howewr, where thnc has been an 
Ufl\\ ard trend in ~uving lt•veJ .... not all of tht• increast: in 
domr,tic !'a\ ing ha:; li1•t•n ali:-orhed in dom6lil' in, l'~t­
ment. ornt• part has rellt>rll'cl an improvement in the 
external balance. A11d in other countric". tlw total ,up· 
pl) of sa, ing for clome~lic imc-.tmrnt has IH't'n aug· 
m1·ntPd hydra,\ ing on foreign ... a, ing. A, noted t•arlier, 
,,hilr the inter-countr) clilTcrrnr<'" in the lewl of total 
saving haH' hren little influenc·1·d by difTercncc:,; in the 
l1•vel of foreign "'aving. ,·hangt>, m foreign sa,ing ha\e 
been much mon• "'igni firant in relation to the change, 
in total ~aving. 

The chang1·, in foreign ,a\ing ,,hich countries ha,e 
e~pl•rienc1·tl an• tlw l'Ounterpart of the treml,, in thl·ir 
balanct'" of p 1~ ml·nt, on current arcount. For a numlwr 
of indu,triul countries. sub .. tantial in<·rea"'e!- in l'Xports 
of good:- ancl '-1:'r\ ic-e,. together "ith more r urnurahlt• 
LPrm, of tra<le. rc:,ultl•d in improH·mt•nt,.. in the rxtnnal 
halanc1• 1luring the nineteen fifties l se1• table 1-221. 
Outstamling t•xampll'!-< an· Au,..tria and the F1·dt•ral He· 
public of Germany . lmproH'mcnt, in e,tcrnnl halanct•,. 
it "ill lie 11! tt•cl. huve or·c·urred no lt-ss in som1• 1·01m· 

tril·, "hkh haH· dra\\n on forl'ign ,aving during the 
nim'll'l'n fifl , .... as a whole than in other countri1•s which 
ha,e been ,..upplit'rs of foreign "'nving. 

By l'ontra,t. in ~ome of th< primarr exporting coun­
trirs. notahl} Canada and Nc•w Zealand. Lhl' increased 
dependrnct• upon forf'ign ,aving has been influt•nt·ed by 
tht cleclim• in exports from the p1•ak lt•vpls ac-hic•\ed 
during tJw Kon·an boom. In Australia, although the de· 
cline in e,port,.. hus lit·1·n striking. it has heen more than 
ofl\et h\ an l'H'n sharp<•r decline in import!-. 

Th,· rhange-. in foreign sa\'ing ha, e neces~arily been 
matchrd h) idt•nl ical changrs in foreign e,C'hange re· 
:-erv~. ,hort·tNm a!'.-,rts and long-term capital flo,1s. 
\\ hen taken togt•tlwr. It ,, ill be recalled that in the t>arl) 
ninett•t•n fifti1·s. most industrial eountri~ of wc,-tern 
Europe wen• net recipients of official capital. largel) in 
the form o 0 rant;.. But thi,- flow has bet'n almost com· 
pletely n·ver,!'cl in n·cenl )C'ar:... As mav he !-Cen from 
table 1-22. only a few countries. such as Finland and 
the UnitPd tall' ... have experienced a decline in thr out· 
flo,, of offic·ial capital as a pncentagt• of gro,,:- dom~tic 
product. I I Finland. thi:- clecline has denoted the> l'nd 
of r!'parotion pa) ml'nts, ,~hile in the Uni1ed State~ it 
has ht•en inclicati,e of the "tabilization of forl'lgn aid 
at a some,, hat lower rate in relation to output than that 
in the earh ninl'leen fifties. In a numbn of rounlrie11. 
surh a:; Au~lralia. Austria, Denmark. Italy and Xorwa}. 

Table 1-21. Chan~es in Level;. of Corporate Income. and it11 Usc11," 
1950-1951 to 1955-1959 

CounJry 

Corporau iM"mc 
~Jo~ to.rr, 

(p<r(:f11J<19t of gro,1 
dc,m~l,c produrll 

Japan ..... . ..... .. ...... . . . .....•... 
Germany (Federal Republic) ........ . . . 
Australia .......... . . . ............. . 
France ..... . .. . . .. ...... . .. . .... . . . . 
Finland •. . .............. . ... . .. . . 
New Zealand ... • .. .. . ........ . . . ... . 
Canada .. .. ...•. .. ..... .. ... . ....... 
Lnitcd Kingdom ........ . .. . ... . ... . 
united States . .. . . .................. . 
Non,ay ... .• ..... . .. . .. . ........ . ... 

0.9 
0.9 
0.7 
0.1 

-0.6 
-0.9 
-1.0 
-1.0 
-1.3 
-3.0 

Dir,cl Ntl 
t,ut• l>i,idmiub 11tting 

-2.~ 
-9.l 
-1.7 

5.6 
-7.9 

1.1 
-5.1 
-6.2 
-2.6 
-1.l 

(pucr11tagr uf t,tJrporalt incomt 
bt/ort 14:re,\ 

2.9 
5.2 
1.:1 

-3.9 
3.9 
4.2 
1.1 
1.5 
4.8 
3.1 

-0.5 
3.9 
0.4 

-1.7 
3.9 

-5.1· 
4.3 
•1.7 

-2.2 
-2.0 

Source See table 1-1. 
• The corporate ~erlor indu1les pril'ate and pub­

lic corporation~. except for Au~lralia, Japan and 
the United States, "'here 11 inrludes private ror· 
poralion~ only. owing to lad, of romprehensi,e 

tlata on p~blic corporations. Corporate income is 
afler in,·c·nlory valualion adju~tment whrrever 
dola are a , 01lalile. 

t, lnduding corporate transfer payment,. 



C H APTER l. 'A\l~C l·OR ECO OMIC C.ROWTH 1, THE I'\'DLSTIUAL coL,TRIES 41 

Table 1-22. Changet1 in Levels or Forci~n avio~ Long-term Capital and Grunts, 
1950-1954 to 1955-1959 

(l'crceniage of !!ro•s dome~ti1• pr(lcluct) 

Er port, 
uf 11oodl 

,,nd 
,,.nict, 

lmporl, 
of yood, Pu,..,._iqra IAJfl9·ltrm N1pit11/ 011d IJNlft/1 

Suppliers of foreign sating 
(;ermnny (Federal Repuhlic) •. 
Japan .. . .. . ... . . . ... .. . . . 
Finlaml .. . ...... . ... . ..... . 

etherlands .•. . ...... . .. . . 
Sweden . .. .... . . . .. . .. . .. . 
l,nitcd State,- ... . . .. . ..... . . 

nited Kingdom ........... . 
Bt--lgiurn" . .. . •. . ..•...... 
France 

users of fi,reign sal'i11g 
"lorway . . , .... . ....... . . . 
Austria ..• . .•... .• .. . , . . , , 
Australia ... . , .... . , •. , , . , , 
Ital) . . . ...... . ... . . , ... . 
Canada .. . ........... . .. . 
Denmarl" ..•• .. . . .. . .....• 

ew uulaud .......... .. . . . 

oura: ~e table 1-U. 

6.8 
-0.:3 
-0.7 

1.5 
-0.3 

o.:3 
0.1 
4.5 

-1.1 

l.6 
7.2 

- l.9 
2.6 

-2.3 
:to 

-·l.9 

Note: For a definitioo of foreign 811ving, <er table 
J.2 aml page 20. A po•iti,e change in foreign ,.aving 
denote11 a ,;realer incrt•a,e in imports of good. 11n<l 
~ervices than 111 export~. or a smaller ,lecline in 
import~ than in e'.l:ports. Similarly, a positi,e 
rhange in long-term l'ap1tal and donation, denute,­
an increa•e in the inflow, or a decrea..,e in the out· 
flo". Data Jo not nece,sarily add to Lotols bccause 

the dt'cline in the inOow of official capital has bern 
partly offset by an im·rfased inflo,v of private long-term 
capital. 

FLUCTL \TIO'IS I'< S\\l'<G 

Since high levels of economic arthit) have generally 
bct•n -.ustaine<l <luring the po:,l·\\ar }ears, the prevail· 
ing problem in most industrial countries has b<'en how 
sufficient saving might be gent>rated to realize n high 
level of inveslmeut. I II some• countriei.. this problem h~ 
bN•n complicated by recurrent balance of payments 
dillicultie5 rt•flecling cxct•ssive reliance on foreign sav­
ing. Hecc•::-sionary lapses in the upward trend of eco· 
nomic al·tivit} ha\e, howc>vcr, by no means been absent. 
<\nd in a rt•cessionar) situation. the problem has ceased 
lo be one of releasing sufficient resources from con· 
sumplion lo meet invt•slment requirement, and has be­
rome one of raising the general lev<'I of effective 
demand. If, however. the saving behaviour of the com­
munity is not adapted to the changed economic situa­
tion. a pattern of beha\ iour that makr,; possible the 
realization of a high le\ el of inve:;tment \\ hen economic 
conditions are buoyant may trnd to aggravate a reces­
sionar} situation. In fact, of cour::.e, :;a\ing bt'haviour 
in the private. ccto~ of industrial countries does change 
in re:.;ponse to variations in general economic activity, 
though, as seen below, it ha'- not always been adjusted 

u11d .... ,IJf/ 
1treiu1 '""'' l'rfrol~ Offil!,ul 

5.0 -1.8 -1.8 - 0.2 -1.6 
1.0 1.3 -0.9 -0.1 -0.8 
0.3 1.0 1.3 l.3 
1.1 -<U -2.l -o.:~ -1.9 
0.9 1.2 0.2 0.2 
0.3 

2.3 
-0.8 

O.t 
4.8 

-5.1 
0.8 

-0.2 
0.8 

-3.3 

0.2 -0.1 0.3 
-0.l -0.7 -0.8 
-2.2 -0.6 -0.6 

0.3 

-1.2 -0.8 1.8 -2.5 
-2.1 -3.0 0.6 3-- .I 

-0.2 -0.1 0.2 -0.3 
-1.8 -0.3 0.7 -l.0 

2.1 0. 1 0.6 -0.2 
2.2 -0.9 0.1 -1.l 
1.6 0.4 0.1. 

of rounding. 
• Countne~ in i,ach itroup Jre arrung<'d in 

drsrending order of the ab~olute magnitude of 
furei~n •a\ ing as a percentage of gru~h dom1:stic 
pro,luct in 1950-195 k eHt>pl for France and ·e" 
Zealund "here foreign ~ann11 in 1950-1951 1,a;;, 
rc~pectl\ely, 0.1 and -0.l per cent of gros~ 
dome;;lic produl"l . 

h Change from 1950·195·1 to 1955-1958. 

in a direcllon that would exert a contra-cyclical influ· 
e11ce on a!'Livit). \1ore important, the "a\ing behaviour 
of government has usually berved, within the context of 
gl'neral el'Onomic policy, a-. a counter-cyclical instru· 
ment. 

It is lru<' that post·\\ar cyclical fluctuations in the 
industrial countries have been relativ<'ly mild and re· 
tessions ba\e, on th~ \\hole. been minor and short-lived. 
) et hardl) a :-.ingle country in the group ha!'! e~caped 
r,eces.~ionary tendt'ncics al one time or anolhfr. In the 
western European countries and Oceania. the recr~!lion 
in 1952 was largely an inventory readjustment follow· 
ing Lh<' collap. e of the horean boom. In l'.orth Amenca. 
"here curtailment of tlef ence expenditure occurred al 
a much later date. the n•ce~~ion did not orcur until 
1953/ 51-. Following a paiod of continut•d expansion in 
the mid-nineteen fiftie,-. many ,,cstPrn European coun· 
tries again experienced a set-bnck in growth around 
1958. In the case of the United Kingdom, howe .. er. the 
slackening in economic activity began as far back as 
1955 and lasted for almost three full years. In Canada 
and the United tates. the recession of 1957/ 58 was 
more prolonged than in mO'-l other countril's of the 
group; in these countrie full reco,ery had not yet been 
ac:biewcl \\ hen another rec~::.ion ::et in. 

The behaviour of the three broad components of 
dome tic ~aving and of foreign saving has exhibited 
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Chart 1-10. Annual Fluctuation~ in Total S,niug and Certain Component!', 1950-1959 
(Percentage of gro~s dome tic producu 
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Chart 1-10 ( contin11ecl ) 
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Chart 1-10 (continu<>d) 
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mark(•d lluctuations O\er the c·our:,e of th<' C) cit· in all 
countries. and diwrg1·nt patt<•rns of expericnre have 
often emcrg<·d among coun trfr,.. Iser rhart } . IQ). Of 
particular inter~!. how<'vcr, is the l>t'haviour of gov­
ernment saving, !-Lrtce it is tlw source of saving which 
i:; most immediately n•latl'<l to anti·q clical polic). 

In most rountries. fl uctuations in government !'laving 
haw exhibit<'d a contra-cyclical pattnn. trnding to rise 
an<l fall in consonance with the o~cillations in gl'lleral 
economic activit). 'll1is ha~ mainly nri,..en from thP fact 
that, un<ll·r tlw present fi,eal sy-,tems in industrial coun· 
trit"-. tax re\cnue and net trun,ft·r pa) mt•nb lo the 
privatt• ,rctor lent! to \Or) aulomaticnlly in rc•spom,e 
lo change- in dome.-;tic rrnnomic acth ity ( st'e chart 
}.l)). For example. <luring Llw rt'l'l'~sion in 1952. H ' V· 

t·ral go, e, nmenb expt•rienced a reduction in lax rc\"enue 
and an ir crea~ in tran,f t>r pa) 1m•nts: anti the const•· 
quenl drdine::. in go,ernmt•nt :sll\ ing t'Xl'rtcd a stahiliz· 
ing rlTel'l upon the tlomei.tic t-conomi<.',,. uch an effect 
was c:spel'ially notiteahle in Bt'lgium, Canada and the 
United State .... \\herl' the n•rt~sion wa<- relat i,ely more 
seven•. In the Unitt·rl State;., furthermore, change:; in 
governmt nt lax reH'nue ham been particular!} sensi­
ti , c to those in economic conditions. although the gov­
emmc·nt ,t·clot il:,t>lf may not he as largt• as in some 
we,tem Curopran countril's. Thi~ is part!} attrilrntablt· 
to Lht· hight•r ,hare of corpornte taxes in goH' rnmcnt 
in('ome in the United tall'"· ... int:c !-uch laxes have hecn 
cspc·ciall > ~cn,-itin· to c}clical fluctuation<-. In addition. 
the prucl ire of the quarter()' a,,.,e,sment of corporal~ 
taxt·,. ha£, eliminated much of the lag hetween rhangcs 
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Chart 1-11. Annual Fluctuations in Disposable Income and Consumption 
of General Go,ernment, 1950-1959 

(Percentage of gross dome tic product) 
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Chart 1-1 l ( rontinurd l 
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Chart 1-11 (continued ) 
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m income and changec: in tax paymentc;. By contra"-l. 
in man} \\C~tern Europ<'an countri<'~. this lag ha,; 
amounlt'<l to as mu<'h as one or two }ears. although 
n·<·cnt tax reform" in a number of cotmlries. in adopt· 
ing a pa\·l.lS·)OU·l!O basi~ for lax pu)menl,;, haYe gen· 
crally lt•nded to reduce the lap:-e of time. 

In adrlition lo automatic- thanges in Lax re\enue O\er 
the ryclc, changt•-. in trnn,fer pu) menb have al~o pla}ed 
an important rolt· in the cyclical behaviour of gO\C'rn· 
ment "a, ing. This ha.., h1·en f'speciallv true\\ here changes 
in the lt•vel of unrmploymenl ha,e bC'en significant, a., 
in the> United talcs, since unemployment compensa· 
tion i:; the most , nriable tomponent of transfer pay· 
mt>nts. In mo~t \H-stern European countries, howe\'er. a 
much larger proportion of go\ernmcnt tran!'f erc;. as 
compared with the Unitrd talcs. has bet•n in the form 
of family allowance." and p<'nsion~; and any change" 
in tlwir le\'el!< haH' not bl'Cn related to \'ariations in 
rurn•nl economic C'Onditions. 

In actual e,perit·ncr. ho,\e,er. the effect of automatic 
changes in in1·omr on go,ernmrnt c:aving during a re· 
cc,:-ion has often bt•cn :,lrengthcnrd or oJTsel Ii) other 
influenct•,. During the recc,sion of 1952. mo,,l \\ e:;tern 

European countries expcriencrd <leclinr~ in the lc\'"el of 
go\\:rnment sa, in~; the decline,, howe\l'r, \\ere ,ig· 
nificantly magnifi1·d by incrca,cd le,·els of <lef ence 
expenditure. \\ hich wert not an outcome of deliberate 
t•onlra,C)clical policy. In a number of counlrie,. thl' 
falling trends in go,ernmcnl income were even arrested 
by increase:; in taxes which had been imposed during 
the hr.ighl of the Korean hoom. Thr behaviour of go,­
ernmcnt sa,ing in the l,nitcd talt•s during l95:V51 
was also affected h) special influence, In :-pile of the 
automatic derlinc of go,ernmenl dispo,-ahlc inromc in 
the rrce,.-.ion. go'v<'rnmenl a< tivily ex1•rled. on ha lance. 
a contractionary inlluenre on the economy becaus<• of 
an ewn sharper reduction in def cnce expenditure. 

In recrnt year,-. ho,\CYer. goYernments. in,-tcad of 
rel} ing cxclu,iveh upon tlu' op<>ralion of the automatic 
stabilizers. have increasingly madt• use of a<lditional 
mea,ure., lo hasten the de,in•d changl's in gowrnment 
~aving. Thus, although the rrce$-.ion in 1958 was more 
moderate than the pre, ious n·ce:-,;ion. government 
conlra-cyclical poliC"ies generally were more , igorous 
and compreh<•n,,ive. ~lrasurt'!- to reduce taxe:;, for ex, 
ample wtre used in such countries as Au:;tralia. Austria, 
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orwa~ a11<l S"ecl1·11. \~ hilt· in ... ome i11 ... 1a11ct•:, tlw rc­
cluctior; ,,a ... 111•-.igned to lo,H•r total tax n·venuP. the 
d10ke of the kind of taxe:-. gc•ncrally had the dTt'rL of 
... timulating tlw 1•ronom) at -.1•lected points. In somt· 
1'11St"•, as in Dc·nmurk. ,,llt'rc retc'-sionury tt•ndend1•s 
ocrurr1•d in 1957. tax rdief to stimulate inH ... tmenl was 
accompanied b) increas1·, in indin·rl taxt•:-. to re:-.train 
COlbUlll(ltion. 

Dt•lilwrule Lax relief lo counlt'racl 1t•ces,-ionary tcn­
dende., has. howeH'r, important limitation,. l\lan) go,· 
ernrrwnt,- have bt•t•n rnther rt'luctant to rcdurc tax1·s for 
fear that the nen·,,ar) up,,ard n·adju,tmenl during 
the :,ub ... t•quenl n·t0\Cr} would prove too difficult. AL· 
lt' mpts to increa:-e govt·rnmcnt con,-umption during n·· 
l'e,,.ions haw al:-o faced limil,1tion,, Onct• an increase 
has Leen 1•fT1·1·ted. ,uh,-c<Juent rPduction,- may pro\c lo 
Lc difiil'ult. Furthrrmore. thl' impact of many of the 
mea!'.Urt'" de,igned to \'ary go\crnmrnl !'>aving has 
rm:e,,aril} hrcn ,omr,\hat cldaH·tl. parll) b<'cau,-e of 
the udmin i-.trati,e complc:..ilics im olvl'd in tht0 ir im­
plenwnlation; and .. onwtinws. cconomit• rontlition ... have 
rhanged more rapiclly than toulcl lot• fort'!-C('n \\hen pol· 
ic, was f ormulatccl. For in,-.tanre. CH'II in the ~ellll'r· 
la~ut.... where anti·r.yclirnl polir-) ha., hel'll \'igorou ... 1; 
pursued. the ucceleralion of tax collection. intro<lur,•d 
in 1951. had a major impact on go\ernmc11t .. a\"ing in 
the follo\\ing }Par when then· was n rc•ccs..,ion. and mo:-l 
otlll'r rxpansionar) measure, introdu,·1•<l to combat the 
reee,"'ion did not takt• <·ITct l until 195:t Again. ' in 
France. the sharp ri,1· in gowrnmcnl sa, ing in 1958 
\\8$ the rc,ult of longt'T·term fi,cal n·forms.2

'
1 

While chang<-:; in the lewl of gmernment saving are. 
in .;;ome degree, a matter of d<·liherate decision, the ~hort­
ll'rm Yariation-: in corporate sa\"ing are much more the 
cconomie con!-Cf(U<'llCe of the oi;cillations in the general 
Incl of activit}. It b not "'urprising. thereforl'. that the 
bt•ha, iour of rorporate saving is more closely correlated 
"ith nuctuations in acti\ity than is that of gon•rnment 
"-a\ing. But thi ... i, not only because corporate incomt' 
has bt•<·n particularly ,l'fbitiw to variations in the gen· 
Pral leH·I of Cl'onomic acth ity: there has al~o hcen a 
"trong tendency for corporations to maintain dividends 
in timc, of h'mporar) d1•cline., in income (s1•r chart 
1 · 12). The fittt that dividend disbur:,cments ha\"e gen· 

~o The present discussion centres on the role of ~aving as a 
,tahilizer. In a compn:hcneive analri· of the .,tahilizing opera­
tion~ of the go,crnml'nl, government inve,tment programme.. 
ancl mnneta11 policies •houlcl als., Le con,iden·d. Although major 
expcnditure5 usually rcquir1• lei;i lathe approval, go\l·rnments 
ha,e oCtt·n hern alill' to vary the roll' of expt•nditure or commit· 
mmt of mont"y already appropriated. In •ome countries, uch a, 
Ao~tria, Norway and Swedt•n, explicit provision has hci-n made 
fvr th•• Govemnwnt to incrca. e ime-tmenl expenditure during 
a rt.'Ce ion. In the L nite,l Kingdom, in order to lrt'ngthcn ib 
anti·qclir.al poliq, th,· C:11wrnment ha, rr,·,.ntly ~ought pow,·r 
to \811' certain tuc, 11 ithin spedfird rangt•,, by admini•trati,e 
ordt·r. Fur full,·r di,cu--ion of fi,ral and monrtary polkic,, see 
l nite,l Nation,, Economic ~urt:ey o/ Europe ill 1959 (~ale- ~o.: 
60.11.E.1). chapt,-r VI; Vnill'd :'.at ions, florid Economic SurVl'}, 
/9$7 ( ::>al, :\11.: 58.11.C.ll, chapter 1; Organisation for Euro­
pean Economic Co.operation, Europe and the lf'orld Economy 
( Paris, 1960). 

1•rally con<.ltlutt•d a relative!} small percentage of cor· 
porule inrom1• has pa1tly made this possible; but also, 
corporate liquidity in many countries, de!'.pite a down­
,1 ard trend in the po,t·\\ar } ea~. has gt·nerally hern 
high in tim,. of recession. The operation of the,;e factor'­
ha~ hern cl,·arly oh,;errnhle. for l'Xample, in the recent 
cxpt·ri1•11ct• of the United State,... where sharp dips in 
corporat1~ :-aving haw penodically occurred: thus, he­
t,H•en the fir,t quarter .. of 1957 and 1958. corporate net 
:-a, ing. ,-pa,onally adjusted. dt•clined from an annual 
rate of .. 11.1 billion to a low le\cl of S3.6 billion. 

Unlike 1 oth go\crnmenl and corporatt• <.a\ ing, the 
hehaviour ,,f household saYing during po,-t-war reCe!I· 
sions appear, to have bet·n highly uncertain. In the 
United State .. , hou .. c·hold sa,iug as a percentage of gro!IS 
dunw-.tit• product has Leen remarkably stable during 
most of the period under n·, it•w. In so far a-. fluctuations 
have tcntlerl lo hl' much smaller in household disposable 
inromc thE; n in total output. the "tahility in this per· 
crntagc du1 ing rrression" has been indicative of a decline 
in the ,han· of hou,..eholcl sa, ing in hou ... ehold disposahle 
inrom1·. However. it appears that during thP J 9(,0 
n•rt·<.-.ion, he share of hou,..ehold saving in disposable 
income te11dcd to ri. e: thi,- probahly reflected uncer· 
taint} about the outlook for an improvement in employ· 
tnl'lll opportunities. 

In cont ra t to the experience of the Unitecl Statl'c:. 
there ha ... been no t('lldcncy for household saving in 
relation lo gro,-. domc~tic product to remain -.table over 
time in most other industrial tuuntries. ~or has there 
ltt'l'II a rnn:,i,tenl pattern of hehaviour durin,. the course 
of thP cycle.u Thu<-, <luring th<· 1952 rece ... ,ion, hou'-C· 
hold sa\ i1 g as a percentage of gro:.-s domestic product 
die! not clccline in all countrie,. To !iome extent the lack 
of uniform lit·ha, iour in houst'i1old sa\ ing among coun­
tril', rrllcrtnl dilTerent reaction-. to the collap~c of the 
Korean boom. In some "f',tern European countries. 
the inut•a-.e-. in tlw It•\ el of household sa, ing marked the 
1•nd of tlw ~peculativc buying that occurred during the 
~orean b.Jom. In the Nelherlan,I,.. and the United King· 
d1i111. the iucrea!-'t", "ere al~, prompted by the abnorm· 
ully lo,, le\eb of :-a\"ing in lh<' earl) post-war years. In 
\u,tralia, household :-a\"ing ro,1• partlr as a r!',uh of 

the rr~tril'lions on import · of r.onsumer goods impo~ed 
prior to thc recc,,-ion. The uL,-1•nce of any uniform he· 
ha, iour i 1 hou,;d1old "aving ,~as again noticeable dur­
ing the recc ... ~ion in 1958. although tht• general 1·conomic 
,..iluation ,1a ... far more normal than in 1952. 

Tiu• ,Ji fon·nce-. among countrie,; in tlw hehn,iour of 
housrholcl ~a, ing haH· also hcl'n innuenced by the 
tlilT1•ri11g timing of purcha:-e:- of cons.umer durables. 
Owngt·~ in thc!'e purcha,c ... ha\"I' licen highlr volatile 

!7 Tlwr<' is ,nme l'\idt'nce that sill'ing of unincorporated enter· 
pr1-<•, whkh is inrlu,lr<l in household 511, iog, ha« lwha1·ed in a 
,.jmilar way to coql(1ratc ,aying. The cyclic-al pattern of ~a,ing 
uf farmer~ ha•, howc1er, ltt'en complicall'd b) the lack of corre­
,-pondc-1111· hetw,·en \'ariations in agricultural and gl'neral eco­
nomic activity. 
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Ch art 1-12. Annual Fluctuations in Uses of Corporate Income, 1950-1959 

(Percentage of corporate income before taxes) 
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Chart l-12 (cm1tin1u,cJ) 
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~ote: Cou'.ltrie, are arra'lge1 in de•cerdi11.; 'lr,ler of net corporate income hefore taxe~ a ... a perrentage of gro,, domestic produr.t, 
I I -1 95). 
l 

uncl a rrdurtion in the purrha!,r. of dural,lrs in prriods 
of n•rc,-.,ion has oflrn been ,-.nfficient to inrrea,-.e house­
hold ,a, ing. f urthermorr. in rountrie,-. ,,hr.re hirr­
purcha,e credit hu, financed a ~ignifiranl portion of 
thc-.e purchase~. contractual repaymrnts hun- lt•nded to 
raise the !Pvel of hou,chold .;a, ing during a rer~,-ion. 

In compari,on lo tlw other l'Omponent, of saving. 
fou•ign ,a, ing or. in other ,,ortls. tlw balanct• of pay-
11w11t!, on <'urn•nt arcounl has usually sho\\11 patticularly 
, iolt•nt llucluation!>, Thi,.. reflect:, the high degree of sen-.i· 
tivity of the foreign bnlanC'e lo c-hangcs in <lomc .. lic de­
mand. During tht• 1952 rece,,ion. the common experi­
ence \\ a .. an improvement in the balan<'e. While exports 
tend,,d Lo ri~e. import,; tendl'<l to fall a-. a rcc:ult of the 
,lackening dome ... tic demand. The change f rorn an im· 
port ,.;urplu · to an export surplu,. whirh "a!\ particular! r 
noticeahlt• in Au-.tralia. Belgium. Drnmark, the Nether· 
land, and lhe Unitt•d Kingdom during this period. had a 

:-.tim11lati11g rfkct on dome ... tic demand and counteracted 
rece,.,..ionary tendencies in the dom1·,til' econom). A simi­
lar improrement in the forrign halancr wa again experi-
1•nn·d h) mo .. [ countrit•, during the 1958 re<'cssion. The 
Uni1t•1l 'tales wru; pt•rhap" tht• one major t•xcrplion lo 
this ,·xpericnce ,ince foreign tra<le i~ not only lcc:s im· 
portant i11 it:, 1•conomr but ha-. oft<•n ht•t•n ,uhjeckd to 
the i111luc nrt· of c.p1•cial factor ... ,uch a~ the uez crisi . 
l'\toreoH'l, it-. foreign halance has been considerably 
u(ft-cted l,y autonomous movements in ~overnment 
grants ar d pri, ate ime,,tment ahroatl.:s 

For ~,mr countries. ho,H•\er. the role of fon·ign 
,-a\ ing ha~ lieen en"n mort• important in e:-.pan,-ionnr). 

:s It ma} he nott-d that hecau e the timing of the post-war 
liu,int'l,< cyc·I•·· in ~arious industrial countries ha$ not «·xactly 
coincitlc-d and hccau,c ~p,·r.ial circum~tanccs han• sonwtimes 
donunated the mim·ment of fon•ign l,alance, the cyclical imp'lrt 
,,f tht· indu<trial counlrit·s nn the payments position of the rrst 
of the wort I ha.., not l>t'cn as hevere ab otherwi ·e might have 
hem the ca e. 
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than in rece:-sionary, phase;.. of acti, ity. To a conc:idera­
ble e\.lrnt it has acted as a tcmporar) safety-, al ve for 
domestic imbalance. When dome;..tic demand for saving 
ha. risen rt·lati\el} to dome;..tic upply of sa, ing, for­
eign sa\ing has been dra\\n upon. Such saving. howe\'er. 
C'annot be incrca~ingly drawn upon for any e\.tended 
period of time, since this entails the reduction of foreign 
exchange resenes or increa-.ing foreign indebtedne,s. 
Foreign :,aving may thus prove to be a factor limiting 
m,~tment and gro\\ th. a· it has in certain countrit.>s, 
such as the United Kingdom. during recent year:-. To 
some extent. the lendenc) to dra\\ exce,;.sively on foreign 
All\ ing may haw rellcctcd inadequate c:aving from do· 
me.stic sources. But even where the supply of saving from 
domestic sources has been adequate. market trends in 
1·xpor~ and imports. together with autonomous capital 
mo,ements, ha,e sometimes been such as to place a 
serious stram on the external balance during expan· 
sionary periods. 

Undoubtedly, with the gradual liberalization of trade 
and currency restrictions. especiall} among the indus· 
trial countries. the link between domestic economic 
activit} and external balance has been strengthened. 
The fact that the external balance has not become a more 
,.e.-iou'- '-Ou.-ce of lirnitatiou on the dome5tic expansion 
of mo"-l of the indw,trial countries has reflected in part 
thl' ma .. siw official granl'- from the United Stales to 
thl'!>C countries in the early post-war years and the 
sizable outflow of gold in the latter part of the nineteen 
fifties. It is evident, however. that the United Stales has 
become increa:.ingly concerned with its foreign balance, 
and further improvement in the reserves of other coun­
trie!- hy means of a continued redi tribution of gold from 
the United tates has become less likely. It is therefore 
encouraging that governments in both countries with 
large payments :,urplu,-es and other countries, have 
bern giving serious con--idcration to ways and means 
that could increase the suppl) of international liquidity. 

The supply of finance 

In buoyant economic conditions "hen productiw 
capacity is being fully utilized, the level of investment 
which can be realized may be limited by the propor· 
tion of income which the community is willing lo save 
at the prevailing level of pricet-. Identification of the 
principal factors moulding saving behaviour in dif­
ferent countrie has formed the main content of this 
chapter. It is always possible, however, that the level 
of ime,.tment may aJ<;o be limited. not by the unwilling· 
ness of the communit} to refrain from consuming a 
proportion of output at prevailing prices, but by the 
inability of those enterprises or in. titutions which 
undertake investment activity to secure all the funds 
necessary to finance investment. An enterpri e may wish 
to mvc t in new capital equipment. but it may be un· 
able to obtain the finance needed for purchase of the 
el)uipment. Conceivably. if many enterprises were so 
placed. the aggregate le,·el of investment could be de· 
pn·~sed an<l the balance between total imestmenl and 
sa,ing would then be struck at a lower le\el. E,en 
though financial markets in industrial countries arc 
highly developed. the llo,\ of financial re·ource:; from 
sa,cn, to investors is by no means free of impediments; 
much financing of inwstment does not, in an} case. 
take place through the financial institutions that con· 
stitute the market in an ordinary sense. Thus, the prob· 
lcm of the financing of investment ha~ been of some 
importance in industrial countries because it has in· 
llucnccd the level of investment in particular indu tries 
or sectors. 

or the two sectors in the economy where investment 
acth ity is undertaken. namely, government and enter· 
prbe, it can hardly he <.aid that the financing of in­
vc~tment in the goH~rnment <;ector as a whole conc:titutes 
a problem, except in a rather special sense. While gov· 

ernmenl can obtain finance by taxation or borrowing, 
the supply of go,ernment saving available for the 
financing of inve~tment in the government sector is, as 
ha::. already been discussed, not simply related to in· 
,e!-lment pro~ramme,; but is the outcome of taxation 
an<l expenditure policy in general. In this sense, there­
fore. ime,-tment may, on occasion, be frustrated by lack 
of finance. 

When a number of years are taken together. however, 
it cannot be said that lack of finance has been an im· 
pediment to investment in the go,·ernmenl sector as a 
whole. Thus. a-. may be seen from table 1-23. in the 
nineteen fifties. total government saving generally 
pro\'ed more than adequate to cover go,ernment invest· 
mcnt. r n fact. govermncnts have generally had excess 
sa, ing, and. as noted earlier, this has been used in a 
number of countries to finance investment in public 
enterprises or c,·en in corporate enterprises. Nor is there 
any indication that those countries in which inve,-tment 
in the go,ernment ~ctor has been relatively large. have 
been faced with greater financial difficulties since sig· 
nificant amounts of excess saving are also found in 
these countries. Thus, among the countries. Finland. the 
'etherlands and Norwa) have achieved substantial 

exce,.s ga, ing in government despite high investment in 
thP government sector. The deficit in government saving 
in Belgium, on the other hand, ha~ not been due to high 
government investment. 

Despite the general excess of total government saving, 
howt·ver. many tedmical problem,- have been pre~nt 
in the financing of imestmcnt wilhin some subsectors 
of go,ernment. Much go, ernment inw tment, for ex­
ample. is undertaken by "-late or local authorities. and 
re:.trictions on the fiscal power of these authoritie:-; have 
often limited their investment. Thus, in most industrial 
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T .il,lc 1-2:3. Level of Im estment and E,re~~ of 
.. a, in~ o, c•r Im ei-tment of Geueral Gm ernment, 
19:iU-1959 

(Per, enta~,: of gru,s rlom1.,...,ti1• prn,lu1·1) 

,,..,.,,. f:rt't'II 
( ,

0ou11lry• ,'i«rinq mntL" ar1io1n, 

Japan• . , 5.~ 5.2 0 •) .~ 
Au,.,tralia 5.5 -l.6 0.9 
Finlan<l ., . ..... . . . 1:rn L5 8.5 
:'l!'llu-rland, ... .... .... 6.9 u '.!.8 
Nor'l'iB)" . 7. i :t7 :~ .. 
Canatla .. 2.<l 3.5 -0.6 
S"r<lrn . .. 4.9 :-l.2 1.7 
Ital)• . . . 2.3 2.6 -o.i 
Ge~man~ (Fc<l1·rol Republic) 2.5 5.2 

1111ed ~tatt:, .. . . . . . 2.5 2.:i 0.2 
Denmarl..d .... 1.1 2.0 2.l 
France ... 3.9 2.0 1.9 
Bdgiumd ...... . -0.5 1.7 -2.2 
Umted Kingdom . 2.2 1.5 0.8 

Sn11rre: N.-e tabh• l,J. 
• Countries art• arranged in dc~cemling order of le, el of 

goH'rnmrnl in"r,tmen l a" a pert entagc of i;ro,, rlome,1i1· 
pro,luct. 

"The•e tlata un in ,·rs1 men! b~ general ~overnmenl are not 
exarth romparalile 11111,,11!! cuuntnl'S, lnformalwn on the .Ji&· 
1riLut1on of imentorn~ b\ tvpe 1.f purcha,er 1• not a,ailal,Jt, 
for most coun1rie•. fhu•, h wns ncn·~•an to ma~t· rnugh e,11, 
mate of the irncnt(lri,. nf _gl'neral goH~rrunent 111 these roun, 
trir:s. Thi, ,,ak ,lnnt' by ar!.1trnnly 11-summg thttt the !!harl' of 
g,nernml'III 111 101al 111\l'lllone ~as 1nopo1tionul to its sha.r; in 
!Olal fi,c1•1l 1n,·c,tment. The error 111\0hed hcrc 1s not lar,w ,111rc 
111,cntory un·estmcnl u,cr thc )Cars•~ a rdah\'tl y mall poruon 
of total 111, • tmcnt. 

~ lf/SS.1959. annual ueragc. 
"1950-1958, annual a,era~c. 

countrit•,, with Llw notahle e:'l.t eption of the can· 
di run ian count rie:,. the .,tructun• of ta'l'.e, of local or 
!:ilate goHrnmrnts dilTrr:- ,ignifirantly from that of tlw 
c1•ntral goH~rnment. The hea,} clt·1wntlt·nC'e 011 proper!) 
ta,e, or local rate~ in u numl>t>r of countrit"•, for ex· 
amplt·. often doe,. not permit automatic a lju!-lmrnt of 
n·, en ut·~ ,, ith rising income-, and re,·i,iou,, of l,a,ic· 
rut,·, or rea.:,e~,mcnt of prop1·rty ,alut·:- are usually 
Jillicult to make. Moreo,cr. the nuthorit} to harrow 
mone} i~ usuall} ,c,erely limited. ~ometimc, hy con· 
stitutional provisions. 'l'ht•,c couc;idl'rations have bet•n 
particularly importa11t in area" ,uch 8" school construe· 
Lion \\hich often is traditionally a local or slate function. 

It i,. ho,H'' er. largrl) in th<· enterpri e stctor that 
tht· probh·m of financing ru-~umes importance. :,inc<' it 
i, thi:, ,1~tor which depend,. lira, ii y uµon financial 
markets lo serure the fund:, for inw,tmt·nt. Although 
the data on irn e,trnt'nl and i;a\ ing for thi, "ector are 
not exactly C'Omparable. o,\ing mainly to n·a~ons of a 
:-lnti~tical nature. it i:, clear that the entt·rprbe sector is 
u~ually the largest net horro,\er from other !-t'Ctors. 
The rough ordl'Ts of magnitud1• may he ,een from talile 
1-U. Further. thae is some evidence that the dt•gree of 
dependence on e:'1.lernal finance ha, varied \\ ith the 
lc,el of im·t",tment. In tho"e countrie, where enterpri~e 
irne.,tmrnt has been e...pedall} high ib deficit in ~aving 

ha~ al~o bt"n n·lativel) high: thi~ has been true. for 
t'\.amplt•. of Au ... lralia. the Federal Hepul,Ji( of Gt·r· 
man}. Japan and :\orwa). And, \\ hen· im e ... trnent has 
hel'n lo,,, the dehc it ha, lend1·d to be lo\\. a,. fo1 
example. in Belgium. tht• United 1'.ingdom and th1· 
Unitrd 'tall'"· 

Tablt' 1-24. Le,el of Imet-tment and Excei;, of 
"avin!! mer 111\estment of EutcrpriRe~. 1950-1959 

ll'errtntag,· of gro, dona•,tit- producr) 

(.ounlr",.. 

~OT'l\8) ' •• B.5 !!6.l -12.6 
Japand ... 11.;; 25.1 -10.6 
\u,.tralia . 10.6 23.9 -13.3 
Germany ll'e;leral . Repul,ii~) I0.5 2D -l0.9 
Canada. . . . ....... l 1.6 21.0 -6.l 
'{etherb,ul• 11.6 20.2 -5.t> 
Swed•n .. 12.2 17.9 -5.7 
Denmark• .. 7. 1 16.7 -9.3 
franr1· .. I LI 16.6 -5.6 
l nih"tl Stat :- . . 10.8 15.7 -l.9 
Bel1;ium• . . 10.0 l 1.5 -u 
l n1ted K.in..,,lnm I I.I JU 2-- .l 

So11m~: e table 1-l. 
• Counlri, .. arc urrani:etl in ,lt!l-<·en,lin~ onler uf le,el of t:ntcr­

pri•e inve 11ncn1 a a pen·Pnta~c 11f grus- dome•t1c product. 
b ln1e5lmr.11t b} public and 11riu1e f'ntrrpri e,, induding tha 

h) unmcorl' 1rall'd enll·rpn,e~ an1l i111e,tmc11t m prl\alc hou,ing. 
• 11150-1'158, annual aH·rage. 
d 1955-1959, annual a1crage. 

A simil:u conclusion appear" to emerge from data. 
-.hown in uhle 1-25. for a numht·r of countrir~ on tht' 
amount of extt-rnal finance ohlainl'd by corporat1011, in 
relation II their irne~tmenl. Exll'rnal finanet•. how1·ver. 
may not lw tN•d ,olt·ly to meet inw,tmrnl m·eck but 
mav al,-o l,f' u.,,,it for ollH'r purpo,es including the main· 
Lena11re of li1Juiclitr or ,urh pure!~ financial tran-.. 
aC'lions ns the a,·qui..,ition of finuncial assets. ThP i;hare 
of extcrnul finann• in inH"·tment doc ... not, then•fore. 

Tab),, l-25. External Finan<'e a .. '-;hare of 
Coq orate Im e~tment and Total Finance• 

(Pcrcentaiic) 

(:(>l.wlr:, 
Sh/Jr, ,,J ... .zt,r,ra/ 
Jmattrt in gruu 

fot'('tlmtt•t 

Japan .. . ..... . ..... .. .... . 
Canada. . • . . . ....•. 
Au~tralia .....•. 
rraure ... . . . . . . . . ... . 
German, I I't-'drral Republic) . . . 
Unitl'd ~ttte, . . . . . . . . . . . 

nitc,l Ki 1gdom . . . . ..... . 

91.2 
66.0 
6:!.5 
60.0 
59.1 
51.8 
19. l 

Shttrr of rJkrnril 
}lflilllU Ill loin/ 

Jiw111rr 

60.5 
51.3 
55.5 
38.5 
18. l 
37.2 
.'37.1 

Sourre: lli,ision of General Economic Re,carch and Policies 
of the n1 c,I atwn, Secretarial, ha t"d on nalional ~ourc . 

• Total finann• ,lt•notc, external and internal finance. Uato for 
the Federa Reruhlic of Germany and the l niteJ State, rt·fer to 
the a,eral(e 11 1950-1959; for Au,tralia, 1952-1958: Canada. 
1950,1954; Franl'(', 1950-1955:Japan, 1951-1959. and the United 
King.Jorn, 1950-1958. 
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nece~sarily reveal the relative importance of external 
and internal ~ources in financing investment. Thii- is 
again shown in table 1-25 where the supply of external 
finance is also e:xprc.•«sed as a percentage of total finance. 
And, on the whole, as may be seen, the ranking of 
countriC!i by this meru;ure corresponds to that obtained 
from the c·ompari'-on of the supply of external finance 
with in\'estment. 

No doubt, the relathe dependence on external finance, 
however, must ha\e been affected not only by the level 
of invrstmcnt hut also by such other factors as go"ern· 
mental fiscal policy \\ ith regard to corporate direct taxe · 
and depreciation allowances, the gro,, th of corporate 
income, corporate dividend distribution policy and the 
liquidity po!'ition of corporations during the period. 
The decline in corporate liquidity during the runcteen 
fifties, for in~tance, appears to have Leen especially 
markt:d in Canada, the United Kmgdom and the United 
Stale.'!. Liquid a ·sets in these countries from the early 
nineteen fifties to the late nineteen fifties fell by 10 per 
cent or more in term of rnrrent liabilities. 

It appears to be fairly clear, neverthelei-s. that. in 
countries with higher le\'els of in\'e:;tment in the cor­
porate or enterprise ,ectors, the dependence on external 
sources of finance has gen«•rall> been relatively greater. 
In such countries. the flexibility of financial market~ 
in meeting the financial r~quirements of varied indus­
triec- and firms has no doubt been put more severely to 
tJ1e te,.t than in countries where the corporate sector 
has been able to rely more· heavily on internal source,-, 
It may be noted, ho" cHr, thal reliance on internal 
,;;ources in the corporale sector as a whole does not 
nece arily imply that the problem of finance i,;; any 
less acute for individual concerns. For, though nu­
merous industriec; or enterprises may have large internal 
financial resources. these resource:. may not be made 
anilable to other industri<-s or enterprii;es. 

Among industries, although comparison is rendered 
difficult by the effect of their particular operations on 
their patterns of finance. there is some indication that 
the more rapidlv expanding industries generall} have 
derived a relatively high share of finance from external 
sources. This appear,- to have been the case in Canada. 
the Federal Republic of Germany and France. In Japan, 
however, some of the higher ~ro,\ th industries a ppcar 
to have been favoured by liberal depreciation allow­
ances so that their dependence on external funds has 
not been especial\} high. And in the United Kingdom 
and the United tates no "-ignificant difTerencC!- in the 
pattern of finance bt•tween the faster growing and other 
indu trie:; has been apparent; this has been influenced 
by the fact that their rate of growth during the nineteen 
fiftie,. has been relati\'el) moderate. 

While it i,, pos~ible for the faster growing industry to 
re-;tram dividend di!'bursrments in order to conserve 
funds for expan!;ion, such disbur:;ements have some­
times been considered neces'-ary for the purpose of 

attracting investors in new financing. Jn Australia, for 
example. these industries have artually pursued a more 
liberal policy of di\idcnd disbursement;; than the aYer­
age. In the United Kingdom. although the faster growing 
industries bavl:' on the average been more r~traincd in 
dividend disbur:,t'menls. the mo"t rapidly expanding 
industries have generall) pursued a liberal distribution 
policy. 

l f !'pecial problems may have bren associated with 
the financing of the more drnamic industrie-. the same 
<'an be '-aid of the financing of small firms. The finanre 
of investment in small firms has been a problem com­
mon to mo<.t countries. I l is well known that the lending 
rates applicable to -.mall borro,\ers ha,e usuall) been 
significantly higher than those to large borrowers. The 
reported rate,., moreover, have usually understated the 
differential between thosr charged to large and to ~mall 
firms since much of the difTerential ha" been hidden 
in such expenses a, '-l'T\ ice charges and minimum de­
posit requirements. Moreo\ier. as lending institutions 
u. uall y perform some function of credit rationing. espe­
dally during periods of tight money, the ,;;mall clients 
have generally experienced a higher rej~tion rate.20 

When the small borrowers have been forced to . eek 
funds from sources other than the regular financial 
institutions the cost has e\rn been higher. 1 t is for such 
rea:som, that a number of governments ha\'e paid par­
ticular allention to the problem of the finance of !-mall 
industries. In the United Kingdom. for example. the 
lndu"trial and Commercial Finance Corporation has 
specialized in loan and equity financing of small busi-
1lt's"; and in the United States, ~imilar facilitie-- have 
been provided by the Small Bu,inrss Administration. 
The inlluenre of thr'le :-pecial institutions has. howi•,·er. 
,wces.:anly been limited since their resources ha, e- as 
yet been :-mall in romparison \\ith the total rrquire­
ments. This ic: ec;peciall) the ra::-e with equitr finanre 
which small bu .. iness has found mo~l difficult to c:t•cure.80 

Several change:; in post-war years ha,e undoubtedly 
contributed towarclc; rendering financial market~ more 
flexible. For one thing. financial institutions themselves 
have been adapting to changing conditions. Thus. in 
situation· where the commercial banks may ho\e been 
reluctant lo extend credit. other financial inslitutionc:, 
such as life in:.urance companie ... have often !'merged 
a.:; alternati\'e sources of supply. This has in turn brought 
pressure on banking institutions to be more flexible in 
their lending policie.o;. A related trend has been the 
development of trade credit h} non-financial corpora· 
tions them elves. This development has had the efTecl 
of utilizing more fully the available liquidity within 

2v According to a survey conducted al the end of 1959 and the 
beginning of 1960 in the United . tat!'!', for example, over one­
half of the demands of the ~mall manufacturing corporations 
which needed lon1-term credit were not ~atisfactorily met. In 
contra•t, the proportion was only about one- evenlh for the large 
manufacturing corporations requiring long-term credit. Board 
of Governors of the Federal Reserve System, Federal Reserve 
Bulletin, January 1961 (Washington, D.C.). 

ao Ibid. 



PART I. 

lh~ t·orporalC' "eC'tor. :\1oreoH·r. il ha!- "omclime, '-er\'ed 
lo place the supt·rior borrowing f>O\\Cr of tilt' Jargt' 
corporations al th,• dispo,-al of ... mall firms. These firm" 
ha\'t' u~uall~ been either ,upplier, or cu,Lomer, of the 
large rnrporation" and ha\e. Lherefort•. lwC'n !'onsi<lered 
as essential to thl' effic-it•nt operation of the large cor­
poration,., them!-t'h<"· 

Such changt-s ha\ r no douht eontrihutcd tO\\ard ... 
increasin~ th1• Ocxibilit~ in the ,upply of finat1!'ial re­
"0Uf<'l'", In addition. ho,H•wr. go\'ernment, in ret'ent 
}t'ar:- haH• ddiberaLPly sought to inlhll'nce the flo,, of 
finance into different industrir., or arra, h1 a ,ariety 
of mea,ure,-. For examplP. in the FPderal Republir of 
Gl'rmany. <le-.pitt· iL.., rmpha,i, on th1• market t•<·onomy. 
till' financing of inve,tmenl in industrir!' n·garded a ... 
,trategic to gro,, th ha!- het'n a,-.i.,tetl U} the allocation 
of funds for im e<:lnwnt from "Pecial contributions a,; 
1,1·11 as b) special tax privilege:-. In such countries as 
France. Japan and Ital), \\here long-term de\'elopmenl 
programm!:"S haH· been worked out by the Government. 
<·orre,ponding financial measures have al5o been a part 
of thr programme. These measures, especially in France 
and Italy. have included direct financing by go,ernrnent 
agenci1•s a,; "ell as general fi,cal incenti \'C.... In the 
Srandinavian countrie". taxes or rebate:- on in,·estment 
1·xpt·n<lilurrs ha\e been seleC'l•\e ,o that industri!:"S con­
,idt•r<'d e-.,1•ntial ha,e u,uallr lwen fa, oured. Diff rren­
tial treatment of ind11:-tri1:s as regard-.. accelcrate<l 
il<'pn·ciation allowarwes ha ... lwen foirly ge1wral in most 
indw,lrial countrie:-. ln tht· United Stak .... for rxamph• . 
.tlthough differential treatmPnt of various l'ategorie, of 
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irl\ l',-tnwnt has not hern ,, ith•I} pra<'li,-1·d. difft.rencr-. 
an11111g irulu,-tri,.., in tleprt·ciation and depiction allo\\ • 
anre,- ha, 1• al-.o had imliret•I efTt•rl" on tht' patt1•1·11 of 
im t',tm1•11t ; and a rect"nl propo .. al hy the goH•rnment 
amounting to a ta, prhilege to tho-.1• firms \\ith a rrla­
tiH·l) high rate of ime,-tment ha, reOcctrd rurrl'nt con· 
r1·rn ahout tlw nced to ,-timulatP im e,tml'nt. e,;prl'iall} 
i11 the gro" ing inclu"trics. Further. in most C'OUntril"s, 
thr housin~ industq ha-. been ,ingh•ci out for -.pP<"ial 
a,,i:-;tanc1• and rontrol. In the• United Kingdom. for 
t"xample. a major proportion of d,,ellings hoq. until 
l'l'l'e11tly. I rt·n ronsll'lll'l1•d h) the publi<' sector itself. 
I II m11,t ol h1•r !'ount ri<• ... although puhli<" con,-truction 
lw- l1ee11 far le,-. important. a ,ignificanl .. hare of th<· 
,nun•p uf financ1• ha,; IH·t•n deri,ed from the public 
sector. In 11ddition. go,ernmrnt,. ha,e sought to regulatt• 
the pace o resi<lenl1al construction acti, itics b) change-. 
in the term of mortgage:,. !'uch as minimum do .. n­
payments and maximum year, of maturil). in aclditio:1 
to general credit a\8ilabilitit"-. l'inalh. it ma, !Je notC'd 
that man) l'OUntril·, ha,e madt' "fle;·ial pro~ision for 
financial a,,i:;tance to deprt>,. ... t>d indu ... trie" or area ... 
The rnoq con,pkuotl'· ca,.p of sul'h aid ha~ h1·r11 the 
regional programme .. in thr -.outh in l tal). :\lorl' mode.-.t 
forms of ref.!ionul a,-.h,tan1·1· r•rn ah,o lw found in Rel· 
gium. f'ranre. the 1\t'llll'rland~. l\ol\la) an<1 the nitcd 
King<lom. And 1•xamplt·-. of aicl lo drprC'-'led indu-.tric.>,.. 
lllU) b1· found in till' rompreht•nsiH• plan, to n·-equip 
the te-.:tilt• indu,.try in tllf' Unitt•d Kingdom and the cont 
indu tr) in Bt>lgium. and the finanC'ial ai<l for irn-e-.t­
ment in 1aih,ay, in th<' United State-.. 

Conclusion 

Experiente ha" dt·monslralt•d that the proportion of 
gro,._ product de,ott•d to invrstment i" "tntlegic in the 
promotion of economic gro" th. W erl' the resoun·e,,; of 
indu-.trial rountries not fullr employ,·<l. their rates of 
gro" th coul1I h1• improwd ,implr hy fuller utilization 
of exi5ting rapacity. But. 11incc high lnels of economir 
nctivit) han· gt•nerall} !wen maintained. the attainment 
of high rate:-- of gro~th has nece .. saril) turned upon 
the realization of high level,- of in\'(•,:tnumt; thi, ho, 
heen e-.peciully true of countries where lahour ,hortagt•s 
have tended to limit the pace of <•xpansion. Most gon•rn· 
ment~ han~ shm, n gro,, ing n·rognition of this nred 
and ha,e in fa, t tak<•n various :-teps lo promote inve-.t· 
ment during the ni111•tren fiftirs. 

If th1• level of i11vr,tm1•nt i" to be raised. however. 
it must he matl'hed by a corre:;ponding increase in 
-.adng. It i, encouraging that, among the indu-.trial 
rountric~ .... inC'e they po:-se~" more or les~ ..,imilar eco­
nomic sp,trm,;. a numhl•r ha,·e -.uccerdc<l in genrraling 
high level:,; of ._a,·ing in the past deC'ade. But this al:-o 
raise" the question of "hy ,a, ing in other 1·ountrie.:- ha" 
not been adapted to th<' arhie\rment of a hil!h rate of 
growth. 

Tht•rt• j.., no "imp Ir or clear-l'ul answer to this question. 
The ,.l'l of fore<', "hich ha,e d1•t1•rrni11ed Llw suppl) of 
:..a,ing d iring tlw pu,.1 dPcade ha,1· not only ht>en rom­
ple., hut haH' also differed in th<"ir rl'latiH' importance 
among ,. 1untric·-.. But it i .. at lea!"t not dif!it'ult to dismi"'s 
l'Crtain I o,-... ihlt· explanations of llw di!Tt>ring experienn· 
of countrie,. For one thing. \\hatrn·r tlw influence of 
the Ir, el of per capita rt•al incoml' on ,a, ing hdm, iour. 
this has 1ot hl'en decisiH• in acl'ounting for inler-counlr) 
difft•ren,·c-. in so, ing: incll't·d. the hight"·t lt•,el of ,aving 
has been g1•nernteJ in the poorc .. t of the industrial coun­
trie,-. :'\or haw higher lr1t•I ... of .. a, ing hern attained h) 
greater rclianrc on tlw inllationar} mediani-.m; inlla­
lionnr) pre:-sure~ and halanrt• of paym,·nl~ <liflicultil'" 
haH' ct• lairil) heen no It•,-. e\'ident in countrie- "hen• 
,aYing ha:- liePn low. In all countric,-. mort·owr, it i, 
till' don 1•-.ti1· e,·onomy which ha,; hern tht• pn·dominant 
sourc<' nf ,.a, ing. anti in none has the nttainmrnl of a 
high leH•I of ,.a, ing d<'pen<led ,ignifi1·anll) on rei·our:-t' 
to the :-a, ing of other rounlri1·,, 

The e, i<len1c of tlw ni1wteen fifties i.u~ge,-h that an 
imporlnnt t'lt•ment in tht' realization of high le\el~ of 
"aving has been sa\ing hnhih in the househol<l ~ector. 
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'fht· distrihution of inrome among high·incom<' or low­
incomc group, is uruloubteclly influential in determin· 
ing the proportion of income ,,hich the community is 
,dlling lo '-t-'l asidt' as savrng. But il is striking that the. 
,a, ing habit"- of the community as a \\hole han.• also 
been significant!} afft>ctt'd h) high rail's of growth in 
hou,.,chold income. Moreo\er. the lendenc} to ,n,·e more 
wh<•n inl'omc is rising rapidly has per,isted en•n though 
tht• lo,1t·r·ltlcome groups ha,e shared more than pro­
portionately i11 the t•xpansion of total inrome. It 1s 

certainly true that a number of other factors have also 
moulded ... avin~ habit,: the agt· t'Omposition of the 
popu lation or the spread of home owner,hip arc ex­
amples. But thr t':\ 1><•ricncc of the ninetct'n fifties dors 
afTord qupport for th1• h} pothe,..is that high ll',·els of 
investment. through fo,lt-ring high rah•:, of gro,1 th in 
income. may haw fa<·1litated tht• realization of higher 
le, t•ls of ::.a, ing in tht· hou,-ehold sector. 

The eviden<'<' c·oncernin!! the contribution of the enter­
prise sector to total ~a\'ing is murh lee., conclushe. lt 
is quite clear that it is gem•rally the largc.~t ~ingle source 
uf :,(I\ ing. thou{!h thi!- partly reflects thl' statistiC'al con­
vention that praclicalh all the clepreciation chargl's of 
till' cconom) an· included in cnterprbe sa\'ing. DPpn·· 
<·iat1on chargl•:, themseht•s are a major source of gro,..s 
.. a,·ing in all countrie:-: and it mu:;l not be forgotten 
that technological ,Hhantes br,·ome embodied in the 
rnpital ,toc·k as much through T{'placemt•nl of depre­
ciate1\ as:,,ets as through the cn•ation of 1ww a;.sets. \\ hile 
depreciation mks are largel) n latl'd to the size and 
,tructun• of acrnmulated ph) .. ical a. ~cb anti then·fon· 
reflect pa"t investment. rather than present sa,ing. 
decisions. it is true that there is a large element of 
con, en Lion in corporate practice as rPgards depreciation 
rharges and that thl' fi,_cal policy of goH•rnment in 
d<·fining depredation allo,1 ance, for purpo,..es of tor­
porate taxallon can therefore alf ecl gro .. s saving in this 
!-Cttor. 

The role of gO\rrnment in afT('cting the saving he· 
ha,iour of the cornmunit) is of e:;pccial inter<~!-l. In 
the modt'rn t•ronom}. goH·rnment policy and markl·t 
forc1•s an• irwxtricahly inten,o,en. and policy. in '-Ome 
degrt·P. aff et'ls the t>conomk deci,,.iom, of almo:;t all in· 
dividuals and t•ronomic entitil':- in the rnmmunit). 

The most immedialt· impact of go,ernment on the 
ll•vel of total :-a, ing has been throuµh ib 0\\11 direct 
contribution as a sa,er. It 1s of sona• inll•rc:-t that the 
countrit's \\ hich have arhie, 1•cl high le, el:. of total sa\ ing 
ha,c usually bt•en able to generah• a large amount of 
s:ning in th<' gonrnment ~rclor ru; well a .. in the private 
sector A high IP1el of ,a\ing by thl' go\ernml'nt has. 
moreover, generally rt'Aectcd a rclati,·cly high level 
of la'-. ren·nue rathl'r than n low le, cl of C'Onsumption 
expenditure. Where tax rc1 enu(' has been high but 
sa,·ing hru been lo,\, it has bl'cn defence expenditure 
rather than civil expenditure that ha" limited sa, ing. 
And a rt' luti\'Cly large volume of tax revenue has been 

indicative not iio much of a greater degree of progression 
in the :.tructure of direct taxes as of a higher effective 
rate of tax at both higher-income and lower-income 
le,·els. 

From the point of vie'"' of policy. howewr. the imme­
diate contribution which government can make to a 
higher level of sa1ing through modification of its own 
role as a sa,·er is subject Lo practical limitations in the 
industrial countries. On the side of expenditure. a large 
proportion of the resources available to go\ernment has 
heen absorbed by defence expenditure in some coun­
tries. And, in the gro,1 mg economic:, of today. the need 
for continuous e::.pansion of public service!- render any 
reduction in the share of total output absorbed in ch il 
rxpenditure extremely difficult. The ahilit) to expand 
revenue ma} also he limited by a lack of correspondence 
uet1H•en tax rate:; and yields. Although government 
revenue could possibly be raised still further. there have 
been cogent argument~ of a social as well as of an eco­
nomic nature against increasing the tax burden. If the 
burden falls hea .. ily on the lower-income groups, there 
b generally a conflict with the objecti,e of more equal 
distribution of income; but if it falls mainly on the 
highrr-income groups. ineentives to \1ork and Lo sa,·e 
may he adverse I} aliected. Go .. ernments ha,e, therefore, 
generally avoided drastic change in the tax structure . 

Of much more general importance is the indirect in­
fluence on the :-aving beha, iour of the community which 
go,,ernment can exert through the innumerable "pecific 
instruments at its disposal. In early post-war years. the 
direct controls e\ercised hy gcnt•rnments o, er supplies 
of com,umer goodq. particularly those importt>d from 
abroad. inlluenced household saving by restraining 
private consumplion. In more recent years. such re"tric· 
tions have large!} bern removed, though imports of 
certain com,umer durablt·,, such as motor-car~. have 
sometimes continued to be controlled. More important, 
with the rapid ex.pansion of consumer credit. goH!rn· 
men ts have increasingly ~ought Lo influence its avai 1-
abi lity and terms. In a few countries. notably the United 
1'.ingdom. consumer expenditure has abo been inAu-
1•nced through changes in purchru;e taxes, although such 
changes may sometime:, have impeded the orderly ex­
pansion of some of the leading sectors of the economy. 
In some countries. additional reliance has heen placed 
on changes in broader types of consumer taxes or suh­
sidil·s, such as turno,·er or sales taxes. EfTorls have al!:'O 
been made to encourage household saving by the off c·r 
of direct incentives to save: among these ha,e hcen the 
provision of attractive tax-free interest payments on 
small sa\'ings. and measure, lo broaden participation in 
life insurance and pension plans or in the ownership 
of !>hare,,. A particularly noteworthy feature has been 
the encouragement of home ownership '-ince home­
o,, ner,, through repayment of mortgages. Lend to save 
more. 

Liberal depreciation allowances, a .. noted above, have 
been an important influence in raising corporate sa\'ing. 
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Such ffil•asures haH· also U<'en u,-ed lo t'ncourage the 
grow th of t>lected ind u;.:trie,,. In some countries. cor· 
porate saving hm, been stimulated through lo\~cr rate:­
of taxes on retained profit!!. Th<' incrt·ase in corporate 
'-a\ ing, hO\H'\·er. may have been. lo some ex.tent. offset 
hy lower personal sa\ing a, a re!mlt of smaller dis· 
trihulion of corporate profits. Ina much as a significant 
portion of the distributed profit.., may Le expected lo bt> 
reimested, certain government, havt> pro\ided tax in 
centi\es for distribution of profits in order to stimulate 
the growth of the capital market. 

The many spPcific measure:.- availaLlt• to go\'crnment 
to encourage aving can untlouhtedly ha\e a cumulatiH~ 
effect on i,aving habit-.. In the final analr,,is. however. 
it must be rccogniied that the proLlem of raising the 

lt·,e>I of ;.:a\'ing cannot be i,olvcd by the offer of specific 
inducements to save alone. Saving and investment are 
but two aspects of the more general problem,, of bal· 
anced economic growth. It has been seen that. in -.ome 
countril'S, for example, the tendency for disequilibrium 
in the bal&nce of pay menll, to emerge when domestic 
economic activity accl'lerates, has reacted ad,·er--ely on 
inve tment and growth. And this has nol been solely a 
problem of balanced domt-stic gro~lh. but has merged 
into the larger problem of the supply of international 
liquidity. The experience of the nineteen fiftie-.. in fact, 
suggests that where the constraint imposed on dom~tic 
acti\ity by the need to proteC'I the t>x.ternal balance has 
been le'-« "evere, the con<.trainl placed by saving on in· 
\'CStment has also been lessened by the realization of 
high rate:. of domestic economic grO\\lh. 



Chapter 2 

SAVING FOR ECONOMIC DEVELOPMENT IN THE 
UNDER-DEVELOPED COUNTRIES 

The role of saving and investment 

It is self-evident that Lhe acute poverty of people in 
under-developed areas has its source in extremely low 
levrls of productive capacity. And of the labour, natural 
re!-Ources and capital that combine to determine produc· 
tive capacity, it is the -.tock of capital that is in great~t 
want. While the stock of capital accumulated in indus­
trial countries over the decades is large in relation to 
the population, it is sltll very mall in under-developed 
countries. The task of raising levels of living in these 
countries thus, in large mea:;ure, re:;olves itself into 
the problem of capital accumulation. 

The crucial role of investment in the economic growth 
of under-de,eloped countries wa di cussed at some 
length in the World Economic Survey, 1959.1 The Sur­
vey observed that the rail'~ of economic growth attained 
br indi, 1dual countries have been clearly related to 
their levels of investment; and this relationship is again 
illustrated in table 2-1. The highL'st rates of growth have 
generally occurred in countries where the proportion 
of output allocated to investment has been relatively 
large ; similarly, in countrie' experiencing low or mod· 
crate growth rate- the level of investment has tended 
to be comparatively small. ~everthdess, as may be seen, 
the relationship has not been verr close. There are some 
countries which have grown rapidly de!lpite the mod· 
erate proportion of output devoted to investment; and 
there are others which have grown slowly notwithstand· 
ing rather high le, el · of imestment. The fact that the 
relationship between ime-tment and growth is only 
moderately close is not, of coun;e, unexpected, for the 
le\'el of inve;tment is but one of the determinants of 
economic growth. Another important factor has been 
the growth of efTectiH• demand in relation to the nature 
and amount of undcr·utilized productive capacity at 
the beginning of the period. Thus, in countries where 
under-utilization of capacity was considerable in the 
early nineteen fifties, the growth in output was greatly 
f acilitnted through a fuller employment of idle pro· 
ducti,.e capacity. An especially important in lance of 
greater utilization of cap:H·ity is to be found in the case 
of the export sector. In the under-developed countrie , 
where foreign trade is particularly important, the stale 
of export markets has exerted a strong influence on 
growth rate:.; a vigorous demand for the exports of a 
countrr has stimulated the growth of employment and 

1 United Nations, World Economic Survey, 1959 (Sales No.: 
60.ll.C.l) . 
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output. while sluggish export markets have depressed 
growth. And in so far as the expanded supply of ex­
port:, has been achie,·ed through a greater utilization 
of existing rewurces. the additional capital rt:quired for 
the increase in output has been reduced. 

Other factors have also influenced the relationship he· 
tween investment and the rate of growth. Countries have 
differed considerably in the extent to which there have 
been improvements in the techniques of production, the 
introduction of which ha" required a minimum of new 
investment. Moreover, the pattern of investment has also 
had a considerable influence upon the rate of economic 
growth. An undue emphasis on a particular sector. or 
disregard for important sectors. ha,- on occasion re· 
tarded economic activity as c,eriou,-ly as a lack of essen­
tial raw materials. For example, a failure lo provide 
power. communications and other necessary infrastruc· 
lure facilities has at times been a deterrent to inveslment 
in other fields. 

Important as these additional factors are, there is no 
doubt that higher levels of investment arc crucial to the 
acceleration of economic growth. And while many prob­
lems certainly confront under-den•loped countries in 
the appropriate u. e of new capital, their greatei;t prob­
lem arises not in the allocation of investment but in the 
securing of additional productive resources for invest· 
ment. Without these additional resources, higher levels 
of investment cannot be realized. 

In view of the wide·spread under-employment of 
productive resources in under-developed countries, it 
might at firti-l sight seem that greater inve:;tment should 
not be too difficult of attainment. But the under-employ· 
ment of productive resources which i::. a characteristic 
of under-developed countries has its roots in the chronic 
disequilibrium inherent in the structure of their econo­
mies; and it is broadly true that resources can only be 
more fully utilized as the causes of disequilibrium are 
gradually removed. 

The sources of such disequilibrium are manifold. 
Though labour is usuall} in plentiful supply. for ex­
ample, it may not be practicable to utilize it more fully 
to meet an expansion in inYe ·tment demand because the 
complementary resources necessary for production are 
lacking; or even if the complementary resources, such 
as tools or machmery, are available, the manpower may 
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Table 2-1. Rate of Growth of Output and Rela­
tion hip between lmestment and Output, 1950-
1959' 

CoonJry 

Rak 
o/ 

groulh 
in UNJII 
dun,-,tit 
produd• 

( pcrc,r,lago 
p,,r 

annum) 

Jamaica ............•.. 
J._rael. ......... .. 
Trinidad and Tobago . 
lra'l. . . .... . 
Venezuela . . . . . . . . . 

Grt>ccc ..... . ...... . 
Rhodesia ancl N\a~alancl .. 
China (Taiwan) :.... . . . . 
Burma . . . . . . . . . . .. 
Mexico.... . . . ....... . 

Brazil .. . ......... . 
Co-ta Rica ........ . 
Philippine~ . . . . . . . . . . . 
Turke) ...... . ........ . 
Panama ..... . 

~lalta ....•..•.. . 
Spain ............ . .... . 
Guatt•maJa . . .. . . . . . . . . 
Puerto Rico ... . 
Congo . ....... . , .... . . 

ypru, .. .. .... . .... . 
Korea (Rt·puhltc of) ...... . 
Union of Sou1h Africa ..•. . 
Ecuador ......... . 
Ghana ..... . ... . 

Colomhia .. . ... . 
Thailand . 
lndone~ia ..... . ........ . 
Portugal. . . . . . . . . . . ..• 
Chile 

Honduras . . . 
UAR (Egypt) ..... .. ..... . 
India . . . ............ . 
C..,) Ion ..... . 
Tanganyika 

Argentina 
Morocco ... 

12 
11 
9 
9 
8 

i 
7 
7 
6 
6 

6 
6 
6 
6 
6 

5 
5 
5 
5 
5 

5 
5 
5 
5 
5 

5 
4 
1 
4 
I 

l 
3 
3 
a 
2 

2 
2 

(;,w, 
d,;r,11,lit 
e,1pit,,l 

formation 
01 

ptrtmlugt 

n/ ''"' Jom,,tic 
pro,Jurl• 

21 
:!6 
21 
15 
27 

l';' 
29 
17 
19 
16 

16 
20 

9 
1-l 
12 

22 
18 
12 
20 
26 

19 
13 
23 
ll 
11 

18 
16 
6 

16 
10 

15 
12 
8 

11 
17 

20 
16 

I nrrrmtnfol 
ropit«/-oalpul 

rulio~ 

2 
2 
3 
2 
3 

2 
4 
3 
3 
3 

2 
1 
l 
3 
2 

3 
3 
2 
t 
6 

5 
2 
4 
3 
3 

1 <I 

4 
3 

1 
I 
2 
I 
8 

12 
11 

Source: Di,i,ion of General Economic Research and Policie• 
of the Ur111e,I Na11nns Set·rt'tarial, ba,r,I on Jata from Mall~tical 
Office of the Unile,i Nations, fearbt,o~· uf :Vational Account 
Statistic• nod from national source, . 

• for the followine countries, the perrod Jiffer, from that 
stated: Burma, [CH9 .10-1958/ 5(} (fiscal )ear,, ending in Septem­
ber): Brazil, Me,rco and Panama, 19'.i0-1958: HonJura•, 1950-
1957: Ira~. 1%l).}Q56 ; India, 1'150 51-1957/ 58 (fi,cal year 
beginning III April); Puerto Rit·o, l<J50/ 51-IQ51J 60 (fi,cal )t>ars 
beginning in July); C);ru~. IIJ51. t95'J; Argentina anti TrinidaJ 
an1. To~ago, 1951-19;,8:.t\R (Egypt), 1951-~'.~56: .~ort,u&al, 
19;,2,19:,9; Morocco. l<l.,_.1958; Thn1land, 19:>~·19:.,: <.htna 
Cfaiwan), Jamaica, Rrpul,lic of Kort·a uml Union of South 
Africa, 1953-1959: I rad, 1953-1958: Malla, Rho,bia aml 
NJa alan,I and Tani;amika, 1%1-1059; Greet't', 1951-1958; 
Spain, 1951-1957: Ghana, 1955-1959. 

For lnclone,ia, ~le,rco anJ the Philipp111es, the data are bnsl•J 
on gro•s national product; for India, they are based on net 
national product at factor cost and net dome,tic capital forma, 

lack th,, trai 1ing and ~kill to u~e them. Again. a higher 
leH•l of im e,-tmcnt expenditure ma) not bt· fra~ihlc 
brcau-.1· the t•mplo) m1•n1 of additional labour rai:wc; 
demand for •vage·goods. not ab I). food; and an increas,•d 
suppl) of food ma, not be forthcoming. :'.\lore than 
an) othl'r ... rtor of production. agriculture in under· 
de, dopl'd r·ountries is u:-uallr lca!-t adapl«'d to the 
requin·mt·nl-- of 011 expanding economy: primitive 
mt•thods or production and antiquated systems of land 
O\\ ner:-hip, in particular. combinc to ob:-truct the re­
!-ponshene--, of output to market conditions. Y el another 
in,tante of rhronil' disequilibrium is the untnlPgrated 
state of an under-developed econom) : hecau:-r of inade­
quate Iran-- >orl and tommuniration facilities, the man} 
local mark ts ,, ithin the econom) ma) be relativdy 
i--olated from ear•h other. each mark<'l being unrc»pon· 
-.he to e, e11b in the other~. 

The cl1·r enb of chronic di~equilibrium inherent in 
the rconornie-. of und{·r-dcvcloped countries are the 
primar) n•a-.on why the-1• countries are particularly 
prom• to irillation. De~pile the un<ler-emplo} mcnt of re· 
:-.ourre-., output oftt•n rtspond-. only ,,eakl} to increase 
in drmand. Addition, to in\'eslml·nt <leman1l may thu-­
fail to eH•ke an e,pansion in output but may rather 
hrina pre:,,ure on the leH•l of domec;t1c prices or on 
the external balanc<>. In Lhe.:e circumc;tance,-, unlc,-.. tl1e 
additional inn·~tment <leman<l can be met through a 
corre--ponding ill'1erioralio11 in the external balance, a 
highn It.', el of ime,tmenl can be realized only if the 
u1rnard mo\ement in dome:-tir prices cau-.es a redis· 
Lribution of income in fayour of the higher-income 
groups. Sine c thr:-e groups Lend to sa, e a larger propor­
tion of their irwomPs. the higher leH·I of ,a, ing in the 
economy will then rel Pase resourcl.'s to satisfy Lhl' in­
crcast• in ime--tmc•nl demand; nnd a higher le,el of 
im e,,tm<'11t can be realizP<l. :,;o les, than in indu,trial 
countriCE ho\\ r,·er. Lhe allainment of a higher leYel of 
im e--lmenl in under,drreloped countriei: through the in· 
llationaq mechanism brings undr:.-irahlt· consequenre ... 
I n<lt•rd. in 1he-.l' rount1ies. since per t·apita incomt' j,. 

already r t \t'r) lov. le\'d-.. an} fall in real inconw among 
1he poor r l'la----t-:,; ma) ha,e particularly :-e\en· liOcial 
and economic c·on,equencb. 

It is true that inflation has ht•en a major problem con-

lion. Capi al formation data for Tangen, ilea. Thailand nnd TurLe) 
ri,;du,le c 1anµe, in '-locL. . 

h The rate~ of ,rro\,th in gro, dome,til· pro,luct fienerally 
refer to annual compound r.llt'• for the pcnoil from t 150-1952 
to 1%7-1 J59; but "here the period j, hurter, a\erag,·s of only 
two terminal ve,1r have l,e,·n u•eJ. For calculat1t1n l)f growth 
rate anti im·rem,•ntal cJprtal-output ratios, all ba,ic tlata \\'ere 
expre~,cd in con~tant prrce, , lnl·remental capital-output ratio~ 
han· bet'u cnlculute.l Ly tlividrnp; the --hare of gro s fixeol rnvest­
ment in J;_ro, dome-.tic product bv the annual rate of gro" th in 
gro• ,lome ... tic proJ uct. • 

< In current price", ~ince thi, i, a more appropriate concept 
for tuJ~ ing the source, of finandng o[ invr.,,tm1·nt. \ ,imilar 
prorrdurc ha, heen follo\\eil in ralculating ,avmg ratio, in sub­
~e1uent 1able~ in the pn:,1•n1 chapter. 

Cakulate.J from the ratio of gro,s fixed im·e,;tment to gro,s 
domr~tic product in current price •. 
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fronting a 11umllt'r of undl'r-dt·,,·lorH·d <·01111trit>:- in tlw 
11inde,·n Ii flit•:-. I I i:- nut lo he inft•rred. hoM•\ er. that 
i11flatio11 has g1·1wrall) ht en a11 important fador in the 
:1d1it•\C•nH'nl of high lt•H•I:,; of ~ • .H i11g. \\ hilt·. as ma) he 
'-t't'II from churl 2-1. annual ralP" of growth of 5 pt•1· 
< l'nl or 111ort' ha\C been alluined in a ft·\, co11ntri1·:- \\ ht•r<• 
the degree of inflation ha-: bt•t·n con ... iderabll'. for the 
umlt•r-d1•H•lu1wd counlrit·~ a:- a group. tlwre ha, bt•t•n 
no rn11si,-tent rt•lation,hip lwllH·t>n inllutiou and µ.rO\\lh. 

Chart :!-1. Rela tion:-hip beh,eeu Ratp of Growth 
in Rt•al Output uncl J'rict· Chan~e, 1950-1952 to 
19.57-1959• 
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I 

JO 

Ch • 

• l-or n•rtain ,liffcrence~ in time period and ,·unc-cpt,, sl'I' 
foutnott•, to table 2-1. 

As in th~ in<lu,-trial rountril'!-, the differing rxpcrience 
uf undt.>r-tlt·H·loped rountrie:- ,lith regard to the le,el-. 
and tn•nds in ime:,ltncnt and saving \,hkh Ll1t'\ ha,e 
urhit'\Cd i,, not ,imp!) n.plainol,le in term, of their 
n·lia11ct> on the inflationan mccl10ni,m. But. in contrast 
to the indw,lnal c-ountri~. tliH·rg,•m·r,, among under· 
de\'eloped <·ounlrirs in lht' l1·vel and trt'J1d of the total 
,uppl) of ,a, ing haw not heen rl'latt-d :-o exdusivrl) 
lo tht• beha\ iour of dom~tir saving. As \\ ill lw !it't'n in 
tht• follo\,i11u page .... fon·ign sa, ing has bulked lllUl'h 
larner in the expt•rienct• of und<'r·de\elopc·d counlrie:,. 
As \\ ill al,..o l,e ,-1·cn. ho,,,., n. ,a\ ing lll'ha\. iou r in tht· 
donw,tit· t'l'o11omr has heP11 far from uniform. 

lt j,, the purpose of this chaptt•r to analy~t· the fartor,­
n,·l·ounting for tht• di\ ergent ex perit•nn· among under-

dt·H·lopt'd cou11tril', in th,· h·H·l a11cl trt>11d of ,a, in!? 
in till' 11irwtec11 liftic:-. I:ad1 of tlw ,t•, Pral so11r1·e-- of 
,a, ing i:- thu,-. di,ru,,etl ,eparnt1·I). 

The groupi11g: of tht> ,-ources of ::-a, ing into tlw hou,e· 
holtl . e11lt•rpri:-1•. gm t•rn11w11l and fou•il!n st•ctor, i:-. lo 
:-0111e extrnt, arhitran. fur Lhl' 1lt•dsio11,- lo <·011;.ume 01 
,-a, c that are lah.en i,; t•ac:lr of tlw:-1· :-ettor, ltavt' Tl'J)l'f· 

l'U'-sion" on sav iug heha, iour in tlw otlwr ::-cl'lor,. I I mu,t 
at...u IJ<· rccogniwcl that there are 'l'H·ral important 
f al'lor,-. ~ud1 a:- tlw export expt•rir11<·1· or ._,age of ill'· 
I elopmmt of cuunlri1·,. that lra"e :-igni ficantly in llut·n1·1•d 
,aving in all st•rtor:, of t11e economy. t\t·verthelt•,s, analy· 
,i,, hy tht .... c broad da,-,e, of sa,ing is illuminating ,i11C'r. 
tlw prore,-.es through "lrid1 :-a, ing ha, lll'en shaped 
in tlw ,,c,eral ;.eC'lor, haH' general!) heen <lbtirwti,el) 
clifi't·renl. 

Thi.. point h, mo:-.t oln 1ous in Lht' ca,-.e of foreign 
l'apital. \\hich ha:- ht•1•11 an important ,ourct· of ,a, ing 
for ill\e ... 11111•nt in the under-dewlo1lt'cl co1111trie, during 
the decadt•. For \\hilt• till lt·,cl of pri,ate rapital llo\\ 
ha,- het•n mainl) dt•tl'rmint><l lir lilt' natun• of com· 
modi ties exportetl and tlw ,tal,!e of lie, elopml'nt. tlw 
flo\1 of puhlic fund, has ht•t•n alfct"ted lo a largt• ,·,tt•nt 
hr politirnl and othc:r ron,id1·ration,. Public t·apital 
flo,\:- hnH'. in fact. lt'ndt'<l lo lw related lo relatiw in· 
,c.,tmenl nct•d:-. and ha, l ' llt'en larger a:; a proportion 
of gross produt'I in till' lo,\Pr-inconw rountric:- than in 
tho,1· al a mon~ a1h anccd stage of cl1•1 t•lopmenl. 

Dumt•:-tic !'U\ ing. c·on"'Hlercd a" un aggrl'gatl'. has 
h'rnll·tl to ,ar} mainl) \,ith export experienrr, and al:-o. 
lo a minor dt•gn·r. \\ ith pl'r capita income lc\.ek llo" · 
t'\l'r. the- le, el of dome:-tit· sining has al!'o be,·n :-ig· 
nifi,·antl) affected l,y other factor;,. The saving of s;ov­
t•rnmcnt,, for example. ha,, im•, itahly rt·fll'Cted their 
polil'it's \\ ith respcl't lo public expc·mliture and rl'l"enue 
programme": again. a ,ignilicanl dt•lt' rminanl of hou,-,•. 
hold :-a, ing ha, ht•e11 th<> distribution of income het,\et•n 
wage~ and property and t•nterpri,<· incomes. 

The goH·rnmcnt '-t'Ctor j,.. perhaps th,· most striking 
instance of the extent to ,, hich deci,-ions takt·n in om• 
part of tlw t•ronomy alf ,•ct Lill' bdia,iour of -.a\ iug t•lsc· 
,,hen•. Thu:,, go,t>rnnwnl ta, and t•:-.p1•nditun· polirit·~ 
han~ heen important in d1•t<'rmi11i11g the lewl of ,a\'ing 
in tht• corporatt· enkrpris1· and hou~hold :-ector,-. Cor­
porall' di\ icll'nd policie!- 1iro, idt• anothn important ex­
ample of the inlerdq>endcnce of decisions ,,hich affect 
,a, ing. \\' hi IP a librral poli r.y of tlistrihuting <lividends 
\\ ithin tlw tlona....,lie rco110111y redures c·orporate sa, ing. 
it may bt• off set b) highn levels of hou-..ehold inl'ome. 

Th,· ,..tudy of the f :wtor:, accounting for di!T erences 
in the ,a~ing lcH•I,. of fore 1gn and clonw,tic st•ctors with 
\d1ieh lht• 1·haplt•r opens provides a point of departure 
for tht• ,ubsc·11uent examination of trends.\\ hile. !!Cner, 
ally. the same rronomic forces are found lo at·count 
for trend,- in sa,ing as for le,·els of sa\in~. their influ­
rnce is re, cu led in a dynamic context of de, elopments 
aff rtting trade, inconw and institutional factor ... I'inally, 
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il is recognized that the failure to u,ie available :-aving 
efficiently ha" adverse!} afTected the pace of economic 
growth in some countries, and that. if saving is to make 
a maximum contribution to progrei'c:. efficient means for 

channellin1; it into a broad range of investment outlets 
are needed. For this reason consideration is also given 
lo the problems encountered in its allocation among 
alternative u. es. 

Sources of saving 

In the under-developed countries, although their need 
for high rate:- of economic growth i,- greater, the total 
~uppl} of saving available ( or domestic investment, when 
expre.,~d as a percentage of gross dome;;tic product, 
has often not been a~ large as in most industrial coun­
tries. This con!'.titutes an important difference between 
the two group:s of countrie and goes clo·e to the heart of 
the problem of under-development. 

The gap between the two groups of countries in their 
rapacity for self-sustaining growth i,-, however, reflected 
not only in their different levels of c;aving but also in 
their different patterns of saving. It is a mark of the 
under-developed eronomie that not all the total supply 
of !'a,·ing availablt• for investment ic; generated within 
the domestic economy. Whereas a number of the indw­
trial countriec: are major ,ource::; of saving for the rest 
of the world, mo!-t under-developed countrie,; rel} upon 
foreign !laving to auitment domestic RUpplies I see table 
2-2). It is also !-ignificant that, as compared with indus­
trial countric", the rnrious groups of income recipients 
~ho are clas-.ified under the heading of unincorporated 
enterprises appear to be of relatively greater importance 
as a source of '-a\'ing in the under-developed countries. 
Again, depreciation charges in the under-developed 
areas are generally a much smaller proportion of gro s 
product; and the. e charges accordingly contribute less 
to gros saving. It i, quite po-:sible that this may, in part, 
Jenote differences in depreciation practices between the 
two groups of countrie-. But it i more probable that it 
primarily reflt•cb fairly obviou differences in the truc­
ture of production and. accordingly, the compo ition 
of the stock of depreciable asset:;. Since agriculture ac· 
<.'ounts for a larger part of total output. a much smaller 
proportion of the capital tock in under-developed coun­
tries is made up of industrial assets with a relatively 
!<hort life, such as machinery. and a much larger share 
con!-i.:ts of slowly depreciating a'-Sets, !'-uch as buildings. 
road,.., railway. or dams. 

It is thus clear that the broad differences between 
the industrial and the under-developed countries in their 
pattern of ,aving are reflective of fundamental struc­
tural and imtitutional differences in the nature of their 
economies. When the under-developed countries are 
considered a., a group, the several sources of saving have 
differed in their relative importance as compared with 
industrial countrie:,;; and the!-e differences in the pattern 
of saving have contributed to the difTerences in the level 
of total saving. 

However, the broad differences between the two 
groups of countries should not ob cure the fact that, 
among the under-developed countries themselves. there 
has been considerable diversity of experience as regards 
both the le\el and the pattern of saving. Though the 
total supply of saving has often been less, there are even 
a few under-developed countries where it has been as 
high as that prevailing in some industrial countri~. 
The rangt of variation in the level of total saving has, 
in fact, been considerable. In Rhodesia and Nyasa land, 
Venezuela, Israel and the Congo. for example, the total 
supply of saving has exceeded 25 per cent; this is in 
sharp contrast to the low level of about 10 per cent in 
Ceylon, Chile and the Philippines.2 

Were there only small variations among countrie.s 
in the total . upply of saving, these mighl perhaps be 
ascribed primarily to deficiencies in the data. There is 
no doubt that the measurement of saving in the under· 
developed countries can. at be~t. yield only rough orders 
of magnitude and that small differences among countries 
may not be of any economic significance.3 But, since 
diff erenc1!S have been large. it b. evident that they must 
have been mainly the outcome of economic forces-modi­
fied, undoubtedly, by governmental policy. 

There. · s no 1,ingle economic force or aspect of govern­
mental pi>licy to which the di verity in experience can be 
traced. Rather, there have been diff erence:s in the com­
plex of forces and policies, not only as between coun· 
trie~ with high or low levels of saving, but also among 
countri~ with similar levels. A~ noted earlier, the total 

2 Total •upply of saving is the sum of depreciation, net do­
m~tic sa~ing and foreign saving. Depreciation i the provi ion 
fbr tht current value of wear and tea.r, obsole11ct>nce and acci· 
dental damage to fixed capital Net domestic saving is the sum 
of the si.:rplus of incomings over outgoing in the current 
accounts of government, enterpriqes, household and private 
non-profit institutions. Transfers o[ the household and govern· 
ment stttors to or from the rest of the world are excluded from 
the incorre and expenditure accounts in estimating the saving 
of the!.!f' sectors. Foreign saving is the deficit in the balance of 
goods and services; it does not include current tran~{er:; to or 
from the rest of the world. 

3 u-rtain limitations of the data on which the analy is in this 
chapter is based hould be noted. National account statistic 
are defici •nt to the extent that countries follow different valua· 
tion methods. Coverage of the non-monetized sector, moreover, is 
often limited. In view of such shortcomings, ~mall differences in 
magnitudrs among countries cannot be considered significant 
Tim caution applies with particular force to saving data, some 
of which are estimated as balancing items in the national sectoral 
account . Estimates of international flow of funds which are 
derived from balance of payments data are deficient to the 
extl:'nt that they exclude re-inve ted earnings in a number of 
case!\. It ~hould also be noted that these estimates refer only to 
the recorded items and that "errors and omissions" are often 
large. 
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Table 2-2. Le, eJs of Foreign and Domestic Saving, 1950-1959" 
(l'ert'entage of gross dom!'l!tic product) 

Cou11/ry 
Total •upply 

qJ ,cmn9 

Rhodesia and NyaQaland ...... ... 29 
Venezuela . . . . . . . . . . . . . 2";" 
Israel .... . . . . . . • • . . . . . • . . . . . 26 
Congo . . . • . . . . . • . . . . . . . . . . . . . 26 
Trinidad and Tobago . . . . . . . . . . . . 2 i 

Union of <;;outh Africa ........... 23 
Malta . . • . . . . . . . . . . . . . . . . 22 
Jamaica ....................... 21 
Puerto Riro . . . . . • . . • . . . . . . • . . . 20 
Argentina .•..... , . . . . . . . . . . . . . 20 

Co:.ta Rica ... . . . . . . • . . . . . . . . . . 20 
Burma ...... . . . . . . . . . . . . . . . . . 19 
Cyprus ............ ..... ....... 19 
Spain.... ....... .... . ..... . ... 18 
Columbia . . . . . . . . . . . . . . . . . . . . . . 18 

China (fai¥oan) . . . . . . . . . . . . . . . . 17 
Greece.,...................... 17 
Tanganyika ... . . . . . . . . . . . . . . . . . 17 
Me,ico ... . ........ .... . .. ... . . 16 
8ra1jJ......................... 16 

Thailand . . . . . . . . . . . . . . • . . . . . . 16 
Morocco ..... .. .... . ....... .. . 16 
Portugal . • . . . . . . . . . • . . • . . . . . . 16 
Jlonduras . . . . • . . . . . . . . . • . . . . . . 15 
Iraq . . . . . . . . . . . . . . . . . . . . . . . . . 15 

Ecuador...... . . . . . . . . . . . . . . . . 11 
Turkey .. .•.. . .. , . . . . . . . . . . . . . 14 
Korea (Repubfi4• of) ... . . . . . . . . . . 13 
l AR (tgJpt) . .. . . .. . . . . . . . . . . 12 
Panama .................... . . 12 

Guatemala............ . ........ 12 
Ceylon .. ,..................... ll 
Ghana . . .... . .... .. .. . ... . .. . . 11 
Chilt• . • . . . . . .• . . . . . . . . . . . . . . 10 
ilhilippi,u:,- . . . . . . . . . . . . . . . . . . . 9 

Indonesia . . . . . . . . . . . . . . . . . . . 6 
India ...... ... .............. . 

So11rl:l'. See table 2-1. 
• For tertam difference~ in lime period anti con­

tc~t~ •. r,• footnott•s to table 2-1. 
• Forc1gn 11a, 111µ is equnl to pay meut11 for imports 

of good~ and ,-en ice;i minus receipts from expons 

suppl) of ~a, ing 1·011si .. l:, of fon·ign !'a\ing and of tlll' 
donw:-ti~ ~a\ ing undertaken ,, ithin tilt' governmt·nt. en· 
ll•rpris~ and household ,t•,·tor!'>: nnd :-ince the factor:, 
dct<'rmining the saving from each of tlll',c ,-ource!'> arc 
(lii-tinctl) diff crent. anoh· .. h, of the total supply is l,e~l 
fac·ilitatt•cl Ii) con,-ich·ration of it, ,.t•,eral compon<'nb. 
The,r c·omponcnh are 1·onsidt>n•d .. l paratel) in the fo). 
lowing s1•ctio11". but by \\U) of introduction it j,, u,cful 
first lo form some imprc,-.,ion of tht•ir n·lative imporl· 
unre. It should be notnl. int·ideutally. that sinCl' it is 
1101 pos,iblt• to alloealt' depreciation c·barge, among till' 
different ,cdor ... the analysis lwreaftcr j,, ner<'ssaril) 
in tNm, of m•t ,a\ing. 

Tola/ ntl FOl'ttgn :Vrl domal1c 
C)tpr«i.1/ion 1r1rin9 .tt.11lngb ,oe:ing 

0 23 9 u 
8 19 3 16 

21 
8 18 2 16 
8 16 c, IO 
8 15 l H 
t 18 3 15 
7 15 9 5 
6 1-l 18 -~ 

10 10 2 8 

5 15 I 11 
6 13 -1 11 
l 15 12 3 
7 10 2 8 
9 9 9 

6 12 7 5 
5 12 8 l 

-1 
I 

5 11 l IO 

2 
6 10 -1 11 
5 ll 5 6 
5 IO 2 8 
I IO -3 13 

5 9 8 
1 10 2 8 
5 8 9 -1 

3 
6 6 6 -1 

8 2 6 
2 9 9 

2 . 3 2 1 
5 .., 2 2 

3 3 2 
8 7 

of gooJa and ,enicc,. A po,ithe fordgn saving 
renects an exress of such payments over rec·t·ipt, 
and a negath·e foreign ,a, mg an eue,s of reccipr­
n, cr payment,. S,•e alw footnote 2 lo thr present 
chaptrr. 

That forc•ign i:a\'ing has grncrall) c·ontl'ibutecl sig, 
nificontl y lo the total :-uppl) of sa\ing can lw t'asil} 
:-i·en from table 2-2. If the period from 1950 to 1959 
is takt•n a;; a wholt·. thirty-one of the thirt}·.,ewn coun· 
trirs lii;t«·d in lhl' table were m -:ipil·nb of foreign ,a\'ing. 
:ind in about half of all the rountrie,;.;, foreign !:iU\ ing 
augmented tht• dome:-tic: ... upply h) amounts ranging 
from one to :i pt•r 1·1·nt of gros::; dom~,tic product. A, 
disc·u~;;cd lutt·r. tht• t· additions to tlw suppl) of sa, ing 
havl' mainly rell1·c-tt'd long-term capital outllows from 
the industrial countrit·~. A com,idl'rahle numlll'r of 
under-d1•,elopt·<l c:ountrie ... hcmeH•r. ha\l' n·reiwd sul,­
,tanlinllr largn nmounb of foreign ,a, ing. In ncarl) 
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one-third of all the countrie,... fon•ign :>nYing has 
amounted to I per ct·nt or more of gro,-s domt-,..tir prod· 
uct. and in the extreme in~tance,. ,..uch 8!' hrael or 
Puerto Rico, it has Leen a,; high as about one-fifth of 
gro!<S proiluct. In onlr four of the thirty·sl·ven countrit•:,; 
ha" there hel'll an outHow of dome ... tic ... aving: tht·~ art• 
the countrie,.. which ha,e either macle net rrpaymrnb 
on their pn•, ious borro\\ ing:-; from abroad or ,imply 
added to their gold and for<>ign exchange rrserv<'"· Iraq. 
for example. added ;.ubstanlial amounts lo its resen es 
in the nineteen fiftie,,. 

The lt•vel of foreign sa,·ine:. ho,1t'\er. although it has 
varied widt'I) among l'ountrie,. has not been clo,;cl} 
a,,ocinted with the lewl of total ~a, ing. Countrie,, "hirh 
ha,·e drawn heavilr on foreign saving ha\'e not m•res· 
sarily had high h·,els of total :-aving; nor has u moderate 
inflow of foreign '-U\ ing necc»saril) implil'd that thl• 
total ;.upply of !<a,·ing ha-. heen lo,1. This onl} point, to 
the fact that Jew!,. of foreign and dome:-tic :,O\ in° haw 
f requt•nll) been determined b) unrelated fartor,. It i, 
true that, in a few of the counti ies \1 hich have hcen 
larg,· recipient:, of foreign sa,ing. the le\'el of ,lonlt'sli<' 
... av ing ha;, abo been high; Rho,lesia and Xyasaland, 

for example i!:' a ca,e in point. And it is quite correct 
that. in the-e in ... tance:-, the level, of fon·ign and do· 
ml',lic ,a,ing in the export !'eC'lor and t>J,.e\\here have 
hcen ... timuluted l,y ~harply ri!<ing export incomes. On 
the other h 1r1d, other counlrie,. whiC'h ha\e been re· 
cipient!' of foreign ,a, ing haH expt•riencc<l very Jo,1 
lewl-. of dome,tic ,a, ing. Con,piC'Uous l:'Xample- are 
Cypru,... l~rm•I. Puerto Rico and the Republic of Korra. 
11 hen· ~1wciul factor,. u,-uall} of a non·econom1c nature, 
ha"e determint•d the le,el of foreign sa,ing. ::\fore im· 
portant. among the larger numbt>r of countrie, .. 11 here 
the level of fon·ign ,aving ha, been mon• moderate. 
difTerence, in tlw levt>l of foreign ,a\'ing have not bt>cn 
rrlat<><l in any l'>y ... tematic way to differences in the level 
of domc,ti< ,a, ing. 

Thl' lack of tortt,..poncll•ncc hetwt>en foreign saving 
and the tot 11 ,..uppl} of ,aving is nec~;;arily reflected in 
the rt·lation,-hip liel ,1 rc·n dome-.til' savin~ and the total 
,upply. But.. as ma~ Lt• ,ren from table 2-3. c:incc do· 
me-stic· ,a, ing j .. gt>nerall} thr major ,..ourcc of total sav­
ing. high or lo"' le, eJ,.. of total ,a, ing ha, e frequently 
lll'en a;.~ol'iated with high or Jo,, leveb of domc4ic 
:-nving. 

Table 2-3. Level of .:\et Dome~tic 'aving, hy Sector, l 950-1959
1 

(Percentage of gross dome,tic prud u1•l) 

Tola/ 
Cou11Jry ~di~ 

,ur111g 

Congo .... • • • • t •• . . . . . . 16 
Venezuela . .......... ... 16 
Rhode:;ia and NyasalanJ .•.. . ... ] ,. 
Union of South Africa . ........ . u 
Burma .•.......... . . , •... . .... 11 

~forocco ... . .•................ 11 
Costa Rica ... . ..... . ... . ... . . . . 11 
Trinidad and Tobago .. . ....... . . 10 
Brazil . ... . ...... . ..... .. ...... 10 
Colombia ........ . ... . . .. . . . ... 9 

Ceylon ... .. . . ........ . •..... .. 9 till ..... .. ................. 8 
ua1lort. ... . .. . ...... , . ..... . 8 

Honduras ...... . ...... . ...... . 8 
lnJin ...... . ... . ... .. ... ..... 7 

Portugal ..... .. .. . . ... .... . .. 6 
Jamaica .. . ............... . .... 5 
China (Tai"an) ....... . ... . .. . . 5 
Greece ..... .... ... .... .... .. . . 4 
Philippine:.b ..... . .... . ..•..... 2 

Chileb .. . .. .. . . .. .. . . ..•... .. . 1 
Panama .. . • . . .......... .. -1 
Korea (Republic oO .... ...... . .. -1 
Puerto Rico . . . .. .. . .•.. .. . -.1, 

Sourct: See tab} .. ., 1 • 

• Fnr ~crtain difference» in time period and con. 
~~1'1s, ~e footnotes lo table 2-1. Government sec. 
tor con•ists of general government, the corporate 
sector of/rivate and public corporation9, and the 
hou ehol i;ector of nouseholds, unincorporated 

Prit<t~ r,uin9 
c-rnm'11l 

1orfog Tolfli CorpuraJ~ /Jou,rhold 

4 13 8 4 
10 6 3 3 
5 9 1 4 
:{ 10 3 7 
2 11 

l 7 1 6 
i 7 3 ·1 
3 7 2 5 
3 7 4 3 
i 5 1 3 

2 7 5 2 
2 6 3 3 
4 5 2 3 
2 7 1 6 
l 6 

3 3 
2 3 3 
l 4 
1 3 
] 2 -2 

2 -2 
l -1 2 -3 

-i 2 
5 

enterpri~·~ anJ private non-profit in~titution:t. 
Component• Jo not nel'r.5'-arih add to totals be. 
cause of rounding. • 

b Pub! c corporations included in government 
sector. 
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A"' mighl be e\pedt'd. pri\all· '-U\ing ha.-, gt'nerall) 
IH·cn more imporlanl than gon~rnmcnl sa, ing in deter­
mining the 11·,d of total nrt dome,-.til· -.aving. \\ hat is 
uf greater inlt'rt>,t. ho\\t'H'r. 1s the fad that. 111 C'o11ntrie-­
\\here total clome-.tic sa, iug has Leen high. Loth goH rn· 
mt'nl and p1i,all" sa\i11g haVl' gt·ncrally tended to be 
l11~h : ancl. c·om er:;el}. Im\ lewis of total domestic sa, i ng 
ha, e genna 11 y bet·n us.,ociatt"tl \\ ith lo,, lt·H'ls of hoth 
government and privutt• saving. A« <''Xplairwd later. the 
leH·ls of goq·rnment and privalt• ~aving have bren re­
lated Lo each oth1•r. largely b1·cau-,e they haH' both bl't'n 
much affoctNl by tlw nalurr of the e\port ~ctor. 

'l'hl' lt•,el of gowrnment ,aving has rnrit•d appre­
t·iahl} among countrit•,. J n till' extreme instan<'C!-. it has 
been as hi~h as 10 JH'r <·t'nt of gro,-.,.. domt:sliC' product 
in \ t•rwzurla. \\hilt• 111 th,· J{t·public of 1'.orea tht• Gov­
ernment has uctunlly cli,-,-uvecl. In mo~t c·ountrie-.. ~o,·. 
t•1 nnwnl -.a, ing has ranged from 0111• to 5 per C'l'nt of 
gross dome,-tic prndurl.1 B) <'Ompari-.on. the inter· 
C'Ountr} dilfercrwrs in tlw lt•H·I of pri, alt· ._a, in~ ha\'e 
bcl'n sonw,, hat gn•att•r. Pri, ate saving has hern rwgn· 
tiw in such rounlri~ as Chile aud Panama. but as hi~h 
as t:\ per ,·t•nt of gro,, tlome,..ti<' product in the Congo. 
The IPwl of ,uving in otlacr C'ountrie, ha,1 ra11gl'd widelv 
lwt\\ c1.•n the::-e extreme,... 

Within the private :-cctor. 111·itltcr rorporale nor house­
hold ~ving ;.1·cms lo haH' plu} ed tlw more dominant 
role in C\plaining the 111Ll'r·c·ou11try tlilfcn•111.·c-s in lc,el._ 
or clome:-li1· saving. \or hu, t•ach. tak1·n sPparatl'i}. 
--ho,,n a do,1• po,..it1H' u,-.:-ol'iution \\ilh the le,el of 
domestic sa, ing. although in the 1·0,1· of hou:-rhold 
:-nving the lu,~·:-a\'inµ ,·ounliil's haH• Lcndccl lo expt'· 
ri1.•nce no net ,aving or t'\ en rwgatiH· :;a, ing. To some 
C\tPnt. a, t•xplained latl'r. l'Orporak and hou,ehol<l 
,..uving have tcnclt•d to off~t'l eaC'h otlll'r ht•t·uust• of 
in:-litutionol dilferenn·, amonµ cou11L1 it•-.. hut th1·~ have 
ah,o been aff erted b) ,ariou, otlwr facto : ,. :-ud1 as the 
level of per t•apitn im·ome. tlw nature of the export 
sec·tor or tht> impact of g<•H•rnmt•nt fi~cal poliq. 

Fo11c11;:-. s w1:-.c 

The inh.'r-countr) diOert'nc1·, in leH·b or forl'ign sa,­
ing have. us jui;t noleil. lurgl'ly rdle<'tcd clilT1·rl'11t't':- in 

• Tiu.• rangf' of p:ro"' 1101ernm.-n1 qa1in~ 1,..1, .. •,·n th,• hi~h­
sa1in1t and low- a,in1,: countri,•, i, proh.1bly greall·r 1han rhat of 
m•l avinJl. Thi, i, btT8U " thr •hart• 11( l(llwrnmcnt l!ro,• m1·c,t-
1111•n1 in total invl·~tnwnt ha, µ1•naall) br1·n largn in countri1·~ 
with bi1?her net ,aving. If, a, an a11pr11xima1ion, dc1m•ciation i, 
a,~turwd lo hr proporl ion ally 1'qu11l in all cuunlri,•,. lhc ,preud 
amung t'OUnlri,·, i, larger for ,:on·mml'lll gro" ,a\ in~ than fur 
i:ov1·rn 11wn1 Ot'l -.a,·inl(. 

In 1hii- chaprn. "'herr. a\ing by •l'l'lor i, bu Pd upon tlw 
1la1a on nrl ,aving, lilt' con<'l'pl of 1•orporalt· ,rctor i• u,rd. '1l'I 
,·orporatr sJ, inll indu1lt>, 8\ ing uf hc,th puhlk ,1nJ prhale cor­
poratiun!I; llw a,·ailuhk information ,turn, rhat rlw ,a,ing of 
rlw formt•r ha, i:•·nt•rall~ tentlt'd lo he ,mall in Lill' h>lal. In 
d111pler l, howt'vt·r. tlu· di,ru"ion in trrm, uf 1m•-- ,a,ing ha, 
ntT•·--itateJ the u-.e of lht· cunct'(>l nl t•ntrrpri,,· ~ertor. Cro,~ 
l'llh'rpri,,. ,nvini; compri·t>~. in addition lo gro" ,a, ing of t'OT· 

por.llion,, depreciation al111wance• nf u11incoq111ratrd rntrrpri .. r,. 
IHlll'rnml'nt enlnpri,e, and privatt• dwt>lline, whil·h cannot 
,dwa)·s he ,,1:paratrd. 

tlw inflo" of fort·ign lung-term capital and oflit'ial gra11t,-. 
Thal th,• mo, Pmenb of th,·~1.· international funt.b hn\e 
a1Tou11tccl for th1· bull,; of fort·ign sa, ing in rt•C'ipi1•nl 
,·ountrie .. can l,e Pa,,il) .. ceu from table 2-1.u In fort. in 
a .. ,gnifil'a11t numhl'r of tlw,-.e countri<"', sut'h a,-. \ erw· 
wda. Cualemala. Enradur. ll1t Con0o. Bru1.il and \fn­
II U :<Udt f Un(J.. ha\ I' prO\ idt•d tfll' \\ hole of f Oreign 
,a, ing. Thc-.e t'apital llo\\ .... ho\11·, t•r. ha, e lit•l'n 1·om­
poun<lt•d of both pri\ate long·lt'rm c·apilal a111l ofliC'ial 
loan" anti grant~; anti tlw "olumr of capital n•c·PiH•d 
h) indh idual l'Ountrit"' on each of tl1t·,..t:' l\\ o acrnunts 
ha!' l>t·1·n dt•Lermi11l'd In t•nlirel} <liffcn·11L cunsitlcratiom,. 
Explanation of inler-c·ot111tn diffcn·m·1·~ in tlw leH•I of 
fon·ig11 ,a, ing thus turns largrly upon tfw f ,wlor,- in· 
llm·ntiug these l\10 <lillen·ut l)pt•,- of l'apital IIO\\. 

The rdatiH' importam·1· of prirntt• and official capital 
in dt-tt•rmining tlw lt•\cl of foreign :;aving has , uried 
widt:'I) among c·ountri1• .... \\ hilr the flo,\ of offirial 10111?· 
term capital and grant, lo the unJcr-deH·lopt>d count ril's 
:ts a ,1holt· ha,- been ,-ub::-tantiall) larger than the llo\\ 
or pri,alt• C'apital. in ~oml' individual c·ountrie.; private 
tapital ha,- L1·1·n thl' 1lominant or ewn tht• soil' l'Olll· 
poncnt in the total inflo,1. In a number of c-ountrie,. 
ho\1ewr. the in11ow of private l'apital has l,1·1·11 veq 
,mall or n•palrialion of pri, alt• f on•ign capital has 
l'\t'll taken place. 

Tlw lint'\ en clistrihution of pri, ate capital amo111? 
tlw under·dt•H•lope1l C'ountrie;; ha reflected tlw fart that 
pri,ate fort'i!!n capital has lweu mainly allrnrted to 
tlw,1· rnuntries endowrd with natural n·:aourc•1•-. for 
,, hi, h I\ orld demand ha,- hcen rising strong!). Thrn· 
has thus h1•t•n a :-ignifi<'ant tend,•ncy for thr lewl of 
pri, ale ea pi Lal inflow to hr dirt•rtly a,,-odall•d ,dth 
Liu rate of incre,N· in 1'\port prol'eecls; thi:a i, illu,trated 
in tublt• 2-5 ,,lwre 1·ou11trie, ha\'e he1•11 group~·d both 
ac-rording Lo tlw nh!>olutt• lt•vel of their a,eragc annual 
m•t inflow of long·lt•rm private tapitul and ui·C'ording 

to the p('rn·ntagt' innea,t' in Lht>ir e,porl t•arn111g:- o\'cr 
the period. In certain minrral exporting eountrit•,. ,uch 
ns Hhodt·:-ia and N ya,alund and \ enc•z.Ul·la. for exam pit•. 
large amount,. hnH· bt·1.·11 inve:-tt•d h) fort.'igncr:, i11 tlw 
prochtction and Pxporl of :-ul'h c·ommoditir:, as c·opper 
and petroleum. In C'Ontra;;t. rountrit"'- which export 

'• f.,tirnalt·, of intt-rnational f101>0 of puhtie an,I pri .. ate fund, 
art> ,l.·riwd frnrn lrllrrnalional :\lont>l81) Fund, Bala11rt' of Pa)· 
ment., },·,zrbook I \Va,hing1o11, D.C.). The 1t·nn, puhlir. nnd 
priv1111• rt•ft•r. unit•,, otllt'rwi,t• ,talt'd, to the sertor• in the undn· 
d1·11·lnpetl counlri1·, anti nor tu rho,,· in lht• rt·,-1 nf tbt• \\orld. 
Fnr cxarnplr, a loan prmidt'd by the lnll'ma1ion11l Bank for 
Hen•n•trul'lion aml D,·1t·l11prnt!nl, an inlt'r-gu1t·muwntal orga11i-
1.n1ion, lo a pri\'Jlt' t'unt•t·rn in an undn·dl'H·lupt•rl counlr) is 
nm,itl,·r,·tl to he a pri1u1,· lo.in. 1ha1 i,, a loan nn·h rt! by 1h1• 
11riva1t· '-\'l'tor. Lik1•wi,1·. fund, pro, i<ll'<l by pril.:all• fnr1·i11n in­
\1•,t11r, or donors 111 l!,<>lit'rnnwnts arc con,idt-rl'd 111 he ofiidal 
luan, or donation,. thar i,. [untl, rt'n•in•d U> the puhlic· ,ector. 
flw halanl'P. of J13) rnent, a1·1'oun1 puhli,ht·d by tlw lntt;rnalionol 
\l111wtar, Fund coml>i111· lran,artion~ of puhlic and prhJll.' honk­
ing in,litulion, with ,lata on official 1•apital Aow,. To tilt' rxlt•nl 
that th,• information pro\idt"d h) lht' lntt"rnational \lunelal) 
Fune! in 1he d,•,criptht' nott•, to rountry •tuto•rnrnl~ has pl'r· 
millt•1I, the long·lt•rrn tran,a< lion, of the hankinl( ,1·c·11,r ha,e 
hcen allo1·uted, a~ appropriate, lo pri,at,• and uflicial ca11ital. 
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Table 2-4. Levels of Foreign a, in g and its Prindpal Com ponents, 1950-1959" 
(Perct"ntage of gross dome. tic product) 

Country 

t~rael . • ....................... . 
Puerto Rico . . . . . ........• . ...... 
Rho1bia and N,·asaland ........... . 
Korea (Republic of) ............•... 
Greece ... . ... . ................. . . 

Cluna (Taiwan) . . ...... . .........• 
Panama ...................•..... 
Costa Rica ................ . .... .. . 
Venezuela .......... . ............. . 
UAR (Ero pt) .. . . . . . . . . ......... . 

Guatemala ...•....... . ..•.. . .. . .. 
Thailand .......... . ........... . . . 
Ghana ..... .. ...........•..... . . . . 
Chile ........................... . 
Spam ......... . ....... . .. . ... .. . . 

Argentina . . .......... . ......•.... 
Bondura.-. ....................•..•. 
Turkey. . .....•. . ...... . ......... 
Philippines ............. . ...... . .. . 
Congo ............... . .......... . 

India . . ..... . ..... .. .. . 
Union of South Africa ........ . .... . 
Brazil . . . . . . . . . . . . . . . . . . . . 
Ecuador .. . ...... . ....•.......... . 
I ndone,,ia . . . . . . . . . . . . . . . . . . .. . 

~fcxico ............. .. ........ . 
Ceylon .. . .. . ................... . . 
Colombia ... . .. . ................ . . 
Burma ...•... . .... . . .. ... . . .. .... 
l\1orocco ..... . . . . . .......... . .. . 
Iraq .... . ...... . . . . . . . ...•. . . . .. 

21 
18 
9 
9 
8 

7 
6 
I 
3 
3 

2 
2 
2 
2 
2 

2 
2 
2 
2 
2 

I 
1 
l 
1 
1 

l 

- 1 
- 1 
-3 

Soum·: DiviAion of General E,·onomic Research 
and Policies of the l nited :'\ation~ Sccretuiat, 
ba~ed on data from Stall,tir.al Ofht e of the United 
Nation•, rtt1rbook of ;\'atio,1t1/ Auo11nh S1a1i,1irJ 
anJ from International ~[unetary FunJ, Ba/Mee of 
l'u.imtnh, Yrarlx,o4 (Washington, l> .C.). 

• For crrtain differencl', in time period anti con, 
,·eph, ~" fnotnott·, to table 2-1. 

fhidl) ll'xtile fihre~ uncl <wtain food,- have bern par­
ticularly unattractive to foreign private ime,tor:;. 

Since natural re!;oun·e Pndowment and the rate, of 
growth in world ilernand for the variou" primary l'Om· 
modilit's have mainly delt'1mined the l1•H•I of pri,atl' 
t'apital inflow. private fon·ign capital as a perc·entagc 
of gros~ domt•,til' product has l..lt'en ,ub,Lantiall) higher 
in C'OUntriei. \\ ith highly f 8\'0UTO.U)e l'Xport r.xpPril'nC'C. 
For l 95ll-l 959. a:- is "'how II in Lht· arcompanying taul<', 
long-term prirnlt· l'apital a, a percentage of gro,s do­
me,tic produ!'l ,,a,- on the avt·rage ,ix Lime:- larger 
for the counlrie!-- "ho,.(• exporb haH' expanded rapid I) 
than for tho,e ,,ho,e exporb haw !--hown c.low gro,~th. 
Particularly large inflow, were n-"c·ei, ed hy Rhodesia 
and Nya,aland and Vent>zuela. for example; in both 

:Vrl Jlr,u, of lo1111 krm ctJp1/<tl and nD~i11l orarill< 

Prienk Offirial 
T""'1 lon9·krm l,.m,-trrm copital 

copi14l and9ranu 

rn.3 0.8 12.4 
11-.9 5.1 9.8 
6.9 tO 2.9 

8.2 
3.2 1.8 u 
6.1 0. i 5.8 
3.1 2.1 1.3 
2.2 0.9 1.3 
3.7 3-., 

-0.l 0.1 

2-.j 1.2 1.5 
2.0 

-0.1- -0.i 0.3 
1.1 1.1 0.3 
0.5 0.1 0.1-

0.5 0. 1 0.1 
1.7 1.9 -0.l 
l.l 0.1 1.0 
1.8 0.7 1.1 
3.7 -0.6 t.3 

0.2 0.3 
0.8 0.6 0.3 
1.3 1.1 0.2 
1.3 0.7 0.6 
0.2 0.2 

].ti 1.4 0.6 
-0.1 -0.6 0.5 

O.i 0.2 0.5 
0.9 0.9 
3.9 2.1 1.8 
1.0 u - 0.5 

1, for tlefi 1ition of foreign ija,ing, ~e tahlt 2-2 
footnote b. 

• For Burma and India, ,Jata on foreign capital 
and ftl'&nt~ He for calendar , tar,, \\ hile tho~e per· 
taining to ft reign s8\'ing and Jomt'~tic product are 
for fiscal year~. Data for Morocco excl uJe official 
~rant, ; fur 1:hana, Greece and the Union of South 
.\friea, the) include short-term private 1·apital. A 
minu, ~ign indicates a net outRow of .. apital. 

countrit·~ the llow,- amounted to about 4 per C'enl of 
gro._~ product. 

/nr~"" in .Vumbeor of 
rrporl Mrtllll 11 (0111"rir1 

Laq:e .. .......... U 
\lo<lnat.: . . . . . . . . . . . . -i 
"mall .... . . . . . . . . . 11 

Source: Tab!~ 2-4 anJ 2-5. 

AttM9t Miu, of /ong·lrrm 
pno,,h (<1pil<1/ a• 

fN'NVt•tavt of ,ro., 
dQmt•lir prt><lucl, 1950 1959 

1.7 
0.8 
0.3 

Partly as an outcome of the fact that the no,~ of 
pri\ate foreign capital ha.-. bren largely rl'iated to the 
natural re:;ource endo,\ menl of .. prdfic countries, pri· 
rnte fon ign in,estrnent during the last decade has 
tended lo he concentrated in the under·dewlopecl coun· 
Lrit s with higher per capita incomes. Of the countrie' 
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Table 2-5. Relationship between InAow of Long-term Private Capital and Increase 
in Export Earniu,xs• 

Ntl annual in}lot. o/ 
prioak ropilol 

Large . ... • .. . .. .. . . •... . ....... Greece 
fl.foroccx, 
Philippm.es 
Puerto Riro 

I ru:N!tlU in uporl mrnin11• 

Mexico 

Small 

Argentina 
Brazil 

RhodeJia and Nya.saland 
Unum of South Africa 
Venezuela 

Moderate . . ....... . . . ... . . . .. . . . Israel 

Small .......... . ... . ... . .. . .. . . China (Taiwan} 
Congo 
Costa R1ca 
Ecuador 

Chile 

Ghana 
Guatemala 

Burma 
Ceylon 
Colombia 
Honduras 
India 
Indonesia 
Spain 
Turkey 

Iraq 
Panama 

Source: Division of GeneraJ Economic Research 
and Policiea of the United Nations Secretariat, 
based on data from luternationaJ Monetary Fund, 
Balantt of Pa.l·ment.s l'tarbook a.nd lnurnational 
Financial St11tisiics (Washington, D.C.). 

• Countries have been grouped according to the 
annual average of the net inflow of private capital 
in 1950-1959 (or for a part of this period for which 

included in table 2-6, seven whoc;e per capita income 
is over 300 dollars have received almost half of the 
total net inflow of long-term private capital into the 
under-developed countrie·. In . harp contrast. the least 
favourably siluatt·d have been those countrie:, with per 
capita national incomes of less thnn 100 dollars. From 
this group, which indudes such countries as India and 
lndone!-ia, there ha actually been a nel outflow during 
this period. The inflow a · a percentage of gross domestic 
product has also tended lo be in favour of higher­
income countries. Of com..,e, nol all private foreign in­
vestment in the under-dneloped countries has been in 

UAR (EgJpt) 

data are available) and the percentage increase in 
export earnings between 1950-1952 and 1957-1959. 
Capital inflow: large, 30 million dollars or more; 
moderate, at least 15 million dollars but less than 
30 million dollars; small, !Cl's than 15 million dol­
lars . lncrerue in export earning$: large, 30 per cent 
or more ; moderate, at least 15 per cent but less 
than 30 per cent ; smaJJ, less than 15 per cent. 

their export industries. Part of it has also been invested 
in industries producing for the domestic market. But 
such investment ha<; tended to accentuate the distribution 
of private capital in favour of higher-income countries. 
Generally, foreign private investor:, geek outlets for their 
funds in areas where certain ba!lic facilities-such as 
transport, communications and banking-are already 
fairly well developed. Adequate facilities of this kind 
are uc;ually available only in countries which h8'·e 
reached a higher stage of economic development and 
where the level of per capita income is also generally 
higher. Moreover. with a given population, a higher 

Table 2-6. Net Flow of Foreign Funds to Under-<leveloped Countrie11, 
by Income Group, 1950-1959, Annual Average• 

ln,;ome ,roup 

Countri& with per capita national income of: 
I. lbs than 100 dollars . . . . . . . . . . . . 6 

II. 100 to 199 dollars ............ .. . 13 
III. 200 to 299 dollars... . . ... . ...... 5 
IV. 300 dollars or more.............. 7 

TOTAL, UNDER·DEVELOPEO COUNTRIES 31 

Sourff: See table 2- i. 
• For certain differences in time period and con­

cepts, see footnotes to tables 2-1 antl 2-4. Countries 
have been grouped accordin~ to the annual average 
of their per capita national incomes in 1956,1958. 
Group I: Burma, China (Taiwan), Congo, India, 
Indonesia, Thailand; Group II: Brazil, Ceylon, 

O.ffidal 
pranuond 
k>np·lum 
capital 

(mitlioru of tkil/lm) 

-9 
289 
153 
404 
837 

270 
458 
162 
358 

1,248 

O.fficilll 
Pri«&u 1l'Glll• 1J11d 

wn9-tum wnp-ltrm 
capilol capital 
(<Jl'tl'Uge ro.Jio lo ,rou 

tklrMdk produel)b 

1.0 
1.3 
1.7 
1.0 

2.3 
1.3 
1.1 
3.3 
l.9 

Colombia, Ecuador, Ghana, Guatemala, Honduras, 
Iraq, Morocco, Philippine .. , Re_public of Korea, 
RbodetJia and t<iyasaland, UAR (~pt), Group Ill: 
Costa Rica, Greece, Mexico, Panama, Turkey; 
Croup IV: Argentina, Chile, Israel, Puerto Rico, 
Spain, Union of South Africa, Venezuela. 

b Simple arithmetic mean. 
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per rapila income provide.-. a larger tlonw .. tic market, 
,,hich olTl'r,- an additional impc>lus for the inflow of 
foreign capital. It is lo a considerahlt> extent for thb 
rea"on that Argentina, Brazil. Chile. Mexico and the 
Union of outh Afrira, for examplr. have been able to 
attract largr or mo<leralrly larg<· inflows of private 
capital. On the other hand. the low le, cl of per capita 
income seems to ha,c Leen one of the deterrent · to 
such inflow~ in countries such as India and Paki,-tan . 

Unlike the flow of prhale capital which i~ motivated 
by prospects of pro.fits. el'onomic factors haw~ played a 
Jc,.s significant role in influencing the now of public 
fund . Official as!-istance is ine\'itnbly linked with politi­
cal and other non-economic force,;. It is largely the 
influent:!' of such factor:- that i<. reflt•rted in lht• large 
flowt- of public funds. ranging from •1.:l lo 12A per cent 
of gross domeglic product, in such countries as China 
lTaiwan). the Congo, Israel, Puerto Rico and the Re­
public of Korea. The spet·ial circumstances Lhnt marked 
the C'm<'rgence of Israel ns an indep<•ndcnt nation after 
the econd World War ha,e brought forth large 
amount,; of foreign aid. Political rea-.ons. too. ha\'!' been 
the principal fac·tors behind the ver} largt• amounts of 
foreign a,!-istanc<' reC'ciH·tl by Chinn lTaiwan I and the 
Republic of Korea. Almo,-l all the fon•ign ._a,ing re­
ceived by the Congo has been in tlw form of public 
funds, owing lo the political link that existed until 
recently with Bdgium. The experience of Punlo Rico 
has heen ratht•r spe<"ial, sinl'e its relation ... hip with tht' 
United Slaws has enabled both the publk and privatt· 
~ector::. of lhe economy lo receiw large flows of foreign 
aving. 

While a number of , aried factors have influenced 
the now of offil'ial grants and long-term loans, il is 
~triking that a -.ignificantly largl' proportion of these 
public fund has gone to the lower per capita income 
countrie.,;. It b e\ iclent from tab Ir 2-6 that during 
1950-1959 22 per cent of the total flow of public funds 
wenl lo countri1-s with per 1·apita income:. of le." than 
100 dollars. ince these countries as a group ha\e nol 
received any nrt inflow of prirntr. capital, official m,,ist­
ance has been of ~real importance for them. Among the 
countrie" with per rapita incomes of more than 300 
dollar:;. Israel and Puerto Rico have received large 
amounts. of official fund , but thl• :-hare of thi-. group as 
a \\ hole in the total flo,, of official funds has been sub­
stantially le,:,; than its share of private capital. On the 
whole, thercforl', the fio,~ of public funds has helped 
lo fill a gap in the availability of foreign funds for a 
number of countries. 

While prirnte and official capital ha\'e together ar· 
counted for the main part of the foreign sa,·ing avail­
able to most countrie:;, it can be seen from table 2-.t. 
that the nel inflow of long-term capital and grants has 
frequently been smaller than total foreign saving. Such 
countries have had to rely on additional sources of 
financing. Thu:,. in a group of countries including 

Greece. J...rael and, to a le," extent. Pm•rto Rico. where 
hblorkal. cultural and inslilutional links abroad arc 
e5peciall}' ~trong. private donations ba,e contributed 
significant!) to foreign exchange receipts. In Israel. 
over one-third of the good-. and services deficit in 1953· 
1958 ,~ac; covered hy -.uch contributions. while in Greece 
the proportion amounted to a little le!-s than one-half 
in 1951-1958. In India prirnte donations have provided 
clo,-e to 21 per cent of tht> total now of foreign saving 
during the period under re\·iew. A sccond group in­
cludt•, countrit•;; which have sought to finance many of 
their devt>ll•pment projecb through Lh<· u"t' of exchange 
hold in~ previously acrumulated. Thi has been particu­
lar!} true for ,ome of thc pr<'!'ent and former members 
of the stt•rling art'a. For instanre, between 1950 and 
1959. the 1eduction in gold and foreign exchange re· 
.. t·nes as a ratio of the deficit in the balance of payments 
on current acrounl amounted Lo about 66 per cenl in the 
United Aruh Republic (Egypt), 33 per cent in India 
and 8 per rent in the Union of South Africa. 

DOMESTIC SA\'J:"<C 

High or low levels of domestic ·aving have, as noted 
earlier. generallr been associated with high or low levels 
of sining in Loth the pri\ale and the government sectors. 
Thi~ relationc.hip between private and government sav­
ing sugge!- s that the le,els realized in both sectors may 
ha\'e been largely shaped by common factors. Before 
saving beha-.iour in each of these two sectors is con­
sidered ..;eparately. it is therefore of interest to explore 
the po:,:;ihle rea,ons for inter-country differences in the 
level of dc,me:-tic saving as a whole. 

One very broad pos. ... ible explanation that immedi· 
ately suggests itself is the variation among countries 
in the level of per capita real income. It might be ex­
pectrd Lhut a smaller proportion of income would be 
available forsa\ing in the lower.income countries, since 
relatively more would be absorbed in meeting sub· 
sigtt-nce needs. And lower per capita real income might 
not only depre .... :, the level of saving in the private sector, 
Lut also reduce the taxable capacit}' of the community 
and. con,1·quently. lhe level of saving in the government 
sector. 

The experience of the under-developed countries in 
the ninrtcen fifties. however. offers only limited support 
for this explnnation. In a number of countries. such as 
Burma. the Congo. Rhodesia and Nyasaland, as can be 
~een frora table 2-7, low income level" have not pre­
vented tbn attainment of high levels of dome tic saving. 
At the o >posite pole are countries such as Chile and 
Puerto Hico, \\hich have experienced low levels of 
domestic saving notwith!-tanding their higher income 
le\'e)g and more advanced economies. 

Thi~ does not disprove that a low level of per capita 
real income ma}', in fact, be an important factor limit· 
ing the level of domestic ~aving which can be attained 
in an in1lividual country. But it does indicate that the 
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Tablt• 2-7. Rt•lationship beh\een Le\'elR or Per L1pita ln<'ome .md 
\et Domestk Sn,iug, 19:50-1959' 

,,~, t'dptlrl ,\rl dom,,t,t •1ru19 n, ptrrrnt,19~ of gN>H dom,111~ prndud 
rwlmrutl rnrom, 

(,/,,IJur. &I= 5 • 5 lu l H lo IQ II lo (3 H lo fl, 

lwlm, IIJO •• Chtna (rarnan) fndia Burma 
I ntlmw,ia Coni,\o 

100 to 199 . . Korea C:uatt•mala Brazil Iral( Rhocll•,1a and 
(Republil' uf) Portugal Ce\lon Morntru \va,ala111l 

Philippine~ Colombia 
Ecuador 
I lumlura, 

200 to 299 . . . ... .. Grt·ct•e Turke} Co~ta Ri!'a 
Panama 

:{00 to 39'} .. .. . .. . Chile Jnmai!'a Spam .Malta 
Cypru~ l nion of 

South Afrita 
Abon- lOO .. ... . Purrto Rin• .\rgl'ntina 

Trinidad and 
\ene1.Uela 

Tohugo 

Source: ~ee tuhlt• 2-l. 
• For cenain ,lifference, 111 time period ancl concept~. see footnote, to table 2-1. 

inOm•nct• of the le,el of real income ha~ oftru l1Pe11 out· 
\\ eiglw1I L} otlwr forcl'"· lndet><l. it ::,erw!', to emplia!'>ize 
lhat tht• uncll·r·dl',eloped countrie,. far from being a 
homogt•m•ou,- group. diff cr com-iderulil) from each 
otlwr in tlw structural and im,titutional characteristin, 
of thl'ir l'couomieo:. For. it is in large <ll'grce h1·rause of 
,-tructural and institutiorrnl difTl·n·ncr .. that the inAu· 
t·nct• of per cupitu n•al inconw ha,- often not been 
perccptiblr. 

One .. uch important tliff erence among countries lic·s 
in the distribution of incoml'. A:, is l.rought out later. 
in the countrit'!' ,,here incomes from property and l'lllrt'· 
prencursh1p constitutr a high pro port ion of national 
income and wlwre thf' siZl' of the corporate !'C'Ctor is 
relatively large. the li•H•I of ,-aving has tended to be 
n•latiwly high. 

But a more important diffnence among countrit•!- has 
bC'en the nature aml siw of the l'Xport ;.t•ctor. '1 here the 
export ,t•ctor i~ rt•lati, ely large. \\ht•rc thl· expo, I market 
b buoyant and ,,hen• produC"tion for t•xport is concen· 
!rated in the hands of relatively few enterpri'it'!I, tlw 
conditions are particularly fa\'ourable for high leVl'I:. of 
priHtle sa\'ing. \lon•o,er. sinct· duties on exports and 
imports constitute a major sourcl• of revenue for go.,,crn· 
menb in under-dew loped countrit·:-, a relati, ely largt• 
,·xport sector facilitate" goH•rnm<·nt sa,·ing: and this 
maJ lie still ea,in if production for export is dominated 
by <·orporalt• enterprises. c.incp re\·enue from indirect 
laM·:-. can be augmented by r<'venue from di reel cor­
porate taxe~. On the other hand. if the export sector is 
rt>lati\'ely !',mall. if export incomes are d11Tuc_ed through 
man) small traders and pea,;anl producers. or if export 
markE'b arl' stainant. c1rcumstancl':. an• generally less 
,·ontfociH• lt) high level .. of saving t•ither in the pri.,,ate 
or in tht• go\'ernment . 1•c•tor. 

The role ,\hich the export sector plays in delt'rmining 

lht' le,·el of domestic saving is clearly not a simple one. 
It depends not onl} upon the relatiH• sizr of tht' "t'Clor 
hut also upon its institutional nature, upon the liuor· 
anq uf external market" and upon governmental policy 
\\ i th rrgard to taxation or foreign trade und of incomes. 
The relativr importonct' of these sevnal ::-trand1< cannot 
rasil) he a,st•,.;se<l in quantitative terms. But a rough 
indication of thr signifil'ancr of the role of thl' export 
:-t·ctor is given in chart 2-2, \\here thr 1<ize of tlw t'xport 
,-cctor j,- comparl'd \\ ith the le,el of domestic ,a\'ing. 

Th,· channel.., through which the t•xport :-ector has 
alTectrd the lewlo: of government and prhak :-a\ing 

Chart ~-2. Le,eli< of Domei,tic Sa\"ing and Exports. 
1950-1959' 

(Perrentage of gros; domestic product) 
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and the extent to which its influenct> has been off set 
by oLher factors are further explored in the following 
two sections. 

Co1·ernment saving 

Although by compari~n with prfrate saving the dif · 
fermces among countries in the level of government 
saving have not been as large, they have contributed 
significant!}' to the divcr:;ity in levels of total saving. 
A ha" been pointed out earlier, the countrie in which 
total i.aving has been relalively high have also been 
among tho~e in which the level of government saving 
has been high; and conversely. 

In under-developed countries, no less than in the in­
dustrial countries. the level of government saving is the 
outcome of a complex of interrelated polici~ wiLh 
regard to both taxation and public expenditure. But an 
important qualitative difference in the role of govern­
ment between Lhese two groups of countries is the more 
active and direct part \\ Iii ch it plays in fostering eco­
nomic· growth in most under-developed countries. This 
is reflccte<l in the much greater importance of public 
imCl5tm<'nt in the total inve.,tment of these countri~. 

incc government investment has, in the past decade, 
hecome a major in:,lrument in the dfort to stimulate 
economic growth, it is not surprh,ing that public inve. t· 
ment programme:, have been important in shaping the 
'-aving decisions of governm<'n~ in the under-developed 
countries. In fact. as can be -.een from chart 2-3, there 
has heen a tendency for the level of go, ernment c;a\­
ing to be posilivt•ly ac.;soeiatcd with that of go,ernment 
imt.>:-lment. For example. in Rhode:;ia and Nya~aland 
and Venezuela lioth go,·ernmrnt saving and imestmenl 
haVl' heen relatiwlv hiah. On the other hand. in Panama 
and the Philippine~. they ha,e Loth bl'en low. 

Ho .... rver. the tendency for governmt•nl i,a,·ing and 
in,~tmcnt le\el to lit' as~ociated with one another do~ 
not nec1 ~arily impl) that inter,countrr differences in 
the lc,el of go\ernmcnt sa,ing have been simply dt>· 
!ermined h) difTerence::; in the size of investment pro­
grammes. It ha~ often happened that go,ernmenls have 
i;t-t im cstment goal~ at a level higher than can be 
financed from tht•ir own sa,ing; and, unless they ha,e 
l11•en able to ohtain additional resource~ through do­
nwstic and foreign borrowing. tht• inve;;tment pro­
~rammc:, may not ha\'e hecn realized. In other Y.ord~, 
\\hil1• ill\e,tment programmes are an important deter­
minant of the lt·\'el of government ~ving, much al~o 
depend,., on the IP.,eh, of government re,enur and con· 
umption e,pcnditun•. In the ahscnce of go\'ernment 

borro,\ing. im·e,tment outla)s cannot exc<'rd the dif. 
f erencc l,etween the income of government and ib con­
,umption expenditure. 

The level ... of both government dispo~able incomer 

T G,1H:rnment di posable income is the current income avail· 
able for tht· purchase of goods and services. 

Chart 2-3. LeveJ11 of General Government Saving 
and Investment, 1950-1959' 

(Percentage of gro .. s domestic product) 
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and government consumption have, as may be seen from 
tabl" 2-8. varied considerably among countries. But 
tht· diff erenocs in the level of saving have not been 
!\}~tematic11llr as~ociated with differences in levels of 
eitlwr conrnmption or income. Although there has been 
a mo<lerat,• a<.,-ociation between levels of ~\'ing and of 
dispo-.ablc income, the relationship has been pro­
noum·ed only in the very high-sa, ing and the \'ery low· 
sa\'ing countriei,, 

A regards the le\'el of government con'-umption ex· 
penditure. it i · unfortunatrly difficult to off er an 
cxplunation of the wide dilferencel) among countries. 
The 1,·vcl of expenditure has ranged from 6 per cent of 
gro~, pro luct in Colomhia to 19 per cent in China 
I Taiwan) ; and thec;e wide difference!- have gcnerall} 
hl•cn n·lat d to dilTercncc·s in level" of civil con;;umption 
expenditure rather than in defence e.xpenditure. Only 
in a few c,,untriL"S, such a-. China (Taiwan). Greece and 
tht> Hepul,lic of Korea, haw relati\'ely high le\eb. of 
tlefcuce pending accounted for the high le,el;; of total 
goH'rnment consumption expenditure; in most coun­
trir-., def,·nct· expenditure has usually been around 2 
pt·r crnt of gro~s dome,tic product. 

The differences in le\cls of civil con~umption ex· 
penditurc do not appear to have Let•n close I y related 
to !>UCh economic factors a~ per capita income levels 
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Tuhle 2-8. Level of General Government Saving, 
1950-1959. 

(Perrentage of gro~" domestic product) 

Com,lr;y 
Ntt 

1t1fling 

\' enezuela. 10 
Rhode~ia and Nyasaland 5 
Colombia . .. .... 1-
Costa Rica ..... ,........ i 
Ecuador•............... I 

Congo ..... .. , . . . 1 
Portugal. . . . . . . . . . . . 3 
Lnion of !,outh Africa .. , 3 
ChunnJ . . . . . . . . . :J 
Trinidad anti Tobago . . . . . 3 

Brazil •...... , ...... ,... 3 
Burma .... . ............ 2 
Chile•................ .. 2 
Jamaica ... . . . . . . . . . 2 
Spam. ................. 2 

Honduras .......... , . . . 2 
Cellon .. . ... . • • . • • • . . 2 
India ............. , •.. 
Philippine~·...... . . . .. . 
Panama ............. . 

Greece ........... . ... . 
China (Tai"an) 
Thailand ...••..•..• ,. ,. 
Korra (Republic of) . . . . . . - 1 

Sourer See table 2-1. 

D11poM1bl, 
,nro=• Comumplion 

2-l 
11 
11 
11 
16 

16 
15 
11 
12 
u 
15 
16 
12 
11 
12 

9 
15 
8 
9 

13 

15 
19 
11 
10 

11 
9 
6 

10 
12 

13 
11 
11 
8 

11 

12 
13 
9 
9 

10 

8 
13 
i 
8 

12 

13 
19 
11 
13 

• For t•ertam differences in time period and concept,;, s.-e 
fool nolt- to table 2-1. 

b For ,·omponents or government dispo,able income, <Pt 

table 2-9. 
• Pulili1· corporation,, included with general governmrnl. 
d Data are 11ro•s of depreciation. 

and the stage of economic dt•Yclopmrnt. as might per­
hap~ l,e expected. For im,tanre, in th;: rl'lativelr more 
ach anct·d of thr under·d1'Yeloped countrit·J. such as the 
Union of outh Africa. Chile and Spain. the level of 
go,ernment consumption has not bN·n particularly 
high; nor can the highrr le\'el of consumption in C<'ylon. 
a~ compared with India. be <':\plained hy its compara· 
tiH• ,-tagt• of deH•loprnent. 

Lal'k of data al:-o make, it impos~ihle Lo e'Xamine 
in drtail tlw diff errnce;; among eountries in the com­
ponrnt~ of con!'lumplion expenditure. But the common 
pallern apprars to han• been that the largest com· 
ponents ha,c bel'n genl'ral admini~Lration and related 
serdces: expenclitures on education and on health. 
usuall) in ihat onlt•r, hav,• taken smaller fractions of 
rurrl'nt consumption npenditure.6 Ho,1t·vrr. in some 
c·ounlries, among ,,hich Ceylon is a .;triking example. 

' \ Unitt-d Nations tuJy ro,Ning t•leH•n Latin .\merican 
counlrie hows thr:, followini: aw rage (median) data on the 
rra1·1ion or all current exp,·nditure derntt•J lo \·ariou, sef\· il'e 
in 19.>1: i;tnrral admini,tralion I including ,·conomic ~crvice,), 
51 per n·nl; defent·e, lo per c,·nt; t•(lm·ation, 16 per ,·,·nt: health, 
12 11er «nl . • ,u l nitt·d Nations, F.ccmumic ~unr.y of Latin 
Amrrica 1955 (, ,1le, No.: 1956.11.G.l). 

In anotlwr tudy the ll'1d c,f the major romponentN of curn·nt 

: 
w 
R 

l 
1 
1 
f 
"' 

Chart 2-4. Level of Revenue from Corporate 
Taxes and Lcvt•I of Exports, 1950-1959" 

(Percenta11r. of gro,~ domestic product) 
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the rrlati,·ely high Je,el of go\'ernment expenditure has 
heen due mainly to large expenditure on economic and 
bOCial services. 

It is les,, difficult to identify the factors accounting 
for inter-countr) differences in the lrvel of goYernment 
d1sposabll' income. Tlw most important reason has prob­
abl) been th1• sit.<' and nature of the foreign trade sector, 
though a subsi<liar) factor has al,-o been the stage of 
ccono!}1ic development. 

The importance of tlw forci~n trade sector is largely 
relatt>d lo the fact that. typ1call}. in under-clevelopc•d 
countrie,. the principal . ource of revenue is indirect 
taxation. ancl. particularly. import and export duties 
!see table 2-9). Tht• le,el of revenue derived from in­
direct taxes has thm,. ton considt•rahle extt>nt, de1wnded 
upon tht> volume of forl'ign tradt• a,, ,,ell m, upon tax 
rate,,. In Burma. Ce} Ion and Thailand, for example, the 
large sizt> of thl· foreign trade ,ector in the domestic 
economy. in conjunction with high a,·erage tax rate:-. 
has) ieldl·d highl·r level:- of revenue from customs duties 

expenditun· in ten unJ,·r-dewluped counlrie, \H'rt• t>~timateJ 
for on" )'t•ar helwl'en 1952 and 1955. Their average (median) 
,alue, a p,•n·cntagt•, of 1tro, national product are a, follows: 
economic ~ervke~, 3.7; a,lmini,tratinn, 3.1; .. ducalion, 2.1; 
hrahh, 1.3. See \ . \larlin and \\'. A. l.c\\ i·. '"Patt ... rns of Puhlic 
lti,venue and [xpt·nditurc". The llanrhtsltr School of Eronomi<: 
and Soc a Studies, ml. XXl\', No. 3, Seplemh<'r 1956 ( Man· 
<'hcsler J 
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Table 2-9. LeHltt of Go\ernment Dispo11able Income an<l it~ Componenlt-, 1950-1959• 
(Pt•rrenlage or gross domr,lic pro1lur1) 

lJ,r,rf t,ur, 
JJ;.,.,,.,,bt, 

Cuwdry tU.l'"flftlr: 1/o,u,-
fol,,/ huld 

Vrnf'zu1•la .. 21 11 
China (I'ai" an) ....... . . . . 19 3 
Congo ... . . . ....... . 16 8 
F,·uauor ..•. . .. . 16 I 2 
Burma ... ............. )(, I 

Ct·ylon . .. .. . . . ........ 15 
Ura:dl . . ...... . 15 (, 

Grrt·ec ..... .. ........... 15 8 6 
Portugal . . . . . . . . . ... l:i 9 5 
l nion of South Afri,·a ..... 11 9 I 

Rhodl!l'ia and l\,a,alund ... 11 9 2 
Trinidad aml Tol1a~n ...... 11 - l I 

C,ua Rica ......... 11 l :~ 
Panama ..... 1:1 I 2 
!:',pain ... . . 12 8 5 

Chil~ •.. 12 JO 6 
Gliuna ... . . . ... 12 2 
Jamaica ............... II I 
C{1lomhia .. .. ..... . ... II I 2 
Tl1ailand .. ..... . II 1 

Korra (Rqiuhlir of) . . . . . . 10 :l •) 

l'hiltpine, . . . . . . . ... 9 •) 2• 
llom uni'> ,. . . . . . . . .. .. . 9 2 
lntlia . R 3 •) .. ..... 

So11r~: ~ee tahlc 2-1. 

• For cNlain ,lifferrnres in time (>erio,l an,I roncrpt,. ~e 
footnote, to table 2-1. 

than in mo"l other countrie,-. In contra'-t, the rdatht·ly 
low le\el of rt'\Cnue from inclin·ct taxe ... in India ha!'. 
het•n due to tht ... mall '-ill' of the fon•i!m trade i-ector. 

But tilt' forl'ign trade "ector in man) rountri<"' ha:­
al'-O hcen a major ... uurc·t• of revenue from dirrl'l ta:1.rs: 
tht·~· ha\l' lie,·n principal!) taxe, 011 tht• earning.., of 
rorporation" cngagt>d in exporting primary commodi· 
lit·,. Thus, it i:- t'\ i<lt•nt from chart 2 I that le,els of 
n•\enue f rorn corporate taw,- in the undPr·dev<'loped 
rountrie:;. haw been hroacll) relatr<l to l,•vt'l.., of ,·xporb. 
In lh1• mir11•ral exporting countri!':-. ,ud1 n, \'erlt'zuela. 
Hhodt>,ia and Nya ... alan<I and Trinidad and Tobago. 
\\hen• t>xporb con,-Litult· a \Pry high proportion of total 
tlomc,tic economic acth ity. J?ovrrnnwnt-. ha, e lwen able 
to achicH' high le\l'h, of n•wnut• from corporntt• law:­
hy impo,;ing hea\y le,it•.., 0111·xporting l'ompanit•,. Con­
,cr.;el), tlw rr.latht·I} Im\ levels of rt•n·nut· from co1-
porat1• taxes in ,urh rountrh·s ac; the HPpublic of Korea. 
lndia and th,· Philippine-. ha,e hren large!) thr re-.ult 
of the :-mailer relatin• ..,han• of exporb in total output. 

Ho"l'' er. inln-countrr diff en•ncr, in tlw 11·,el of 
n·,enue from direct taxt•:.- haH~ abo bC't'n related. though 
in ... mailer mea-.urr. to !,road diff1·rcm·1·~ in the "tag1• of 
economic de\ elopment or tlw lc\.cl of prr capita income. 

lnd1rr,·l ltlrl'1 m1nu• aul>•idil'I 
.'Vrl OtNr 

/1<drrtrl inr:tmv 
C.'orp<Jr,il,. fut,,/ lu.rr, Suluidi-. 

lran,Jtrsb 

10 
1 
:1 
l 

1 
2 
I 
5 

6 

1 
3 

;3 

2 
2 

8 8 -1 6 
14 u I 2 
9 9 -I l 

lO ll -I I 
II 12 -1 l 

11 l:i 2 -:1 2 
1:1 
12 12 -5 1 

8 -2 1 
6 - -2 2 I 

i 5 1 -1 2 
t, 7 2 -1 3 
9 9 l l - 7 l J I 

8 8 -:{ -1 

7 8 -6 
10 10 - 8 I 

7 - -1 1 I 

11 11 -l 

7 ~ 

I 

6 6 -1· 1 
8 -

I 

5 5 

b :\e11ransler~ are shown \\ilh a re,er,al of ,i~n a, n d .. ,lut1ion 
, from itn\ernnicnt income. . 

' Curn·nl Iran fer, from hou-chnld •crtor are indudcd \\lilt 
,Jiret·1 tnxe~ . 

In mow adrnnct•d countries. for examplr. whrrc thr 
corporate r orm of organization i, more \\ idc-,prea,I 
throughout the dome .. tic t•conomy. the lewl of rcwnue 
from C'orporatl' taxr, al ... o tench, to lw highrr. This would 
largt·ly1•xp ain "h} the le,el of re\1•nur 118'· hC'en higher. 
,a,. in tilt' Union of outh Africa than in Costa Ri1·a. 
E~uaclor or Hondurn,. although tht· -.izc of tlw forei;m 
trade ~·l'IOr in al I th(',(' countries has been much tht• 
!-amt·. 

imilarlv. inter-country dilferrnct•s in lewis of 
n wnuc f rum dirrcl ta:1.1·., on hou,eholds haw largely 
rcl11•c1ccl diff en·ncP in le\(•ls of per capita inrome. Gen­
t'ial l) , gcnernmrnt, in rnuntrie,., "hen• pn capita in· 
come, arc comparath el) high haH' found it ea,ier to 
rai,;e n·H·ntH'. from clirc·C'I laxe~ on income. Higher per 
rnptla inc, rn~. f urthermorc. are oftrn a ... ,ociated "ith 
~rl'3tl'r m metization of the rconomy. ,d1ich i-. con· 
duciw to a mon· efft·cti,e admini..;tration lo tax collec· 
tion. It i, larg,·lr for the"C rPa.,on ... that the le,el of 
dire<"I taxc·-, on hou~t'110ld~ as a proportion of gro!'~ 
clomt-.tiC' product ha-. trnded to ht relathdy high in 
,uch cuuutrie,,. as Chilr. Grrece. Portugal. pain and tht• 
Union of ~outh Africa. lfoM•\er. in man} ca~e,. tht• 
lewl of rtH•nue ha!- al,o IH.'t'n aflt·cted hy go, crnment 
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tux policies. For t•xample, in Trinidad and Tobago and 
\'enezuda, the low level,- of ren•nue from household 
taxl-s ha\e rcfl<•cted mainly the policy of the Govcrn­
nwnt!-. of n•I) ing on tax1•s levied on corporations engaged 
in petroleum production. 

In ;.ummary. it may be -.aid that the inter-country 
diffen•ncl's in levels of government saving have been 
rl'latt:d to the ,,ize of their im e.~tment programmes. But 
puhlic inve;;tmrnt hns lwen limited by the sums avail­
ahl1• for inH':,tment outlays. Primarily bc(·ause of the 
imporlnnct• of cu,-tom,, duties as a source of revt'nue in 
undl'r-cle, doped countries. the levels of government 
di;.po"able income IHl\ e been much affected by the !.'ize 
and nature of the export ~cctor. HoweYer. the rclation­
,.1,i p liet\\ ecn government saving and export experience 
has hcen con,..iderahly weakened by the fairly ,dde 
,ariations among countries in levels of government civil 
con,,umption. 

l'rwale saving 

While high or low le,eb of both govrrnmrnt an 1 
prhate ,-aving haH' tendl'tl to he assot'iated with high 
or low level, of total net dome:-tic :-a, ing. it ha been 
primarily the privull' ..;ourct•s of ;.a, ing which have 
contributed to the inter-country differences in total . av­
ing. Thl' private 5Pctor. in other words. has gt·ncrall} 
Ll•t•n the clominanl -.ource of clomt•stit· saving. Within 
thl· private se<:tor, howe\er, it cannot be ,aid that either 
corporate or household sa,·ing has invariahly hl'en the 
mon• important ,ourre. Xor ha\e inter-countn differ­
cncl''- in the level of ,-a, ing in either of these tw~ c;ectors 
exhibited any pronounced tendency to vary with the 
leH•I of total nd domestic sa,·ing. 

The fact that corporate and hou-.ehold sa\ing, when 
taken singh, have not shown a significant relationship 
to total domestic ~a\lng. sugge:-L, that. to ~ome extent. 
they have tended to off set l'ach other. It has to be 
remembered. howe, er. that the saving of the hou,-ehold 
st•t•tor is inclusive of sa, ing of unincorporated enler­
prii:;cs. It thus seems probable that a principal reason 
for the apparent tendenq for corporate and household 
saving to off set each other is to be found in the differ­
ence;; among countril's in the relati\'t' importance of 
corporate and uninrorporatetl enterpric;cs. On the one 
hand. a~ has already bct•n noted. then• are some coun· 
trie:- whl'rt' corporat1• cnt«•rprise,, bulk large in the export 
<:ector; and it al,-o ~eem,- that, in those countries \\ here 
industrialization has reacht>d a relatively ad\anC"ed 
,..tage. the corporate type of organization has become 
increasingly important in the dome,;tir economy. On 
tht• other hand, thert• are numerous countrie- where by 
far the greater part of production both for export and 
for the domestic eC'onomy is undertaken by unincor· 
porated enkrprises. Rut these enterpris~. no lc;,.s than 
corporate enlt.'rprise:;. an• important "Ources of aving: 
indeed. by comparison with corporate enterpriM's, they 
generally ha,e le:::~ acce~;. to financial markets and have 

lo relr mainly on their own sn\ing out of current in· 
come to obtain the finance for busine~~ expansion. Thus, 
it appear,.. probable that the aving of unincorporated 
enterprises accounb for a large part of hou!-ehold :;a, ing 
Ill many countne:;. .\ncl it seems likel) that. were it 
pos,;ible lo <separate the saving of the"e enlerpri!'e:o from 
that of private households. the sa\ ing of bu:-in~s con­
cerns as a whole. whether inrorporated or uninC'or· 
porated, would then stand out as tht• dominant sourct• 
of total private sa, ing. Further. there might well he 
much clt•arer evidence of a relation-.hip between the 
lt·vel of business sa, ing and of total net domestir. saving. 

This i;; not lo ,-a} that the dilTcrcncl'S among countrie,. 
in the relati, e size of the corporate ;;ector in the econom) 
or the relative importaiwe of unincorporated enterprises 
in the hou:.-ehold seetor ha, e bern the .. ole rea<:ons ac­
rnunt1ng for diff erenl level~ of corporate or household 
sa\'ing. Thus, corporate saving as a percentage of gross 
domestic product has bcen affected not only b} the size 
of the corporate sector. but also Ii) the dividend poli<"ies 
of corporations and the fisC"al policie.., of gowrnments. 

Partly hecause data on corporate profits remitted 
abroad an• not available for most countries. the effect 
of di, idend and fiscal policil':l on corporate sa, ing can­
not be gauged with any arcurlll') at all. Nc\l'rthell'SS, 
the accompan) ing ta hie. though it -.uffl•r,-; from the 
omil:,-.ion of profits remitted abroad in mo,-t instances, 
olTers some possible rndication of the role of these 
factor ... De:spile a rather ... mall rnlunw of Ji,·idcnds dis­
tributed by corporations. it appears that r.orporat<• sa,·­
ing in Jamaica and Trinidad and Tobago has been less 
than half of corporate inrome. In Puerto Hico and 
Brazil. on the other hand. both taxes and dividends ha,e 
been moderate, ,,ith the re,-ult that a substantiall) larger 
proportion of corporate income ha,. been ~aved. 

Uses of corporatP net income. 1950-1959• 
Cou,wy Dirttl la:rt1 Dmtknlh S11ring 

(pm:mlag~ nf torpora/L n,I incon~) 

Puerto Rico . 21 16 63 
Brazil . . 20 23 S7 

31, 44b 22 
37 20• 1-3 

Rhodesia and Nyasaland .. 
Jamaica . . . . ... . 
Trinidad and Tobago . .. . . 63 10 27 

Source: See table 2-1. 
• For certain differences in time period, su table 2-1, footnote 

a. Countne, are arranged in descending order of corporate sav­
in~ as a percentage of gro dome~tic product. 

Including earning~ rerrulleJ abroail. 
O Including corporate transfer payments. 

Inter-countq diff errnces in the level of household 
~a, ing. expres~ed as u percentage of gross domestic 
product. must certainly al-.o have been inOuencrd by 
other factor:; besides the relati,e importancr of unin­
corporated enterprbe:- in the household c;ector. The 
saving of unincorporated enterprises themselves. for 
example, must have been affected by government fiscal 
policies as has the !laving of corporate enterprise.,;. And 
the same would be expected to hold for the saving of 
private households. 
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This sugg~ts that the level of household aving as a 
whole might ha\'e been po itively associated with the 
level of household di p~ablc inrome. But, generally, 
household saving doe· not '-eem lo have been ~igni6-
cantly related to disposable income, when both are ex­
pre;.. ed as percentages of gross dom~tic product (see 
table 2-10). In Honduras and Morocco. for example. 
high level::. of dispo~able income have contributed to 
comparatively high level!, of hou!;ehold saving. In the 
Philippint·~. however, where disposable income has been 
equally high. there has actually been dis-~aving. Fur­
ther, the level of household i.aving in Venrzuela has 
been about the same as in Brazil, Colombia and Ecuador, 
despite a substantially :.mailer perrentage of disposable 
income to gross product. 

Table 2-10. Levels of Homehold Saving and 
Disposable Income, 1950-1959° 

Counlry 

Union of South Afrira ..... 7 71 10 
P.forocco ........... , ..... 6 8-1 7 
Honduras ............ . ... 6 82 7 
Trinidad and Tobago .... . . 5 67 7 
Congo ................ . . . 1 62 7 

Rhodesia and Nyasaland . .. i 67 6 
Co-.ta Rica ........... . ... ·l 77 5 
Colombia ...... . ...... . .. 3 78 4 
Brazil ....... . .......... 3 75 4 
Spaiu .. . •..•............ 3 77 4 

Ecuador .. . ............. . 3 74 ·1 
Venezuela ............ 3 55 5 
Ceylon .............. . . :: 2 77 3 
Jamaica .. . .... , . . .... , .. 77 1 
Philippine ............. . . -2 82 -2 
Panama ......... . .... , .. -3 75 -4 

Souru: See table 2-1. 
• For certain differences in time period and concepts, Stt 

footnotes to table 2-1. 

. The l~rk of as:c'ociation between <.aving and disposable 
income 1s hardly surpri~ing. Variations among countries 
in till' relathe importance of unincorporated ~nterpr1::;es 
might be expected, in them .. eh'e.',, to weaken any such 
relationship. since the . aving beha, iour of these enter· 
prise~ and of pri,·ate hou eholds is determined by quite 
different considerations. But, in addition, there are 
strong reai;omi for expecting considerable diff rrences 
among countries in the saving behaviour of private 
household~. even though the clispo~ahle income of hou:-,e­
ho)d.,, SQ a percentage of grO!-S dome,-tic produrt. might 
be the same. Mention bru; already been madr. of the 
possible influence of inter-country difTerences in the 
level of per capita real income. And to this must be 
added the effect on levels of saving of the differences 
among countries in the distribution of income by size. 
Since higher-income groups tend to save a larger pro-

portion of income. it would be expected that the level of 
household ~aving would tend Lo be greater in countries 
where the share of the higher-income groups in total 
income is greater. 

Direct information on distribution of income br size 
is not available for most countrie-<. The data on the 
distribution of income by source. which is shown in table 
2-11, do, however, offer !'lome possible evidence of the 
effect of this factor. ince there is u ually some a<.Socia­
tion between the di~tribution of income by size and the 
proportion of total income deri,ed from properl)' and 
entrepreneur hip. The table i, suggestive of a po.~sible 
relationship. In Venezuela and Panama, for example, 
in contrast o the Congo and Honduras, the !'-mailer 
share of income from properly and entrepreneurship 
may have lo some extent accounted for the lower level 
of household sa,·ing. 

Table 2-11 . Composition of Household Income, 
1950-1959" 
(Percentage) 

lru:omt from 
Compuualian proJ><rly and Gowr111Mnl 

Q/ tnlttprt~ur-- traru/tfl 
anploycu ,hip 

Trinidad and Tobago ...... 58 .u 1 
Congo .. . ... . ......... . . 57 i2 1 
Honduras ........ , ...... 48 52 
Rhode:;ia and Nya. aland . .. 58 1.1 1 
Venezuela ......... . .. . .. 73 26 1 

Costa Rica . .. . .. . .. . ..... 63 37 -1 
Colombia . ..........•...• 38 61 l 
Brazil .. . ............ .. ,. 47 48 5 
~ -·················· 6-1 32 i 

uador .... . ........... , 53 45 1 

Ceylon .•............... , 51 46 2 
Jamaica.. . ............ 62 38 
Philippine~ . . ........... . a 56 l 
Panama ...... , ........ 72 29 - 1 

Sourc~: Se, table 2-1. 
• For cert11in differences in time period and concepts, att 

footnotes to table 2-1. 
b. Countries are arranged in descending order of household 

eavmg as a percentage of disposable income. 

Howe\er, the data do not allo,\ any firm conclusion. 
no doubt partly becau-,c the income of properl} and 
cntreprene nship does not rrfer to the income of private 
households only but i" inclusi\"e of thr inrome of un­
incorporat1·d enterprise,,. ome more direct information 
on size distribution of income is available for the Congo. 
Morocco and Rhodesia and Nyasaland; and this sug­
gesL, that the large inequalities tn the di tribution of 
income in the~t· countries h:n c been a c:ignificant force 
behind th,• relati\ely high le, els of household, and 
therefore of domestic. _aving.9 

9 Su Uni ed Nation,, Economic Survey of Africa Since 1950 
(Sall'~ No. : 59.II.K.l), pages 87 and 88. 
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It is also pertinent to note in this context that the 
distribution of income by size is not an unchanging 
phenomenon. Particularly in an inflationary situation 
when the upward movements in prices of goods and 
.ervices and of the various factors of production may 
be divt•rgent, the di!-tribution of income may change 
appreciably, thus affecting the level of household sav­
ing. Rising prices commonly result in a relative shift 
of income from wage and salary earners, whose ability 
to !!ave is generally small, to the recipients of profits 
who usually save more. Unless there are counteracting 
forces, such a shift is likely to resull in higher levels 
of private $8ving. On the other hand, if the advance 
in prices is sustained for a long period, the process of 
adjustment in wages and salaries to rising prices may 
be accelerated. And in such an inflationary environ· 
ment, since the spiral of rising prices and wages often 
tends to generate pessimism with regard to the pur­
chasing power of money, saving levels may even decline. 
Although the limitations of data do not permit precise 
generalizations, the behaviour of institutional saving, 
while representing only one component of private sav-

ing, supports the impression that sustained and rapid 
inflation may have inhibited saving. The accumulation 
of saving deposits and life insurance premiums bas 
been adversely affected in Argentina, Chile and Israel, 
for example, where continuous increases in cost of living 
may have diminished the desire to save.10 

To sum up, the tendency for corporate and private 
. aving to offset each other has probably reflected in· 
stitutional differences among countries. Relatively high 
levels of corporate sa\'ing have largely occurred in 
countries where corporate enterprises dominate the ex· 
port sector, though differences among countries in cor· 
poratc dividend policy and government fiscal policy 
have also affected saving. The role of unincorporated 
enterprises has probably been of major importance in 
determining the level of household saving, but other 
factors, notably the distribution of income, have also 
been significant. 

10 These conclusions are based on institutional savings data 
from International Monetary Fund, International Financial Sta­
tistics, and from national source$. 

Trends in saving 

While much can be learned by analysing the dif · 
forences in saving levels of individual countries for 
1950-1959 as a whole, it is also instructive to examine 
the changes in the saving experience of countries over 
time. For the process by which saving levels are raised 
is at tlte heart of the problem of increasing capital 
formation and accelerating the pace of economic growth. 
The experience over the nineteen fifties is perhaps too 
brief to permit firm conclusions rt>garding the long-run 
process of change, but it may well throw some light on 
the factors which enable poor countries to moYe from 
relatively low to sustained higher levels of saving. 

Bt'tween 1950-1952 and 1957-1959, only two out of 
every fh·e countries increased their total net saving by 
2 per cent or more of groc:s product, although in a few 
countries, such as Burma, Jamaica and Malta, the in· 
crea',(' have been very large.11 In the remaining coun· 
tries. as is shown in table 2-12, the levels of total saving 
have generally shown no significant change; exceptions 
are the Congo. IndonC$ia, Morocco and the Union of 
South Africa, where they have declined sharply. The 
countries with relativ ·ly high average levels of savin$ 
have not necessarily 1, en those which experienced large 
increase in these levels. For example, while in such 
high·!iaving co ntries as Rhodesia and 'iyasaland, 
Malta, Jamaica and Burma. total saving has increased 

11 In rontra~t to the treatment of industrial countries in chap. 
ter l, whtre the 1950-1959 dcrade has been divided into halve~ 
for the analyi;is o{ chanp;es over time, trends in the under· 
developed countrits are analysed in terminal periods of 1950-
1952 and 1957-1959, . ince this procedure brings out the changes 
in lt·vels more clearly for this group o{ countries. 

ubstantially, in the Congo and the Union of South 
Africa, it has declined significantly. On the otlter hand, 
in the low-saving countries, the tendency has been more 
general for total saving to increase. 

Although the trends in total saving have shown no 
systematic relationship with their average levels, the 
changes o,·er time, considered by themselves, have ex­
hibited several significant patterns. Foreign saving, as 
can be c;een from table 2-13, has been a factor of great 
importance in accounting for changes in the total supply 
of net saving. There has been a pronounced tendency 
for the under-developed countries to become increas· 
ingly dependent upon foreign c;aving. In over one-third 
of the countries, increases in foreign saving have 
amounted to 2 to 3 per cent of gross product. Indeed, 
in one-fourth of the countries, such increases have been 
even larger; in some ca!'-es they have been as high as 
9 or 10 per cent. In countries where the level of total 
saving has increased, the increase in foreign saving has 
in, ariably been an important contributing factor; and 
where it has fall en, this has been genera II y due to a 
decline in domestic saving which has not been com· 
pletely offset by foreign saving. 

The most striking development over the period, how­
ever, has been the inability of the under-developed 
countries to raise the level of domestic saving. In more 
than two-thirds of the countries listed in table 2-13, the 
level of domestic saving has either declined or has barely 
changed; moreover, where it has declined, the mag­
nitude has often been quite considerable. 

The divergent trends in domestic saving cannot be 
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Tuhle 2-12. Forei~n and Domc,-tic Sa~inµ: Le,,•ls in 19.10-JQ.59 au<l Chan~es in LcHl,, 
from 1950-1952 to 1957-1959' 

(Percentage of gro,, Jome,tir. produ, 1) 

l 'ou11lry 

Rh11cle,,i11 an,I ~, a,ala111I 
\ ' t'llt'ZlU')a . , . : . •.•.•..• , •• 
Congo .....•....... 
.\lalta . . • . . . . . . ......... . 
Trinida,l and Tobago ..... . 

Jamaica . . .... . .. .. . 
L:niun ol outh ,\fnea ....•. 
Co,ta R1ra .. .. ........ 
Punlo Rieo . . . . . . . . . . 
Bur111a .................. . 

Gn·cce .. . . • . . . . . . . . . . . • • 
China (Tai11an) ........... . 
Brazil .. , ......... .... . 
Portugal .. . ..... . 
Spain: ........... . ... . .. . 

.\fororco ................. . 
Honcluru:, ......... .... ... . 
Argentina . . . . . . . . . • . .. . 
Turlev ................. . 
£,·uad;,r .........•...••• 

Colombia ........•...•..... 
Ceylon ...... . ....... . . ... . 
Korea (llt-pu ltl ic of) ........ . 
lmlia .. . . ... . ... ... ......• 
Panama ............ . .. . . . 

Philippines ......•......•.. 
lmlone,ia ................ . 
Chile .... . .. ... . .... . ..•. 

Sourte: See tal,lt• 2-1. 

T owl ntl .rn,mg 

12 
12 
II 
11 
10 

10 
10 
JO 
10 
9 

9 
9 
8 
8 
6 

t 
3 
3 

3 
-1 

-10 
8 

JO 
-l 

-1 

-11 
-2 

:i 
I 

-1 
-2 

5 
1 

2 
-5 

IJ 
:i 
2 
:i 
(> 

9 
l 
I 

18 
-] 

8 

5 
" 

-] 

-2 
2 
l 

9 
l 
(:, 

l 
2 

l 
9 
6 

2 
-:i 

J 
8 

10 

•> 

-1 

l 

-9 
2 

-1 
2 

-1 
;) 

2 
3 
2 

l 
-1 

2 

[Jom,.tir 1ueurc, 
,.,...., 

14 
16 
16 
15 
10 

5 
11 
11 
-I 
11 

5 
lU 
6 
8 

11 
H 
8 
8 
8 

9 
9 

-1 -. 
-1 

2 
2 
1 

Chang• 

-4 
-5 

-19 
2 

8 

-1 --, 
-3 

3 

-3 
-1 

-5 
-3 

5 
2 

-7 
-2 

2 
2 

1 
-3 

2 

• For certain difi'eren1·e,, in time period and conrepl , see footnote·, to table 2-1. 

explained b} change:< in any single componrnt. The 
level of go,wnment saving has :-ho,rn moderately de· 
clining or stablr. trrn<ls in most countrie~: hut in coun­
trie,; where substantial declines in clome~tic sa\. ing ltave 
occurred, governmt'nt !'-OVing ha!'J usually been an im­
portant contriliuting factor. The trends in the sa\.ing 
of the pri\'at(• sector us a whole haw di\ergetl more 
\\idely than those in go\'ernment :,,aving, and ha\'e aLo 
shown a cloSt'r relationship with change~ in domestic 
aving. In countries \\here the Je,el of domestic sa\ing 

has risen. this ha, generally been accompanied by an 
increase in the level of private saving. and conver:-('ly. 
A, a Lroad rule, the pattern of change!', in the household 
and corporate componl'nts of private saving has been 
le.-s clear-cut than in the case of total private saving. 
Only in a few instance:.. hne both components of pri\.ate 
saving contributed to the on•r-all trend in the levels of 
private saving. In many countries, in fact, le,·eh., of 
corporate and hou,ehold --aving ha, e moved in oppo,ite 
directions. 

CHANCES !:"," THE MAJOR COMPONENTS OF SAVl:'iC 

Although increases in the flow of foreign saving have 

genera II) hrl'n dominant in rai,ing or sustaining the 
total supply of a, ing in the under-developed countries, 
they ha, e not lwen uniquely related to any !>ingle cau. c. 
A numher of factors. :sometimes domestic, but more 
often fon•ign in origin, have bet•n re~ponsiblc for the 
increa"t',. 

In most undrr-<it·,·eloped countries. the increased de­
pendPnet· on foreign rr;.ources has been related to the 
ri~ing tempo of ime:;tment acti\'ity. The higher levels 
of inveslnent could. of cour:,e, have taken place with­
out addit onal reliance on foreign ,a\'ing if dome-;tic 
resourc('s had heen diverted from current consumption. 
But. exct>pt in a few countrit·s, notahly Ecuador, India 
and Panuma. consumption has actually aLsorbcd a 
largn share of gross product. While private consump· 
lion ha,- ri. en in ,-everal countrie~. the more ic-triking 
phenome11on has been the wide-spread increase in the 
le, el of go\'ernment consumption. Increases in foreign 
saving ha,·e therefore been needed to finance not only 
hight•r lrvcls of capital formation but. in many cases, 
greater C<•mmmption as well. 

The innrases in foreign saving which most countries 
ha,e exr,..rienced are the counterpart of the trend~ in 
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Tahle 2-13. Change in Level of a,ing, 1') Sector, 1950-1952 to 1957-1959" 
(Percentage of gross dome~tk proJut·t) 

Tuia/ C:=m· PriMlt ••ring 
Cuunlry ntl Portion Uootr11ir mml 

aui11g .aving •11 ntJ ,u.oing 'f<>h,l Corpornlr lloUffhold 

Jamait'a ........ .. .......... . 
Burma .......•......•....... 
fndia ..............•........ 
Panama .••................•. 
Greece . ...........•. . ...•.. 

EcuadorL ................... . 
Chile~ .. .•......... ... .. ... 
Rhodc,1a and N,.a,aland. . . . .. 
Philippinc,L ... • ......• .. .. .. . 
Puerto Rico ..•.............. 

Koren (Rt·puhlic of) ....... ... . 
Spain . . ... . ................ . 
Trinidad and Tobago ..•....... 
China (Tai\\·an) .••...•...•... 
Costa Rica ................ . 

Brazil . •.•.. .•..• ... . ..•..... 
Colombia ............. ...... . 
Portugal ................... . 
\'cnczuda . ......... ........ . 
Ceylon . . ...... .. ...•........ 

Hondura, ..... 
Union of South Africa ........ . 
Congo 
~forocco ....•..... ........ . 

Source: S.:.-e tahle 2-1. 

10 ., 

5 

• ·~ 
·l 
4 
3 
2 
1 

-1 
-1 
-1 
-2 

-2 
-4 

-10 
-H 

2· 
10 

:1 
2 
2 

2 
2 -I 
l 
8 

2 

l 

-1 
-1 

2 
·l 
5 

2 
-3 

9 
-9 

8 
- :i 

2 
:.? 
3 

2 
2 

-4 
I 

-7 

-2 
-1 

-1 

-:3 
-5 
-7 

-3 

-19 
-5 

2 
-3 

4 
1 

l 

2 

-2 

1 
l 
1 

-3 

-2 

-5 
-2 

6 

2 
2 
3 

-2 
1 

-·l 

-2 
-1 
-1 

l 
-1 
-3 
-6 
-i 

-2 

-14 
-3 

2 

3 

-1 

- 5 
1 
l 

·l 

-1 

l 
l 

1 
-2 

1 
1 

-14 
- 1 

., 

-1 

-1 

1 
-1 

-1 
-5 

2 

-2 

-7 
-2 

-2 
-1 

-2 

• For certain diffrrcnce~ in time period and <'OnC'epl~. ~re fontnote~ to table 2-1. 
"Public corporulions included in government sector. 

their balances of pa}ments on current account. In these 
rountries. foreign balanm, Jcteriorated during 1950-
1959. partly as a result of a larger expan:.ion in the 
volume of imports relatiH• to exporti: but mainly uc­
caui:e of declines in the term · of trad<'. 

Given the di,·erl-\ily of market conditions confronting 
under-developed countries, it is not surprising that there 
ha\'e been substantial Yariations in the extent of the 
deterioration in the terms of trade. In parL these ,·aria­
tions have reO<·cLed diff en•nccs in the changes in world 
demand and supply of the commoditie:, exported by 
these countries. In recent years. ,,orld demand for some 
primary commodities relative to upply has lagged con· 
sidl' rably behind that for other:;.: the volume of world 
exports of petroleum. for example, expanded by 46 per 
cent between 1950-1952 and 1957-1959. while the \'OI· 
ume of food and raw materiaL exports rose by 37 per 
cent. The disparate rates of growth in world demand 
ha\e been reflected in considerable changes in the rela­
tiw prices of ,arious primary commodities. As may be 
seen from the table below, in relation to world export 
prices of manufactures. the price of fuels has remained 
practically unchanged, while that of textile fibres has 
declin<'d by t\\O·fifths. In turn, the changes in relati'ie 
export prices have been associated with wide variations 

in the term~ of trade; whereas the terms of trade of 
pctrol<'um-exporting countries have improved or l:>hown 
no deterioration. those for moi:t under-developed coun­
tries have declined. 

Ra1io of prices of primary commodities to manufactured 
goods ill world trade 

lnder. 1957-1959 
Commodily (1950-1952• 100) 

Fuel~ .. · . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100 
\fetal ore~. . . . . . . . . . . . . . . . . . . • . . . . • . . . . . . 92 
Beverage crop:.. . . . . . . • . . . . . . . . • . . . . . . . . . . . 89 
Non-ferrous metals .......................... 86 
FaL-., oils and oil-,eed . . . . . . . . . . . . . . . . . . . . . . . 80 
Cereals . .... ..... . . .. .......... .. . . • . . . . . . 76 
Textile fibre,, ............. . . . . . . . . . . . . . . . . 60 

Source: United Nation~. l\lonthly Bulletin of Statutics, Septem­
ber 1960. 

lnrreases in foreign -.aving must, of cour'-e, be 
matched h} identical changes in the total of short-term 
and long-term capital inAows and foreign exchange re· 
ser\'e mo,ement.s. Owr the nineteen firtie,- as a whole. 
change .. in the Om~ of short-term funds have been of 
comparati, el) little importance, c;ince O\'er a long period 
increat-<'~ usually lend to bt> offset by declines. But these 
funds have figured prominently in the two terminal peri· 
od,..1aken ~eparately. In Rhodesia and "yasaland, for ex· 
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Table 2-14. Changes iu Levels of Foreign Savin(l; and iti. P rincipal Components, 
1950-1952 to 1957-1959• 

(Percentage of gro~s dome tic product) 

Jmporu qf E:rport, qf 
1:W,iJry• ,-hand ,oods and 

wnict• «nic,1 

Burma .......••........ ·l -6 
Congo ....•.......•.... 5 -3 
Puerto Rico ............. 7 
Rhodesia and Nya.'-aland ... -2 -9 
Ceylon . ..... . ..••. . •..• l -·1 

Venezuela ... . .... .... .. -1 
India ....... ......... ... 2 -1 
Panama ......•...... .. . -3 
Korea (Republic of) .•.•.. 2 
EcuaJor ....•...•...... 3 l 

Chile ................... 3 l 
Creece .•.. ... ..•....•. • 2 
Honduras •.. , ..•........ l -1 
Philippine ...•.......... -1 -2 
Costa Rica .............. -3 -3 

Spain . .... .......... ... l -1 
Argentina ...•... ....... . 
China (Taiwan) ........•. ·1 4 
Brazil ......•........... -3 -3 
Turkey ................. 

Colombia ... .......... 5 
lndone,,ia - -6 . . ......... -. 
Union of South Africa ..•. -2 1 
Morocco .......... -11 -2 

Source: Ser. table 2-4. 
• For certam differences in time prriotl and ron. 

ceets, JU footnotes to tables 2-1 and 2-·t 
Countrie~ are arranged in <lesrendin~ order of 

the increa e in the le\'el of foreign ,8\"ing. 

ample, there was a large inflow of short-term private 
capital in 1957-1959, a-. again. t an ou:flm1 during tht• 
l'arlier period. On the olh<'r hand. in Burma. Ce) Ion. 
the Congo, Honduras and the Philippine", substantial 
additions were made to ofll('ial resene.i in the earlier 
) enr!> of th1• decade•, but the:-e were drown do\\ n during 
1957-1959 whim largc·-,cale dcfirib in the hala11ce of 
payment: were enrnunten•d. 

In •t'H'ral countrie:-. however, the increa,.,1•cl inflo\\ 
of foreign funds ha!> not come about in passiVt· responsl' 
to changes in trade• but ha,- taken the form of long·tcrm 
loans and grants for specified invc~tmcnt programme,-. 
Tht•:,e long·t<'rm loans and grant ... as can be seen from 
tal,le 2-1 l. haH· made po,,ible inerea!c'e., in the import 
surplus of Puerto Rico, Vl•nezuda. Panama and the 
Republic of Korea, for example. DeH•lopmcnt<. in both 
the recipient and the rontributing countrie:,, ha\·e been 
a ,.,ignificant inllue11ce in bringing about a larger flo,\ 
of long·tl'rm capital in 1957-1959. In order to achicw 
a higher rate of economic progress and higher eon ... ump· 
tion standards, governments in the under-developed 
countries have sought to define their dcwlopmrntal ob­
jectives more ,.,harply and to strengthen a<lministrali\·e 

,'\ti JI- of long-tum Jund,< 

Fo,v1gn 0/Mial •••119" T"'4/ Pri,ot, rop,tal 
capiJa/ and gra,il, 

10 4.t. 0.6 3.8 
9 ·-2.1 -3.8 u 
8 9.9 3..t 6.6 
7 0.9 1.0 -0.l 
5 1.7 0.3 1.4 

l 4.1 4.1 
3 
2 3.i 1.0 2.7 
2 6.7 
2 0.4 0.4 
2 0.8 0.5 0.3 
2 -1.0 0.8 -1.8 
2 -2.3 -3.8 1.6 
l -1.l -0.l -1.0 
1 2 •) ... 0.1 2.2 

l 0.1 -0.1 0.1 
-0.l 0.1 -0.2 

-0.l 0.1 
-1 1.-1 1.1 0.3 
-1 -0.5 -0.5 

-1 0.2 0.2 
-1 0.2 0.2 
-a -2.8 -2.3 -0.5 
-9 -3.6 -2.3 -1.3 

• A positi~e change in foreign ~aving denotes a 
gn•ater increas-!, or a smaller decline, in imports of 
good~ and ,en ices relative to exports. A positive 
change in lon~·term funds dt•notes an increa~e in 
the net inflow. 

machiner} lor their attainment.12 This has affected the 
outlook of both privatr inve-.tor, and governments in 
tht• capital exporting count rie.,. Private imcstor~ in 
North Am1•rica. we:,lem Europe and Japan have begun 
to .. ho,\\ grrutcr inler6l in the undl·r-dereloped <"OUntrie 
as outll"ls for their fund'-, On thl'ir part. go\.ernmcnls in 
the capital exporting rountries ha\e formulatt>d meas· 
urc. to facilitatl' the 110,1 of !-Ueh private capital a.; well 
as to provi le clircctl) a larger supply of fun&i both 
bilaterally and through the international organization . . 
Thl' Soviet Union and a number of other centrally 
planned tot ntrit·s h,l\ e aJ._o stepped up their aid lo the 
under-developed l't:onomit· . As a re:;ult. the net annual 
flow of rcrnrdcd long-term pri, ate capital and public 
funds to lht• t,11•11ty·four under-developed rountrie.s in· 
eluded in table 2·11 ro,e b) oH·r three-fourths between 
1950,1952 lllld )957,}959.11 

1' :;u United Nation,, florld Economic S11ri-ty, 1959, pag,•s 
80 to 83. 

is Since this t•,timate b l,a,,·d on the balance of paymt'nts 
account~ of a limit .. d numher of recipient countrie,, 11 prc/\idc, 
only a J>artial indication of thl' inrrra~ in the net flow of intl'r· 
national prhat .. capital and pul,lic fund~ to the undrr-del'elopcd 
rountric,. \lure comprehl'nsive data from thr. contributing 
countri1· indtrate that the increa e ba, l,een ~ul,,tantiaily larger. 
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However, despite the substantial incrrase in the net 
now of long-term private capital, there has been no de· 
cline in the pronounced tendenc) for such funds to be 
concentrated in n·lati,1ely few countrie:-. By and large. 
t·ountries receiving large flows of private capital have 
continued to be Lho...e producing export commodities in 
v1gorou. demand abroad. or tho<;e which have not only 
reached a higher stage of development but have also 
de,eloped a large domestic market. Thus, as is i:hown 
in the accompanying table, while the small inflow of 
earlier )Cars into countries with per capita income-. of 
ll·ss than 100 dollars ha· given way to an outflow. six 
countries "ith per capita inromes of more than 300 
dollars have recei, ed over three-fifth .. of the expan,;ion 
in the now of long-term private capital. 

l'rrct•ntage distribution of the increase iri foreign funds 
rer.eived by under-det'eloped countries, 1950-1952 
to 1957-1959" 

fMrttU~ bd1ll<'n 
/950-1952 and 1951· 

1959 in tJ~ n,I 41l11UDI 

N~r 
)IOt/J q/: 

Jnrt)IM prou,pb ti/ Offil:ial 
tOUntriu Prieale granu 

lon,-1,rm ond 
tt1pilal lano·trrm 

Countries uiJh per 1/« ropilal 

nallonal income o : 
I. I e~s than l dollan: . . . .. 5 -6 29 

II. 100 to 199 dollar~ ... . . . .. 9 36 40 
III. 200 to 299 dollars ... . . . . 4 9 10 
JV. 300 dollars or more ...... 6 61 20 

TOTAL, tJNDER·IIEVELOPEU 

C Ol'l'l'TRfF.S 2l 100 100 
Sourrf': See table 2-4. 
• For certain difference, in lime period and concepts, .see foot­

notes to tables 2-1 and 2-1. 
b Croup I: Burma, China (Taiwan), Congo, India and Indonesia; 

Cr~up I!, Brazil, Ceyl.on, Colombia, Ecuador, Hondura , ~lorocco, 
Phihppmeh, Repu~hc of Korea and Rhode~ia and Nyasaland; 
Croup Ill: Costa Rica, Greece, Panama and Turkey; Group IV: 
Argentina, Chile, Puerto Rico, Spain, Union of South Africa 
and Venezuela. · 

The generalization thnt extrartive industries and the 
size of the domestic market have continued to exert a 
strong influence on the flow of mternational private 
capital does not imply, of course, that other factors 
have bet>n of no c:on. equence. In some cases it is not 
unlil.dy thal political factor" have been a significant 
mlluence. Political considerations have al times been of 
--ome importance where changes in forms of government 
have generated uncertainty in the minds of investors 
with regard to official policies relating to foreign in· 
ve-tment. The absenct' of favourable institutional ar­
rangements in some recipient countries has been another 
deter rent.14 

11 In recent years, however, a number of governments in 
un<l.er-de~el!>ped. co~ntri~ have sought to provide guarantees 
aga,n~t na!10!1ahz.at1on ~nd to en~ure remittance of profits and 
the rrpatna11on of capital. Many countries have offered such 
incentives as accelerated depreciation and reductions in taxes 
on profits. But the fact that in many coun1ries 1be enactment of 
!htsl' 10~ other. measure, haq not resulted in any ~ignificant 
!ncrea~e m the mflow of foreign private capital reinforces the 
1mport1oce of the economic forces discussed above. 

Given the high degree of concentration of private 
capital flows, it is particularly signilkant that the bulk 
of the increase in official grants and long-term loans has 
been received by the lower-income countrie>-. It is evi­
dent from the preceding table that over two-thirds of 
the increase in such publir Aows has gom• lo countries 
with per capita incomes of le s than 200 dollars. As a 
re~uh. the beneficial role of publi~ funds in off!'Ctting 
the marked concentration of private capital flows, which 
was already evident in the earlier years of the nineteen 
fifties, has become even more pronounced in recent 
years. Without this foreign aid. many development 
projects in such countries as Burma, Ceylon and India, 
which ha,e received \ irtually no part of the increased 
total flow of private capital. might ha,·e been slower in 
reaching completion. 

Impressive and encouraging as the increased avail­
ability of foreign saving i in many re~pects, it has also 
sened lo emphasize that a majority of under-developed 
countries have not been able to achieve appreciable 
expansions in the level of domestic saving to match 
the desired growth of im·estment. 

While most governmenb have played an increasingly 
active role in the nineteen fiftie:; in accelerating the 
pace of economic development, their own contribution 
in the form of an augmentet.l supply of government ,;av­
ing has generally been very limited. It will be '-een from 
table 2-15 that in only three out of twenty-two countries, 
namely, Ecuador, Jamaica and Trinidad and Tobago, 
did go, ernment saving increase by 2 per cent or more 
of gross domestic product between 1950-1952 and 1957-
1959; and in another five countries the increase 
amounted to only one per cent. In the remaining coun­
tries, the level of go,ernment !Saving either remained 
rough I y stable or even declined. The decline;. ,, ere sub­
!'tantial in Ceylon, Burma and the Congo. 

A major influence in shaping the changes in the level 
of government saving has been go\ernment consump· 
lion. Among the countries where go, ernment sa\'ing 
has risen significantly. government consumption ha." 
either fallen or bas not increased in relation to gross 
dome!ltic product. In contrast, among the countries 
where government saving has f al Jen, the level of govern· 
ment consumption ha generally increased sizably. In 
Burma, Ceylon and the Congo, for example, the increase 
in government con!-umption has ranged from 5 to 7 per 
rent of gross product. Since the levels of government 
disposable income have risen in both groups of countries 
in broadly similar proportions, it follows that the in· 
creases in consumption have been the principal deterrent 
lo increases in government saving. 

In general. the rising tempo of government consump­
tion has been inherent in the process of economic and 
'-OCial change. Rapid increases in population in the 
under-developed countrie~ during the nineteen fifties 
have been a major contributing factor. The expanding 
populations have demanded a larger volume and range 
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Table 2-15. <..:han1,tes in u.•\·cl~ of General GoH•rument Sa\ irw, Con ... umption and 
Di poiiablc Li1come, 1950-1952 to 19.17-19:;9• 

(l'enentage uf 11ro,, ,Jome tir produ,·ti 

,...,,, c:onmm~ n ;,_.i.1, /)j,w/ lur1 
lntlirrt'/ 

t ,1rt1 
nriuu, 

6Ub6idil'I 
,_,, fJu,o lion iucum~ 

Ecuadorl· ... .. ..• 
Jamaica . . . . . . . . . . . . . . . 
Trinidad and Tobaw1 ...... . 
\enezuda ...... . ..... . 
Philippint·~l·. . •..... . . 

Portugal . .......... . .. . . . 
Chileb ....•. . .••. . .... 
Colombia ...... . ....... .. . 
Panama . .....•...•....... 
korea (Republic 111) •.•••.•• 

Rhode~ia and 'yasalaml .... 
India ..•.•. . .......•...• 
Spain •.••..•...••.. . .... 
Brazil . . •...•....... . .. .. . 
Union of South Africa ..•... 

Greece ...•. . ............ 
China (TaiY.an) . . . ..•.. . 
Cnsta Ri<'a ....•......••.• 
Hon,lura., .... .. ...... . . . 
CPylon ..•..... . ....•..... 

Rurma .......•.......•... 
Congo ....... . •.. . ...... 

So11r( C': See tahle 2. 1. 

2 
•) 

I 
l 

l 
l 
1 

-2 
-2 
- 3 

- :i 
-5 

- 2 

-2 
1 
l 

1 
I 
I 
:t 
5 

6 
7 

l 

• For certain ilifi'en•nrrs m time 11eriotl nnd con­
cept , .<"" footnote, tu table 2.1, Componenh of 
government di~posable int·ome other than toJCeS 

of ,en ices from goverr1111ents; this ha, la.'t'n further 
acrt'ntuatcd hr the gro,\th in urbanization. since puhlic 
-.ervire!" gem·rallr Lend to be greater in tlw citi1·, than 
in tht' rural area.;, Partit'Ulurly promim•nt in the ,,i<ler 
range of i:ocial :-rn in•s has been the pro.,. ision of facj]j. 

tie,, for eduC"ation. Increases in cxpentliturc., ha1e eome 
about not only to impro\e literal'r but also to r nlarae 
th<' supply of trainf'd pt•r,omwl n ·quirP<l for achic•\ ing 
investment goals. 

Furthermort', with the wide-,pread adoption of plans 
or programme, of t'C"onomic development, goH'rtlntt'nts 
ha,·e undertaken gn•atn r<'spon.;ibilitie,. in providing 
es,ential ernnomic and othl'r ~en·ices: a, a re,ult of 
these enlargrd functions. gowrnmPnt admini:-tratiw 
activities have also expancll'J rapidly in most undt·r· 
developrd countrie .. The ri,t' in imcstment outlays of 
the public !;t'<'lOr has itself required rorrespondin.g in· 
crease. in goH'mmenl consumption expenditure. 

In addition to the rise in gov·emmcnt ..,pending on 
general admini tration. ,,hiC'h ha, been common during 
this period, defem·e requirements also have ma<lr. neces· 
sary significant expaw,ions in government rnrrent ex· 
penditure in many un<ler-dewloped countric<.. Thi'\ 
tendeney has been particular!) strong in the newly 
independent Asian and African countries, following the 

:l 
1 
l 
I 
I 

Tofo/ 1/uui,huld l .'<1rporu/r 

2 
•l 

2 
l 
l 
I 

I 
I 
1 
I 
l 

2 
2 

- 2 

1 
2 

2 - 1 

3 

2 
2 
l 

3 

I 
1 

- I 

l 
- 1 

1 

3 
3 

J 
l 

-I 

I 
-1 

2 1 

•) 

2 
2 
1 
2 

-1 

are omitted a~ he chan11,c, in the rat io of the3e 
items to gro~, ,lume,,uc product "ere ~enerally not 
, ignili,·ant. 

1• lnduJing p11Lhr. t·orporate ~a1·111F,, 

transfer or n~ronsibility for national :,erurity to na· 
tional goH•rnmt•nts. In addition. increaseJ concern 
about national st'ruril) has prompted higher defence 
spt•nding iu a uumlier of ca,e:,. 

Of l'OUr ... •• go, emmcnt dispo,ahlc inromc has also 
gcnc·rall) i, rrcased het,,rrn 1950,1952 an<l 1957-1959. 
Thi,- has part I) rellerle<I the t'lT ort.s of governments to 

· raise the lnels or income to financt• their expanded pro· 
grammt·s o · imestment. But in many l'OUntries such 
increase, luve l,een barely ,uRirient to met•l the in· 
c·n ·asecl consumption . In some rase~. tbt•y have f ailecl 
e,en to match the rising levels of coth,umption. with 
lht• rNtlt that the level of goH·rnment saving has f alien. 
Among thc·,e rountric:. are Burma and Ceylon. when• 
tht• drdinc in go\l~rnmt•nt --aving has in fact compelled 
the government,; lo r urtail their inve:,tment programme,. 

But the magnitude of the incn•ase in government dis­
po,.abl<' inc">mt· has not been markedly different amoni, 
countrit'S. This has largely been attributahle to the 
Lroad ,imi larities in the economic structure and the 
lax sy:-trms in the undrr·dt•vt•loped countries. It is strik· 
ing that. in :-pilt· of tht• rapid e'.\pansion of inconw in 
most rounlr i~. re, enue from di reel taxe: on households 
has tended to rbe onl} !-lightly in relation to total out· 
put. This ma} have partly reflected the fart that, in 
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general. lax S}Stem~ in the under-dc,eloped countrie 
ha\'e not been sufficientlr progressive and. further, that 
comprehensive upward rt•visions in tax structures ha,c 
not been made during tlw period under review. In fact. 
1l appears that incre9.be; in re,enue ha\'e often been 
largd} the result of an improvement in tax collection 
and of tht• rapid t•xpansion of the monetizC'd sector. 

Furthermore. the trends in go\'ernment rc,enue from 
corporate taxes and custom~ duties haYe been greatly 
nff ected h) di\ergt' nl chnngt•s in foreign trade among 
countries. The influt·nce of export trends on rewnue 
from torporale lax<·s has bt•cn evidt>nl in many cases 
\\ hen• export corporations are predominant in the <.:Or· 
poratc sector. Such reH~nue has increa::.ed sub tantially 
in Jamaica and \'enezuela. fur who~e export:, ,\orld de· 
mund has been buo) ant. ln the majority of countries. 
howt·, er, the 111crea,-e,; in re, enue from corporate taxc:. 
hnn~ been no more than proportionate to the increases 
in total output. Oftt·n ~luggi<.h trends in exports ha,e 
Let•n a :,ignilicant contiiLuting factor. [n Rhodc;;ia and 
l',ya;;aland, a sharp decline in corporate net income has 
red uced reH·nue in the ub:,cnce of a general increa~e in 
tht• tax rate. 

Although in ~ome countries the levels of government 
revenue from customs duties have increased signifi· 
cuntly. in many olhus there has been no significant 
upward trend. In the early nineteen fiftie , when there 
were wide-spread increases in prices of primar} com· 
modities entering international trade, many govern· 
menb succe;s{ ull} siphoned off the expanded purchas· 
ing power in the hands of the public through export 
duties or multiple exchange rates. But in the latter part 
of the decade \\hen commodity markets generally v.eak· 
ened rewnue from th<-se sourc·es often tapered off. 
Revenue from import dutie,-, too. has fallen in a num· 
ber of countries, part!} becau-se governments have often 
sought to reorient their import structure in favour of 
capital goods and other essential articles on which duties 
arc usually small. 

In order to off set the declines in revenue from cus­
toms duties, governments have sought to raise the level 
and range of indirect taxes on products sold in the 
domestic market. In numerous instances, excise and 
sales taxe:. have been levied on an expanded range of 
consumption good~. In many countries. rising levels of 
private consumption ha\'e also contributed to taxes. And, 
in some countriei;, such a Ceylon and India. the search 
for additional revenur has taken the form of new taxes. 
such as thO!<C impo ed on expc•nditure, gifts and wealth. 

To an <'Ven greater degree than in the case of go\· 
ernment ,aving, the Ir, el of private saving has declined 
in most countrie:,. In many in,tances changes in private 
saving btne playc·d an important role in shaping the 
trends in total domestic saving. Among the countries 
which ha\'e experiented considerable dedines in dome:-· 
tic ~ving. the tn•nd!< in private saving have generally 
been a major causal factor. Corresponding!}, there 

ha\'e also been case,. whrr<' increa.ses in domt•stic !Saving 
ha,e hcen entirely due to rising tn·ncls in private sav· 
ing. ~ ithin the private st•ttor, howt>H'r. there has been 
no consi,..tenl pattern of C'hange in corporate and hou..,e· 
hold sa, ing among rountrie,., For example, as is shown 
in table 2-13. \\ hilc the decline in the le\'el of pri,ale 
saving has L('cn sub ... tantial in both Rhodesia and Nyasa· 
land and Vt>nezuela. it has rellccted a decline in cor· 
poratr sa\ing in the former but in hou,-ebold ... aving in 
the latter. The importance of the export nperience of 
individual countries in accountmg for their diITering 
trends in corporate ,-,ning ,,.. again clt•arly revealeJ in 
rhart 2-5. In Ce) Ion. the Congo. and Rhode:;ia and 
\yasaland. for example. large declines in the level of 
exports have been main!) responsible for the unfavour· 
able trends in corporatl' :,,a, ing." In contrast. increases 
in corporate sa,·ing in Jamaica. Puerto Rico and Vcne· 
zuela have been related to the buoyant world demand 
for their exports. 11

• 

Household saving in relation both to gross domestic 
produc·t and lo dispo:-able income ha:; fallen signifi· 

Chart 2-5. Relutionl'hip between Chan~es in Levels 
of Corporate Sa\in~ and Exporti,, 1950-1952 to 
1957-1959" 
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• For certain differences in time period and concepts, s,e 

footnote;i to table 2-1. For abbreviation~, see chart 2.1. 

1~ The exceptionally large decline in the level of corporate 
•aving of the Congo, ,hown in chart 2-5. re•ulted in part from 
a ~ub,tantial increase in corporate earnings remiued abroad. 

11• The differing trends in corporat,· ~aving among countrie 
havr albo been affected by change~ in government tax mea~ureb 
and in corporate policie~ relating to digtribution of dividends, 
including earnings remitted abroad. Howrver, owing to the lack 
of data in mo•t countrie , no generalization can be made con, 
cerning the experience of the entire group of countries under 
reYiew. 
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Table 2-16. Changes in Levels of Hou1,ehold Savini, Household Di11po able Income 
and Compeniaation of Employees, 1950.1952 to 1957-1959" 

Jlou«Jw,U ,a1in11 Rak cif 1rvcrlh 

,hp,rttnlagt 
C,,unJry l''°" mt11lir 

P"""-'1 

Jamaica ....•.........•..•. . ...... 4 
Coi;ta Rica ..•..•.....•............ 2 
Rhode,,ia and Nyasaland ... . ..•..•.. 1 
Brazil ..••.•..••.....•.. . . . ....... 
Congo ............... . ....... . ... 

Union of South Africa .•. . ......••.. -1 
Philippin6 .. • ..... . ... . .....••.•• -1 
Ecuaoor .......•......•..•........ -1 
Panama .•. . ............. . .....••. -1 
Spain ...•..•.•.. . •.... . •......... -1 

Honduras ..•....... . ............. -2 
Colombia . .••........ . ............ -2 
J\forocco ...........•............. -2 
Ceylon ........••.... . ....•..•.. : . -2 
Trinidad and Tobago ..... . ......... -5 
Venezuela ...............•..•..... -i 

Sourrt: See table 2-1. 

• For certain difference~ in 1ime period and con­
ceph,, ~e foo1no1es to table 2-1. 

cantly in most countries during this period; in Trinidad 
ond Tobago and Venezuela, the decline ba.. .... been e ·pe· 
cially large.11 Of tht• countrit>'< '<hown in table 2-16. 
increases in the level of houi-ehold )'aving have taken 
place only in Jamaica, Costa Rica and Hhode:,ia and 
Nya. aland. While it ~eems clt·ar lhat in these case, in­
creai;es in real income have been an important contrib­
uting factor. lhe differences in the growth of incomes 
cannot account for the change in household , aving. Al­
though incomes have !"hown '-imilar increase:- in other 
countries, their levels of .,aving have actu'.\lly f alien. 

Many fnc'lors have contributed to this experience. 
Shifts in the distribution of income ha,e been a domi­
nant factor in accounting for the changes in lt·vPls of 
saving during the period. As is shown in table 2-16. 
there has been in mo:.t countrit-.:. a tendency for the 
~han' of compcn.ation of employee:. to rise rPlatively 

17 The proportion of dispot.able income 10 l(ro , dome,1ic 
product has gtnerally fallen moderately, although in a few in-
lanres, . uch a~ in Jamaica and C11lombia, the decline has been 

large. Sharp incrca~es in the pn,portion have occurrt'd in a few 
rases, uch a in the Congo and Rhodt,ia and ~ya•aland. In 
these countries, changes in corporale ~aving have been lhr main 
factor conlribu1ing lo the changes in the ralio of income 10 
product 

in "':0:ft."' Com,,.nMJJion of .1,,::.111a~ d11 I, anp/oytt• tu 
of Ji,o(,J in.r-" P,ITfnbJpt of 
di1po.obk C P,1T•nta11t !louPhold ·~ 

IJICOnll! puannum) 

5 7 3 
2 2 -1 
1 2 5 

5 
-1 3 8 

-1 2 
-1 3 
-2 2 3 
-2 l 4 
-2 4 -1 

-2 l 2 
-2 2 3 
-2 1 
-3 2 
-7 5 -4 

-13 5 1 

b Compouncl rate, bru;ed on data in constant 
prices. 

• Household income refers to personal income 
before tue1; it includes government transfers. 

to that of i111·omes from entrepreneurship and property 
in hou~ehold income.• This has been partly the result 
of increase in lht· number of wage earners, accom­
panil'<l often by incrrases in wage rates. In many in­
stances, thi::. change has lo some extent reflected reduc­
tions in the share of unincorporated enterprise income 
('auc.ed by nn unfavourable export experience. Since 
wage earner, generally tend to consume a larger propor· 
lion of income than recipients of entrepreneurial and 
properly inrome~. it is not surprising that declines in 
levels of sa ving have taken place. 

The dedining trend in household saving has also 
been influet ced by the continued rapid urbanization in 
most -countlies. In fact. Lhr enlargement of the wage· 
earnl'f :se<'ll)r has bet>n associated with a sub!.lantial 
movement cf rural population to urban areas in search 
of emplo) ment and higher incomes. Growing urbaniza­
tion has required additional expenditure in order to 
estaLJi._h hc,me:, in the cities; also, material standards 
of living tl'nd to he imitated and it is not unlikely that 
surh imitation has induced higher levels of consumption. 

1R The changes in lransfers from the government to the bOUS('· 
hold ector iuring the ptriod do not affect tht e conclu~ions 
•ince Ibey have generally been very qmall. 

The supply of finance 

~aving drrives its importance from the fact that its 
level at prevailing price:, determines the volume of re­
sources available to realize investment. It is always 

possible, however, that though the community may be 
willing to release re:-ources from consumption for in· 
vestment. the particular entities which may wish to un· 
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Table 2-17. Level of Investment and Excess of Saving over Investment, by Sector, 1950-1952 and 1957-1959' 
(Percentage of gross domestic product) 

Prioak 

195(>-1952 1957-/959 1950-1952 1957-1959 

Jamaica ...... . ....... . ... 2 
Burma ... ..... ........... 2 
India . . . . . . . . . . . . . . . . . . . 2 
Panama.. . .. ............ 2 
Greece . . . . . . . . . . . . . . . . . . 2 

3 
3 
5 
1 
4 

6 
6 
4 
2 
8 

15 
12 
5 
8 

10 

Ecuador .... . ........ . .. . . 3 
7 
1 
1 
2 

5 
7 
1 
2 
3 

3 5 
Rhode ia and Nyasaland .. . 
Philippines .. . . .......... . 
Korea (Re.Public of) . ...... . 
China (1'111wan) ........ . .. . 

14 
2 
8 

10 

16 
3 
7 
9 

Costa Rica. ............... 2 
Brazil ... . ................ 3 
Portugal.............. ... . 2 
Venezuela . . . . . . . . . . . . . . . . 7 
Ceylon.. . . . . . . . . . . . . • . . . 5 

2 
4 
2 
9 
4 

12 
11 
11 
13 
5 

12 
6 
9 
9 
4 

Uonduras ... ... ....•.. . . . . 7 
Union of South Africa . . . .. . 
Congo . ....... . ........ . 
i1orocco ......•........... 

2 
2 
5 
5 

2 
3 
7 
5 

9 
15 
17 
13 

11 
5 

-1 

Sourct: See table 2-1. 
• For c-crtain differences in time period and concepts, see 

footnotes to table 2.1. 

dcrtake investmrnl mav lack the financial funds to 
purchase tht' net·t'ssary resourc~. In most under-devel· 
oped countries, there are vast differences m the ease 
with which inve:.tor:. can secure financial funds. An 
often-quoted example' is the financial weakness of the 
peasant and his lack of access to lending institutions; 
this contrasts sharply with the strength of a large in· 
dustrial organization or of government. Such differ­
ences, even when they do not limit the level of total 
investment, may well depress investment unduly in 
ome fields of producllon. 

The problem of securing the financial resources lo 
undertake investment activity has not been confint'd in 
the under-developed countries to the private ~cctors of 
the economy. As noted earlier. a striking characteristic 
of the post-war growth of investment in the under· 
developed countries ha!> been the rapid increase in in· 
ve:-.lment b) government!;. mce, however, the level of 
government saving in relation to gross domestic product 
has generally been fall in!!, the financing of government 
investment has increasingly required the transfer of 
resources from other . ector of the economy. While in 
the early nineteen fiftte the government sector in the 
majority of countries listed in table 2-17 experienced 
either an exceiss of saving over investment or an approxi· 

Foni1n 

1950-1952 1957-1959 1950-1952 1957-1959 1950-1952 1957-1959 

2 

-1 

-1 
-2 

-5 
-1 

3 

1 
2 

-2 

1 
1 
1 

-2 
-4 

1 
-2 

1 
-2 

1 
-6 
-3 

1 
-1 

1 
1 

-4 

-2 
1 

-7 
-2 

-7 
3 

-5 
-6 

3 
-3 
-1 
-2 
-6 

-6 
-5 
-6 
-4 

3 

-2 
-5 

4 
-5 

-10 
-3 

-9 
-6 

-1 
-9 
-3 
-3 
-5 

-5 
2 

-8 
-6 

1 

- 1 
-1 

2 
5 

7 
-5 

1 
6 
7 

-1 
5 
l 
7 
8 

3 
2 
5 
2 

-1 

l 
4 

-4 
5 

9 
5 
4 
8 
9 

1 
12 
2 
9 
8 

4 
1 
7 
5 
4 

3 

5 
-4 

b Countries are arranged in descending order of the increase 
in total net investment as a percentage of gross domestic product 
from 1950-1952 to 1957-1959. 

male balance. by the end of the decade it was generally 
faced with a deficienc) of saving. 

The importance of the declining trend of govern· 
ment saving in contributing to the increasing gap be­
tween saving and invc tment can be seen in table 2-18. 
The countries in the table are listed in de5cen<ling order 
of the increase in government net investment from 
1950-1952 to 1957-1959; and it can be seen that the 
magnitude of the increase in the gap between saving 
and investment was, on the whole, not related to dif · 
f erent rate. of change in investment. In fact, among 
the countries in the lower half of the table, government 
inve.tment generally remained stable or fell, but the 
gap between saving and investment generally increased. 
Only in a few countries have increases in government 
inve!;tmcnl been more than offaet by the greater in­
crease in government saving. This was the case in 
Ecuador. Panama and the Philippines, where an ex­
cess of saving o,.er mvestment was experienced in 
1957-1959. 

Part of the widening gap between government ~aving 
and investment has been financed by a larger inflow 
of foreign official loans and granl!i. The importance of 
these Rows in many countries is also shown in table 
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Table 2-18. Change iu Excefi'- of avin~ o, er Im est· 
ment in Government Sector and in Net Inflow of 
Foreign Official Grant!i and Long-term Loans, 
1950-1952 to 1957-1959' 

(Perccntap:e of p:ro, domestic product) 

C:ourilryb Ez«u of ,acint 
tllffr •nPrdmt!rd 

India . . . . . .... .... ...... -1 
Venezuela. -1 
Conµo -, 
EruaJor 2 
Grrl'('e . -2 

Korea (Republic of) -2 
China (Tai\\un) , .. . -2 
Burma -l 
Jarnail'II l 
Brazil. ..... . . . . . . . -1 

Portugal . . . .. . . . . 
Honduras -3 
Rhode-ia anJ ~\a~land . . . 
llnion of South 'Afr1t·a . .. • , -1 
Philippine, . . .. l 

Coqa Rica . .. .... . . . . . . -::! 
foro,·ro . .. .. .. . . . , . . . . -1 

U\lon .. . . . . . . . . -2 
Pai1ama .• 2 

S,,uru: Sel' table 2-1. 

Ntl 111Jloto of Jor.:1g,1 
nif~111l grunt, and 

lo11~ ,,.,,,, , ..... , ... 

1.1 

-J.8 

6.i 
0.1 
3.8 

o.:i 

1.6 
-0.1 
-0.5 
-1.0 

2.2 
-1.3 

1.1 
2.7 

• For ceriam Jifferenre. in tinw period and ront·ept~, S!'I' 

footnotes to table, 2-1 and 2-1. 
1• Countrie, arc arran,zed in tle,cending ordl'r uf the increase 

in gO\ernment net iD\c,lnH'nt a, a percenla!(e of !(ro,s tlome,tir 
product, 

• \ pu,ithe- change denote, en iucrea•c in influ,.. 

2-18. although the comparison provide!< only a rough 
inclit•ution of order~ of magnitude.rn 

llut. 8!> implied in table 2-18. dome,til' borro1\ing has 
also brt•n an important ,ourn· of go,·ernt c·nl finan!'c in 
mo,-t <·ountrie,. Tlw a,·ailahle data do not pNmit <'Om· 
prehen ... h,e ,tati,til'al analysis of the ... our<'(", of dome ... Lic 
fund:-, hut the mo,it important appear, to hn\t' been 
cn•dit c:xpan ... ion. Ho\H'\t'r. in a fc\\ countril'" "'herl' 
!WH'mments haH· borrO\\ed "ignifiC'ant amounts of 
dome-lil· C und ... otlH'r than from the banking sptt-m. the 
loans have been mad(• principall) h) insurance rom· 
pa nil'!<. pen..,ion fund,- and various sa1 ing ... in!-litutions. 
( n Ci•} lon, Colombia. Ecuador anti India. for t•xample. 
th~e in ... tilution.s are required l,y uo,ernment regula· 
tion lo maintain a <·ertain portion of their portfolio in 
governmc·nl ... ecurilic.,. Gf•nt.>rally. the scar<·ity of non· 
lnisinc,...., p"ri\"alt• ,a, ing and tilt' rudimt'f1tnr) nature of 

1~ This is becau~r the net inflow of ford1m t•fficial fund, a, 
finance for the- 1?0n:rnm1:nt ,,·rtor in,ohe, two important error,. 
First, ~omc 1>ar1 of the fund•, genera II) a relath ely mall pro­
portion, ha~ bet-n used for linanring investment in vublic cor­
puratiun!- rather than in the tit•neral go,emmcnt ~ector proper: 
and in the pre,t'nt chapter in\e ... tment br public corporation, 
has het'n combined with inve,tm!'nt of privatr corporations 
because of the lack of tpara1e data. Secondly, fore-ign official 
funds may havt' been USt·d for met·ting government current con· 
,umption expenditure, as in thr ca!!e of the Republic of Korea. 

capital markeb in most undn-de\ eloped countril''- ha\ e 
militall·d again,t otht'r l}p<•:,; of donw:-tic borro,,ing. In 

India. in purlirnlar. direct borro,,ing from the pri,alt· 
,..eC"tor ha,.. pla)1•d a signifi<'anl role. Acrording to tht• 
t•stimatc, for the !<et·ontl h\e-year plan. the contnhut1on 
of go1 nnmcnt .;aving lo the finance of goH·rnmenL 
inn·~tml•nl. exrluding go\'ernment enterpri!-t'~. 11 as ex· 
pt•rted lo fall from the .18 per cent level ach,evrd under 
Lht· first fi1e-~ear plan lo 1:~ pt•r cent. \"t hile Lorro\\­
in" from the hanking system was expected to increase 
from 2;~ lo :H per c·enl. drafts on private saving Wl'rt' 

lo incrt·a~ from 26 lo 29 pt·r cent and the use of foreign 
funds from 1'3 lo 25 per cent. It is interesting that the 
third five·) ear plan appC'ar::, to rel) lcc:s on cn·dit creation 
as a ~ourn• ol finance sin('e it i:., proposed lo cul l,orro11 
ing from the banking ;;ystcm Lo about 10 per cent of 
gowrnment im cslment. 

In mo,t under-developed countrit>~. ho"1•,er, ... aYing 
in the private H'rlor as a ,v hole ha~ fallen short of privatt· 
invc,lnwnt. Rather than ha\·ing an t•xf'es" of sa v in!!' 
over im e:-tment which could bl· utilized to finance part 
of goH·rnmenl imc,Lml'nl. the private sector has gen· 
erall) n•rnnlt·cl a t!eficicnq in ... a, ing. t\loreover. in 
contrast to thr government ~eclor. the dcficit•ncy in pri-
1-atc• sa, ing 11 as gt•nerall) 110 le.,s e\ idenl al tlw begin· 

ning of tlw dccadt• than at tbe end; in fact. in a number 
of rountric .... the dcficicm·) 1\ a" a~ largt• U!< 5 per cent of 
gro,s domt>sli<' product in 1950-1952. 

The• w idc-,pread tell(kn~y for Lilt' defirienry in pri· 
valt• sit\ ing Lo increase can he ,c·t•n from ta hie 2-19. And 
it j ... notahle that tlw tendenq ha!< h) no m\'an:,, been 1·011-
firwd to cou:1Lric!< in which the levt'l of prh ate im e!-t­
ml'nt ha,. i,.,.rea~t·tl. In some countri(':,,. !'ud1 a!< Ci·) Ion. 
Porlu!!ul. \ rnczurla and the Congo. a declinr in the 
lei cl of im e,.tmcnt ha!< heen as ... ociatc·d ,, ith an t•,·pn 
larger dPcline in the lrvel of saving. 

Only in a few countrie,, has the increased deficienc) 
of 1-a\ ing ht·en appreciably offset hy an inAo\1 of prirn1e 
foreign long-Lam eapital. Although the) can gi,e only 
arf impre~,..ion of orders of magnitude. tht data ... hown 
in tahlc 2-19 ren·al this dearly l'IIOt1gh. ,\s hos been 
noted t•arli, r. tht•n· has bt•<•n a marked !'On<'entration of 
prh alt• capital flow:,, inf avour of countrie:- with buoyant 
export ... n11d countrie., with relative!) high level· of per 
!'apita lllCOID('. 

Among the various hranche:, of production ,, ithin the 
pri\ate ,._.ctor. tht•rc· ha, hecn great di,er~it) of e,per­
ie11C"e 11 ith regard to the ease with 1dtich finance for 
im1-,.tme11t l'011ltl be ,.t•run·d. Thi,. ha:, been true hoth 
among imln,trit·, and a-, bl't\H't'n the two broad sectors 
of inclu,try and agriculture. 

So f,1r a, indu,trial finanee i ... concerned. there i" little 
douhl that those liran1•he~ of prodm·tion which han~ been 
C:,peciall) altractile to pri\ak foreign inve.,tor, ha,c 
e111·ounten I the lrast diffirult) in obtaining re,-ource:,. 
But the fi11,111ce of inve~tnwnt in other new and growing 



CH u>TFR 2. SA\ INC FOR ECO::-.Ol\11C OE\ELOP!\1ENT IN THE Ul\DER·DE\ 'ELOPEO COUNTRIES 83 

Table 2-19. Chan~c in E>..<.·esH of !:,aving over J llH'lll· 

menl in Prirnte :::-ector and in t\et luAow of For­
eign Prhate Capital, 1950-1952 to 1957-1959• 

(Percentag,· of i,;ro~, dome.tic proJuct} 

lfrrr11 of """'~ 
(lkr 1ntt"1imt'nt 

Jamaica ... . . . . . -:3 
Burma ... .. . . . .. -6 
Panama I 
Creecr ... 
Rhn<lr,iu anti 'i)a,aland.... -6 

fruadnr .. . . . . . . . . . - I 
Philippme~............... -2 
India... ... .. . . .. . . .. . I 
Cu~ta Rieu , I 
korea (Republic of) -1 

China (Tai\\nn) . . . . l 
U')lnn .. . . . . . . . . . -:J 
Portugal. ........ . -2 
llunclura~ ......... . 
\ rnezuela - 2 

Ln1on ol ~ 0111h Afrien 
Bnuil . . . . . . . . . . 5 
Cuni,:o .••••••.• , , , , • -2 
Mu ruc·c·o . . . . . . . . . . IO 

'iourct': Set' tahlt'! 2-1 . 

Ntl i11JltlU' uf pri1,1lt 
/Jmg·lfrrrt oop1lnl• 

0.6 
1.0 
0.8 
1.0 

0.4 
-0.l 

0.1 

-0.I 
o.:{ 

-3.8 
,U 

-2.3 
l.l 

-3.8 
-2.~ 

• For certain ,Ji!Tercncei, in lime period anJ concept:., !We 
footnott·~ to table~ 2-1 and 2-1. 
• 1' Count:ie, nre arrani;,•,I 111 de ren,lrng ordrr nf the inrrea e 
111 the !at10 of privau· net inve,tmcnt a-. o perccntuge of gro,s 
Jomc,hr. prnduct. 

• A posith·c change ,li·notcs an increase in inno" of pri,·ott' 
rapital. 

ilome,;tie induc;trie,., ha, poi;ed special problems. Th<• 
rapid gro,1 th of olil firms and the establi,hment of nt'\\ 

ont•s haH· placed an incr!'asing burden on traditional 
arrangl'm('tlls for pro, icling oubidl' finance and the-r 
haw pron>n incrl'asingl) inadt•c1uall'. Traditionally. tht' 
main romponent of external finance hos liren providrd 
b) the unorganiled. rather than the organiz:tl. parts of 
the <'apital market. Apart from the high intc·re,t rates 
that pn•,ail in most unorganizPd capital m.uket,. tht• 
practiCl' of lending nnd borro,1 ing through personal 
,1rquaintam·c, greatl} rt•slrict, Oe,ibilit} in the ,;upply 
of i1\\l'slmcnt finann·. Ih·cognizing this. practic·allr all 
unclrr·dt•,·eloped countrie, haH' been making .serious 
dTort, lo rnlurge and imprO\ e organiwd C'apital markeb. 
hoth by broadening the mark.rt for i.eruriti<•s and b, 
t•.stalili-.hing ne\\ lending ini.titutiom, lo l'rtcourage pri· 
vnlt 1mestmrnl in indU',tf). For example. in the earh 
post war period. Mrx1co eslalili,lu·d a national SCl·uri· 
lie, commis:oion for tlw purpose of farilitating tht• 
gro\\ th of tht• .securitie, market. Anotlwr dc\l'lopmenl. 
\\ hich has bet'n intended to fo,..ter the gro,, th of ~ccuri· 
tie,- markeb and has lwronw inrrt•usinah im11orlanl in "' . 
u numllt'r of undt•r·dnelopl•d countrit"". ha,- lwcn t}w 
formation of invc:.tnwnt tru ... ls. a-. in Brazil. Colombia. 
Mexico and lht· Philippine,. In a fe,\ rountrie,. notably 
in India. gowrnmcnt,, haH' exercised rontrol o,er nc,1 
capital h,-.Ul'" lo t•nsure tlw cl1a111H'lling of pri, ute fund, 

into inVl'stmcnt in brunches of production that haw 
l,een accorded priority. 

Tht• gnmlh of organized ,;ernritit•s market,. hu,., so far 
IH'en limiter!. ho,n•,cr. aml in mo.;t undt•r-dcn•loped 
l'ountril's tht•v arc non·l'xistent. Comnwrcial bank, ha,1· 
thu, remainetl th,· mo,t important institutional lendt·r,.. 
to indu,-tn. 1\lthough their loans haw tended to ut· 
restricted ma1nl} to :-horHerm credit. their lt·ndi11~ 
polic1c,; have IH'l't'~"arily influenced pri,ate 111\l':-tmcnt 
in indui;try. 1 n many rnuntric-. ha11k nedit lo tht• pri, ale 
s,•ctor as a percentage• of gros, domestic product in­
crca,-t•d from 1950 to 1958. :\everthele,..,. at tht• end of 
th1· tle1·ade the volume of ,;uch cn•dit wa,., ..,,ill lo,, in 
comparison with that of the industrial countric·s.'" 
Though it is not possible to a~se,.;s n<Turalch the extent 
Lo 11 hich the increa!<t', in hank rr<'dit ha,e 

O 

lwe11 chan· 
1wlled into activities of spccial importanct• to t•ronomic 
de,elopmcnt. it does ,eem that in C'ountric•s sueh as 
Greec1·. India and Mexico. \\here in<lu,-trial inw-.tnwnt 
has grown at relalivel} high rate. the !!-hare of industry 
in the growth of hank r-redit ha-. hl'en rnlher high. . 

In mart) rountri1·~. goH•rnmt'nl policy in tlw post­
\1 ar period has t'llC'Ouragt·d or required l'Ommercial 
hank,.. to dl'vote a larger proportion of their n·sourc·e, 
lo tlw fina1winl! of ime--lnwnt in productiw industrial 
aC'ti,ities. CommNcial hanks in a numbrr of countrie,-. 
as for e,amplt'. Coloml,ia. (.o:,la Hien and t\kxiro. have 
hl'l'n permillecl or required to allocate a large r propor­
tion of their resourr-cs lo lht• pureha.;t• of inclu,-trial 
se1·urities. 

Anothl·r drnnnc·I through ,,hid1 go,ernmcnb have 
infiuC"nced irnc,-tmenl linanrt• has hl't'n mon1•tary poliry. 
Mea~ures lo implement mon<'tarr policy in th1• undt•r­
dt·velopt•,l countries hav<• main)) takt'n the form of 
s1•leclive eredit control, rather than more comprdwn­
si,e instrument,. such as open market op<•ration,- and 
rhang1•,; in rest•rH' requirements. Among thc prirwipal 
~clcctiH! credit control-. have bt·en incn•mental reserve 
requin•mcnts against loans for purposes with low sorial 
priorit). the 1wrmissivr inC"lusion in r<',,crve:. of mvest· 
ment, of a type de~erving en<"ouragement. a,- ,,ell as 
l'r<·dit ceilings and r<'gulalions concerning the romposi· 
lion of Lank portfolios. 

In a1ldition to !'ouch mcasun·:.-. almo,-t all countries have 
strt•ngthem•cl the means of pro, iding special nedit to the 
private industrial s1•ctor,. <'ithrr through direct govern· 
m<'nt lt•nding Ii} ofiieial credit institutions. or through 
lt•nding by -.pt•cial private institutions. Direct gO\ern· 
mcnl lc•nding to prirntel}·Oll"ned 1·ntrrpris1•s ha" be1•11 
employed hy a nurnlier of eountries. particularly in thP 
earlier }Car,. of lht• po,,t-,,ar period. f_xamplt•, arc pro· 
vithl by China 1Tai,H111). India. thr Philippine<; and 
the Ih•puhlic of 1'.orea. In Burma. there ha,r been a 
number of joint-,enturc corporations. in ,,hirh the 

'11 Su U Tun Wai, "lntc>re~t Rate~ in the Organized Money 
'.\larkch of l ndcr·rlev1•loped Countrit•s", International '.\lonetary 
Fund, Staff Papus, Augu'<l 1958 (Wa,hin{lton, O.C.) . 
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t•quity <'api!al i,, di,ided betwren publir. and private 
owner .. hip. Tht"re ha, bt•t•n an i111·reasing tendency, how­
t·,-cr. for government fund:; lo be chann1•1led through 
spt·c·ialized offidal lending in-.tilulion . . such a, develop· 
mt·nt banks. During the po!->l·war period both the num· 
her of the"c in,titulions and the volume of credit granted 
ha,e innt·ru.ed markedly. Al the !'>Ume Lime, development 
banks undn privnlt• ownt•rship ha, e inrrea.-;ed in import· 
ance. The most rommon ,ervke olTered by the.,1• in,titu­
tions ha, lwen the provision of medium-term and long· 
term linanct•, but some of them have also undertaken to 
,eek out and promoll' m•w ill\estmenl opportunities. lo 
underwritt• new issue, of , ecuritics by prh·ate enterprise:, 
ancl to provide tt·chnical assi,,.tance. In l'ertain ca,e:;, they 
have even operated enterprise:,;. Their ,-ources of fund.~ 
ha, e inrluded central hunks, other finan cial in.;titution, 
and the private sector. They have sometimes also dis· 
trihuted to prhate firm., loan,- obtained from foreign 
sources, such as the I ntt rnational Bank for Reconstruc­
tion and De,elopnwnt. In a number of countrie... they 
have rcceiH.·ti regular allocations of funds from gov­
ernmrnts. For example, in Brazil, the .National Bank for 
Economic DeYelopment ha, financed the development 
of infra!:itructure from a percentage charge on revenue 
from per,,onal income tax; and in Honduras, the \a­
tional Oe\:elopment Bank has recehed allocation · of 
goH·rnmenl saving. 

In Latin Am<'rica, t'\\o notable special institutiom, for 
financing inv~tment have l1een the Development Corp­
oration in Chile and the acional Financir.ra in Mexico. 
Both have provided finance for a broad range of projects 
and have serwd a,, prototypes for "-imilar in,titutions 
elsewhere. In Peru, resource limitations re:stricted the 
efT1•ctiwne,.,s of the official im,titutions during the nine­
teen fifties, although '\\ith the establh,hment of the pri­
\'ate development banks in 1953, the scope for inllurnc­
ing developmt•nt has bet•n broadened. In Colombia, the 
first private development bank:- \\ere founJ ::d in 1959. 
In Brazil and Costa Rica, the central banks have, in 
addition to their hanking functions, also actrd as de­
\elopment banks. During the nineteen fifties prh ate in­
\t'stmrnt banks expanded their activities in Brazil. and 
hy 1959 the volume of their industrial k•nding had far 
outstripped the corr~ponding activity of tht' central 
bank. The National Bank for Economic Oe,elopment, 
with funds derived from a portion of the pen-onal in­
come tax, had been organized a few years earlier to 
assist long-term financing of infrastructure investments. 

Similar special in~titutions have also been ~tablished 
in other under,developed areas. The Indu. trial Finance 
Corpo~ation of India. for ex.ample, was established in 
1948 to furnish long-term finance to industry. and since 
that time a number of other specialized financial institu· 
tions ha\'e been created to provide long-term and me· 
di um-term finance to the private sector. 

The activity of these development hanks, as well as 
of commercial banks and other lending in, titutions, has 

not. of cour, , al\\8}' heen <'Onfined to the suppl) of 
finance for ir dustry but hM al~o embraced loans to thr 
agricultural i;ector. The problems po,,ed m the chan· 
nel ling of . u li<"icnt finam·e into inve-.tment in agricul­
ture, howr.Vl' r. are generally of a dbtinctly difTerenl 
nature to tho-e encountered in industq,. pecial meas­
ures have. in fact, been taken by govt•rnmenh in 
11umerous cotmtries to facilitate the flow of finance into 
agricultural nve:,tment. 

The di-,tribution of investment between agriculture 
and tht> rest of the economy has recently becomt' a matter 
lo \\hich par icular attention i:; being paid. ~h,le data 
on the pallcrn of pri\'ate inw,,tmrnt arc arnilahle onl} 
for a ft•w c·ountries. it is common!) n·cognizetl that the 
growth of private investment in agncullun• has gener­
al!) tended to lag behind that in other ,,.ector.. during the 
la.c;t de('ade.21 Ont• rough inditation has been the fact that 
the growth of agricultural output has generally been at a 
slower rate than that of gro"s domestic produrt. How­
ever. governments havr: become increasingly aware of 
the need for expan!'ion of agricultural output, particu­
larly of foo,1 production, if internal balance is to be 
maintained during the process of rapid indu:,trialization. 

The prob ems encountered in accelerating agricul­
tural irne;tmenl and output. howe\'er. have been as much 
non-financial a.,; finan<'ial. In orcler to promote ime~t· 
nwnt and output and lo impro, e the efficiency with which 
the available• resources for investment are u~ed, go\'ern­
mentc; haw increasingly ~ought lo deal with the problem 
of land O\\nership and tenure and to ext<"nd provision 
of basic serviN•,, such as irrigation works and educa­
tional !"CT\ it-es. At the financial level, attempts have been 
made to stimulate additional investment through the 
encouraacment of lending by establi~hed financial in!'ti· 
tutions, sud1 a!I those mentioned abo\'e, and through the 
e-.tabli. hnn nt of "-peeial lending institutions for agri­
culture. 

That an on•rwhc•lming share of agricultural inve~t· 
mrnt in under-developed countri~s has been self-finan· 
l'ed dol':, n11l imply that the capacity for ,elf-financing 
has h·t'en large in absolute term·. It is more correctly 
viewed as a reflection of a low le\.el of inve tment a-: well 
as a ~Lill lower level of available external finance. The 
most common type of external finance has been credit 
from such non-institutional or unorganized c:ourct'S a 
the landlord. money-lender or merchant, but this form 
of credit has generally been not only insufficient but also 
expen. ive. 

While in mO!>t under-de,eloped countries the com­
mercial ba11ks have contributed to tht• financing of agri­
cultural im estment, their loans have generally been of 

: , Among 1he countries under di~u .. ~ion, data on total gro 
l'apital formation by industrial use are available for 6ve countries. 
Between the earlic>r and the later period, the relative ~hare of 
agricultural love tmenl in total investment declined in all these 
countrie,.. In relation to total output, the decline amounted to 
one pt·r cent in Portugal, 2 per cent in Greece, 4 per cent in 
Hondura. and 8 ~r cent in Ecuador and India. 



CllAPfER 2. SAVINC FOR ECONOMIC DEVELOPME 'T IN THE UNDER-DEVELOPED COUNTRrE 85 

limited significance, whether considered in terms of, ol­
uml', l)'lle or number. for those countrie:. where data on 
the distribution of bank credit are arnilable. the propor· 
lion of agriculturnl loans to totul bank credit has gen­
erally been nol only low - le,,,, than 10 per rent- but has 
hardly improH·d during the lru;t decade. The propor· 
lion has been ,.,omewhat highl•r in those Latin Amt•rican 
t·ounlries. such as Colombia. Costa Rica. Mexico and 
Pt•ru. \\hich have introduced policie~ of !>elective neclit 
<·ontrols intended lo improve the flow of credit to agri· 
culture. 

The inaclequa<.y and unsuitability of normal commer· 
cial bank channels for agricultural financing ha,,, empha­
"izecl the need for dirt·ct and indirect goHrnmental as­
sistanct•. For l'xamplt•, in a majority of Asian countries 
dirert government assistann· has become the largei-t 
!-OUrce of institutional cn•dit lo agriculture. 

i hile SJ.H'cializl'd agricultural banks have mostly con· 
ct•ntrnted on the pro, ision of :;horl-lerm credit, rural 
mortgage banks and other in,-titution!i ha\'C been Ci-La· 
bfo,hcd c:-pe<:ially lo provide long-term finance. The 
main limitation of conventional land·mortgagr banks 
from the vie,, point of product h c im estment has been 
their preoc(·upation "ith mortgages arising out of land 
purd1a'-es rather than land dewlopment. According!}, 
separate corporations for agricultural deYelopmcnt haw 
heen st•t up in several countries of Africa and Asia. 
induding Burma. the Philippinl'!i and the Lnited Arah 
Republic (Eg)pt), while in a number of Latin American 

countries multi-purpose developmental institutions 
covering agricultural as well as non,agricultural 
financing have been establi hed. 

The most important link in the chain of institutional 
credit lo lhe small farmer lie,, in the efTective f unclioning 
of the local or , illage financing in:;litut1on through 
which a large part of agricultural credit can be chan· 
nelled. A favoured approach has been the co-operative 
method of rural financing. While the co,operative credit 
movement h~ been in existence in cvt•ral countries of 
Africa and Asia for a number of decades. it is of more 
recent origin in Latin Amrrica and the Middle East. 
The degree of success acluevcd has been highl} um·ven, 
but in most countries the !--hare of co-operative credit in 
agricultural finance has remained at less than 10 per 
cent of the Lota I. 

Thus, although the ,;cope of institutional finance has 
rxpanded in many countries. its progre:-:; has not been 
sufficienl lo Tl'Sult in an effective displacement of the 
traditional ::-ourct-s of finance. Ho\\ever, allhough its 
quantitativr impact still remain:. limited. its contrihu· 
lion in qualitative terms has been far from insignificant. 
lnve::-tme11t funds have· been more efficiently channelled 
lo tlw extent that thr \ arious credit institutions have 
adapted their credit supply lo the in\'estmcnt needs of 
the farmer. On the \\hole, it may be said that man} gov· 
ernments in recent) ears haw made an important contri· 
hution through their efforts lo expand the supply of 
institutional finance for agriculture. 

Conclusion 
The decade of the nineteen fifties witnessed an un· 

precl'dented intensification of the efforts of undcr­
rlt•vdoped countries to eliminate mass po,·erty. Thal 
most of the countries re\'iewed in this chapter have 
rl.'gislt>rcd annual rates of growth amounting to ·l per 
cent or more is indeed an impressive achievement. But 
lugh ratt· · of growth ha,e in general been attained only 
,, here a !-iignificantly larger proportion of re~ource!' ha,, 
been drvoted to capital formation . lt is this common 
cxpnience that impels under-developed countries to 
seek higher levels of inwstment. 

I ncrea~es m total im e,tment. however, must br accom­
panied by equal increa~es in the aggregate of domestic 
and foreign !'a\'ing. A rather paradoxical development 
in tht• nineteen fifties has been that. while e, er-increas, 
ing importance ha-, been allached to the aim of accelera· 
ting economic growth, domestic )-a\ing in relation to 
gross dome-stic product has risen in no more than onc­
third of the under·developed countries. And even among 
thrse countries, the increa~ hru. u:iually been mode-.t. In 
ahoul half the countrie:-. in fact, levels of dome,tic sn­
ing have declined. 

In so far as export trends ha Ye exercised a profound 

influence on the se,eral streams of domesti<' saving, 
certain changes have inrvitably followed from forces 
beyond the control of individual countries. But domestic 
saving has also bt>en affected b} a number of other fac. 
tor::,. Governments. for example, have every" here been 
under pressure to step up their rurrent expenditure~ to 
meet the needs of growing populations. Even though 
government income has ri~en in most countries. the 
adrnnce has often been more than offset by the higher 
level of consumption expenditure. Further. go,cmment 
policies have not generally succeeded in preventing pri· 
\'ate consumption from absorbing a larger share of 
current output. 

In the absence of an appreciable increa~e in the levels 
of domestic saving. the upward trend in the flow of 
foreign saving has been of crucial importance to the 
under-developed countrie:.. It is indeed striking that in 
a number of countries this Row bas increased by 5 per 
cent or more of gross dom~tic product. While in a few 
instances larger surpluses of imports over exports of 
goods and services have been made possible through the 
utilization of foreign curn•ncy reserves, the more com· 
mon pattern has been that of increases in the Row of 
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long-term private capital and public funds from other 
parts of the world. 

Allhough the flow of foreign private capital to the 
under-developed countrie.o; has increased sub!->tantially 
during the nineteen fiftie. the distribution of these 
funds has continued lo be heavily concentrated in a 
rather small number of countries. Go,·erned as. it is by 
the profit moti\e, the increa ... ed flow of private capital 
has in the main gonr into countries fa\'oured with nat· 
ural resourct>s in strong world demand. ~ well as into 
the countries with relatively large and buoyant domestic 
markets. The!'>e economic forces have been so ~trong 
that even though many countries have ~ought to attract 
foreign pri,ate capital through a wide range of incen­
tives and guarantees. foreign investor::. have continued 
to confine their activities to a relatively ·mall number of 
undl'r-de,·eloped counlrie~. 

The concentration in the flow of foreign private cap· 
ital has to .somt• l'Xtent been orf set by official loans and 
grant:-. Since ·uch foreign a,:;.;,i~tance is ine•.-itahly linked 
,, ilh political and othr.r non-economic factors. both 
higher-income and lo,,er-income countries have partici· 
pated in the !lo,, of inlt•rnational public fund:,.. There 
has neverthcles., been a percept ilile tendency for tlw 
increru.cd flow of thC:'c funds to he diverlt'd to\\ard:i the 
IO\\t>r-income under-de, elopl·d countri1•:-. 

\' bile foreign fund:, have brought benefits to the 
under-de,·eloped countrit''-· they have also added to their 
prc·~ent and future co:..b. In the nineteen fiftic,. public 
us:..i,;tance ha, lwcn increa,,ingly pro, idrd in the form 
of loan rather than gra11t,;. 1 he expanding volume of 
foreign oR,cial loaJ1:, and private ime:,Lmenb has en· 
tailed a larger outflo\\ of inter~st and dividend pay· 
mt·nts. 'ince tlw exporb of undt>r-deH•loped countries as 
a group haw not ri~en a.,; rapidly, thi:- ha, meant that a 
higher proportion of current exports ha:, Ll·cn required 
to service foreign deht. It appeari-. mon·o,er. that 
foreign cxchan~e requirements for the servicing of 
internntio11al obligations" ill incrt·ase in the near f uturc•. 
In mauy countrit:,, foreign invef:tment a11<l inve:.tment 
,ervice requin·ments \\ ill continue to incn•ase eHn 
"ithout a fre~h stream of capital from abroad. This is 
likely to happen through the ploughing back of profit~. 
since the bulk of foreign private capital in the nineteen 
tiftie,- ha,- gone into direct invr,Lmt•nl. Further. many 
of the medium·term loans obtained by go, ernmeut:; or 
puhlit' agenciei; in the under-developed countrie-. arr. 
~cheduled for repa) mcnt in the next few year,. Thu~. 
unle-,s there i~ a marked and :-w,tained improvemt•nt in 
tht·ir export earnings, und1·r·developed countrie:.. arc 
likdy to find th1· burclen of internntional indebtedness ar· 
centuated rather than <limini ... he<l in the nineteen sixtie!'.. 
These consich·rntions do not, of coun,e. imply that under· 
de, 1•lopccl countrie:- ._hould not ,1-.sum1• more foreign 
liahilitie,, but the}· do emphasize the· need for acceler· 
at<'d national l'ff orti: to meet tlw requiremt·nts of eco­
nomic deH•lopment. 

In countri where incomes and ~tandards of living 
are low, it mar not be easy to save a large proportion 
of a con'-tant income. But clenrly. "hen income 1s grow· 
ing. it i,houl J be pos,.iblc to save a larger part of the 
increment to income. The evidenct• in the nineteen fiftie:­
shows that, d1·,pite wide.spread increases in real income,, 
marginal rates of domestic saving have continued lo ht• 
lo"' in mo~t under-developed countrie:;. Government:,, 
therefore, huw an important Lask to perform in stimu­
lating higher levels of dome:-Lic saving. 

The need· of the under-developed countries arc un­
doubtedly sc, great that governments have had to under· 
Lake large outlay:; on education, health and numerous 
other "CT\ ice,. ome of th~t· ser\'ice" are vital lo pro· 
grnmmc:- of economic development. Uut, :since one way 
for go, ernn l'llt'- to increase their :-a,·ing lies in limiting 
curn•nt cxr mcliturc. careful :-crutiny of current ex­
penditure might reveal a number of acti,·ities ,, hich 
could yield precedence lo more urgent la~ks. 

Covernm nb al:-o ne(•d lo incn'a. e their re,·enue so as 
to aim at a ·lo-.<'r balnnce between thPir inve ... tment and 
aving. Wh le it is not pos:;ililr to indicate a fixed target 

for go,ernrient revenue in relation to national product. 
thl'rP can be lillle doubt that in many under-developed 
countriei- tt.e le\ el could be increa,.ecl significantly. It is 
l':.pl•ciall} important for go,rrnmt·nt~ to ~ecurc sub~tan· 
tial increa<es in rewnue out of increments to national 
income. A number of go,crnmenb have, of course. 
,ought to finance their :-pen<ling programmes through 
borro,\ ing from C<'nlral bank,;, but such experiments. 
when carried out on an ext!'nsh c ~eale, haw often had 
a1h er,-e repcrcu,sion'-. Where the re,-ult ha been pre~· 
sure on pr cc:;. the temporary advantage$ gained in the 
form of increased govcrnmtnt ah,orplion of rc,ource:-, 
or increa:.t d prirnlt:' '-aving through a redistribution of 
inconw-. in farnur of profib, haH· often !wen out\\cighed 
h) a numhcr of ad,crsc efTects. The,;;c efTt"cto;; ha,e taken 
such form~ as the creation of a :-peculatiw economic 
climnte. n decrease in the lendencv of households to 
saw and pm-sure on the balanc1• of paymenb. 

An important deterrent to adequatr growtJ1 in govern­
ment re\e 1ue in many eountric, is the marked depend· 
ence of t n: :..yslern, on foreign trade. In numerous 
instances revenue from indirect la:-.es. e,peciallr duti1•s 
on exports. which often hulk large in gon•rnment rf'· 
ceipts, haR lie1·n ad,er,-eJy affected by declines or !'lug· 
gi'-b gro" th in fon•ign trade. Revenue from corporate 
and othe, clin·ct taxes has. for the !-3111!' rea~on. fre­
quently not e,pall(ll'<l in lim• with increased governmt•nt 
rxpenditure. Business taxes haw. in fart. heen dN·reased 
in ~ome nstanct..~ in line ,1 ilh gowrnment dTorG to 
,timulate pri,·at1· inve,tment. 

Another ,erious shortcoming of fo,cal ,ptcms that 
rely heavily on fon•ign trade has stemmed from the in· 
:,tability of lhl• exl1·rnal ,1•ctor. The cotN·qucnL lluetua· 
lions in revenue ha,e often led to pronounced year-to· 
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ycur fluctuations in f(O\Prnmcnt sav111g. lnevitahlr .. 
go,ernment in\'c;,tmcnl plans haH s111Tered; in i-omc 
in,tarwe:- tlw construction of much needed facilitie~ ha ... 
had to lte postponed. Therl is a need. therc·forc, not 
ortl} to rai~t· the h·vd of total government revenur .. but 
uf.,o lo placr grealt•r reliaucr on taxes not directly 
dept•ndcnt on foreign trade. Taxes ,dthin the domestic 
market offer u promising area for the <·nlargcment of 
go,crnrnent re, cnues. ~ ith the growth of domestic eco­
nomic act i, ity it i,hould lie possihle to 111cn·ast' rrvenm• 
through appropn,1tc ta,es on the production and sale 
of goods and sen ices, parti1·11l11rlr tho<.e ,\hich do not 
impost• an undue burdc11 on lo,H·r·income groups. Such 
indirect tuxt•ia arc al,o comparatively eas) to administt>r. 

\\ liile indirect lnxrs have many advantagr..; for under­
clt•,cloped countries. thr importam·c of enlarging rev­
l'IIUC from direct laxes mu~t lw emphasized. The taxation 
of income in particular ha-. liec·n inadequately utilized 
in manr C"ounlries. A purl from thl• ::,Priou,, problems 
tntailcd in the elfoctin administration of income tuxes. 
a 1rnificant shortcoming ha, l,cen that la\. ,ystems haH• 
ofl1·11 failed to capture a '-ufficirnt portion of incomes. 
Fn·quently .. exemption:; have been ::,l'l at too high a le\el; 
as a rC'sult, though incomrs hnve g<•nerall) increasr<l. 
tlw gro,~th in rewnuc ha, ln·en small. .\nother common 
df'lieieric) has hPen the failure to lax large incom1•,, 
,uOiciently owing to low tax rut<'!I and excessively lihcral 
deduction,. 

Agru•tilture has generally been· the least taxed sector 
in tlw und1•r,cl1•veloped countrie:,. Often land a:;sessmcnts 
ha, c not bct•n Tl'\ i:-ed for man) yt•ani: in many i11stanc1·•. 
thcr <lo not 1•ve11 reflect the inrreu,es in land values 
n•sulting from improvement!- made by go,.ernmenls 
thcnN•l\es through the provision of irrigation .. transport 
and otlwr fncilitie-.. Appropriately devi,ccl agricultural 
taxi',. Lherl'fore. repn•:-t•nt an important polt•ntial source 
of incn•ase<l revenue in many C'ountries. 

Hevt•nue can also be incn•n!"ed through modification 
of prir1• structure':- of public 1·ntcrpri~es which ha,c fn·· 
qurnll) rrmuinecl immune from the trends in prices 
p)-.1·,d1erc in tlw economy. Of cour--c. charge· for certain 
t•,,,-i•nlinl sen ires. such ,h power and transportation of 
capital p:ood:-, may have to he kept relatively low in 
ordt•r to provide incentives to pnvnte im e:,.tment. Uut in 
general. pricing in public enterprises may more appro­
priately bt• geared Lo the goal of higher domestic sa, ing. 

Policies lo incrrase gowrnmt•rlt revenue should 11<>l. 
however, Jo,e sight of the fa,-t that in some instances 
taxe,, may fail to rni:;e aggregate dome tic sning. Thb 
may occur "hen' taxes act to reduce private sa .. ing and 
ime»tmenl rather than con:-umption. While. therrfore. 
tax ml'a~urcs have to be de, Jscd \\ ilh care, the \\ icle· 
spread exi tt>nce of luxury consumption and the ex1<·n· 
:-iw non·procluclhe u. e of pri,atr ~ving and wealth in 
the undn-developed countries suggest that re\ enu1• could 
be increased "ithout retarding private inw:;tment. 

Governments in the under-developed countrie.'- can 
also promote entnprise sa,·ing through a climate of 
l'COnomic expansion and through the establishment of 
basil' public facilities. Accelnaled depreciation allow­
anct•s and tax e,emptions for re-inve,ted profits. for 
examplr, can act as valuable inducemt•nts lo tht• bu~inc~s 
sector. Difficult problems of choice ma} no doubt arise 
once again. but it may be ncct·,~ry lo !-trike a balance 
hetween higher government reH·nuc and the incentin~:,. 
required to stimulate bu;;iness saving. 

\\ hile the expan:,.ion of hou~hold saving is related to 
increases in per capita intome le,el~. governments can 
facilitah• an increase in such ,aving. ~1onctary stability 
is clear!) ont' contribution \\ hich goH·rnrnents can make 
to preH·nt a decline in the tendency to sa,.e. At the in· 
:,titutional le\el.. the crcutio11 of ;.avings banks and 
co·opcratiH~ :-ociet1es, the growth of securities markets, 
and the introduction of life im1ura11rc and J>ro,idcnt 
fund" are means hr which housd1olil ,a, ing may he 
encouraged. •These in:.titution,. mon·ovcr. perform a 
, ital role rn channelling private sa\'ing into various 
types of inve:;tment. 

(,o\'ernmenL-.. th,•n .. ha,·c manr mean,. at their disposal 
to mcrt•ase the Oow of domc,tic saving and lo in'-ulate 
it partially from the uncertainti1,:,. of foreign trade. 
Although the world climate ha-. bel'ome more favourable 
lo an expanded Oow of international private and public 
funds to the under-developrd countries-indeed there is 
great need for ,ufh funds to pay for n larger volume of 
imported machinery and otlwr cs,ential goods-in the 
final analy:;is economic drvelopmenl mu!'-t rest on the 
cornerstone of domestic saving. \ igorous efforts to pro· 
mote dome,,,tic !'aving arc nec~«ary if the undcr­
dt>,·elopcd countrie« are to '-ecure higher and scJf. 
sustaining rates of economic progress. 



Chapter 3 

SAVING FOR ECONOMIC DEVELOPMENT IN THE CENTRALLY 
PLANNED ECO ~oi\UE 

Policies and problems m financing investment 

The role of im estment financt' in the tt>ntrallr 
planned economic~ differ~ from that in the pri,ate en· 
terprisc eronomies a" analy::.,1•d in tht• preceding chap· 
ter:;. In the latter economies the conditions go,!'rning 
tlw pro,•i::.,ion of in\'e,tment finance ha, e an important 
bearing on tlw ,olume and pattern of ime .. tm<'nt. In the 
centrallr planned economies. on th1• other hand. the 
,olume and pattern of in\.estment are determined 
mainly on the ba.,is of physi!'nl tnrgt•t... '-l'l hy national 
l'{'Onomic plan... Financial plans. although indispcn­
:-alile. are wholly :mbordinated lo the physical plans. 
£,en foreign capital llm\S bet\H'en the rentrall} planned 
economies are generally formulated fin,t in physical 
terms and only sub!>equently in value terms. Stale o,, n· 
ership of most of the productive cupacity and state 
control o,er the allocatior) of the output of state entcr­
pri-.es enable go,·ernments lo e.,tabli"h investment 
projects large!) on the ba<.i~ of the a,ailability of phri· 
cal re~ources without concern for prior mobilization of 
financial means. 

Financial planning i~ neverthel~s important. The 
need for financial policies closely related to the general 
economic plans resulb from the fact that the planned 
economies are monetary economies in whieh the flow of 
goods is associated with corre,.,ponding mone} Aows. It 
might be a ked why money flo"s are not entirely dis· 
pensed with in central!} planned economies in , icw of 
the governments' ability to maintain direl't control 
O\'er the flow of goods. The retention of money flows is 
obviously not due to the need for a common measuring 
unit for the calculation of aggregate output and income 
data. This need could be sen-ed by an accounting unit 
expre~sed in terms of labour or money without resort to 
actual money transactions. The principal reason for the 
existence of money relationships is the belief that an 
economic system depending entirely upon the direct 
allocation of rcsourc~ would, at least in the present 
stage of historical deHlopment. suffer from impairment 
of incentives to work. It is generally considered that 
direct allocation, involving a rationing of supplies for 
enterprises and consumers, would stifle their initialivt> 
and hamper the U"e of re\\ ards and penalties for con­
trolling and influencing their activitb. 

It is this :,.ame , iew that is largely rt>Sponsible for the 
cxi"-tence in the e countries of important economic 
1,ectors not subject to direct administrative controls. 
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Thu~. labour is not directly allocated to various occupa· 
lions, but is hired on a rnluntary basi:,,, and con umer 
goods may be freely purchased by the rt'cipients of 
mon1·y im·ome. A large part of the agricultural sector 
is not stal<'·o,~ncd and is therefore much less subjet·t to 
dirl'< l controls than are state enterprise -. Collective 
farm, and indi\'idual peasants are. in general. bound 
to deliver fixed amounb of goods to the stale al fixed 
prices. but their production and investment programmes 
are not direct!) impo,-.ed upon them by slate authorities. 
fa<·n in the slate sector, not all resources are directly 
allocated br :;uppl} agencies. and a substantial rnlume 
of tran:-action~ b concluded directly between enterpri. es. 

The u,e of money rewards. howe,er, is not con:..idered 
to Le a ywrmanent feature of the centrally planned 
economies. According to the \'icws prevailing in thei:e 
countries. it \\Ould be de:-irable Lo aboli h the sptem of 
money re\\ard, for \\Ork. It is belie\·ed that tbi could 
he don!', ho\\t•,er, only if and ,\hen the abundance of 
good~ and service; would eliminate the need for a limit 
on de nand by regulation of income payments and when 
a complete change in the psychology of indiYiduals 
would make it unnecr .. sary to retain im·ome a:.. an in· 
centi\e lo work . Although su('h changes are relegated 
to an undefined future. it i:.. generally tonsidered that 
the gradual exten!',ion of free sen ices and free i-upplies 
of go{lds reprt.>:-enb a trend in this direction. 

It has ,omctimes been a,..serted that the retention of 
mone} rrlationships in centrally planned economies 
resu lt11 on I) from the existence of two forms of owner· 
ship, :~tate ownership on the one hand and collective 
farm Ct\\nel"hip on the other. This i!i because the system 
of dual owner,..hip pre,enL'I the application to the whole 
economy of direct control,, over the allocat1on of re· 
source~. and therefore requires tl.r retention of financial 
flows hoth between an<l ,1 ithin the t110 sectors. A<:.. indi­
cated abovt•. ho,\ever. it is now more commonly felt 
that if the ~tall' ~ctor were expanded and all other forms 
of ow11ership aboli::.,hcd, the retention of money flows 
would !-till be necessary, except perhap at some future 
time. It j,.. inten·~ting to note that expan~ion of the state 
~ector has not. in fa<"t. reduced the role of finance in 
the centrally planned economies. On the contrar}, it has 
been a. ,ociated with a much greater empha,-is, both in 
theoretical \Hitings and in policy mea:;ure,-.. on the 
increa,ingly important part played liy finance in the 
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de,elopment of these t•conomit>:;. Dis<'u~sion of the laws 
of value and rejection of the idea that these laws do not 
apply lo the relations ,dthin the state sector has had 
the practical implication that more reliance should be 
placed on the initiative of managers of state enterprises 
and on financial, rather than purely administrative, 
direction of the cconom). 

To facilitate the use of financial controls in conjunc· 
lion with the more direct. purely administrative, meth­
ods of di reeling the economy, most statt• enterprises 
conduct their work on tht> basis of so·called "economic 
accounting'', which means that they are set up as in­
dividual ec-onomic units that are a::-sumed. in principle, 
to cover their current expenditure out of their current 
revenue and lo earn profits. ' Fixed and working capital 
are provided by budgetary grants at the time an enter· 
prise is set up. and are subsequently augmented from a 
portion of the profit earned by the enterprises as well as 
by further budgetary grants and credits. The price 
recei, ed by an enterprise for its output consists of two 
componmts, the turnover tax ( applicable mostly to 
consumer goods) and the enterprise price. The proceeds 
of the turnover Lax, which is set by the central authori· 
tics largely on the ba!lis of supply and demand, are 
transferred in their entirety to the government. The 
remaining current revenues of the enterprise depend 
on the enterprise price, which is also set by the central 
authorities. The exce!'c. of these re, enues over the current 
expenses of the enterprise constitutes tht• enterprise's 
profit. The enterprise price is fi~ed on the basis of the 
average cost prevailing Ill or planned for the industry as 
a whole in the period m,ed as a base for price-fixing, 
augmentrd by a percentage markup. As the prices re· 
cei\'ed ns well as paid by the enterpri.;es are fixed by the 
government, any incrcai.e in profits or reduction in 
losses over and above the planned rates will generally 
indicate an improvement 111 the internal efficiency of the 
entcrprise.2 Of course, not all enterprises make profits. 
The fixing of prices on the basis of average cost may 
result in wide-spread differences in the profitability of 
enlerpris<.'S, necessitating subsidies lo cover whatever 
losses may exist. ln some cases prices have been fixed 
below a\'erage cost, and in consequence, not only 
individual enterprises but entire industries have suffered 
losses. 

Part of an enterprise':,, profit is Lransf erred to the 
budget in the same manner as the turnover tax, while 
the remainder is left at the disposal of the enterprise 
and of higher industrial or regional bodies for invest· 
ment in fixed and working capital and for other autho­
rized purposes. The enterprises' requirements that are 
not co,·cred by their retained profits and amortization 
allowan<es are covered by budgetary grants and credits. 

1 Not included in this group are enterprises which transfer 
all their 1>roceeds to the budget and finance their current ex­
pense~ by budgetary means, as well as tho~e service enterprises 
the efficiency of which is not judged by their profitability and 
which therefort are not assumed to earn profits. 

Thug the c.ystem of ''economic accounting" in state 
enterprises enables the central authorities to supplement 
direct administrative controls with a much more flexible 
system of financial incenllves and controls. Surveillance 
of an enterprise's financial flows facilitates supervision 
by higher authoritie~, while the retention of some 
profiti; for disposal by the enterprise, as well as the flexi­
bility afforded by the system of financial flows, provides 
an incentive for efficient management. 

The use of these financial methods has increased in 
recent years in keeping with the trend towards partial 
decentralization of administration, although even dur­
ing the period of strict centralization an important role 
was played by financial planning. The tendency lo make 
greater use of more aggregative methods of planning 
and to reduce the number of detailed production targets 
set for enterprises by the central authorities has en· 
larged the scope for decision-making within slate 
enterprises, and thereby increased the importance of 
financial policie·. But achieving the most appropriate 
blend of the detailed administrative method and the 
more general financial method of directing the activity 
of the enterprises has raised se,eral problems, the final 
solution of which is still a subject of public debate. 

While an increase in the role of financial methods 
has generally been considered desirable, it has been 
doubted whether t'xcessive reliance on these methods 
alone could be successful in bringing about a desirable 
pattern of production in conditions of rapid economic 
growth and full utilization of resources. Secondly, and 
quite apart from this, the management of the economy 
by predominantly financial and fiscal methods could 
not be successful if prices and profits failed to reflect 
closely the relationship between supply and demand. 
Both tbege conditions have prevailed in the centrally 
planned economies, the latter condition particularly in 
the case of producer goods. Furthermore, it has been 
pointed out that the potential advantages to be derived 
from the substitution of financial controls for adminis­
trative controls may be offset by inadequacy of the 
response of enterprises to the authorities' financial 
policies. Thus, while the need to increase the role of 
financial planning has generally been recognized, the 
extent to which these methods should replace administra­
tive controls has been subject to wide differences of opin· 
ion, and the changes in this direction have not been 
uniform and are still far from complete. 

METHODS AND SCOPE OF FINANCIAL PLANNING 

The financing of investment, like most other money 
flows in the centrally planned economies, is almost 

2 A change in the prices fixed by the government would, as a 
rule, change both an enterprise's actual profits and its planned 
profits, since the latter are usuaJly adjusted to the new price­
cost ratios. As profit rates are not identical for all commodities, 
enterprises may be able to rah,e their profits above the planned 
level by altering their product mix without improving their 
actual efficiency. The controlling authorities discourage such 
practices. 
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entirely regulated by a number of co-ordinated plans. 
These take the form of revenut• and expenditure ac­
counts. and com,ist of the ~late budget. the aggregate 
financial plan of :,late enterprises, thl' credit plan and the 
ca h plan. They are formulated l,y the government, are 
con«idered as state dirf'ctin-s and are the principal means 
of bringing about a pattern of output and income in 
conformity with the goals set by the general plan of 
economic development. As a group, they reflect the 
financial relation!I between thP. hudget, the state enter· 
prises. the collecti\'e farms and the private sector, and 
are integrated into a singll· aggregate financial plan. 
This plan helps to en~ure mutual consistency among the 
various plan both in their formulation and in their 
implementation. 

The state budget 

The state budg<'b in the planned economies dHTer 
considerably from those in the private enterprise econo· 
mie .• not only because they comprise a far greater share 
of the national income, but al~o because they have a 
much more important function in the process of econo· 
mic development. State cx1wnditure covers not only most 
national expenditure for health. education. insurance 
and other services. which in private enterprise ccono· 
mies may he largely finanred out of private disposable 
income. but also most national in\'e,tment expenditure, 
which is deri\'ed mainly from the turnover tax and the 
profits of ~tale cnterpri~,. Per,onal income taxes and 
ta,e; on agricultural produc('r, make only a small con­
tribution to state revenue. Budgt'lary re\enue abo in­
cludes rereipts from foreign credit.:. payment, by enter· 
prises to the social security funds. receipts from the sale 
of governnwnt bond-. and current depo:,its of the savings 
hanks, which are treatt•d as temporary loans to the 
government. 

In consequence. the major part of the economy'i; 
saving and inve:;tment is c:hannclled through the budget, 

Sources of finance 
1. \ ct revenue 

(aJ turnover tax 
(b) profit:. 

2. Amortitation earmarked for: 
(a) im·e,tment 
( b) capital repair 

3. Mobilization of internal resources' 
4. Other• 

Grants from the budget for: 
(al Fixed inve~tment 
(b) Change in "normative" working capital• 
( c) Social and cultural measurec. 

which. th<·rcfore, plays a decisive role in mobilizing 
:.a, ing and in allocating it to various economic sector 
in acco1dance with the state economic plan. In this 
rcsprct the budgets of the centrally planned economies 
fulfil a function similar to that of financial im,titutions 
in pri,alt• t·nterprh,e economies. There is a difference, 
ho,\evcr, since the funds mobilized by the budgt't cease 
to lwlong to the t'nterprise:; which accumulated them, 
and their transfer to other producing units is made not 
in the form of credits but as budgetary grants. Another 
rhararteristic of budgetary methods in the centrally 
planned t·conomies is the close link between the budget 
and the financial plans of state enterpri~e . This link 
com,i,Ls of two parts: the flow of turnover taxes and 
part of 1hc µrofits from the enterprbes to the budget, 
and the reverse flow from the budget to tJ1e enterprises 
or fund, for im·estment in fixed and working capital. 
Accordingly. the state budget and the financial plans of 
enterprh,e,- are directly related and must be prepared in 
conjunction\\ ith one another. 

T lie agg, egate financial plan of state enterprises 

Th<· aggregate' financial plan of state enterprises is 
ba~ed or individual plans prepared by each enlerpri!le 
all wt'! 1 ~~ by U!<!-Ociations of cnterpri!IC!I or regional ec· 
onornic <·ounciJ:,. These plans, based on production and 
turnoH•r programmes. are ~ubmitted to higher authori­
tie and, aftt•r readjustment and co-ordination with the 
plan:; of other enterprises or sector-. and their final co­
ordination ,, ith the budget and credit plan!!, are ap· 
proved hy tlw higher authorities and become operational 
din•ctiH• . 

The financial plans of the enterpriJ.e.s exclude opera­
tional tran~actions and limit themselves to items which 
reprcsrnt n kind of combined appropriation and capital 
account. Th<·se plans vary from country to country; a 
rough approximation to their general form can be 
illu:,,tratcd as follows: 

Use$ of finance 
I. lnvestnent in fixed capital 

2. Chang,· in "nnrmati\'e" working capital• 

3. Capital repair, 
1,, Repayment of credits for introduction of 

new technique~ 
5. Expen•e-. for research and de,·elopment, 

trainin{I: and other outlays for education 
6. Payment~ into ~pecial enterprise funds 
7. Othe1' 

Paymenti; to the budget from: 
(a) Turn ,ver ta, 
( b) Allucatiuns from profits 

• .. ~ormative'' working capital repre~ent< the e,timatl'I.I minimum O(l("rational requirement3 of the entcr­
pri- for workinir; capital. ~ea•onal or other requirement< in exre,s of thi, minimum arr u,ually financr<l 
by !horl-term credit•; in man)· ca~e~ e,·en parl of the minimum rc11uir<'Jnent, are financed by credit~. 

( Foolnolt , 01111,r•,J on ,.,, , 91 ) 



CHAPTER 3. 5AVJNC FOR ECONO'\UC DEVELOPMENT IN THE CENTRALLY PLANNED ECONOMIES 91 

In addition to the items listed above. the financial 
plans of enterprises also contain items co,·ering financial 
transactions with supen isory bodies such ai- industrial 
board and regional economic councils, which redis· 
tribute funds between the rnterprises under their juris­
diction and in turn prepare their own plans based on the 
financial plan of the e enterprises. 

ln\'cstment outlays, the main item of expenditure in 
the financial plan of the enterprises, are not directly 
influenced by their revenues. They are formulated ac· 
cording to the tasks assigned to the enterprises; there· 
fore, they afTect both the amount of retained profits and 
amortization funds and the volume of budgetary granl'I 
necessary to finance these expenditures. The transfers 
of funds from and to the hudget are not, howevt•r. de­
termined merely by the relationship between the revenue 
and the planned expenditure of the enterprises. One 
could, of course, concei\e of a system providing for the 
transfor to the budget of all the means of the enterprises 
in exce~s of its planned expenditure and providing for 
budgetar} grants onlr in cases in which such means are 
insufficient lo co,·er the e:tpenditures. But in practice. the 
financial flows between the enterprise:; and the budget 
are much more intricate. The enterprises are compelled 
to transfer to the hudget on a pay-as-you-go basis all the 
turnover tax and, in most countries, a statutory per­
centage of their profit~, ewn if the plan provides for 
budgetary grants to finance part or nil of their planned 
investment. This procedure has been adopted largely 
because the pay-as-you-go payments provide the super­
visory authorilit's with convenient current indicators 
showing the degree to which output, sales, cost reduction 
and other plans are being fulfilled. 

In th<• short run flow and counterflow also ari~ 
hecau~e the timing of an <'nterprise's investment pro­
gramme may not coincide with the timing of the accumu­
lation of financial means. In moi1t of the centrally 
planned eronomie such ~hort-term finance is usuall} 
provided in the form of budgetary grants rather than of 
short-term crc>dit<1. Thus, if the investment outlays are 
t·oncentrated in the earlr months of the year. hefort' 
the enterpri e has been able to accumulate sufficient 
depreciation and profits. the revenue side of its financial 
pion will include any necessary budgetary grants evrn 
if its transfers lo the budget for the rear as a whole an· 
c·onsidcrably greater than the grants. 

In some eountrie!\ the> volume of these flows and 
counlerflows was formerly much greatn than it is at 

( Footnott rontu,a,J f,o,,, 11111, 90 I 

pre'-ent. since, in the earlier period of planning. almost 
all profit· were transferred to tbe budget anrl almo~t 
all eApenditures were financed by budgc>tary grant--. This 
,~as largely becauc;e of a "hortage of qualified per;onnel 
nt tht> enterprise level and a lack of efficirnt means of 
control over the financial policy of the enterprises. 

Thr crrdit plan 

In the centrally planned economic~ all money flows 
among enterprises, the state, and its various institutions 
are transacted through the state banks which form a 
singlf' integrated system entirely subordinate to the 
rentral authoritie:;. All tax(•s. allocatiom1 of profits and 
other payment:, to the tate arc paid into the c;tate budget 
accounts in the central bank. Similarly, all budgetary 
grants to entcrpric;ec; are transferred from the state ac­
counts to the accounts of the individual enterprise-.. The 
entt'rprises are required to keep all their funds in their 
hank depo~its. ,,ith the exception of small amounts of 
<'ash for current expenditure. 

The ust' of these deposits is controlled by the central 
bank in order to prevent the enterpri e- from using them 
in I\ ay:- not corre;;ponding to the pro\'i,,ion" of their 
economic and financial plans. Siner direct financial 
tran~actions between the enterprises are not permilled, 
the analysis of their bank accounts enables the bankin~ 
authorities to estimate the degree of fulfilment of the 
plans lieforr the final production data are 11,ailable. As 
priers, the rate of planned profits and the allocations of 
profits to the budget are predetermined and tran'lferred 
on a pay-as-you-go basis. the inflows of funds from in­
di I idual entt'rprises into the banking sy tern indicatr 
changes in their output, CO!-t of materials and wage bill. 
forcover. the anal ysi of the enterprises accounts, r,pr­

rially the granting and repayment of short-term credits. 
signals changes in inventories on the one hand and 
the accumulation of idl<' financial re:-ource.<, on the other. 
Owr the co-operatiw and private sector·. the control of 
tlw central bank is ncces~arily much more limitrd. Sinct• 
,wither the ~aving nor the investment outlay of the!!e 
,rctor, depends directly on go,ernment deci. ion~. the 
control of their activity by the tentrnl bank can he 
elf ectivc only through <'rrdit policy. Current informa­
tion concerning their activity jc; available, however. 
sincr coll1'ctiv1• farms are compelled to truni;for a pro· 
portion of their income to their "indivisible funds'". 
These fund11 es~nlially represent the capital of thr col­
lertivr farms and may not be redured h) payments to 

u This item represents thl" amount of planned reclurtion in ron~truction ro,t. In the financial plan. 
inve,tment oullays are expre ~ed in fixed price., and any planned rl'duction, or co,t owing to intl'rnal 
r<'Onomie are rt.fleeted only on lhe rewmue •ide of thr a,•count. Toii:t>ther 'I> itb the ecooomiei- achin .. d h, 
rcducinfl requiremt·nts for equipment anti con,truction matt>rial,, tht') indicate> by ho'I> much thr ren•nut>, 
tlrrived from other ource, can bl• reducl'd without upsetting thl" over-all balance of revenue and expt'ndi­
ture. 

• Thb item inrlude• on the revenue t-idi>: procec>d, from tht• •air of di~carded equipment, and payment, 
not relatl"d 10 tht> current activity of the entt'rpri~. •uch a, parrnls' contributions for 1he maintenanre of 
kindngarien•. On the exprnditure ~idr, ii indude, )n,,r~ on arrounl or hou,ing and olhl'r far ililie providl'd 
hy 1he enterpri•l"5. 
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the members. Moneys paid into the indi\'isible funds 
are earmarked for inw,;tment and deposited in the 
banks. Changes in the,;e funds are therefore regi,tered 
in the accounts of the banking system. 

Almost complete control over financial tram,aclions 
of the economy, complete integration of the banking 
sy:-tem and its full subordination to the central authori­
ties form the basis of credit planning in the planned 
economies. The principal in~trument in this planning is 
the credit plan. This plan deals mainly with short-term 
credits extended by the central bank for the financing 
of investment in working capital. Long-term credits for 
fixed investment are usually extended by specialized 
banks which receive budgetarr grants for this purpo~. 

In its most general form the credit plan is presented 
as an account showing the resources and allocations of 
funds of the central bank at the beginning and end of a 
given planning period. The allocations side of the ac­
count consists of the outstanding crediL,; granted by the 
central bank to various borrowers. The so-called re­
sources side includes the net balances of the deposit 
accounts of the budget, the state entcrpric::es and credit 
institutions, collective farms, the social insurance fund. 
trade unions and other institutions and organizations, as 
well as the volume of currency in circulation. Taken 
together, these items constitute the total amount of 
money in circulation. 

At any point in time the central bank's resources, 
which comprise the economy's money supply. nece)<sar· 
ily equal the total of credit outstanding. Needl~s to say, 
any increase in the "resources" of the central bank is 
entirely dependent on a rise in credits and, therefore. 
the "resources" side of the account does not provide by 
itself any basis for credit policy designed to avoid 
imbalances between the supply of and demand for 
consumer goods. In fact, in the initial stage of planning, 
the resources and the credits are planned .eparately. 
Since both the credit requirements of the enterprises and 
the increases in all the component items of the rcsourcec:: 
side of the account are e;.timated on the ba.,;is of the 
economic plans, they should ob\iously balanl'e, if 
properly calculated; any difference between the two 
sides of the credit plan would indicate the t'xislence of 
di5crepancies in the economic or other plans and call for 
correction. In planning credit policy in the centrally 
planned economics, the basic principle is that the 
amount of credit granted during a given period should 
be determined by the availability of goods, the acquisi· 
tion of which is to be financed by these loans. Since the 
supply of goods and services purcha!-ed h} the indivi­
dual enterprises is planned and the credits extended to 
them by the central bank are limited by the amount of 
finance needed for these purchases, it is clear that as 
long as the plans are being fulfilled. the total of planned 
credits cannot exceed the supply of goods and services 
for the purchase of which they were granted. 

The!>C principles of cn•<lit policy apply only to the 
dt·termination of the total amount of credit to be ex­
tended during a given period. In dealing with individual 
cnterpri:- the central bank i:... not concerned with the 
supplies ,)f good~ required 11) anr one of them. At this 
lc,cl it, main c:onct•rn is to :.;peed up the lurno\'er of 
good~. pre, ent the um, arranted growth of inventorie!', 
and re:,tr ct tht• acc-umulation of funds by the enterprises 
to tlw le\'el ju,tified hr their actual needs a~ determined 
br the plans. The interest rharged for rn:dit is intended 
to facilitell· this purpose by di!-couraging the enterprise,, 
from increa;..ing their dl.'mand for funds unnecessarily. 
but this method of control j,; not considered to be suffi­
dent ancl credit, arc grantt-d to t'nterprises only for 
purpose in l'Onformity with their plann<'d requirements. 
The planrwd credits earmarked for financing stocks of 
fini"hed good", goods in proeess or in transit, and of 
stork,. of raw nrntt•riah, are, as a rule, made available 
only if tJ1e bank a,;certains that these changes in imen­
torit':, ha ,·c actually taken place in conformity with the 
plan. If enterprises request additional credits for pur­
chase'\ to increa,e their output above the planned quotas. 
credit is ~ranlt·d only if the bank finds that the proposed 
increa'\es are desirablt" and that tJ1ere is a sufficient 
suppl}" of the required materials and labour. 

The cash plan 

The a<'hievement of balance in the credit plan does 
not imply that extension of the planned credits would 
not result in inllationarr pre,;sure. In fact, one of the 
item:, on the r~ourc:es side, the increase in currency in 
circulation. may not correspond to the actual need for 
cash and mav reflect an execs:- demand for consumer 
good~. Sinre transactions between enterprises are almost 
exdu. inly athieved through bookkeeping entries in the 
banking system, any difference between changes in the 
central Lank's resources and changes in credits granted 
could be due onlr to tJ1e withdrawal of ca,h (that is, 
currenC) I from the financ·ial sp,tem into the hands of 
the pop lation. This could happen only if the m'oney 
income paid to the population is not entirely returned 
to the slate sertor through purchase- of goods, taxes 
and othl'f payments or through depo ·its in savings 
banks. As all of the--e payments gi\e rise to bank 
deposib, the diff en•nce between the credits granted and 
the incn ase in deposits n·pre~ents an increase in cash 
circulatif)n. In the preliminary draft of the credit plan, 
this item may hl· obtained as a re idual and treated as a 
balancing item. To check whether this residual is con­
~islt'nt ,1 ith the projected flo~s of money income and 
expenditure and ~hether it would generate inflationary 
or deflationary tendencie,;, this component of the credit 
plan has to be checked by means of on account called 
the "cash pion". The cash pion, which in its preliminarr 
form ic:: 1•<.tahlished independently of the credit plan, is 
es,.entially on acl'ount of ca:.;h revenue and expenditure 
of the consolidated state sector, including enterprises, 
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government and finan<"iul 111stitutiorns. It <lepicts the 
mone) flows between this sl•ctor on the one hand and the 
households and collt•cti\e farms on the other. 3 

Sources of /irumce 
Receipts from the sale of goodq and services 
Taxes, fee and the like 

Other 
Payments into the bank accounts of collective 

farms 
Payments into avings bank accounts 
Changes in t·n~h balances of state banks 

l ,sue of cu rrenc) 

Since the change$ in ca!-.h circulation derived from the 
cac;h plan are based on t'~timates, on the one hand, of 
consumer purchases anti of' savings deposited in banks, 
and, on the other. of the disposable income of house· 
hol<lq, a compari,-on of this estimate of change~ tn cur· 
rrncy 111 circulation with that appearing in the credit 
plan provides a te:;t fur consistenq between the credit 
plan and thr income and saving position of the collective 
farms and p1·rsonal ~ector. In planning the net increase 
in ca"h circulation, th<· bunking authontie!, take into 
account, apart from the \ariations in total income pay­
ml'nl:-. the changes in the di ... tribution of im·ome between 
,·ariou, group~ with different \elociti~ of circulation 
dl·pend ing on the periodicity of wage payments in 
tlilTerent trades and the timing of go,ernment purcha!-es 
of agricultural goods. 

In addition. and this is one of the principal functions 
of the cash plan, the e,..t1mate of changes in currency in 
circulation enable!, the authorities to avoid generating 
inOationary pre:-surt>s. 

Sinn• consumer prices in slalt• and co-operative trade 
arl' fixt•d by the government and, then·fore, are un­
respons1vr in the short run to changes in demand and 
supplv, an accumulation of liquid saving:' by the pop­
ulation may indicate an inabilit) lo spend rather than a 
wi~h lo i-:n e. uch an imbalance can be avoided by an 
incrca.;p in the supply of coni-umer goods or by"modifica­
tion of the credit plan. The required i11crease in the 
suppl, of consumer goods might be achit•wd by an 
upward revision of prod11rtio11 plans, by increased 
imports and by dra,\illf!, 011 ~tocks of consumer goods. 
Mo<lifications of tht> credit plan to restrict clTecti\·e 
demand might be achiC\ed through a cut in the credit 
granted to the enterpri,e~ ,o that their anticipated 
dcpo,.,il:. and the currem·} is:.ue would be reduced. But 
the !-.amc 1•ff cct would obtain if, instead of reducing 
credih granted to the cntl'rprisc · and, therefore, their 
deposit... the budget surplth were incrl'a!-'ed sufficiently 
to 1cduce the anticipalt•d rise in the currency issue. This 
\\Oul<l ht• reflected in the an·ounts of the financial plan 

·, Thi ac,·ount i:. to wme exttnt the counterpart of thr aC'rount 
of monl'} int·ome and outlay of the population; the main differ· 
cncc i~ that the latter cxcludc•ij money flows between the collec­
tive farm l'Ctor and the state. 

The folio,\ ing table illu:,trates in general terms the 
form taken by the ca~h plan of the consolidated state 
sector: 

Uses of finance 
\\'ages 
E>.penditure:, on purcha"e" of agricultural 

products 
Pension . aid and the like 
Loans for private housing construction 

Other 
Withdrawals from the bank accounts of collec· 

tive farms 
Withdrawals from saving~ bank accounts 

only in a rise in state deposits and in a decline in the 
anticipated currency issut•. without afTecting the credits 
re(·eived or the deposits of the enterprises. Net>dless to 
say. all of Lh~e changes are interrelated; revision of 
the planned supply of consumer goods would also be 
reflected in the variou~ components of the credit plan, 
and changes in the credit and cash plans would affect the 
budget and the financial plan of the state enterprises, as 
well as the general plan of economic development. 

It is interesting to note that both the ca h plan and the 
credit plan treat thr. deposits of the population in the 
'-avings banks somewhat differently from increases in 
cash circulation. In both plans, changes in cash circu­
latio11 are balancing ill'ms, whereas sa\ings deposits are 
treated in the same way as deposits of enterprises. 
Similarly. policy pronouncements haw repeatedly indi­
l'ated the desirability of increasing saving!' deposits. It 
is not t'ntirel) clear wh) currency and '-avings deposits 
are trt'ated in different ways. The distinction may rest 
on the as<;umption that the holding of savings deposits 
is motivated by the wish to accumulate funds for emer­
gencie!-, for old age, or for purchases of durables or 
semi-durables at a lalt'r date, while cash is kept for more 
immediate needs. But there is no doubt that in view of 
the ingrained habit of keeping savings in cash. the cash 
holding~ are. apart from current transactional r~quire­
ments, also determined hy the same moti\'e!,1 as the 
Mvings depo:;its. The <lifference in the treatment ac­
corded to ~aviugs deposits and cash holdings is partly 
due to the con\'iction. perhaps based on exprrienC'e, that 
1lcpositon, arc more reluctant to withdraw their savings 
from bank accounts than to reduce their cash holdings. 

The aggregate financial plan 

The four basic instruments of financial planning, the 
budgt•t, the financial plan of the enterprises, and the 
credit and cash plane:. become state law after approval 
by tlw central authoritie:.. To harmonize these plane:, 
both during formulation and implemE'ntation, an inte­
grated financial plan i~ prepared co,ering all a pects of 
financial planning. This plan is prepared simultaneously 
with the other plans and is used at each stage of their 
preparation to test their mutual consistency. This 
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enables the planni11~ authoritie:- to dt·tcrt an) imbalan­
ces which were not apparent in lht• early ,tagc:.. of 
preparation of the individual plan-:, After a :-eric:., of 
adjustment'- to all Lht• financial and economic plans the 
aggregate financial plan takes its final form and st>rves 
as a guide-po<.! for financial poliq during the imple­
mentation of the set of plans. Sinn• i;onw departures 
from the original plans are ine\itable in practice. 
financial planning continues during the impll'menlation 

Sources of finance 

Turno,er tax 

Profits 

Depreciation 

Revenue from abroad 

Taxe on agricultural producers and 
co·operati,e,-

Rcvenuc from in:.urance operation, 

Per~onal taxes 

Net increase in savings bank deposits 

Other re~enue of the budget and of enterprbe,. 

Net i, ue of currency 

This account. together \\ ith its appendices containing 
data brokl'n do" n b) indu~trie , :-<•clor,, economic 
regions and variou~ institutions. pro\'icl1·.; detailed in­
formation on tht• nllocation of the profits und <lepreria· 
lion fund,., of tlw enlerpri,.es. of budget re\'cnue:, from 
taxes and of pri,ale ,.aving. 

Since the aggregate financial plan d1•a),., e:.sentiallr 
,\ilh the stale :;cclor. it dot>S not include the retained 
profits of collecli\'I· farm" or ime~lmC'nt finance from 
the:,e sourc<·s. llowewr, e-timates of the~e items are 
included in the credit plan and ils subsidiary llocuments 
because the retained profits of the collectivt' farms are 
depositl'd in the hanks and are includl'd in thP resources 
side of the rn•dit plan . A,- the,c depo;.it!< are used ex· 
clusively for inn .. tmenl. an anal}:.is of their Ouc-tuations 
pro\ ides inf onnal ion on tbe :-elf -financing of investment 
by the collt•ctiH· farm,-. While not included in the aggre­
gate financial plan. tbi" e,penditure influenn:s the plan 
indirect]) through its eff t•t·l on the profit,. of state 
rnterprises. 

The method,,. of financial planning described abo\'e 
have not been uniformly applied in all of the centrally 
planned economit:'S. The efficienq of planning has 
varied from counlr) lo tounlr) and from pt•riod to 
period. The information needed for formulating the 
plans has frequently been inadequate. Accordingly, 
imbalances have sometimt•:, ariseu and have required 
drastic re\'isions to the plans in the C'ourst' of their f ul­
filment. In some ca:-e,.; the inflationar} pre:-sure gener· 
atcd by the:-.e maladju,-tm<·nts could be relieved only 

-,tagl'. The readjustments continually taking place in 
the ,ariou-, plan,., are incorporal<·d into periodic report;. 
on thl• implementation of the aggregate finanrial plan. 
The:-,· r,•1,ort,- arc prepared quarterly and, along with 
th<' o, er-all t•conomic target~. ,cn:e as a basis for the 
financial plam of the following period. · 

Tht> ng~regate financial plan is u!-lually pre~entcd in 
the follo\\ ing form: 

Uses of finance 
I. f>rodl'ctit-e sector 

Fixed inve .. tment, change in inventorie:;. 
and ca1,ital repairs of i,.tatc enterprise~ 

!:iubsitlics for starting new productive 
pro ·esses 

Operotional expen<.cs of enterpri"es and 
ur~.mizatiuns wholl} financed by the 
hudget 

~finer alogical prospecting 
Expenditure" abroad 
Grant, to finance credit for fi. ed inve .. t· 

ment in the collecth·e farm and per,,onal 
~t·ctor 

B,mu~e:; paid from profits of ~tale enter· 
pri~es 

II. Non productive sector 
' ocial and cultural expenditure o( the 

budget and :;late enterpri,es 

by dra-.tic alterations to the plann<'d imenlory chang(• 
or by an unplanned intrea'-e in borrowing from abroad. 
In other instance!':, the inflat ionaq pressure could not 
be curbed an<l was rellc-ctecl either in an exressi,e ac­
cumulation of cash or in price increa.~es. 

Frcqul'ntly the reason for such maladjustm1·11L-: was 
not fault • financial planning but an under-fulfilmt•nt or 
OH'r-fulftlment of the phy:-ica.l plan:, in various .;ectors 
\\ hirh up:,,et the financial plans e,;tahlished on the basis 
of tlw original production targets. In many instances, 
cart·f ully prrpared financial plans were thrown out of 
halanrt' when the enterprises were able to accumulate 
t•xtess f 1nds and raise their expenditure abo\e the 
planned quota:; or divert the funds at their disposal for 
purpo~c,. other than tho~t· planned. In the pa.,t such prac­
tit'l'::i could not ah~a}s Le u,oided hecau. e of insufficient 
control I,~ the banks o,er the finance.,; of enterprises. Fre· 
quently. departures from the financial plans have been 
tolorale when the supcrvi~ory authorities felt that the 
fulfilment of production targets took priority over 
financial ;.tability. 

In the earl) Jean; of central planning. financial plan­
ning wa.: gl'ncrally limited to the preparation of the 
budget, which during this period wa,- not alway::, bal­
anced. More elaborate and mon· comprehenshe finan­
cial plar.s \\ere introduced only at a much later pt.-riod. 
Despite their shortcoming:;, financial plans and policies 
have generally proven u:.ef ul in preventing the develop· 
ment of inflationary prt'ssun·s d~pite conditions of 
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rapid economic growth. ·cedle:-s to say. the avoidance 
of inflation cannot be attributed to financial policies 
alope. In fact, the retention of direct administrative 
controls alongside financin l controls has been motivated 
largel) by the view that, "ithin the existing im;titutional 
framework, the balanced growth of the economy re· 
quire:; measures of both types. The part played by direct 
state controls over wagrs, income payments to the 
peasants, and prices ha been a no Jes..-. important !>tabi­
lizing factor than financial planning itself. In most of 
the ct•ntrally planned economies the general tendency 
bas been to reduce the importance of administrative 
methods and to rely more extensively on the more flex· 
ible method of influencing the acti,·ity of the enterprises 
by fiscal and financial policies. 

CHANCES II'. FINANCIAL POLICY 

The fiT1ance of state enterprises 

In the preceding discussion of financial planning it 
was explained that the investment expenditure of the 
slate enterpri-.es is determined not by their income or 
sa, ing but by the in\'e'itmcnt plan prepared under the 
super ... ision of higher authoritie· on the basis of national 
need...,. In spite of this. it has long been recognized that in 
order to stimulate management incenlivl.' a link should 
be provided between the profits earned by the enter­
prises and the funds left at their disposal. 

In the period when the main objective of government 
policy was the rapid expansion of basic industries, a 
process which in most countries neces..~itated entirely 
new lines of production and new plants, go\'ernments 
tended to mobilize the financial means of rxisting enter­
prises as fully as possible in order to finance the expan­
sion. The emerging neeed for extensive rontrol of the 
finanr~ of existing enterprises. coupled with the lark 
of qualified and reliable personnel at the enterprise 
le\'el, made it expedient lo lran fer to the budget even 
that part of their profib which subsequently was to be 
returned to them in the form of budgetary grants. Thr 
scarcity of imc ·tment ~oods needed for expansion of 
heavy industry prompll d governments to restrict se­
verely the supply of material resources made arnilable 
to the less essential sectors for technical improvements, 
modernization and e"en rapital repairs. In such circum­
stances it was hardly expedient to relalt• the amount 
of finance left at 1.he disposal of the enterprises to their 
profits. 

But e,en during that pt•riod the enterprises had a 
statutory right to retain a certain proportion of profits 
for the ''director's fund". which would be used for 
bonuses, improvement of housing, health and cultural 
services for the staff and, in most countries, for improve­
ment of production tedmiques. Payments into the di­
rector's fund consisted of a certam percentage of the 
enterprise's profits, and therefore provided an incentive 

to improve efficiency and increase profit ... • Entt>rprises 
incurring losses were also permitted lo make paymt>nts 
into their director's funds, th<' payments being larger if 
the losSt>s were smaller than planned. While the benefits 
deri\ ed from the existence of the director\ fund had a 
certain inrcntive effect. they did not provide much scope 
for the initiative of management as long as the amount 
of funds left at the disposal 0£ the enlcrpri~e for further 
expan!'lion was dtx·i<led by higher authorities with litLle 
rrgard to the claims of the management of the enterprises 
and their profits. Tht> lack of initiative of the manage­
ment of indi\'idual entrrprises, caused by over-centrali­
zation, resulted in d<'tcrioration of productive facilities 
in certain sector~ and in lost opportunities to increase 
output with relative I y small additional in\'estment. 

In recent year", in harmony with changes in the eco­
nomic and political environment, reappraisal of older 
policies has been undertaken in all centrally planned 
economies. It is now generally belie\'ed that if the old 
system could in the past have been justified by the cir­
cumstances, it has lost its ,·alidity in the pre!lent ,;Lage 
of economic de,elopment and become an obstacle to 
further rapid growth. Apart from improvement in 
methods of control through the banking system and in 
the quality of adminislrative per onnel. the decisive 
factor influencing the change in financial policies was 
the fact that, at the present level of economic dP\'elop­
menl, the nl'ed for an almost exclusive roncenlration on 
the growth of certain basic industrie... often al the cost 
of neglecting other sectors, gave way to the possibility 
of a more integrated growth of all st'rlors of the econ­
omy .. After several year· of extremely high rates of 
gro\\ th in industries producing in\'eslmt'nt goods and a 
considerable increa"e in their share of total output, 
production of investment goods has reached a level 
sufficiently high to support not only furthn expansion 
in that industry hut also high rates of growth in other 
sectors. Moreover. during recent years greater emphasis 
has been placed on increasing the capacity of existing 
plants through modernization. replacement and capital 
repair, thou on creation of new enterprises. This shift 
in policy has made it appropriate to reduce the propor­
tion of the financial means \\ hich previously had to be 
transferred through the budget from some enterprises to 
others. Accordingly. it ha become possible, not only to 
increase the share of th~e means left at the disposal 
of individual enterprises. but even to guarantee to 
enterprises the retention of a certain proportion off unds 
which they cannot normallr be depri\'ed of by the higher 
authorities. 

The importance attached to methods of allocating 
funds for investment is partly based on the conviction 
that it i:; not a matter of indifference whether the l'nter­
prises do or do not retain certain rights lo the disposal 
of their profits. Although investment targets may be 

~ The percentage deduction from profits in c:rcesi\ of the 
planned quotac; was considerably bjgher than the percentage 
applied to planned profits. 
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achiewd by eithrr method. till' efficiency of indh itlual 
enterprise;;:-and therefore the aggregate <'o,t of output 
a11d imc-..tment-may be tonsidl'Tabl~ inlluenf'e<l hy the 
method, applic•cl; a link lirt ween it" profit,- and the 
volume of fund ... kft at Liu· di:,;po!><al of an entc·q,rise 
crealt·s an incrnthe for greater efficit·ncy of manage· 
ment. 

Finarwial policies haw ht•t•n modiliecl in accordance 
v.ith the..,1· ,ir,\c.;, In i-ome t•ountrie, thl' ne\1 policies 
haH' hccn rcflectt'cl onl) in a different attitude towards 
tlw role played b) enterpri-.e managemc•nt in Lilt' f ormu­
latio11 of the fi11anl ial plan. hut in others th,·y have. 
in addition, been formaliz(·d in ne\\ n·gulation::- grunting 
athlitional right" to the t·ntnpri,c>,. 

In the Union of _o\iet ocialist Repulilic!'< and mo,t 
of the other c·ountrie,;. statutory chang1·, have incrt'asc·d 
tht· number of 1·11terpri,l·~ l'ntitled tu din'('tor' f uncls 
(nm, rl'-nantt·cl .. enterpri!"e fund,") 6 and ha,e al"o in· 
crea:;ed the per<'cntagt· of profits to bt• rl'lairwd. r n 
addition. ho\\CH·r. there haH• liren important adminis­
trati,e change,. In practict·. th,• "upen i,or) organs now 
pay grrater allc>ntion to the rc-quirement." of in<li, idual 
cntt•rpri~t'" and trnd to lt-a,c at their cli,-po<:al, for in· 
w,-tm«'nt purpost•:-. a gn·atc•r proportion of their profits 
than formrrl}. This "tlece11tralizatio11'' has takl'n the 
form of con:-idc·ruhle imrrast•,. in tht• infhwncl· of the 
management of i111li, idual 1·11tnpri .. ,· in llw preparation 
of imc~tment and financia I plans ratlwr than tht· form 
of greatl'r autouom) in making indr.pl'ndent im e..,tmcnt 
decision,. 

Poland and C,erho,lo\akia ham moH·d furthn in 
Llw motlifitation of finaneial poliC'ies than have the other 
countrit>s of the group. In both the;t" countrie!' tht· tt·nd­
t'IIC)" t0\1 ard, greater aulonom} of till' cnterpri~rs hm, 
taken thr form of :,lalutor} pro\'ision, that normally 
as!"urc the t•nh'rprist•,.. of the retention of a certain part 
of their profit.:, \\ hid1 cannot he n·il11r1·d l,y ad hoc 
derisions of tht• higher authoritit-,. In Poland ... tale 
cnll•rpri.,cs \\ C're gi, en tht• right to cn•ute rlewlopmc•nt 
funds ( apart from tlH·ir ent1•rprisC' f untl,-) financecl from 
their prolib, tltl' perccutaE!l' being detrrmi1ll'd hy their 
:supcn i,or) authorities. In addition. part of the pro fib 
i, paid to tht• a, , cialic111 ', re,t•ne fund for recli,trihu­
tion urnong the entcrpri,es u11cl1•r its ,upcn ision. Profit:­
in exc1·,, of tht·'-t' payment, an· tran--fcr rl'<l to the l11Jclg1•t. 
A part of Lht• de, clopmenl f Ull(I is u,cil for linandng 
incren,..e:s in normati,e \\or-king capital and the re· 
maintler. togt•t lll'r \11th the part of tlw depreciation 
fund lt·ft at the cJi,...po~::d of thl' entt'rpri,e. i!- ust"1l to 
finanet• capitnl rq>nir:,, and nc,1 fixed im t ,.,1rnrnt. New 
imt~tmcnt finanl'cd out of this fund i,.,, as in otlwr 
countries. confi,wd to tcd111iral imprO\ ements. rational­
izatiou, replacement and limitl'<l expan!-ion: it dot'o; not 
i11clud<', a" a rule, rnn,Lrurtion of rlt'I\ plant,. \~hich 
i, finanred from budgetary grant,... 1'foreo,cr. if the 

G In most countrie!', the entt-rprisl' funds tlo not differ l'-'t:n· 
I ially from th1· formrr dirrctor's funds. 

retained profit.., and tlw tl£"preciation fund. c·akulatcd 
on the bas, uf t>xi..,ting r1•gulation,. cxc·t·ed the financial 
requirl'rne it, of the im t"'tmt>nt pla11 approH'tl by the 
higlwr authoritie,,. then the entt-rprisr ns,ociations ma) 
tcmporari ) frt"rze thc"t' !--Um,. On thl' othl'r hand. if 
retain!"d I rofil,. and depreciation fall short of the au· 
thorizcd c:qJl'n1litun:. the cliff ercnc1· ma} Le financed by 
short-term rn·dit. or in some ca,;es h) budgetary grantt-. 

It ,hould he noted that the statutory right in Poland 
Lo retain a rcrtain proportion of profit!< for expenditure 
of the ent •rpri"l'" j,. not nbsolutt•. It may ht• r<>Lrained 
lir the hi •ll<'r authorilit•:- if it i,- found that suc·h ex­
penditure \,otild compl'll' v. ith l'laims of otlwr ~t·t·tors 
of tht· econom). It ha,; bet•n :,,lated. hO\ni\ er. that "hilc 
,onw re:,Lriction,- mar ocra:,,ionall) be impo,ed on ac· 
t·o1111t of t w current ,.,j111nlion. the} !'houl<l gerH'rally he 
u,oidcd and gradually eliminall'd." h should al:-o h<" 
nolt'd that pa)tn!"nt, to the de,dopmenl fund from 
pro fib t•x, e1•ding: the plan11t•d rtuota." an• madP aceor<l· 
ing to a ilimini,-hin~ ~ealt·. Thi, \\ a" done in order to 
u\oi<l an 1·xcc .. ,si,e risl' in tfw exp!"ntliturc of l·nlerprisrs 
O\t•r and nhoH' th!" planned quoins in ra"l' the ri,c in 
profit, should t•xceecl plannl'd lt·\l~k 

In Czcrho~IO\ akia. thl' chang<' in the policir, eon,·ern­
ing the r ·tt•ntion of profit,- \,a, l'H'll great1·r than in 
Poland. Hefnn· 1959 1·ntt·q1Tis(', ,1 «·n· allo,H·d to retain 
a t't'rlain hart• of planned profit,- and a larg1•r ,-hare of 
Oil) additional profit-.. Thr U"e of funds rc•tairwt! from 
plannetl )'rnfits \1as re,tri1·ted to tlw finan<·ial plan:; of 
tlw t·nterl'ri:-e,, hut tlw u,e of tht• additional fund,- wa,. 
rcl~ti,l'ly f11·c. Orie t•fft.·c·t of thi,- ,y-,t1•m ,,a,. a knclrncy 
of the enterprises to untl1•r,-tatc tlwir plamwcl profit:; 
,..o a" to d•ri,e grrate1 berwfit from Ull) orer-fulfilmenl 
of till' plan. Under tlw n1•\1 ') ,tc·m. thr umount of 
n•tuined proht i, relatt•tl to the incn•n!-e in total profit,­
o,1·r the p1Tn·tling year aml is drtnmined hr tlw "lljlf:'r· 
, isun agent') on the ha,is of the• performance of the 
e11terpri,1· arttl it, rwt>tl for technical impro, enwnt. The 
mo,...t ,ignifirant in110\atio11 is the fa, t that the pcrn·nt· 
age of retnim·cl profit,. is fixf'd for a long }Jl'riod-not 
!es~ than fhc y1•ars-u11d that tht' retained profits and 
amortization funck if not used during a giHn ~ear, 
ma} be sp1•nt ,!urine the foll,rning ~t·ar, of tht• fiH··yt'ar 
plan. Thi, 1•nahle:- the t•ntl'rpri--t·~ Lo plan thrir outlay: 
in the mo t cnil'ient way "ithout fc·ar that po-.tponrmenl 
of t·xpenclitun• will re,ult in larger transfer, of profit:, 
to lht budat•t. 

Tht• e,lab)i .. hment of closer links lll'twt•en the profits 
<'anwd hv the P11tcrpri,.1•, and their e\prn<litute on in· 
H'stment rmed not n·,ult in a di:;ruption of the gt•ncral 
fina111'ial plan. [L m1•ans onl) that a larger proportion of 
tlw t·nteqni~l·~· financial rertuireml'tll:; is takt•n a, a 
datum b) tlw higher authorities and cannot he dl'liber-

" lu lht pa I, the pra,·tir,• of fr<'l'ling nr ronfi:,eating tl11• fund 
not l'f.'lll during a ~iv,•n )t'ar indurcd managt·mt'nl tu spend thl' 
sums un capit,il rl'pairs or inH'~trncnt ht'forc lht' .. ncl 11[ !lit' year, 
evt·n whl'n it might oth,·rwi~t· h&\c bct'n more profitalil,· tu post· 
pone the tXpenditure. 
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alely changed in the cour~ of preparing tht' plan. Since 
the:,<' resour<'es can generally be used only for technical 
impro\ement, rationalization. replacement and rela· 
li \ <'ly limited enlargement of the enterprises, and sin<'e 
building of new plants i:- in any C'ase financed by the 
budget. the planning authorities can. if need arises. keep 
the enterprises' total outlays under <'Ontrol by increasing 
or reducing the budgetary grants. Thus. as long as the 
accumulated profits and depreciation funds are used in 
uceor<lanc·e with the annual financial plans. no problem 
of imbalance need result from the increased autonomy 
of the enterprises. H<'n•nues in exC'ess of those plannrd 
for will not result in excess demand even if the enter· 
pris<•s arc frre to use tlU'm without prior approval of 
tlw higher authoritit•:,, provided that there arc sufficient 
stocks of the required goods. In most ca:,es, however, any 
upward revision of planm·d C'\pencliture by the enter· 
pri:,es has to be approwd by the higher authorities. 
\\ hich normally give their approval only if :,upplies are 
sufficient to meet the additional demand. Although. in 
general, o,er·plan demand has hPen rather limited. the 
relaxation of controls O\ er the finances of the enterprises 
in Czl'choslovakia and Poland resull<'d in a considerable 
innease in unplanned rcwnues and imestment outlays 
in 1959. This imposed significant strains on lhe econo· 
mies of these countries. In Czcchoslornkia. the rising 
demand was met by an irwrea~e 111 supply, hut in Poland 
tlw prt>!-sure re;ulted in a substantial in<'rt•ase in the cost 
of construction and prompted th<• imposition of restric· 
tive measures on furtlwr im·estmenl t'xpenditure. 

Credit policy 

At the in('eption of c1•ntral planning, the financing of 
fi,ed irncstment h) honk crrdit playrd a significant role 
in most of the centrally planned rconomie:;. In the So,iet 
Union in the ca riv ninetec•n thirties. anJ in se,eral otlwr 
<'Otmtries betwee~ 1915 and 1950. relati\·ely substantial 
parts of fixed inve...;trnt•nt were financed by credit. ln the 
Soviet Union. credit financing of stale fixed imestrnent 
wa.:; t,·rnporarilr reintroduced during the Second World 
War and again abandoned al its end. In Eastern Ger· 
man}, Hungary and Romania in 1918, in Bulgaria in 
1951 and in Czecho.;Jovakia in 1952, the financing of 
fixed in,cstment by crPdil was <•liminated and replaced 
hy hudgetar) grants. In mainland China, however. the 
role of credit in the financing of fixed inYestment in the 
state sector ,,as, and has remained. insignificant. The 
elimination of credit financing for fixed investment was 
thrn largely inOuenced hy a trend towards centraliza­
tion, re:-triclion of tht rights of individual enterprises 
and the redu('tion of funds left at their disposal. 

l\lon• recently. the reH'r,al of this trend has re:;ultrcl 
in u r<'appraisal of the role of credit in the planned 
Pconomies. Various proposals have b(•en ndrnnced. 
among \\hich the most far.reaching would ha\'e replaced 
the hudgetary grants for fixed irne4ment with inlerest­
h<'aring credits. According to these \'ie\,s. the obligation 

to repay the cr<'dits and to pay interest on invested funds 
would induc·e the management of enterprise~ lo econo· 
rnizc on capital outlays. avoid the accumulation of idle 
equipment. and base thrir in\'estmenl proposals on a 
more careful calculation of the relative costs of ,arious 
combinations of capital and labour.; 

These suggestions did nol imply. in most cases, any 
replacement of prest>nt methods of managing indi\idual 
enkrpric.es by a sptem in\\ hich the activity of the cnlcr­
prist•s would he inOurn<'ed solely hy the credit and fiscal 
policy of tlH' governmc·nl. But even so th<'} w<'re not 
generall} accrpted. the pn•vailing opinion bt•ing that as 
long a~ cent ralizt'd control o, er the plans of indi\'idual 
1·11tcrpri:,<•s and centralized allocation of finance arc· re· 
quin'd. budgelar) financing is more effective than hank 
financing pro\ ided that certain defects in the prrsent 
systt'm are eliminated. Enterpri:::cs could he induced to 
economize investment by various means. including. if 
nrces~ary, chargrs on capital whi<'h rnuld be imposed 
hy the ~tale \,ithout resorting to bank credit.' It is, ho,,. 
ever, genrrally lwlievrd that while budgetar} f!rants 
should continue lo play thr major role in C'\lcrnal fi. 
naming. they should br. complemented b) an rnlarge­
menl of the scope of credit financing in order to make 
the :,ystt•m of im•(•stment finance more flexihle. 

Additional flexiliility is desired largely in order to 
pro\'idt• the enterprist•s ,dth funds for financing invest· 
m<'nt c,prnditun•s not forei.een in the original plan. 
Crrdit rrquirements for thrsc unfore:;een expenditures 
an• in mo:,l t'Ountrics e;;timated only in the broadest 
terms. by the planning authoritits. and the quantity of 
finance actually required for this purpo-;e may exceed the 
originally ei.timated quota;;. provided. hO\\C\'er. that the 
financial means at thr disposal of the hanks are increased 
correspondingly. lt has l>een argued that since the ex· 
p:rn,.;ion of credits for fixed inH•;;tment will result in an 
increase in demand for imeslmcnt goods, the c-redits 
should not simply he estimall'd but should be carefully 
planned in conjun<'tion \\ilh the planning of additional 
SUJJplies of investment goods. in accordance with the 
general prinli pies of tlw planning of fixed investment. 
In practice. ho\1 c\er. such a method of planning could 
not he applied becausr lht• extension of creel its is usually 
determined b} the mohilization of a<lclitional materials 
resources. the amount of whi<'h is not known to the 
relevant authorities at the Lime of the preparation of 
the plan. 

Although credit financing of fixed in,estmcnt has 
het•n more extensively ust•d in re<'ent yt•ars, its ,c·ope has 
remained relati\'ely limited in mo:,t of the centrally 

; The problem o[ the d,•termination of th~ interest r~t<'. or of 
difTerential intere,t rate, \\as to be solved m a way snmtar to 
that used in the calculation of the cocflicient>1 of cfficit>ncy 

applit·J by thr planning authorities. to thr e~o}('e b<·tw1•<·n various 
inH•lnwnl project•. Fur mon• 1letail,, see l mtcd Nation,, If orld 
Econom1c :ittrve), 1959 (Salt'~ '.u.: 60.11.C.l). 

s It wa• al~o •ugg,·,ted that tb,· planninl! and projt'ct boards 
which ,e!t•ct projtct~ for inve,tmt·nt are ablr to c,t_imato· the 
rdathe t'fticit·ncy of altcrnativl' project~ more dTrrt1v<·ly than 
the manager• of individual ,•nkrpri,e,. 
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planned eeonomie~. In the Soviet Union, no credits arr 
granted for tlw construcllon of new enterprises or for 
their equipment: state enterpri'-es can recei,e credib 
only for in\'estment to introduce ne\-\ technique~. small­
scale mechanization and rationalization. The granting 
of thrse credits is dependent upon the ability of the 
t•nterprise to repay them within three year,- or less11 out 
of the additional rewnuc resulting from the impro,e­
mrnt,;, provided that the improvements were not origin­
ally included in tlw plan.111 In addition. in order to 
'-limulate the output of consuml'f goods Llw t•nterprises 
may receive credits for expanding their production as 
well as for impro\ing its quality. Credib mar also be 
grantt•d for improving such ~enices to Lht' workers as 
housing. The tY.t> latter type:; of credit are repayable 
within one year. 

In rach case the credits are granted for a fixed period 
and for ~Lrictly :,;pecified purpo~el< and tht>ir utilization 
i~ controlled U} the bank. Thl'y are inlere~t-bearing and 
tlw rail' of intne-.t i:,; ~harply increased if they are not 
repaid on time. During 1957 and 1958 the total of 
credits granted for the introduction of technical im­
pro, cmt·nl~ amounted Lo appro\irnately 7.5 billion 
roubles. or about 2 per ct·nt of total fixrd in\e!'.tmenL. 

In most of the other eountrie. ... ~dlt're credit financing 
had been almo,-t entirely diminalt•d hy 1951. thi!- typr 
of financing was n·, i,ed during that rear. mainly in 
order to increa.,e the production of consumer good:; 
heyond tht• lt•,els originallr planned. During thr ,;ubse­
quent period. credit financing was f urthcr extended for 
purpose,, similar to tho&e in the So\ict Lnion. that il'> for 
technical improwment::-. rationalization and !-mall-scale 
mechanization. In Eastern Germany and Hungary, credit 
wa~ also u:;ed to finance irHe<;Lmrnt tending to reduce 
import requiremenb or expand export... The principles 
applied to the granting of credit in the'-c two countrie'­
M·rc similar to tho5e in the So"iet Union. while tht• shan· 
of cn•ditl'> in total financing was somewhat greater than 
in that country. Only in Poland and Czcchoslornkia has 
the role of credit in financing fi'l.ed ill\l'~tment increased 
more significantly. 

In CLechoslovakia where. until 1952. credit financing 
played a much greater part than in the other centrally 
planned economies. thi,, form of financing was almo,;t 
completely l'liminall•d during the following period. In 
1955. a~ in the other countrie~, bank credits \,ere e,­
tendrd to light indu~lr) and lo the food industry to 
finance li,ed inve:,;tmenl de..,igned to raist' output abo,e 
the planned quotas. During the follov. ing years. credit 
was also made a, ailable for mechanization and rational-

t• For 1110,t indu-;Lrie, thr credits art> granted for u pl'riod not 
t•xc,·rding two yrar,. The thret•-year limit is applit>d lo tht• 
following indu,trit'~: roal, metallurgy, l'hrmiral, petrolt•um and 
t•ngin,•c:ring. 

1" Enterprise~ undrr loral ~uprrvi~ion may rereive t•redit, for 
th,: con,truction of new plant~ produc111g consumer guod•. When· 
imesrmcnl work i, performed by thr t'm(lloyecs of a iziven 
t•nlt•rpri•i:, the expt•nditurn on waf!I', finanrrd by crP<lit eannol 
t·xcce<l ·lO per C<'nt u( thr credit granted. 

izntion III ul I branch<•,; of industry. In ('on,-equenc<', he­
t\1 t•e11 1115(1 and 1958. the ,olumc of imestment credit 
oubtund ng ro~<' con..,idcrabl). The reform of the man­
agement of .,tat,• industry introduced in 1958 resulted i11 
a furthe1 cxten,ion of the role of credit financing. The 
ne\-\ sy:-t,•m pro,ided for long-term investment credit to 
acct•leratc the expansion of :;late enterprises during the 
l'urrenl h\e-year plan of l'co11omic dt•H·lopmt>nt. Credits 
arc granted for a period of from two to ... ix years and 
are repaid from the additional profit;; resulting from 
the expansion \\hich tlw crl'dits makr possi9le. 

[ n Poland. im<'stment for technical impro\ement and 
111odt•rui,mtion of l'' i:--ting entl'rpri,..e:-- as well as for 
<'npital n•pair ma}, according to the new regulations, be 
fi11a11c1·d in part hy bank cn•dib. The credits are granted 
for ill\t'"tmt•nt not included in tht· annual plan and may 
he u,-ecl for purchase~ of machinery and equipment. 
They are repayable within three) ears of tht• termination 
nf the JlMJecb financed hy the,-e credits. 

Although th1• rolt· played hy credit fiuancing has been 
gr<'at<"r i 1 Poland and Czecho,..Jo,·akia than in the other 
1·<•ntrnll) planned economics. its share in the Lolal fixed 
inn·,-tnwnt of th(' state "l'clor has remained \ery small. 
On the otlwr hand, Lht• fixed imestment of private and 
!'Oll1•ctin· fmm,-. and prirnte housing in urban areas. is 
linanre<l to a much greater e'l.tent b} credits. These 
crt"dib art· 1•xlr11tle<l hy :;pecializrcl hanks \1hich receive 
budgetar} granb for this purpose. 

Unlikt ii,- part in financing frxt•cl imestmenl, the role 
ol' nedit in financing working capital is of considerable 
irnportanct· in all of the centrally planned eC'onomies.11 

Surh credit,, arl' e'I.Lended periodically to slate rnler· 
pri"e~ fo, short period,- of time and for de fin ill' purposes. 
L:acl1 eut,•rprise is l'ndowed by the stale with normative 
,, orl.ing C'apital to rover its minimum operating rrquire­
nwnb. Ir crea,cs in normative working capital are gen-
1•ral I) ad1iP, ed Lhrough deduttions from retained profit... 
of tlw 1•11terpri~e and, if nece,-sary. by budgetary grants. 
ln some cases. however. a smaller or greater part of 
normalin' working capital is financed by credit. The 
need for ad<lit1onal funds arising from seasonal fluctua­
tions in irl\l'ntorit•.., and from changes in inn•nlorit•,; 
l'au~e<l br uneven distribution o,-er time of purcha~es of 
raw materials or of shipm<'nls of goods produced by the 
ent1·q11i~ '"· is c·o, ered by hank nedit. imilarl}, hank 
credit i~ 1vailable for financing goods in transit. Since 
in all planned economit•,; commercial credit is forbidden 
in relation" het,H•en t•nterpri,-es. the value of goods 
,-hipped mt not yet paid for also gires ri:;e to credit 
financing. 

Tht• policy of keeping the \\Orking capital of enter­
prises at 1 minimum level and making e'l.tensi\'e use of 
1·n•dit,- i:; largrly hased on the view that this method 
pro, ides additional means of control O\'er enterpri:;es' 

11 In rht "'oviet l nion, for rxamplr, about half thl' workini 
c-apital 0£ the ~late ~t'ctor i~ financed by bank credits; this 
includes tl1e working rapital of purcha~in!( agende, and trade 
organization,. mu,t of "hich is financed by credit. 
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ll"t' of th1·ir funcls uml is 011 inclm•t•mt•nt to grPuter dii­
ci1·m·, inct• the n1Lerpri"e" pay intt•re ... l on the loans 
and ,inc1• tlw ra.te of inten·:-l incn•ns,· ... if their n•pa) -
mt·nt j, 01 ,•nluc, cn·dit financing of 1\orking tapital 
qJ10ulcl cn·ate an indun•ment to mnintnin ,;tocks at a 
minimum lrH:I. In addition. the honking ,-y,;lt•m has the 
ri~ht Lo refu,e credit,.. 11 lw11 ,tocks are considered c:-..ct':--­
qivt•. 1iro11ded that their accumulation has not hrrn due 
to t•\tnnal C'ircum,;tanct',;. Whi IC' most !'Urh cre<liti: an' 

planned. tlu· hunk .. nlso finance the increa,-('d iJpmand 
for ,101king capital 111•rp,,ar~ for any O\er-fulfilmt•nt 
of the plan .... In rrrenl ti m.-c. such cn•dits haH' he<·n re­
fu~ed in ~rHral t·ountrk, in ordPr lo prcv1·nl tlw on•r· 
fulfilnwnt of production plan!- in case ... wh<•n such 
inn1·a-:ps \\E'rt> not <'alled for by the drmand for specific 
goods or \\hen Lh1•y would ha,e created the rh,k of 
rabing tht• \.\ agt• bill above the level corresponding to 
the available suppl} of rnnsumer goods. 

Change' in avrng and financing. l 9SO to 1959 

In anal) ,;ing tht· pattern of :-aving and inve.-.tment 
miring the 1wriod I 950-1 %0. a number of conceptual 
oncl '-tati:-;tical problem-: ha\f• to bt• fncNI. Tht• concl'plual 
prnhlt·ms ari~ from tht· rat t that tht· ddinition, of var­
ious "l'Ctor... of the et·onomy that an· u-.ed in other coun­
tries ure un..;uitable in tlw centrall} plannt'd t•conomies. 
The e-.sential difTerent·e:; bet\\ct•n ~talc enterprises, col· 
lrctiH· farms and privuk producers make it inappro­
priate lo combine thl'~r. into a ,;in~le enterpiii-.c st·ctor. 

tatt• rnterprii-c·s differ from tlw otlwrs in that the} 
trnnsf er a considrrahle proportion of their revenue lo 
the i,lalt• budgt•L and n•ct'i1t• lnulgetarr grants: their 
proftb. sal'ing and inH"·lrm•nt a1;e planrwd and '-Ubject 
to direct control b) tht• ;;late. Collrctive farm,; differ 
from privat1• producers in that they an• rompelled by 
-.tatult• to allocalt' a certain proportion of their incomr 
to an ''i11divisible fund" ,,hich j,; ,ome1,hat analogou-. 
lo the familiar concept of uncli,lributed profits. There­
forr. !-lall.' rntrrpri,e-.. C'ollecti\'c farms and prirnte pro­
chict•rs nre treated s('paratcly in thi, chaplt>r. The latter 
aw includt•d in the prirntc• srclor along with households. 
mainly for statistical reasom,.12 The slate enterpri~ 
!'t'Clor j,. dt•fined to comprise all ).late and indu-.Lrial co­
operati,·c cnterprisl'i- ('<;tahlislwd 011 tlw basis of ·'eco­
nomi<' arcounting''. 11 hcther produ<'ing good!'> or 
-.cr\'icc..;.13 

'wparah• treatment of thl' ,tatr huclg<'t and the state 
t•nlcrpri,c :;ector may Le que-.tioncd as I.icing purel) 
formal, ,inre the decisions about ... a, inf.! and ime!'lmt•nl 
in tlw,1· ,rclor, an• not onl) close!) inh'm•lated hut are 
"uhjcrt to ,1 !-ingle plan.'"' hile thi"' i-. tru1· from the point 
uf , i1•\1 uf Lhl' econonn a,; a ,, hole, the diff t•rPntiation 
hrl\11•1·11 tlw,1• ~t'ctor, 

0

i!- important from tlw point of 
de11 of i,11 e,-tmenl finance and t lwrefore i~ maintained 
in this rhaplt'r. This di-.tinttion. ho11t•11·r. is mad,· onl} 

12 In many in,tanrt•, ii wa, nol possilil1· lo ,1·para11· 1hr ,-uvin1-t 
and im1 ,1111r111 uf hnu,,•hold~ from 1ho,1" 1,f pri1n1t• produ1·1•r,. 
Cnnr1·pl1101ly, Ill<' inrornr of JlrtVulr prudun•r•. a, di,1i1w1 fr11111 
that uf ,11111· t'nlrrpri ... ,·, 1,r 1·1,lll'tlill' hirm,, 1·11n lw as ... i111ilall'<l 
lo tht• int·omc of h11w,rh11l,) ... 

1a l111wl'\1•r, \\hilr data 1111 11rn•• in1·111111• and ~;nini: 1·1111·r all 
llw e111t·rpii ... 1·-. 111cnlin111·d 0)1111 <', tho , on valm· ad,l,·11 t''tt·luJ,· 
1·111t•rpri cs prt11 iding ,,•n irt•• 111 1·011 unwr-. w hkh •• 1n-11nlin~ 
tn th,· cl1·hni1inn pn·,uilini: in 1h,· n-nlrall} pl,rnn1·d e1·on11111i1··. 
.Ju not 1mulurl' inn,nll'. Thi clilln1·11,·e in ru1t•rag,· j ... nut ,c·n 
ii:nifi<·ant lll'cau,c· uni} a relath1·l) •mall proportion o[ ,u.-11 

l'lllt'rpri•t:, i, e,tahli ... hc<l un the ha,i, o[ "\·conu111k al·c:uunlinl!"'· 

"ith n·~pt·cl to rc•v1•nue anti ~a, ing. The lack of data 
doe, not alto,\ -.eparation of i111c<-tment in the ,tale 
<·ntt>rprise sl'rlor from general governml'nl imc,-.tmenl, 
ind11,iH· of re,enr funds and "lockpiling. ,. a ... ing of 
1h1·,-e 1\10 ,eclor, is not t·ompan•d, therefore. ,\ith their 
re ... 111•cti11• im 1",tment. 

Buclgt·turr ~o, ing is defined as expenditure on fix<•d 
imt·,tnwnl plu" hudgelary surplu~es. Lack of informa­
tion pn·,cnls tht• inclusion of budgt•tary grants for ex­
J>t'nditun• on I\Orking l'npital an<l olht•r types of saving. 
Similar!), it ha ... not been pm,..,ible to take into at'counl 
the influenc1• on hudgt'lary saving of ~ul.isidies paid to 
i11du-.tri1•, procluring in,estment goods. The inclusion of 
the,:t• ,uh-.idie, 1,ould prohahly re-.ult in a "-ignificantl) 
gn•ater ,alue of im1·,tment and ~a,ing as d1•finrd in 
thi, chapter. 

, a, ing 0£ the ,tat,• entnpri,1• -.rctor is dt·fi11ed us 
re,-ou1Tl'" n·tai1wd h) tht· enterprises operating on ''e<"O· 

nomic ac·rounling" ufter ckdu<"ling from their gro'-:- in­
com1• all llil} mcnts lo tlw budget.11 Gros:, income of the 
st•ctor is d<·fint'tl a-. including the follo1\iug items orig­
inating in thi ... sPctor: total profits. the turno, er ta~. 
and till' pnrt of tlw amortization allo11 ances not ear­
marked for capital repair!-.1., 

Tht• ,aving of collec·ti,r. farms is compost•d of mont·y 
poymc11b into their '"incli\ isilile fund~·· and of ron· 
lrihution, to thc:-1• fund,. in tht• form of labour of col· 
le(·tiH· farmer, -.pent on rapilul ron,-.truction. The 
t.lefi11ition of prirnlt' ,-ertor ,a, ing follow, general u-.agl.'. 
Luck of ollwr i11formatio11 make,- it necp,,aq. hO\~e,er. 
to estimate• pri, alt• '-'al'ing from data on im <'"tmcnt from 
m, n rf'-.ourrr ... int·r1•a,r-. in ,a, ings hank dt•po!-'ils and 
ca,h holdings. Pri, alt' equity :-a, ing include·-< thC' rnlue 
of 01111 laliour contriliutctl hy thl' urhan population (to 
thl' ron~tru<"tion of tll<'ir O\\ 11 homt•s, for e,ample l but 

11 In IIH" ra ... ,· 11( , nl.-rpri .. ,·, runninj! a Jc·fiC'it. thi, indud,•• 
al,u ,111111 ltu,li:..ran µrant, for I arinu, fund, of till' t•ntt•rpri,.,·•. 
'iud1 nontrihu1iun,. 111 1111' ··,a, inj!·· ,,f tlw c·nll'rpri,1·,. w.-r,• ,il(ni· 
fi1·anl nnh in l'nlan,l. 

1 • In tli,· rt·ntrall} plann1·rl ,·1·un11mit·, amorlizalion i, divi<l1·d 
inln 1\111 pari.... nnl' ,·arrnarkc·1l for capital rt•pair, anti lhc olht•r 
fur 111H·,111wnl. ~inn· ,Iota on fixnl inve,.lm1·nt rlu not include• 
tlw -11111, ,pent on 1·api1al rt-(lair .... thi, itt-m wa, al,o excludr<l 
[111111 1h,· gru ... , inn,1111• of tht- rnh-rpri~ ~ector a ... d1·1inrd in thi 
d1apkr. 
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doe, not includt> the ,alue of own labour in the con· 
,-truction of d,\elling,; in rural area, hecau. e the latt<>r 
data are unavailable. 

The paucity of data and a lack of comparahilit)' 
het,\een difTerl'nl scrie:- pre, ent pn·"entation of the 
information in an integrated form. The relathe im· 
portance of tht· -.aving of each :-t·ctor could not be 
measured in relation to total ~aYing but had to bt· ascer­
tained by its ratio to total fixed investment. Moreo.,.er. 
data on the stale enterprise sector are not sufficient for 
an anaJy.;is of change,, over time. Thus. the dh;cu,;~ion 
of this sector, which play..; a pn·dorninant role in the 
national product of the cPnlrally planned economic,., 
had to be confined to a ,ingle year- 1958-the onl) om· 
for which a relatively consistml ,.f't of data could he 
derived. 

Tht' lack of ade11ual<' data on intl'rnational capital 
flow!'. make-. it impos-.ible to ascertain tlw part played 
hy external financing in budgetar} exp!'nditure on in· 
H' tmcnt. Long·tPrm eredit-. granted or recei,ed are a~ 
,1 rule inclu<leJ in the liudgetary arrounts. but in most 
ca!"~ they cannot he separated for lack of information. 
An attempt has heen made. however. to assess the mag· 
nitucle of foreign loans by relating them to total fixed 
in\'e:.tmenl. 

In consequencP.. tht' ,tati,.tical info1mation pre,ented 
brio,\ and deriH•d from fragmentar) and not alway:s 
precisely dcfim·d data should be vie1\t'd II ith caution. It 
is belie,ed. howe,cr. that notwithstamling the:-e quali· 
fications the follmdng re,iew approximates reasonahl} 
wrll the actual rl'lationshipc:. between income. saving and 
in\'e:-.lmenl in tlw centrally planned t•conomie,- durin~ 
th~ nineteen fifti~. 

Bt DCEHR\ SWI.._G 

Among the l)[H'" of ,-a,-ing defined above. by far the 
moc:.t important in all of the C<'ntrally planned economies 
is budgetary ,a, ing. trictly defined. budgetary . aving 
~hould include grant, to enlerpri~t· ... for financing fixt>d 
ill\ e.-.tment and in('rPases in working capital. grants to 
the hanking syslt•m. financing of <.tall' re-.enes and stock­
pile • foreign loan~ and aid and hudaptary i:urplus<'s. 
Tht> paucity of data. ho\,ever. make-. it necec;sary to 
restrict the conct-pt of budgetary sa, ing used in th<' 
following di,('ussion to it" two main componenb: grant<. 
for financing fi-wd im:N;tment and budgetary surplus. 
These t\\o item'- ha~e probahly accounted for over 80 
per cent of total budgetary ,a, ing in most ca,es.16 

For similar rea~ons it is necP:-... ary lo n•:-trict the con· 
ccpt of total national :-aving lo national <•xpenditure on 
fixed invei;tmn1t, \\hich accounts, on the average. for 
about 80 per cent of total ~adng. the n·maining 20 pt•r 

tfl Oa1a on hudi;1·tary ,urplu< wrrl' u,t>d a, reportrd in official 
tali,lic • including fortign borrol'i ini; and ,uh•cription loan, 10 

the blale Ii) th!! popula1ion. Whcntver po•silile, however, an 
adju~lmenr was mail,· In rxclude •Iott· horrowing from :-aving, 
hank•. 

rent cor ,,i,ting of investment in ,, orking capital, go, ern· 
rnl'nt n· ... t-r, l's. stockpiling. and the like. In terms of 
thc,;e rP•tricted definitions thr ratio of budgetary saving 
lo total '-U\ ing ,·aried from 67 to 71 per cent during 
the nint tern fiftie~ as a wholr. a" is shown in tabll' 3-1.11 

Differences between countrie-. in the ratio of budg· 
etar) ,-u,·ing lo total sa\ing thu. seem to have been 
relathel} small o\'er the period as a ,,hole. They were 
lar~er ,, ithin the variou~ suL·p<'riodc:., partly reflecting 
clifTl'rent timing in the adoption of new practices in 
financing imr,-tmrnt. 

In mo ... t countrie:- there ,,a., a elm, m1 ard trend in the 
ratio of budgt·tar} to total sa, ing. In mainland China. 
howt•1er. the ratio ro"" from about (>l per C<'nt in 1950· 
195:-\ to 75 per ci·n t in 1951-1957. and ,,hile it declined 
sorne,,hat during tlw subsequent period. it hac:. neH·r· 
their"" remained con-.iderably higher than in 1950-1953 

In mo t ctntrall) planned t'Conomies the period he­
tM'cn 1950 and 1953. when the share of budgetar) 
,a\ ing wa" hight•..;!. was characterized by a considerable 
ini·reac:.p in thl' rail' of investment. and an upwatd move· 
mt·nt in the prict•c:. of consumer ~oods and lhe rale of 
111rno,e1 taxalion.18 These de\elopments were obviously 
interr<'li lt•,I. The increase in thf' rate of inve1-tmenl 
partl) c,mditioned the ri"e in price.<.. while the !alter. 
in turn. 1nul1·d 10 e'\pand thl' role of the govemmf'nt 
hud~t>t i11° lran ... ferring profits10 away from industries 
produciug rnn-.unwr good!' in order to finance inYest· 
nwnt in tlw less profitable produ<·er goods sector. P<·r· 
Imp:; eH-11 more important at thi!< time was the pr<'vailing 
lt·ndrnC} tO\Htrd,. o,ercentralization of rontrol. imply ­
ing grea reliance on the controlling function of the '-lalt· 
huclg<'l. It ~hould h<· noted. howcH•r. that in most coun­
I ri .. , during that period. thr bulk of inve!'tmenl con· 
... istf'cl of rw,, l'onstruction. tlw extension of exi<iting 
facilitif', lwing relati\ely unimportant. Budgetary 
financini; wa" particularly suited to investment of the 
former lvpc•. 

AftPr 195:{ many of the factor:- ,\hich had enhanced 
llw role of till' liutlget in the financing of investment 
c1•a,.ed to opnate. Tht· most important de,·elopment 
tl'ruling to redm·,· this role occurred, howe\·er. only in 
th1• mo,-l n•t·ent·pt·riod. "ith the introduction of measur<'s 
t1·ndin!! to increas<• tlw quantity off unds lefl at the di-;­
posal of entt•rprise, for financing their needs. The somt>· 
II hat diff ert•nt trend in mainland China wa" attrihutahlc 
to the f 1rt that the ~hare of the state .,eclor in the 
nalional 1•conomr rontinued to increase during most of 
tlw period. and the intensl' irl\ e,tment dri\'e as.c:;ociated 

11 The true proportion wa, prohahl) not \'l'ry different frnm 
that indie-ittd in the IC'll, ,incl! hoth rhe numerator and 1h,· 
tlcnominalor oC tht> ratio w<>re probably underestimated in 1lw 
,ame order of magnitutll'. 

18 Exn•1,t in th,· "'o,iel Union. '>re l ni1ed Nation~. 11 orld 
Eronom,c \urrr). 1'1.'i7 tSalt·, l\o 58.11 C:.l), pages 112 ff., anti 
l niletl :\at ion . II or/,/ Erononuc Srm·tl, 19.59. 

111 lndutlini: turnowr taxc,. For a di,rn~ ion of the di~tinrtion 
lu-lwt-,·n I roht, anti turnover taxt• on ron,umer good,,, -,•p 
lforld f:cu11om1r S11n•r.1. /9.S7. 1101:1· Ila. 
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Table 3-1. Budgetary Saving in Relation to Total Fixed Investment, 1950-1959" 
(Percentage) 

Country and i!Lm 

Bulgaria 
Grants for fixed investment, and surplus .. ... . 

Grants for fixed investment. . . . . . .... .... . 

China (mainlan<i) 
Grants for fixed investment, and surplus 

Grants for fixed investment . . . . 

C:echosl.omkia 
Grants for fixed investment, and surplus 

Grants for fixed investment . . . . . 

EaJtem Gemtan-y 
Grants for fixed investment, and surplus 

Grants for fixed investment . . . . . 

Hungary 
Grants for fixed investment, and surplus .. .... . 

Grants for fixed investment . . . ... .. . .. . 

Poland 
Grants for fixed investment, and surplus .... .. . 

Grants for fixed investment . . . . .......... . 

Romania 
Grants for fixed investment, and surplus ...... . 

Grants for fixed investment . . . . ......... . 

USSR 
Grants for fixed investment, and surplus . . ... . 

Grants for fixed investment . . . ...... . 

Source: Division of General Economic Research 
and Policies of the United Nations Secretariat, 
based on data published in official sources. 

• The data presented in this table and the follow­
ing tables in this chapter are estimates derived in 
many cases from fragmentary or inadequately de­
fined statistical series. They should, therefore, be 
considered only as broad approximations indicatinp; 
the general order of magnitude and direction of 
change. "Total fixed investment" in this table and 
the following table5 in this chapter designates the 

\\ ith the ronstruction of new enterpri<:.es and the setting 
up of npw industrial centn•s continued well into the 
lat<' nineteen fifties. 

During the nineteen fiftie!-. budgetary saving in most 
countries a, eraged hetwren 22 and 27 per cent of bud­
g-rtarv n'venue. ag can be inf erred from table 3-2. The 
proportion wa!'; coni-iderahly higher in mainland China 

ahoul 10 prr crnt- and lower in Eastern Germany­
about 11 per cent. In interpreting these variations ac· 
ro11nl needs lo be taken of the fact that the ratio of 
lrndgetarv re ... emw to national income, shown in table 
:{.2, ab.o Htrird from country to country. For the period 
as a whole this ratio a\'eraged 66 per cent in Eastern 
Germany, around 60 per cent in Bulgaria, Czecho­
slo\akia and the Soviet Union, between 52 and 55 per 
<'t>rt l in Hungary and Poland and 32 per cent in main­
land China. 

The relatively low ratio of budgetary receipts to 
national income in mainland China was largely due to 

1950-1959 

66.6 
52.0 

72.5 
68.3 

67.8h 
65.0b 

70.0 
60.4 

74.4b 
66.lb 

74.2 
65.1 

68.8 
61.6 

1950-1953 

98.0 
64.9 

63.5 
55.8 

87.4• 
83.6° 

98.5 
77.1 

77.91 
74.2' 

114.5 
81.5 

77.9 
65.4 

195'1-1957 1958-1959 

57.9 1.6.7 
51.5 40.3 

75.3 73.l 
71.9 69.6 

75.4d 50.3• 
70.9d 49.5• 

60.0 64.7 
56.0 55.6 

77.9• 58.8h 
66.5• 52.4h 

72.6 55.5 
68.9 52.1 

75.71 71.6• 
64.51 56.8• 

66.3 63.4 
63.0 56.1 

total national expenditure on fixed investment. 
b Average of data covering the years indicated in 

the footnotes to other columnR. 
• 1953. 
d 1956. 
• 1959. 
I 1950, 1953. 
• 1954-1956. 
h 1958. 
I 1955. 

the predominantly agrarian character of the country, 
which affected both the revenue and the expenditure 
sides of the budget. The expenditure side was influenced 
by the fact that national expenditure on services and its 
share of budget expenditure was much smaller in main­
land China than in more urbanized countries, whereas 
budgetary receipts were relatively lower than in other 
countries because of the largely non-monetary cl,aracter 
of agricultural income and the fact that agricultural 
taxes were mostly paid in kind.20 But while budgetary 
appropriations of mainland China accounted for a 
smaller proportion of national income than in other 
countries, the proportion saved was higher, and in con· 

20 ln addition, in mainland China, the budget both on the 
receipts and expenditure sides operated on a more "net" basi~ 
than in the other countries. Thus, differential payments ( set 
footnote 24). representing the difference between domestic and 
foreign prices, were much smaller in mainland China than in 
other countries. Thr same was true of subsidies paid to domestic 
producers, which were relatively insignificant in mainland China 
during most of the period although they have become more 
important in recent years. 
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Table 3-2. Budgetary Revenue and Budp:etary Savin~ in Relation to "l"ational Income. 
1950-1959 
(Perrentage) 

Country and iltm 

Bulgaria 
Budgetary receipt~ .. . ............. .. .. .. . .. . 
Grants for fixed inve~tment, and surplus ...... . 

China (mainland) 
Budgetary receipts.. . . . .. . .... . .......... . 
Grants for fixed inve<.tment, and surplus ...... . 

C::echogoi.akia 
Budgetary receipts . . . . . . . . . . . . . . . . . . . ... . 
Grants for fixed investment, and ~urplus .. .. . 

Ea.~tem German; 
Budgetary receipts ......................... . 
Grants for fixed inve~tment, and ,-urplus ...... . 

Hungary 
Budgetary receipts .. . . . . . . . . . . . . . . . ..... . 
Grants for fixed inve~tment, and surplus ... ... . 

Poland 
Budgetary receipts . . . . . . . . . . ........... . 
Grant~ for fixed investment, and surplus ...... . 

USSR 
Budgetary receipts .... . ................ .. . 

Grants for fixed in\'e~tment, and surplus .... . 

Sourre: See table 3-1. 
• Average of data covering thr years indicated in 

the footnotes to other columns. 
b 1953. 

sequence budgetary saYing averagrd ahout 13 per cent 
of national income. or only a littlr. less than in most 
of the other countries. 

In Eastern Germany. the proportion of national in­
come appropriated by the budget wai: higher than in 
other countries. hut this difTerence was not sufficient to 
offsf'L the effect of lower ratios of budgetary c:aving to 
budgetary receipts. In consequence, budgetary saving 
amounted on the a\erage to 9 per cent of national in­
come. that is, to less than that in any other centrally 
plannrd eronom}. 

In most of the centrally planned economies the pro­
portion of budgetary revenue savrd during more recent 
years was considerably lower than in 1950-1953, the 
opposite being true only for mainland China and the 
So,·iet Union. On the other hand. the proportion of the 
national income appropriated by the budget declined 
between these two periods in several countries, although 
it rose in mainland China and Poland. The final result 
of these changes. varying in direction and intensity. was 
that budgetary saving in relation lo national income 
declined during recent years in all countrie!I except 
mainland China.21 

One of the mo<:t important competing uses of bud­
getary revenue was current expenditure on the national 

21 In the So\•iet Union, this ratio in 1958-1959 was at thr same 
level as in 1950.1953, but higher than in 1954-1957. 

1950·1.?59 

62.2 
13.6 

31.6 
12.8 

61.6• 
13.1• 

65.7 
9.0 

53.3• 
14.3· 

58.2 
H.8 

• 1956. 
d 1959. 

/95(J.f95J 

63.2 
20.0 

27.l 
6.9 

61.81. 
l,1.7t. 

69.8 
10.5 

50.5" 
J7.QL 

62.9 
15.5 

• 1954-1956. 

195.',.f!/57 f!JSH-1959 

61.9 61.9 
12.4 10.9 

32.6 33.8 
12.9 17. l 

61.4• 56Ad 
11.5° l J .:{d 

65.:3 62.5 
7.1 IO.O 

52.7• t2.l 
l 1.6• 8.8 

53.3 53.0 
] 1,, J 13.7 

57.5 54.0 
l LO 15.4 

economy. ! 2 Since in most cases the available !ltatistic.s 
do not i;how current expenditure separately, it had to 
he ec;Lima ed for table 3-3 and thr. following discussion, 
as the difference between total expenditure on the na· 
tional economy and budgetary grants for fixed invest­
ment. It therefore includes. apart from current outlays. 
expenditure on working capital. gowrnmenl reserves 
and stock iling. In spite of this, table 3-3 satisfactorily 
indicate~ I he relative importance of current expenditure 
on the national economy because it is doubtful whether 
the inclu.led capital items exceeded. on the average. 
5 per cent of total budgetary revenue. 

In most countries currf'nt budgetary expenditure23 on 
the nalioi al economy amounted on the average to be-

22 Thi' ht d~etary ~tatistics of the centrally planned economieq 
are not classified into separate current and capitaJ accountg. 
Total expenditure on the national economy, comprisinii; both 
current and capital outlay~. was the largest item in all countries, 
and in most of them accounted for more than one-half o( total 
expenditure. Current expt'nditure on the national eronomy in­
cludes ~uh~idicq, rxpenditures on geological prospectinl(, rrqearch 
and develoJiment, training of manpower, adoption of new lech­
nolottY, oullays o( enterprises whose currt'nt expenditure is 
financed by the budget, and the like. To the extent that some 
of the,e e1 pt'nditures tend to lowl'r the price of invrstment 
l(oods, the J roblem BJ'ises whe-tber they ~hould not he considert'd 
as ~aving. ln tltl,.. ~tudy, however, im·estment is valued at markrt 
prices rath,·r than al actual cMI and no attempt jg made to 
evaluate th<· !alter. 

2
3 Including invrstmcnt expenditures othrr than fnr 6xrd 

rapital. 
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Table 3-3. Di,;tribution of Bucl~etary Expen cJituret-, 1950-1959 
(Perc.:ntaitt: of total) 

Ct>un/r)· rutd itrm 

Rulgarw. 
National l'rnnnm) • . . . . . . • . .... . . .. ..•. . .. 

F1xl'd inw,trnent.. .. . . . • . . • 
Other . . . . . . . . • . . . . . . • . 

I lt>altl,. cclucatinn and welfan· ..... . ......... . 
Dc•ft>nn· .. . ...•..•. 
i\dminislrattnn .. . ............. . 
Otlwr. indudi11g budgdary bUrplu,, . . . . . . . 

(.'hina (111aillfa11,/) 
l\ational l'l'Ollonl\ .... . . . 

hxed in\6lmrnt 
Other . . ......... . ... . 

11,•alth, crlurntion llllll v.clfare ......••........ 
I)pfl'IICe . . , . . , , . . . . .... , .. , .... 
\clminbtratiu11 .. , . . . . . ....•... 

Oth1•r. inclucliug hmlgetJr) ,urplu, .. 
l~t cha.Jo, af..io 

\at10nal econom) . . . . . . . . . ..... 
Fixed inw~tment. .. 
Other .. . . . .... .. ................ . 

llt>alth, e1!111·nt1on and 11elfart• . . . . . ... . 
Deft.nee ........•.. 
Arlmini~tra1in11. , 
Other. inl'l111lt11µ hurlg,•tar) :-urplus 

f.asta11 Germani 
ntwnnl ero1wm, . . . . . . . . . .. 
Fixed invt•stnwnl. ...... . . 
Other . . . . . . . . . . . . . .. .... . . . .. . . 

llealth, t'dt11•at11111 am! '"~!fart• . . . . . . . . 
Ot>fonre' . . . . . . . . . . . ... . ..... . 
Admini;.tralion. . , . . . . . . . . . ........... . 
Other, inducling hudgetary surplu~ . . . . 

llungan 
l'\Jat.iunal _economy . . . . . . . . . . . .... . . . ..... . 

Faxed lll\l'•tmt•nt. ... . ..... . . . ......... . . 
Other ............... . . 

llralth. c>dur.1tion and .... e1rarc . , , , . , , , . , , . , 
Dcfrn,·e ..... . . ...... . ... . ..... . ......... . 
\dministrnti1111. . . • . . . . . . . . . . . . . . . . .. .... . . 

Other, inrltulini; budgctar) ~urplus . ....... .. . . 
Pofond 

\atiunal econurm . . . . . • . . • . . . ...• . . .. , . 
Fi,ed iml' tment. .......... . . . . . ... . 
Other . . ........ . .... . 

llcul th. c·d111 11 1011 and \\Clfare . . .. . ......... . 
l>rfencr . . . . . . . . . . . . . . . . . . .. 
\ clministratiun . . . . . • . . . . . . . . . . . . ..... . 
Other, includmg budgetary ,urplu, .. . ... . 

Rom1111ia 
a~(onal .ecnnnm} . . . . . . . . . . . . . . .......... . 
Ftx.erl 11n1•,tment. . . . . . . . ........... . 
Otlter . . . . . . . . . . . . . .. ... . . . 

Health, edm·atirm and welfarr ......... . 
Deft'nce ... . . . . . . . . . . . . . . • . . . .. . .. . . . . . 
,\dmini,tratwn . . . . . . . . . . . . . . . . . . . . . . 
Or her. inclurling budgetar) surplus . . ...•..•..• 

l SSI< 
atinnal economy . . . . . . . . . . . . . .......... . 
Fixed invt•,1mrnt. .. . ................ . . 
Other ... .. . . 

llt·alth. edurati,m and welfare .. 
Defence . . .•. . .. .. ............. . 
Administrauun . . . . , . • . 
Other. incluclin~ hudgNary hurplu~ ..... 

/9511-1959 

51.6 
18.1 
33.5 
21.2 
8.9 
3.9 

lU 

51.1 
38.5 
12.6 
12.6 
19.7 
8.0 
8.7 

53.0• 

32.9• 
9.1• 
kO• 
0.7• 

39.4 
11.6 
27.8 
35.2 
7.8 
7.9 
9.7 

5-l.2 
22.0 
32.2 
23.9 
I0.3 
9.2 
2. i 

53.8 
25.6 
28.2 
25.6 
8.2 
7.9 
4.5 

56.2 

18.1 
10.5 
3.6 

11.3 

10.6 
22.8 
17.8 
28.1 
17.5 
2.:3 

11.2 

19511,1953 

16.9 
21.0 
25.9 
18.6 
10.2 

l.5 
19.8 

:-\6.6 
22.3 
l t3 
l:3.2 
30.5 
11. 7 
8.0 

58.P· 

27.l to 
8.Qt, 
l.8b 
1 -b ., 

:{7.:J 
1 i'.o 
2h.3 
31.6 
10.8 
9.7 

10.4 
I 

53.0 
28.6 
2U 
19.0 
13.6 
10.0 
·U 

1-1.6 
29.0 
15.6 
23.] 
8.7 
9.9 

13.7 

52.1 

JU 
15.3 

1.6 
B.5 

36.5 
20.7 
13.8 
25.6 
20.6 

:3.0 
JU 

1951,1!157 

52.1 
17.9 
:11.5 
2:rn 
9.5 
3.9 

11.2 

;',0.3 
:~7.8 
12.5 
I LO 
21.2 
8.2 
6.3 

5:t 1 
22.8 
:{0.6 
32.1 
10.2 
:{.9 
11.3 

11.0 
10.7 
.m.J 
15.7 

1.6 
7.6 

11.l 

5l.7 
18.1 
:io.3 
22.9 
11.1 
9.0 
:!.O 

57.0 
2~.2 
:H.8 
2·1.6 
8.7 
7.9 
1.8 

58.i 
20.5 
:l7.9 
18.J 
9.1 
3.:3 

11.1 

11.8 
2:to 
18.8 
28.5 
17.1 
2.2 

10.0 

55.9 
15. l 
10.fl 
21.7 

7.0 
:3.0 

12.3 

60.9 
18.2 
12.7 
10.6 
11.2 
5.4 

ll.9 

l7.7 
19.6 
28.l 
39. 1 
9.3 
:·u 
0.3 

rn.7 

:w.1 
2.1 
6.1 

si.6 
18.9 
35.7 
30.8 

1.5 
8.6 
u 

55.l 
HO 
31.l 
28.7 
7.2 
6.5 
•) ~ __ ;, 

57.2 
21.2 
:J6.0 
23.8 
7.2 
3.1 
8.8 

1-U 
25.2 
18.9 
:i2.0 
13. 1 
l.7 
8.8 

So11rct>: See tahle :i.J. 
• I %2-1959 
"1952,)953. 

• lncludin~ the co,t of maintenance of occupa­
tion forl'e, . 

103 
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I\H't'n 28 and :,5 lll'r c·t•nt of hudgt•lar) n·wnut•. The 
prrrt:ntage wa,.. lm11·r onl) in l\\o c·ountrit•,. - 13 per 
C'enl in mainland China and 18 per ct·nt in the So, iet 
Union. It i, notalilt· that. u11lik1• grunt!' for fi,t•d ime~t­
nwnt, tht"·l' e,pencliture!' ll'ndt•d tu ucTot~nt for an in· 
nt-al'ing :-hare of hudeelar) txp1·11cliture OH'r tinw. Onl) 
in \t'r\" retent , t>ar, and in a f1•" 1·ountrit·,- had thi~ 
ratio l~\ellrcl off. 

Expenditun•-. on ht·alth. eclu<'alion and \\clfan• \\Cre 
also important. The) tended lo lw relati\'t'ly hi1dwr in 

rountri1·, ,, ith a high<•r lewl of indu~trinl dev,•lopmrnt 
or urbanization. Their ratio to buclgetnr} rnenue in 
1950-1959 rang1•d from :{5 to J:i per cent. ,,ith ihe high· 
e .. t ,harr. in Ea,-tern German,, folloM·d in de~t·e11din11 
order h) Czt•1·ho~lornkia. th1• So,iC'I Union. Poland. 
II ungar~, Hulgaria. Homunia and mainland China. In 
all thr,1· t·o11111rie,. ex1·1·pt mainland Chino. the ratio 
lt•rult•tl tc im·n·a,e. Exp1·nditun· for deft•m·e. as rrfit>1·ted 
in budgt'lar) ,tati,tit:-. ah~orhed hrl\\een 8 and 10 pt•r 
1·1·111 of l>ud!!'t'lar) reH·nue in 1110,;I countrit·~ during the 

Table :i-i. Distrihution of Budgetary ReH•nue: 1950-1959 
(Pt'rcentage of total) 

Counlry nnd it,m 

Bulr<"ia 
1 urrwn•r ta,e, . . . . . . . . .. 
Appropriation,. from profib . . ..... 
Contrilnrtion~ 10 ,,>l'ial ,ec:uril} . . . . . 
Pc·r~onal income ta\l'~ 
Other n·wnul' 

C:.c, ho,lut akia 
1 u mo\ er 1axe, 
Appro\1ria1ion" from profit,, . 
Contri 111tions Lo ,orial ,,·curit, 
Personal inromt· ta xe, . • 
Othrr rCH'IIUI' ... 

EasJem Gama,n­
TurnoH•r la,e, .. 
Appropriation, from profit, . 
Contriliution, lo s111·ial ,er.uril) 
l'e1 ~onal rnrnnw ta\t' . 
Other n•H•nue 

Il1111gar 
Turnu, er taxc, 
\ppruprralwn, from profit, . . 
Contrilmtrnn, tn ,-orial ,1•curil) . . . . . . . . . . 
Per,nnnl 111corne taxr., 
Otlwr n·wnu1· 

Pola11rl 
Turno,cr laxe, .. . .... . . .. .. .. . . . 
,~pprn.\1riu.ticm, from yrohts . : ..... . ... . . . ... . 
Contrr ,utwn,, tu sor1al ,1•rurtl) . . . . . . .. . . . . , . 
Per,1111al income laxe, . . . . . . . . . . . . . . . . . 
Other n·,enu1• .. .. •... .. .. . ... 

Rom,mfo 
Turnoycr taxes.... . . . . • . . . . . .. .. . . . 
Appropriation, rrnm profib . . . . . . . .. 
Contribution:, lo ,orial , ecurit, . . ...... .. . .. . . 
Pcr«onal income taxe, •.. . .... . 
Other n·H·nue . . . . . , . .... . ..... . . . . 

l SSH. 
Turnon·r laxes . . . , . . . . . . . . . . . . . . . . . . . .. 
Apprn\1riation, froru profit" . . . . . . . . . . . .... 
Contn 1111tons to ,ortal ,1·rurit) . . . . .•. . . . .. 
Pn onal incomt• 1a,1·, . . . . . . . ..... . . . 
Oth1·r re, rnue . . . . . . . . . . . . . . . . . . 

Sn11rrc: Sec table 3-1. 
• "Personal inrnme tuws.. induilc• fer~ aml 

mi,rl'ilanenu, taus paul h) the pnpulation . In 
Bulgarin and Poland " other re\'l'IIUl'" rndu,le, 
"price differential" paymenh lo the hurlgc1; in 
Romania and the Simet l nion equi,.1lent pa)· 

11151/./95!1 

:10.:{ 
1:1.(l 
6.1 
9.5 

l0.5 

l<J.5 
19.2 
15.1 
I I.:i 

1.9 

-- ,, 
,>1 ,-

16.:i 
6.6 

19.9 

52.h 
19.2 

10.5 

11.2 
fi. J 

:37. l 
15.8 

1.8 
8.:3 

:n.:-

16.7 
I 6.1 
4.8 
8.5 

23.5 

1!1511- 1!153 

::?5.0 
15.7 
5.7 

10.7 
1:u1 

18.2 
25.h 
lt>.2 
9.IJ 
0.1 

s:ts 
16.tJ 
, .8 

21.8 

~2.8 
28.1 • 

I 1.2 

10.8 
5.6 

11.:{ 
15.7 
3.':' 
,.b 

;\J.7 

51.1 
11. I 
k!i 

11.() 

23.9 

195',-11/57 

:rt I 
11 .0 
6.0 
9.8 

39.8 

50.I 
Li.I 
I I. I 
11.5 
6.9 

lb.:i 
<,.:{ 

18.2 

59.7 
8.6 
7.2 
8.9 

15.6 

:{9.H 
9.0 
IU 
C,,O 

~{;J,tl 

37.8 
11.0 

1.9 
8.5 

:H.7 

11.5 
17.H 

1.9 
8.(J 

2..J.2 

:n.1 
I k9 
6.6 
7.5 

:39.9 

J.8.9 
15.7 

11.8 

11. I 
15.1 
15.~ 
5.8 

19.1 

:31.81• 

3 (.3b 

6.91• 

8.lb 
18.l)b 

:n.fi 
8.1 

l l.5 
7.6 

38.8 

32.0 
19.2 
5.9 
8.6 

31.3 

l 1.2 
21.2 
5.0 

22.0 

mrnl• art' proh.1hl) inrludcd in the ~ame item ; w 
r.rel·ho,lo, nl.iu aml Hungary surh payments arc· 
inrluclerl i11 the turnu,t>r ta, . 

b )95Q. 

• lncluJmg deprecrntiun allO\,anrt>,, 
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ninrll'cn fifties, l'Xct·pl in till' • oviet Union and main­
land China. \\here the perccntarrp,.. \\l'rl' 18 und 20. 
respt'l'tivel). In all cotmlrie:-, tlw ratio lt•ndl'd lo decline 
in the more recent year:-. 

\~ lnulgetary receipt-- are generally not earmarkrd 
for ~pcd fie u ... e:-. the ourcl's of huclgt•lary sa,ing can 
hr tli!'russ('cl on!) in lt•rm, of tht· financing of tlw \,holt• 
of lnulgl'tar) t•xpenditure. The major sourct'-' of bud!!· 
ctur} re, enut• are shcrn n in tahl<• 3-1. The oubtunding 
f eatun• of the,c data i thr gn·ater inll•r-coun r~ varia­
tion in the pattern of l>udgetaq rt'\l'lllll' than in that 
of budgetary e,penditun•. Although tlw sharP of turn-
0\l'r ta,e, in total n•reipt, "as high in all countrie~. it.; 
a, rragt• during thr dt·cadt' , aried from 30 pl·r tent 111 

Bulgaria to 5:3 per cent in llungar}. 'imilarl). appro­
priation-. from profit., 1·onlrib11ted as much a~ 19 p1•r 
<'l'llt of bud~etar} re, l:'llUt' in Cze< ho~lornkia. but per­
haps 110 more than half of thi, perc·<•ntage in Poland. 
Rt'H'llllt' from prr'-'onal ta:\e ... rangrcl from about 6 per 
cent of hudgNary n·H·nut• in Poland 10 11 pt•r cent in 
Czt•cho,-lovakia. 

Chang,•s in re,enue pallt'TII" also displayrcl clii-simi­
larities f1om rnuntq lo c·o1111try. Thr :-hurl' of hudgt'tar) 
re,enut• from turno, er law, tc-nded lo cleclinr through· 
out tlw 1wri0tl in the !'-o\iet Union arnl Romania. hut 
to rise. at lrasl up lo around 195<,. in Rulgnria ancl 
II ungary. 1 n Cz1·cho,l11\ akia and Poland. the increa~e 
ln-.t<·cl up to 1951. 111 three of tlw Ja. .. 1,nwntionecl cou11· 
lrit•:- the dt·rline in the nw:-t n•n•nl )f'8rs \\as modest: 
in Hunga1). ho\\ewr. it \1as wn ron~idnnhlr 111 1959. 
Thi' changt'" in the ,hnre~ of oiher major component, 
of l,mlgttary rt·H·n11e \\t'rt' no ·le,., diwr ... ified. \\ hcrPas 
in th1· So,1et nion tlw ,hart• of appropriatton!' from 
profit:- ha .. ,Lt•adil} ht'l'II rising. tht' n \t r ... e hn ... otTIITT<'O 

in C:.wl'ho!-lmakia and Poland. In Bul~aria. llungaq 
nno Homania . Lht• ,-hare of appropriation from profit, 
\\as lo11er in 1951-1957 than in 1950-lQS'i but it ro!'t' 
appr1•ciabl) mon• rt·c·entl;. Contributions to the ~ocial 
"t'l'll rit} ,, -.tem grt·\~ mon· important m tlw Sod<'! 
Union, Romania. Polau<l an<l Ilungaq. hut h,,..s im· 
portant in CzC'rhoslo,akia and Ea!-tern German\ . 
Finall). the ;.hare of pc•r:-onal taxe:- tl'nded lo ri;.1· in 

CZl'd1oslo, aliu. Romania and Poland. but to dt•cl int• 
in Bulgaria. Eastern Cnman,. Hunrrnrv and the So\ iPt 
Union. . · 

Tlw rnrialion in the relative ,-hart•<. of Lhe turnOH'r 
tux and appropriation,- from profit, lar~eh· re~uhed 
from rnriations in int1•r-:-1·ctoral pridng policy. For 
l'Xnmple. n ri<-e in tlw prife of producer good:- rclatiw 
lo ronsumt•r good,- \,ould incn·a"e thi> ro"t of material"' 
IN'd l>) c·onsumer µood.. industric-.. A"suming that 
prin·, lo c·onsum1•r, woulcl rPmain unchang<•cl, re, enue 
from tlw turnonr la'\ on 1·01\',unwr good:- would fall 
II hil<· profit, in prodnrl'r goods industries would ri~e. 
Anotlwr n•nson for ,arialion in the relati,·e share, of 
the turno,er la:\ ancl appropriation,.. from profit,. as 
"'ho,H1 in table 3-1. lit•:,; in thl' fact that difTercntial pay­
ment!; an• t·ombinctl \\ ith Lill' lurnowr tax in Czecho· 
-.lo, nkia and H ungar). \\ hilc in the other countries tht•) 
nrl' indudl'tl in the item "other".~~ 

l n mainland C.hinn. tlw pallern of budgl'tary incomf' 
\I a, quite tliffrrenl from that in oth1 r rentrally planned 
rcouomies ( see ta hie :1.5). Whereas in the laurr 75 to 
85 pt•r cent of budgt•Lar) 111romt• ,,a, derived from ,tatr 
e111crpri~ ,- in the form of turno\ er taxe,-. appropriation:­
from profits and rontrihutions to the social insurance 
") ,tem. in mainland China ,tale enlcrpri"I'" \,ere much 
lt·s,; important during th1• l'arly part of tlw period. An­
other difforcnce ,1 as that in mai11land China most of 
tht' revenut• from ,tale rntcrprise..; <·on"'i"tecl of ,uch 
)HI) nwnh \J.., appropriation.., from profit._, transfer of 
al lowann•s for amortization and n·d1wtion in working 
capital. ratlwr than of rommoditv taxe~. The rl'lat1vr 
importanl'e of the lallrr temlt•d t~ drclint• after 195a. 
I II rnnlra<;t, the ~ha re nf appropriations from profit~ 
anti similar pa) men ts inrrt'ast•d continuou~ly. Thi' luller 

1 Oiffen·n1ial 11aym1·nt, arbr from 1h11 diflrrenrP ht•l wl.'en a 
ba,1r pric,. fixed hy th1· ,1a1r anJ 1he at'tuul prict·. which in ,·er· 
ta.in a111horiz1·d 1ra_n,a1·!iun~. par~icularl> in fort·i,n trade, mav 
1ltfTt'r from 1h,· ha~w pm·f>. Th,. different r i~ coverrd lry trander, 
10 or from thl' liud11t'l. In Poland and Bul11aria, the onl\ countrir, 
for whil-h informalion is availalilr, differl'ntial paymrnt~ to thr 
l!u,li:1·1 :i,t'rounted for nearly unc·11uarter of bud1?etaT} n·q·nul.'. 
C11111h1nmi: tlw,c pa)nWnl~ wilh the turnoH•r tax in thr,r two 
rnuntrie, would rai,1· it, ,han• of budgetary reH·nue 10 alioul 
5~ p..r 1·1·01-a ratio rather ,imilar to that prevailing in Ciet'ho 
ftovalda and Hunj:!ary. 

Table 3-5. Mainland China: Di trihution of Bud~etary Revenue 
(Pert'ent. J!:e of total revenue) 

ll•m 

State enlt•rpri,e:- .... , . . . ..... . .... . 
Taxes .......... , .................. . 
Appropriations from profit~ and other . . . . . 

A,rrir.ultun·b . . . . . . . . • . . . . . . . . . ..... . 
Private inclu-lr) and trade . . . .............. . 
Miwd ,hare enterprise, . . . . . . . . . . . . . . . . . .. 
lndtHrial and tra,le co-op<·ratin:s.. . . . . . 
All other . . •...•..•...•........•..•.. 

So11rct: St·e 1able ~-1. 
• Planned figure,. 

1!150 11153 1!156 1958 195!1• 

3·1.1 62.9 71.5 83.9 87.9 
22. l 33.9 27.9 31.3 26.3 
11.7 29.0 16.7 52.6 61.6 
29.6 13.t IO. l l:t7 11.3 
32.9 16.9 2~ 

J ,· 

., 
l.~ 5.6 0.8 2.:i 5.5 

3.-i :1.1 1.3 

t, Including 1a:u•s on individual farmer~. collrc-
tivt farm~ and people",, commune,. 
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accountt>d for (,2 pn ,·,•nt of all hudgt•tar) reH•nut· in 
1959. 

SA\ l'\G OF THi: STATE l\TERPRI E SECTOR 

As indicatt>d in the preceding ~e<'lion, the funds ap· 
propria1ed Ii} tht> stnlt' hudgt>t fo1 financing inH•stment 
and !-OCial c·onsumption \\e·n• mo,tly derhcd from turn­
o, t•r ta'\'.(':, aml appropriations from profit,- of Lht• sector 
comJ1ril;ing slate enterprise" and industrial <'o-opera­
tive,. Thes1• appropriation". togl'thcr "ith the rl'lained 
profit._ and amortization funds of the enterpri~e,. repre­
sl'nted the gross intoml' of the enterprise sector. which 
in the fivt• countrie:- for ,, hich data <'ould he p,timated 
amounted to between ~l and 13 per tent of total do· 
me,tic produet l see table 3-(> I. 

Needle!"s to "ay. thr..;e inter-1·011nlr) \.arsatwn, \\ere 
inAue'nced both by variations in thc· share of gro!>., 
ineome in value added in the :-late enli>rpri..,c ~c·ctor. 
and in the ,han• of thi, ,rctor in doml' ti1· product. The 
latter factor "a,- mor<' important, as i, incliC'ated ln the 
fact that tlw }'articipation or Lhi~ ,r<·tor in donwstir 
product rangf'd from 62 to 89 per cent while Lhl' ratio 
of gross inrome to rnlue ad<lrcl in tlw .;rctor rnrie·d 
from ,11, to 51 per cent. 

Tht• validity of ,uch intrr-l·ountry rnmparbons 
,hould be qualified hrrau.,,· of difTt•re1H'e!" in prire 
strueturc. Thii- qualification i!-' cspt'cially prrtinent with 
re,pect to the centrall) planm·d economies. in "hich 
the rclation!-'hip" among prin•Q, ,~age•-., profit,., taxe, 
and suhsidie, ure large!} detc·rmitwd hy go,ernments 
and , ary from countr) to country and from 1wriod to 
period. Stale owner:-hip of th<' predominant "l'<:lor of 
the economy makes it possible to a\ oid an} direct re­
lationship betwr1·11 producer and con'-umer prirl', and 
to change prin• ratio, ,, ithout altl'rin" a gi,·en relation· 
:-hip heh,een real ton,-umption and inv1·stment. Di~­
similarities in the price• !ilrurtun·, will bl• reflected in 

dilTc·n·nc,•, in the relatiH· profitability of diffen•nt in­
ilu,trie- 1nd in the rdationship betwet•n profit, and 
the lurnorer tax as w1•1l a~ in the ratios of gross income 
to dom1•,1 ic prncluet. 

Tlw impact of gon·rnment policy on the~e relation· 
,hips ra11 bl• ilm1on,trnted hy the recent example of 
H ungar) . ,, ht'rt' th1• 80 per rent rise in the price~ of 
produi er ~ootl, in 1959 n•sulted in <'Om,iderable alter­
ation of tlw pr ire structure. and significant changt·s in 
the compo,ition of , alue atldt'd in the !'late entl'rprise 
,eclor, in relation to domestir product. as shown b) the 
pe•rct•nln~e-. indicall'd below: 

\'alut' add ~d . . . . . . . . . . . . 
19511 

67.3 
31.8 Lal,our compensation . . . 

Soria! ~t'curitv contrihution, . . . . 2.8 
\m'lrtiiat ion ~11,mance, earmarked 

fnr : 

1959 

73.5 
28.7 
6.1 

Capil 11 repair, . . . . . . . . . . . . . . . . . 3A 5.1 
lnvc,,tnwnt . . . . 1.8 1.3 

Profib ..... . . . .. .. . .. 2.7 15.0 
Turnowr lax 21.9 H.2 

Gro,, incc·m~ . . . . . . . . . 29. I 33.5 
Ratio nf gro,s income to value aciilt'cl . 1:t, 15.6 

fhe importance of tlw :-;latt· t nterpris<' ~cctor in ac­
rumulating finanr.inl means in tht' centrally planned 
eronomie, i,.. '-ho\\'n bJ lhc fact that in 1958 gro~~ in­
i·onw of this ,ector 1'\rt•rtll'cl total national expenditure 
on fixt·li imc,..tmcnt h) 5 :{ to 118 per rent -25 

inrc• a substantial proportion of gros;, inC'ome of the 
cntcrpri.;1·,- i, transfem•d to tlw budget. and in turn a 
largr part of im c·stment in the ,tale sector i!, financed 
hr hudgl'lary ,rrant:-!" the sa\ ing ratios of the stale 

2
~ Tltt• r.1tio of gr<>,<; intnmr of the Malt' t•nterpri~e ,1·,·tor to 

total national t'lqll'nditure on fixt>d invc~lmt·nt in 1958 was: 
Rul1wria. 53; Ea,tern Gc:-rmany, 218; Hungary, 199 ; Poland, 
161; .SOI il· l nion, 192. 

zo Only part of hud!!etary ,ft\ing i, r!'lurned to thb ·t·ctur for 
im·e•tmcnt purpo,e~. Another part is used For investment in 
g:enrral go, crnnwnt ,rnices, for incrt'a,r, in government re,ervcs 
and for ,tockpilini:. 

Table 3-6. Value Added by State Enterprises and Industrial Co-operath,es in Relation 
to Dome tic Product in 1958" 

(Percentage) 

lkm 

Value added . . . . . . . . . . . . ..... .. ........ . 
Labour compensation .........• . ... .. ..... 
Social security contrihutiom, ...... . ... . .. . 
Amortization allo"anC'c,, earmarked for: 

Capital repairs , . . . . .......... . . . .. . . 
Inve:,tment . . . . . . ... . .... . .. . ..... . 

Profit,, ........ . ........... · · · · · · · · · 
Turnover tax. .. . . . ... . ..... . ..... . . . . . . 

Gro~s income . . . . •....................... 
Ratio of gro~s income to value addc<l _ ..... .. . . 

Source: Sl'c tablc:- 3-1 . 
• V,lue adtled is defined here as income origi­

natrng in material proJuction plu~ allowances for 
amortization . Dome~tic protluct i, the um of \'&Jue 

R.ulun 
Bu/gnrio Gerr,any llung,,ry PuJand USSFI 

62.2 69.6 67.3 71.8 88.7 
2-1.9 2f:.6 31.8 28.6 39.9 
3.5 ~.l 2.8 t5 ? ~ -.,) 

2.2 3.7 3.1 3.8 3.5 
3.2 1.8 :u 2.0 
8.1 : .9 ') - 5. l 15.2 -·' 20.3 25.3 2J..9 26.0 25.5 

31.6 .31.2 291 3-1.8 12.7 
50.8 1-1.8 l3.7 18. i ·18.1 

added in all sectorb and i~ t•quol 10 national incomr 
plu~ allow net'~ for amortization . Gro,~ incomr 
rompri e profit,, taxe~ an<l the part of the amorti-
zation allowance, earmarJ..e<l for inve.,tmcnt. 
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l'nterpriH· srctor. as dt,finrd in thi!'- rhapter. repre:--entecl 
only a "mall frat·tion of this gro,, inconw In the coun· 
Irie-; li:-ted in table ;l,7 the ratio of !'ll\inl! to gros'­
im·omt• ranged from 7 to 19 per cent and the relati\ c 
importance of :,;ectoral sn,ing in total :;aving, as mea· 
~un·d by thl' ratio to total li'\ed inw:--lmenl, varied from 
15 lo 31 per cent in 1958. 

Table 3-7. Sa,ing of State Enterprise1:1 and Indus­
trial Co-operathes in Relation to their Value 
Adcled. Grotls Income, Profits and Total Fixe<l 
lnvt• t M('Ot in 1958 

(Pi-rrcntagc) 

S,mng of 1b1I• rnltrpriir, 1111d ir1d11strinl 
t<rop,raJitt• in N'/a/ion lo: 

Country Srrloral 
Tnlal 

I 11/u~ Grw, r;ro,, Jirrd 
nddcd ir1rome pr~f•I .. invtilmml 

Bulgaria . . . . . ... 9.6 18.9 53.0 29.0 
Czerho:,;lornk1a . . J.(U 26.4 
F..astern Germnnv :u 7.1 :ns 15.4 
Hungary • t.6 10.6 i0.2 21.l 
Poland . . ....... . . . 7.8 l<>.l 63.1 25.8 
uSSR .............. 7.Q 16.3 ·10.5 31.3 

Sourre: See tabl«· 3-1. 
• Gro~, income Ir,,, turnowr IIIM' • 

Tlw only countr) for "hirh ..,jmilar data can br. 
clerhed for other ) cur!- is tht• So, 1et Union. Al'tordinl? 
lo the,-.t• data th«· ratio of rhc i.,ming of :,late entrrpri,-.t'!-. 
.ind indu.;trial ro-operati, e,-. to µro,..i- fixed mve-tmenl 
u,eragecl 27.l per <'enl in 1952 195 l. 29.9 pn c·t•nl in 
19~6-1957, and :n per <'t>lll in 1958. Thui.,. thr ratio 
tmd1•d to ri~t· i;omewhat throughout the Jl"riod. 

!though no pr('ci:,;e data arc available for the other 
t•aslcrn European countriE'!-. tht•re i!- little doubt Lhnt 
the inrren~«· in the n•latiYe importance of tht• :;u,·in~ 
of the ::-tntt• t•nterprbe ,1·«·tor wa!-' murb greater then· 
than in thr So,irt nion. Until about 1955 in mam 
of the,-.e C"Ountri£>, amortization allo\\ ance" earmarkt>d 
for irn e,tment \\ere tran.;f erred lo 1he «late budget; 
similarly lr<'nkcl in "Ottw countries were all profits 
t•xr1·pt minor pa, menh into tht• direl'Lor·!- fund. It wa:; 

onh in conne,ion with the gent>ral tendrnq tO\\ ard~ 
decl'ntralizalion in the following year!: that rntreprr­
neurial saving lwgan lo gain in importance. In Czt•cho· 
slO\ akin, tlw rhange'i introdurc<l in 1959 lirought about 
inrrt·a~c·s in the ratio of "late enlt'rpri"e saving to total 
frxed im e'-tmenl of from 26 per rt'nt in 1958 to 33 per 
rent in 1959 and incn•a:,;t's in that of net sanng to fixed 
imeslment off rom 4 Lo rn per ct•nt: in Poland, n change 
in poliq hud alrPady oc·curre<l in 1958. raising the!'t' 
ratios to 26 an<l 10 per cent rr,pt•rtiveh \\ ith 0111) slight 
furlher int•rra'-t', (lo 28 and B per rent) in 1959. 
'imilar change,-. look plan~ in llungaq in 1959. 

The c·on ... i,h•rahll' diff errnct'" from country to country 
in the· ratio of ... a\ing to gm," intome in thl' stale enter· 
prisr. sertor ma) be dut• to sewrnl factor-., only some 

of which can be analp,cd in thi1; d1apll•r. One of these 
ma} be lhe fac-t that tlw turno,er la'\ i" entirrly trans­
f t•rred Lo the budgl•t n g-ardlt'"'" of enlerpri•w ... ' financial 
requirements for in,e!-itmenl. In facl, the magnitude of 
the turnover tax i-. not related in any way lo the cnter­
pri~e ... ' production ro:-l'i: it ha ... no influence whatevt>r 
on thl' amount of funds the) relain or on their saving, 
and inler-rountry ,ariallon!: in its rdative importance 
may he the effect of hi,torical de,elopml•nt:; rather than 
of an) diff erentes in prn,ent conditions. The deduction 
of this tax from gro!:s income ma) therefore eliminate 
a purely incidental cause of inter-country , ariation,- in 
'-O\ing ratios. A!: can he seen from the data in table 3,7, 
tlwse variation'- are in fart qomewhat smallt•r ,,hen 
sa\ ing is relatl'd to income net of turnowr tax. that is, 
to gro~s profit.,. 

Rut e\en ,~ith allo,\ant·e for the dTecl of the turnover 
tax on tlw rt>lation!-.hip het,,een incom<.> and sa,ing. the 
inter-country variation,-. in the rate of saving are si11;ni· 
fieant. They ma). of rour,-1•. rl'flect difTerenres in gov· 
crnmt'nl poliC"y with rrspt•ct to the proportion of profib 
transft•rred Lo the budget The) may also rrflect differ­
t•nc·c:-- in the profitability of entcrpri~e, relnt<>d to their 
need,- for ime:,;lment funds. Thi~ is mainl) herau•e the 
share of ib inroml' that an t•ntc•rprise retainc: i,- partly 
determined h) ib planned inw lment outlay. Corn,e· 
quently. all otllt'r 1·onclitions being equal, the aggregatr 
iia\'ing ratio of thl' slalt• mtrrpric:e sector al any given 
time may he influt•nred by variationc; in enterprise..,· 
profit-irneslmenl ratio:-.2

' 

Tlw lack of ade'luate data makes it impossible to 
annl)~e in detail thr. di.,Lributiou of gro-.s income. 
profib, sa,ing and imc·stmcnt by !sector and industry 

~T Thi~ l'ffl'cl may he rxplaint>d by the following example. 
Assum1 l\\O entrrpri,t·~. each ,howing a profit l'qual lo 100 
unil!< ,,£ currency. II the plannt'd invc•tmrnt or each t·nterpri,-P. 
amounll'd to, •ay, 80 unit•. then it i~ likely that the amount 
or (uncl• le(t by the !>late at the enterpri8es' disposal for invest­
mtnl 1,(,uld amount to 160 unit~. H, ho"',·ver, the 1>lan provide~ 
30 rum·ncy unit• !or inve~trnent in one enterpri•e and 130 unit,. 
in the othrr. 1he amount of fund, left at the dii;posal of thr fir.st 
1·nterprisc would he n•Juci-,l lo 30 unil'- and the lund• left in 
the other increa,ed to 100 unit•, e11ual to its total profit,, the 
dilT1·renct' bt>twet•n profits and investment heinl( covrrrd by the 
budl(el. ln thi~ ca e, total ~ving of these two enlerpri.st'• would 
lw 1:qual lo 130 currency umt• in•lrad ol 160 a• in the fir•l ca•r 
and the agJUegatl' •aving ratio would fall from 80 per «·ent in 
th1· fir,t casr to 65 per cent in the second. 

~o change in 3j?l!Tl'l(ate •aving ratio would occur, if. as~um· 
mf? no alteration in income of l'ach enlrrpri•e. the derlinc in 
•a, ing in one enterpri•e is rntircly compen•ated by an increa...­
in •avin1t in the other. It io; ob\ious that if, in11tt'ad o( thr ab~­
lutt'. fi1ture~ U<t'd in thi~ examplP, the analy"is wt're conducted 
in t1•rms of prrrt>ntage rates of ~avin1t in each sector, thr effect 
of lht' t• chan(l.l' on the 8!!f?reJ?ate "avinit rate could b1· deter­
rninrd only hy takin,: into account th1• relathr ~hare of each 
1.'nlt·rpri•i> in tht• total profit and total ~vinit of the group. 

In practice, o{ coarst•, thr funds left al the disposal of the 
enterpri~s are not entirely dt'tcrmineJ by their investment re· 
quiremrnt"; part of tht• profits is transferred to the budget irre­
•pt'ctivt' 11( the planned rrquirrment• of the enlt'rpri•t>S and 
thrn rt"tumt•d to them in the form of budgetary grants. But 
•inr1· thi, policy i-. apolit'd to all rnlerprise~ it could not be 
n••pon~iblc for tlw difference, in the ~aving ratios of individual 
rnterpri-1'•. 
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and to ascertain their intrrrl'lntion~hip. lfo\\e,·er, mon• 
detailed information. rdatin~ to industn onh. i, U\'ail­
nlile for the ,0\ iel Union. The data reproduced in tahlt• 
:{-8 sho,\ that in lht• 01 iet union, according lo tht• plan 
for J 958. gross profits~8 wne to he about 1·qual to total 
irn t"4menl in indu.,lry as a \\ hole. They exceeded fixed 
inve,tnwnt hy 31 per cent. Ilut the di,tribution of profits 
and in\'estmenl hy induslr}" was extreme)} uneven, in· 
dicaling the extent lo I\ hich inve.,tment in certain indus· 
tries was financ1·tl by "aving tran~fnred from other 
indu,;trie.~. It will be recall<"d that in the centrally 
planned C'conomies these tran!',fer:o arc not efft·ctrd 
through hank cn,dits: part of Lhe enterpri~,.,· income 
is lransf erred lo the budget and the portion used for 
i111e..,tmenl grants to enterpri-.e-. i,.. included in bud, 
gctary SO\ ing as ,h·fined in this dtaplcr. Only in three 
major hrant'he - metal proct-:-sing. li~ht indu,-lr) and 
lhr food industry- did gross profits substantially exce1•d 
irm.~.,tment requirenwnh. The oppo ... ile was true in all 
other branches. particular!) in tho,e producing basic 
materials. In the coal industry. gross profits were 
actually negati,·e even though irnc;,lment in this indu,.,. 
try con~lituted 13 per cent of total indu,trial ime~lment. 

As the rat<> of profit in So\ iel indu,try was higher 
than that in mo~t other countries and itc. distribution 
l,y industrial branch prohabl} mort' equal. it is likely 
that the gap between ,imestment requirements and 
profib in indi\'idual industries in other centrally 
planne<l t•conomit.'5 is greater than in the So, ict Union. 
While it i~ cC"rtain that inter-country variations in the 
ime,tmcnt·profils ralio, of the stale enlerpri,e . l'Ctor 
rontrihuled lo the disparity between the aggregate rates 
of S•l\ ing in clilTl•renL countrie'-, the actual impact of 
this factor cannot be a,-cerlained. 

The foregoing discus..~ion of the factors accounting 
for, ariations in the rate of sa\'ing of the :;tate enterprise 

: lnclu ive of am11rtiution allowanc~ earmarked for capital 
r,·pair&. 

'OURCES A '°O TRE oc:; 

,t·,·tor \\Us ronductecl in terms of gross profits, saving 
!wing d1•fii ,ed in thi!" chapter as inclu,iH>: of amortiza­
tion alloM nt·es t•armarked for inve.~tmenl. However. it 
i, of interest to consider the part played by amortization 
allow anr,-s in the formation of the gross profits and 
stving of tlw :-late t>nlerprise :;ector and lo «~certain its 
influence ,m tht• inter-counlr) differenc~ in sa, ing 
ratios. The distinction between gross and net profits is 
particularly reli•,ant in analp,ing tht·~ differences in 
n•cenl )'<'O ... bc,•au,-e of the general tendency. apparent 
in mo:,t c •ntrally planned t•conomies, to e ·tablish a 
clo,t•r link liel\\Ct·n the \Olume off unds retained O) the 
c·nterpri,e: and their profits. 

,\:,; mt•ntioned aboH', in 1958 amortization allowances 
"er!' gene rail) lrft with tlw enterprises or their suprr­
\'i'-tH} aJminislrali\'e units; that is. they remained with­
in the ,-1111 • ,•nlt•rpri,-e seclor.20 The hulk of net profits, 
ho1H•,er. !'ontinued to be tran~ferred to the bu<lget. In 
consequ1·nc·e. the rate of gro~s ~a\'ing was consideraLly 
inl111n1ced hr the rnlume of the amortization allm\ ances. 
Thc,;e nllo\1ance,- ,\ere only remotely related to rates of 
net profit and the differences het,1t•c11 countrie,., in the 
ratio of amortization allo,~anr~ to profit, were \ery 
consi<lerahl<•. 

The importance of this factor can he clearly !'l'en 
from the percentage ratio of amortization allowancei, 
earmarked for inve,-tment to saving, gros.<; profits. in­
H"·lment und ,alue added indicatc·d below: 

S"lorul 
Tolal 

Gro11 ra1.,,. [trtd 
.~ring pr,>j1/1 odd..J inot;lnunJ 

Bulgaria .. 51 29 5 16 
Czccho .. lO\ alda 86 35 23 
Ea~tern Gc-rmany . . 
Hun~an ... •••I I I I I 58 cl() 3 12 
Poland : .... 61 39 5 16 
USSR .• ... 29 12 2 9 

20 The only country where a ~izahle part of tht' amortization 
allowancr~ "a redi~tributed through the budget >ecms to have 
bet•n wecbo~IO\·akia. 

Table 3-8. Union of oviet ocialist Republic : Comparil'on of Gro ,1 Profits with Ime~tment in Industry, 
by Branch, According lo the 1958 Plan 

(Billions of roubles) 

Grou prq/i/1 lnf'r,im,nJ 

/tid1u/riJJJ brunch l nrrt'41, 
Toit,I Ntl Amorti- Total Fiztd 

pro/i~ :olion• int'r,lmtnl 
in working 

cap1/,il 

Total indu~try............ . ........... 140.l 98.0 42.l 112.5 
~fctallurgy . . . . . . .•.... . ..... . ..... 13.8 6.8 7.0 23.5 
Coal . ................ . .......... -1.7 -5.6 3.9 18.5 
Oil and !l83 · .. ... . . ... . . . ... ' ... 8.0 3.3 4.7 15.9 
Metal proce,1,ing1•... . . .... . ......... 27.0 19.8 7.2 JY.8 
Lumber, paper and wood proces ing .... 6.5 l.l 2.1 10.1 
Con~truction materials . . . . . . . . . . . ... 2.2 0.8 u 6.3 
~!lht inclu~try. . . . . . . . . . . . . ..... .. 18.5 16.2 2.3 5.5 
Food proce:,~1ng ............... . .. 17.1 14.3 2.8 6.0 
Fishing and fi~h procc:o:,ing ............ 2.5 1.2 1.3 3.9 

S,iurce: A.G. Z\·erev, Vopros)' ;'iaL~iontJnoui Dukhoda I Finan.s) SSSR (\fo~cnw, 1958). 
• Including amortization allo\\ances earmarL.eJ for capital repair,,. 
b Including un~pecifieJ producer good•. 

107.2 12.9 
19. 1 0.8 
15.8 0.2 
u.o 0.2 
11.9 ·1.9 

7.8 0.5 
1.8 0.7 
3.1 0.9 
3.7 0.7 
2.7 0.1 

Ratio of 
f1N>II pro/1/1 

loJutd 
Cnpil!,I in,ril=nl• 
rtpa,r (pucm/119t) 

22. l 130.7 
3.:3 71.1 
2.5 -10.8 
J.7 57.l 
3.0 226.9 
1.8 8.3.3 
0.8 l5.8 
1.5 596.8 
1.6 ,162.2 
1.1 92.6 
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The lack of am recognizable pattern in the relations 
between these ratios reflects to a large e:xtent the some­
what nrcidental character of the book valuation of 
asc:et". a" well as inter-country difTerence& in the account­
ing rates for amortization and in the share earmarked 
for capital repair«. tlw laller not being included in these 
data. This la.~t factor explains the zero rate of amortiza­
tion in Eastern Germany where the entire amortization 
fund \\ as u<:ed for capital repair,.30 

The exclusion of amortization from gross profits and 
'<aving shows that the inter-countr) \'ariations in net 
saving were related to the difference!\ in net profits. This 
i;. demonstrated by the folio,\ ing figures on net profits 
and sa, ing in relation to value added in ] 958: 

USSR .......... . 
Bulgaria •.•.•.•••..•. 
F.astern Germany .. .. . . 
Poland .......... . 
Hungary . ........... . 

N,1 proJit, 

17.1 
13.0 
8.1 
7.6 
4.0 

.'Vrl nring 

5.6 
1.4 
3.2 
3.0 
1.9 

Toial ,ueing 

i.9 
9.6 
3.2 
7.8 
4.6 

The link between net profits and saving is indicated 
by the Cuct that the ranking of the countries is the same 
whether based on net profits or on net saving. but differs 
considnably if hased on total sa\ing. Although similar 
data are not a,·ailable for Czechoslovakia. indirect evi­
denct• suggests that in this country the net saving of the 
state enterprise sector in relation to its value added was 
mu<'h smaller than might lw expected on the basis of 
experience in the other countrie ·. The ratio of net pro fib 
to value added in Czerhoslo,akia was among the highest. 
whereas the net saving ratio seems to ha,e been the 
lowe,-t.11 This seems to reflect ,;ignificant difTerenC'es 
between Czechoslovakia and other countries\\ ith respect 
to policies on self -financing. The change in policy in 
Czechoslornkia in 1959. consisting of raising the share 
of profih left at th1• disposal of tht• enterprises. seems 
to have triplrd the ratio of saving to value added and 
brought the relation between saving and profits into 
closer conformity \\ ith the pattern shown by the other 
countrics.32 

In mo,-t countries "B\'ing was earmarked for financing 
increases in working rapital and fixed investment, the 
only exception being Eastern German)\ \\ here invest­
ment in \\ orking capital was entirely financed from 
external sourC'cs: budgetary grants and bank credits. 
Data on the allocation of --a, ing among alternati,·e u~& 

so The percenta~e i,harl' o[ lhe amortization fund u~ed for 
capital n·pair" in olhcr counlrie!! in 1958 wa,: Bul{!aria-40; 
CuchoslO\akia 54; llungary- 65; Poland-·53, c.;o,·iet Union-
62. (Sec table 3-6.) 

~1 Thi, i~ partly indicated by thr fact that, whereas the ratio 
of nt!t profit~ to t1Jtal fixed inve,tmt'nl rank<"d amonp: the hiii:h~t 
( 16 per 1·ent), the ~a,·ing·ime~tm<"nt ratio wa~ the low<",t (4 
prr cent). 

nz The incrl'a~,· in the- 1l1·j.!Tec of •cJf,financing in C1.rcho­
,)o,·akia 11id not require any inrn•a,C>, in J)rice1> b1•rau<e of the 
high ratt• of profit in thb rount11· before the 1959 r<'form. Ouring 
that yl'ar price~ of producer good~ wen• cvl'n rtduced. In con­
I ra~t. in llun!(ary the incrca•t· in .. rJ(.fioancing mo,t likel) would 
not hav1• hccn po~~ihle w11hout the incrrasc in the price, o( pro­
durer go(lds whirh occum·d in 1959. 

are a\'ailable for only three countries and only for state 
t'nlc•rprisc;.. The) indicate that in Czcchoslo, akia in 
1959, 51 per cent of 88\'ing was used for financing fixed 
investment; and in Poland and the Soviet Union in 
1958. 57 and 46 per cent, respectively. 

Thr inter-country rnriations in the share of the state 
and co-operative enterprise sector in total fixed invest­
ml'nt and thr relative importan<'e of various sourcec; of 
financing are shown in table 3-9. The data presented in 
the table show that the share of thi1, sector in recent 
year vaned from 70 to 80 per cent of total fixed invest· 
rncnt. From 35 to 45 per cent of the fixed investment 
of the ~eC'tor wa~ financed out of extra-budgetary funds. 

Among non-budgetary sour<'rs, the largei;t was that 
part of the amortization funds earmarked for financing 

Table 3-9. Sources of Finance of State Fixed In· 
\'estment," a11 Percentag;e of Total Fixed Invest· 
ment 

Country and iltm 

Bulgaria 
Budgetary grants ........ . 
·\mortization allowanre~t> .. . 
Net saving . . . ......... . 
Other ... . •.... . ... 

Total . . .•......... 

C:rchos/(lrakia 
Budgetary grant,. ......... . 
Amortiwtion allowanrest. . . . 
'et saving ........ . 

Other ....•. . ..... 
Total .......... . 

Eastern German\ 
Budgetary grant,, ..... . .. . 
Amortizatinn allnwanres1' ••• 

~t'l ,.aving . . . . . . . . . 
Other . • . . • . . . . . . 

Total ............... . 

Hangarv 
Budgetary grant~...... . .. 
Amortizatinn allowancesb, .. 
'\et saving . . . . . 
Other ........ . 

Total ........... . 

Poland 

1957 

33.9 
1-1. 1 
8.2 

11.6 
68.1 

80.9 

53.9 

Budgetary grants .. . . . . . . 60.0 
Arnortiwtion allowance,"... 16.0 
N1•t ,-aving . . . . . . . . . . 3.8 
Other .............. . . 

Total . . . . . . . . . . . . . 79.8 

US::,R 
Budgetary grant" . . . . . . . . 60.2 
Amortization allo,\anrt·~h... 10.0 

c>t saving . . . . . . . . . . . . 10.1 
Other . . . . . . . . . . . . . . . . . . 3.6 

Total . . . . . . . . . . 83.9 

1958 

3-t.9 
15.7 
10.5 
9.l 

70.2 

81.6 

55.8 

15. l 
3.2 

74.4 

52.4 
12.3 

} 15.·l \ 
80.L 

50.8 
15.i 
7.6 
3.1 

77.5 

55.6 
9.4 

12.2 
2.7 

79.9 

1959 

11.1 
12.9 

}11.6 
il.6 

i9.4 
20.7 
6.8 
6.3 

83.2 

55. i 

}21.2 

76.6 

53.:{ 
11.8 
9.0 
0.7 

77.8 

56.4 
9.8 

12.5 
2.4 

81.1 

Source: See table 3-1. 
• Compri•inp; in\'e tment of the ~late enterpri~e!I and thr 

industrial ro-operat1ve sect1Jr and grneral government inve~t­
ment outloy~. 

b Excludin1t the share earmarked for rapital repair~. 
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fixed investmt•nt. It· --hare in the sector' .. total outlar 
on fixed inw .. tmcnt ranged from 12 to 25 per cent. The 
share of other .. a, ing , aried liel\,et•n 8 and 20 per cent. 
anJ that of misccllancou,.. n·. ource uct\\een 3 and 13 
per ct•nt. Tht• part played b) amortization funds was 
mo,;t important in Cwchoslo,akia and least significant 
in the Soviet Union. The rc\'cr:;e was true of the part 
played by net -.aving. These variations in the share of 
amortization ancl net profits in the financing of fixed 
investment are oLviou~ly not related to any es,-cntial 
..:tructural differences between rnrious countrie· and are 
of no consequences from the point of view of invebtment 
finant:e in state and co-operative enterprises. Miscel­
lant·ou-. ~ource-. of finance, including bank credits. were 
important only in Bulgaria and Czeeho~lovakia. The 
exact composition of this item in the,e countries cannot. 
however, be ascertained with any degree of accuracy. 

The relation!lhips between the variou::; sourcrs of 
finance were quite diff crent in the ca. e of working capi­
tal. Scattered information indicates that in J 958 between 
!iO and 60 per n•nt of addition,, to ,1 orking capital were 
financed by hank crPdits, about two-thirds of the re· 
mainder bring tovt•rt•d hy re~urce-. of thl' rnterprises 
anti one-third from liudgt'lary grants. In Ea,tern Ger· 
man}. however. \\here the sa, ing of rnterpri. cs consists 
t·xclu,iH•ly of t•xpenditun•. on fixed imt~lment, the 
.han• of budgetaq grants in the financing of \\Orking 
capital was co11sidernbly greater. 

SA\ l'.'iC CH' COLLE CTI\ E F\RMS 

Unlike slate enterpri ei', collectht• farm, are usually 
not pro\ided ,~ith hudgetary grant:, for investment 
linnnt'ing. Thl'ir 0111) souTt'e~ of finance are internal 
:;a, ing and hank cn·dits. The role of the latter in 
financing fixed imestment is much more important for 
collertiH: farm, than for the state enterprise sector. 
J\forro\er, the saving of collt•ctive farm-. i, not directly 
clPlermined. ai; i.n the cal't' of ,tate entt•rprise,. by gowrn· 
ment drcisions. inl:t' their sa, ing depend,- l'nlirely on 
ilwir income after taxe!,,, in a sense it i!l analogous to 
entrrpreneurial sa\ ing in private enterpri,c economici;. 
llo,\ever. the minimum proportion of the money income 
of collc•ctive form, which is to bt• . an•cl-and in the 
Soviet Union the maximum proportion as well-L laid 
clown by stalutor} regulation. Thb sa,ing is transferred 
into ''indi, i,ihle funds"', \\hid1 un· t•armarkecl for in· 
,c;;tmcnt. Although the saving of collective farms is 
llm:, rdated lo income. it j,.. only indirectly dependent 
on co~I and profitability. Thi, j ... not only bt·cau~e slalu· 
tory saving is related c>xclusiv(·ly to gro ... s moner pro· 
ceeJ._ hut also hecau,..c co,.t-, arc difficult to determine 
... incc lahour compensation takt':' the form of income-
haring rather than wage:-.. In thi, re:-pcrl there is a 

i-imilarity Lt•t,\een the finance, of collt•ctiw farm:, ant.I 
that of indi,i<lual farmers. In both cases the concept of 
profit lacks precise meaning and :;aving thr.n•forc can­
not be related to profit. but onl} to the gro:,s or net 
proceed,- of the farm. 

lrictl} i-peaking. the sa, ing of collecti\'e farm, 
,houlcl compri:-e the total addition to net \\Orth gairwd 
from cur ent ec·onomie at·ti,it). This \\Ould indude thl• 
exc1·~, of current money income over C'Urrent expendi­
turt•, tlie , alue of the labour perf ormt>d by member,; 
of collt·ctiH• farm ... in constructing buildin~s and in· 
,tailing c11uipmt>nt, and the net inc-reast• in stoc·ks of own 
prnduet•. irwlu ... h,e of li\e ... toc·k. Howe,rr. in the folio,\· 
ing ,li,cu,,ion it \\ ill be neet ,,aq. O\\ ine- to lack of 
data, to 011fine thl' :e.tatistical de,criplion of :-aving of 
the colic, ti,e farms to mone) payment:,' Into indi\'isihlc 
funds an,! to labour performt>d for in\'C:-tment, lea,ing 
out '<a\i11g in the form of changes in liquid u,:-ets an<l 
the ,ums earmarked for rt>payment of long-term inve,,l· 
ment Ion b, a,,; wdl a,., ,-a, ing rctlected in incn•ases in 
sto1 k,, of o\\11 produre.u Saving out of mOnt') inconw 
approxin ntes money pa} ments into the• indi, isihlc fund 
in most rountri1·s. although in the o\'iet Union the 
dilforenc,• lwtween them \\as ,ignifirant.u 

Data on lhe di~t, ibution of gros!< monc} income are 
giH·n in ahle ;{.JO bdo,\. De:-pile their incompletene,,.. 
the..,e statistic,.. indil'ate a \er} con:-idcrahlc inter-country 
variation in tlw ratio of sa, ing to monC) income. While 
no data an• a\8ilable for other counlne,. indirect e\ j. 
dl'ncc· su •gt>--ts that their ratios woulcl fall within lhe 
rnngl" of 5 to 17 per cent. a, indicated for Bulgaria and 
the Soviet Union n·,..pectiH·lr. There was relatiwlr little 
rnnaL1on OH'r time eXCl'pt for a ver} ,.,harp increase 
in the S°' iet Union. and probably in Bulgaria. in 
1958-1959. 

The foregoing di!'rm,,ion. being confined to the di!:-· 
tribulion of money income. rxrlude~ the substantial vol· 
ume of i wome in kind rC'l'eh cd by collC'cli\t' farmer,-. 
as \It'll a, the ,alue of thc>ir labour dt•\otecl to ime:-.t· 
mcnt proji•l'ls.3

~ A que:-tion ari"'r" a!,, to \\llC'tlwr the data 
sho,1 n for the di..,tribution of the monc} inconw of 
colle<'tin· farms can he ronsiclcn•<l n·asonahly repre· 
,..cnlatin· of th1· tli,-tribution of total im·omt>. Unfor­
tunakly. onl} a high!} lcntatiH· ans,1er to thi,- que:-tion 
is po:-,,iulc. Poland i,- tlw only country for \lhich l'Om· 
plch• data 011 inromt' in kind are a\'ailahle. hut the,.,c 
statistics pt•rlain only lo 1957 and latt•r }'t'ars wlwn 
mo,t of he colletli\'e farms ,,en• di,,olwcl. For Bul­
garia an I the SO\iet Union. the 011lr tlalu arc frng· 

u Th· i cm i~ nut unimportant. Fur in~tance, the increa,1• in 
1,orking c.1pital in thr. o,il'l Union in 1958, mo,tl) cornpri in~ 
,to,·k • amounted to 11.l billion rouhlc,. or nhoul 8.5 pt>r 1·cnt 
of the total ,·arning. nf collective farm«, including income in 
kind. 

:u For mo,t countrit:,, thr undn,tatrment is negli1!ihl1·. Thr 
nt't inrrca ,. in liqui<l a,,et, Cinrn·aw in ra,h and <lcJ10,its It·,, 
inrn•a,,· in ,hort-lt'rm debt) and the repaymrnt of lonJ?·term 
Jc,an were n·latil·dy important only in tht, Sovit-t Union, where 
the) ab,orlwJ ,runr.what ovc•r ;\ 1wr r,·nt of the gro,s mone)' pro­
ce1·ds of c111lcrtile form~ on the aH·rage during the• dcl'sdf'. 

36 'fhc rncmbf'r,, of rollt:ctill' farm participating in construc­
tion work arc genrrally paid in mone} and in kind arrnrdin~ 
tu tht· rule" applird 111 the otlwr member,, t·ngagt>d in agricuJ. 
lural prod 1ction. Thry arc not pai<l out of thr. monc\' resourr,·, 
of th,• ind11i•il,lt· fund, although the i01e,1mrnt brought shout 
h> their work, expressed in value trrm,. is ndde<l to the non, 
munctal'} part of the indhi,ilil1· funds. 
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Table 3-10. Distribution of Gross Money Receipts of Collective Farms, by Type of 
Expenditure, 1950-1959 

(Pert'entage) 

Co/miry rind it,m 

Bul1raria 
Operation ex~nditure . .............. . ..... • 
l..nbour remuneration . . . • • . .••.. • . . .. .. . .. . 
Sot'ial expenditure . ... • .. . ...• .. .... .. ...... 
Pavmcnt~ intr, indivi~ible fund~ . . . . . .... . .... . 

C=echoslm·akia 
O~ration cxpcmliture . .. . .. •.. • ...... •... .. 
Lnhour remuneration . . . . . . . . . . . .. . .. .. ... . 
Social expenditurr .. • . . ... .. . . .. . ..... ... . . . 
Payment~ into indivi~ible funds ..... . ........ . 

Polandd 
La hour rrmuneration . • . . . .... .• ........ . .. . 
Social cxpemlitun· .. . ..... • ... • . . ...... . . . .. 
Payments into indivi•ilile funds ... . . . ..... . . . . 

USSR 
Op ... ration expn1diture • .. . •. .. •..... . . ...... 
Labour remunrration .. .. .. .... . . . ...... • ... 

ocial rxpemliture .. • . • . . . . . . . . . . . . . . .... . 
Pavmcnt~ into indivisible funds .. ...... . . .. .. . 

Source: Ser tnhl,• 3-1. 
• Rough estimation. m 1958/59 there appPars 

to have bt•pn a steep increase in the proportion of 
inrorne paitl into the indh i~ihle fund~ and a ror­
re,pondin~ dcrline in tho other components of 
exptnditure. 

1, 1952-1953. 

mentar) and of unc·ntuin co,erage. Thi~ information 
could llC' u~ed. ho,\ cvt•r. Lo f'Stimalc the distribution of 
total incomt• net of operational expenses in th~e coun­
tries, a!- shown hr tht• following percentage data: 

l'avm,r,b into 
Labortr S«i,,t 11,r· indi•i•il,t, 

/1'1.Y rr f)fndilurt /rtruu 

Bulgaria 
1952-1951. .. . 90.l 1.0 8.9 
1955-1957 ... . . 90.9 2. i 6.6 

Poland 
1935-1957 . . . .. . . . . 86.2 l.t 12.1 
l 958-1 %() . . .. .• ... 85.9 1.3 12.9 

C SSR 
1952-1951 ... . ..... 76.8 l.8 21.5 
1%7-1958 ... . . . . . 75.5 l.i 22.8 

These estimates, in comparison \\ ith the: corresponding 
information on moncr income whirh can be <lcrh t•d from 
table :i- 10. indicate ihat in Bulgaria the proportion of 
total net int·omt• ' alloc-at, d to tht· indi\ i"iblt• funds \\a" 
some,\ hat higher than tlw ,hare of mo1wtary allocation 
in net money incomr, but that in Poland and the So\'iet 
Union the uggn•galt' ratios \\ere sub~tantially lown 
than those relating monc) allo<'ations to money income. 
Th~<· d11Terenc(•:-. beh1t'('ll the distribution of mone) 
and total income indicatr that data on money income 
of other counlrie:,, ran be takt•n as n·presentative of the 

"" Jot•omc in money and m kind. net of operational expem,~ ... 

1950,1959 

,t l.O• 
51.2• 
2.8• 
5.0• 

i2.01 
38.91 

1.91 
17.2' 

• 1957. 

1950-1953 

53.3b 
12. lb 
l.3b 
3..1,b 

16.9 
31.1 

2.1 
17.0 

1951-1951 1958-1959 

:m.4 
55.2 
3.4 
3.3 

17.4• 48.2 
12.0• 37.8 
3.2• 4.3 
7.6• 9.7 

75.5• 79.7 
:u· 2.2 

19.6• 17.9 

U.5 37.5• 
n.6 37.9• 
1.9 1.5• 

l!'i.O 2:u, 

d ln relation to the total of items li~tcd below. 
Data on oprrational expenditure are not available. 

• 1955-1957. 
I 1950-1958. 
I 1958. 

distribution of total inc omt' only with ronsidt•rahle 
rnution. 

Tht' share of monev income in total income of the 
collecti\e farms and thr ,-hare of the monetary alloco· 
tion in the total alloc-ation to indi\isihle fund;; differed 
suh:-.tantiall} from country to country. This ronclu;;ion. 
although ba~ed on a romhination of fragmentary data 
and indirec·t e\'idence. set>ms fairly certain. In all coun· 
t rie~ tht• share of money in total income wa;; ri;;ing in 
m·ent > ear!.'. Among the rountries li$ted in table :no, 
tht' proportion of monC) income was largC!,l m the 
So,·iet Union and smalle,t in Bulgaria. These difft'r· 
t'1wes may reflt'tt variation;; in government policy not 
ncre:-saril) dependent upon the i:.tagr of economic de· 
,elopmenl. Thus. the ri,.,. in the monetary share of the 
contributions to thr indi\'i,iblc f uncls was innuenrt·d by 
the recent dis;;olution of ,-tate·O\\ ned machine nnd 
tra<'tor stations. whirh had providt•d thr farms with the 
sen ire,-. of machim·r} in e:-.1·hange for payments in 
kind. ince. following the di!-~olution. the farms had 
lo purchase their o\\n machines "'ith money. it was 
nere--!'ary to increa,e the mone) payment-. into their 
intlivbiblc funds and thneby rai;;e. with re!'.per t to 
the-e fundi;, the ratio of money payments to payments 
in kind. Sinee the pn)ment,- in kind to thf' machine and 
tral'lor ~tations had been \'alued at very low prices, it 
was found Pxpt·dient lo facilitate the shift to the new 
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sp,tem by rat-ting the prirt~ paid for rolle<·thr farm 
output.' ' But a more lasting far.tor rai,:ing the sharr 
of the monetary part of the incom1· of rolle<'ti\"e farm" 
was the general tendenr.) lo sub .. tilute monc) payment,.. 
for payments in kind lo mt·mlien, of rolle<'ti,e farm-.. 
,1 hich could only be brought about by a r.onsidcrable 
incrl'ase in the salt·s of agricultural produce in n·lation 
to output of collective farm;;. 

This tendency is a direct outC"ome of general economic 
change, which occurred in the proc~ of t·conomir 
growth. The ri~e in thr pt>r rapita inronw of the rollN·· 
live farm members and the ensuing dher,ification of 
their needs incr('ase the relatiH• demand for good~ pro· 
duced in other ;;ectors of the economy and then·fon· 
make it imperath·e to expand the share of money pa) -
ments in their income, provided the '-upply of con-.umer 
goods produred in other st•ctor:.. of the economy is sufii­
cient to meet thi;; additional demand. The rclathr fall 
in non-monetary addition" to the indivi,.ihle funds of 
collective farms generally reflerL'- a decli~e in thr share 
of contribution<. in the form of worJ... "on inw,tment 
projects by the rollectiv~ farm member,. Since these 
projects consist chiefly of construction works, the de-

117 A rise in prices paid for agricultural deliveries may affect 
the share of monrtan contributions to the indivi•ihJ,. fund, hut 
would not he rcAectrJ in any chanite in the ratio of the farm • 
money income to total incomt\ Surh a Bhift would occur onh 
if thP volurne of af,. inrrea-.,·d in relation to output, ,ince 1111' 
general prartict• in l't'ntrally planned eronomi,·~ is lo value in 
rome in kind at the aven11r pric,• ri·rrhrtl for marhtr.J nutpul. 

cline may lie the eff cct of mechanization of agriculture 
raising the ratio of marhiner} and equipm<>nt to con­
struction in total il1\~lm<'nl of collective farms. The 
tenden<"y lc,ward, greater mechanization of farm pro· 
durtion bu, of courc:e regulted in an incrf'ase in the 
rol<> of mo 1elar} ~a\ings in tht• collective farm ~ector. 

The importance of the !'Oving of collertin: farm, can 
he a,c:e,~rd in terms of its ratio to total fix.rd inve:-tmt•nt 
- a ratio \\liirh depends partly. of course, on tlH' rrlathe 
importance of collecti\"e farms in a nation's economic 
aC"tivitv.8

~ .\s mav be f'en in tahle ~-11. durini? 1950-
1959 this rutio a~ountcd to about 8 per cent in Bulgaria. 
7 per cent in the ovit'I Union. ~light!) O\er one per 
ct•nt in Poland nnd probahl) the "ame in Ilungar). T}w 
difTrrencr bet\\Cl'll Bulgaria and tht Sovit't Union on 
the one htmd and Poland and Hungar) on the other 
wa~ largely due to the fact that. while collecti,·e farm­
ing \\as p1 rdominnnt in the fir,t two countrie:... it wa~ 

unimportant in the other t\\ o during m~I of the period. 
In Poland , tlw TOii' of collf'ctive farms "a" further 
n·duced in 1958 and 1959. In the So,·iet Union and Bul­
garia. the rise in tht' ratio of $aving of t'olleC'tive farm, 
to total in\"estment was the re,-.ult of the inrreo~e!- in 
rt•cent year:- of the money incom~ of collecti,e farm~. 

a~ In mor,· prl'ci,e trnn•, tht· \&riation in th, ratio of rol11'C· 
live farm saving lo tolal fott·d investmrnl will hr dt'tt•rminrd hy 
rhr ratio of 'iaYin~ lo inc-om~ in the colll!'cliH" farm •et' ltlr, the 
,hare of 1hi, sector in notional incomr, and thP ~har!' of total 
fixrd in\~ t nenl in national in<'omr. 

Table 3-11. Sliares of Af!ricultural and Collective Farm Ime1:1tmc11t in Total Fixed 
Im estmeot, 1950-1959 

(Percentage) 

Coutllry and ,um 1951) 195!1 

Bulgaria 
Total fixed investmrnt in agril·ulture .. . . . . . . . . 21.7 
Collective farm inH'.stment. ........ . . . . . . . . 12.3 

From own rc~nurces . . . . . . . . . . . . . . . . . 7.8 

Czt'choslornkia 
Total fixed inve: tment in agrirulture . . . . . . . . . . I t.O 
Collct'ti\C farm ime~tment ........ . . , . . . . . . . 7.9 

Frum O\\ n re~ource:- . . . . . ...... . . . . . ... . 

Hungary 
Total fixed inve:,tml'nt in agrieulture . . . . . . . . . 16.8• 
Collective farm inve,tment.. .. . . . . . . . . . . . . . . 

From own rr~ourre,, . . ........ . ....... . . . 

Poland 
Total fixt•d inve~lmcnl in agriculture ....... . . . . 15.6 
Collective farlll investment. .. . ............... IA 

From O\oin re~ource,, . . . . . . . . . . . . . . . . . . . . . . 1.0 

USSR 
Total fixed inve~tmcnt in agriculture . . . . . . . . . . 17.3 
Collecti\l' farm imr~tment. ... . . . . . . . . . . . . . . 9.3 

From own n•sourres . . . . . . . . . . . . . . . . . . 6.5 

1'1:,(1 /!151 

11.0 
6.9 
5.1 

10.1 
5.5 

11.3 
2.0 
1.0 

10.9 
1.7 
1.1 

17.0d 
8 - d .. 
5. t 

Sourct; See table 3-1. 
• 1950.1958. 

d 1951-1055. 
• 1956-1'157. 

195~·1'157 

2L5 
9.9 
5.9 

H .8 
7.7 

22.2 
3.0b 
0.7 

16.2 
2.3 
1.8 

18.7• 
9. l • 
6.·1 

1958-1959 

29.6 
20.8 
13. l 

17. l 
10.8 

18.:l· 

17.8 
0.3 
0.1 

16.8 
10.01 

7.7 

b 195·l-1956. 
• 1958. ' Excluding the value of equipment purchased 

from the former machine tractor ~talion . 
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The fixed inve!-lmcnl of col lecthe farms was in all 
rounlrie:.. and throughout the period ronsiderahl) higher 
than thl'ir -.aving. The compari,on of saving with in· 
vestment in thl' colll·c·ti,e farm serlor may throw some 
li,.,ht on lhc part played by exlrrnal 5-0urces in financing 
their fixC'd in\e--lment. In Bulgaria and th<' So, iel Union. 
throughout the period covered by the data. 11n eslment 
out of the farms' own re~ources amounted, respcctivel}. 
lo 65 and 70 per l'enl of their total fixed investment. 
In Poland. tlw awragP ratio,- ,,ere similar but during 
the la'-l two }ear:.- tlw" fell drastically. In rontrasl. in 
tlw So, iet Union, tlw role played by the farms' own 
n·sources expanded significantly in 1958·1959. The re· 
maining share of the fi ,ed invc·,tnwnl of collecthe 
farms in the,-e counlric, ,,as largel) finanrl'd h} bank 
credits. W hilt· thi::; shan· did not amount to more than 
30 lo ;35 per t"l'nl of their total fi,ed invc .. lmcnl, il 
formed a much larger proportion of their monetary 
outlor- on fixPd inve,tmenl. In Hungary and Poland. 
r.rcdit fina1wing srcm to have considerably exceeded 
tlw monetary expe1uliture · on imcslmenl financed by 
collt•cliH• farm saving. In Bulgaria and Czed10,lovakia. 
the relative contribution of lhl"·t' two source" probably 
did not dilTer ,rq .. 1gnifirantly Only in the So,il'l 
Union did the :-:aving of the farm;; pla) a muC'h greater 
role than bank nedit ... These dilTrrences appear clearly 
in the ratio, of long·lt>rm loan-. to in\"estmcnt financed 
h) 1he monetary '-O\ ing, of rollecti, e iarm,- shown 
helow: 

Gounl,y 

Bulgaria ....... . 

Czechoslovakia ..... . 
Hungnr'i ...... . 
Poland .. ...... . 
L R .......... . 

Ptriod 

1950·195 I 
1955.1959 
1953.1951) 
1950-1956 
1955-1959 
1950.]95~ 
1954-1957 
1958-1959 

Ratio <>! /a,19-t,rm loan• 
lo mnn,l1ry ~ing 

1.07 
1.09 
0.9 
1.7 
:i.6 
0.12 
0.3:J 
0.15• 

• Exclut.ling loons for the purt'hase o{ mochinery from machine 
tractor ,t,llions. 

As these data rt'for to gro,;s ratlwr than to net credib. 
tlwy lend to overstate the rrlati\e importance of ex· 
lernal financing. In mo .. l counlrie", however. rt•pa)ment 
of cn·dih \\Os relaliH~I) in"ignificant during the period 
under n•vil'\\. the 0111} t•x1 t>plion bring the o, it•t Union. 
In that country the repayment of lonp:·lerm credits 
absorbed on the a,eragt> during 1950·1956 nrarly one· 
half of the , alue of lotuts receh·ed. If account is also 
tokrn of chunges in bnnk depo:-it" and m net ,horl-term 
borrowing. thr ratio of net exll•rnal financing lo own 
rt',.ource .. of collectiH farms Sl'ems to haH• amounted 
lo about I or 5 per r1•nt in 1950-1956 and to ha,e been 
clt•clining i11 the C'Our .. t' of the period. 

PRIVATE SAVl!'<C 

Pri,ate -.aving as drfined in this chapter includes the 
saving of hot1st'holds und indivtdual produC'er:,;. Follow· 
ing rommo1111.;age. iii, di\ided into increases in rquitie; 

and increa<.es in financial as.<:ets; the former are defined 
a<: gro<. · fixed imeslment less net long·term horrowing 
and tlw latter a, net increases in sa,·ings bank deposits, 
holdings of cash and freely cashable bonds.39 

Data on pri,ate t'quity saving can be derived only 
for the four countries included in table 3-12. For an· 
other countrr. C1.echo,,lo\"akia, an approximate notion 
of the relative importance of such saving is given by 
the figure,; on privatt• investm<'nl presented in table 3· rn. 
It would appear that in lhese countries during the nine· 
teen fiflie.. prival<' equil} sa\'ing absorbed on the ll\l'r· 
age from 2 to I per cent of private money income. 
l\1rasured in relation lo national expenditure on fixed 
imestmenl. lhe range \las from 6 to about 11 per rent. 
In all the.-,e countries private equity sadng was more 
important on the average in 195.t..1957 than in 1950· 
1953. Thi<: rising trend has l'Ontinued in the Soviet 
Union. Poland and Hungary. but ha· been rever,ed 
in Bulgaria and Czccho,-\ovakia in very recent years. 

In the countries for which data are available, private 
investment was mainly financed from private saving, the 
dependence on credit financing being generally ,light. 
In the oviet Union, the share of long·lcrm loans in the 
financing of privatt• fixed inve!ilmenl was 11rgligihle. 
In Bulgaria and Poland. the ratio of long-term borrow· 
ing to fixed imcstment in the pri, ate sl'clor a\erag<•<I 
around 15 per <·enl. But in thei,e two countries the rolr 
of rxlrrnal finan<"ing \\OS growing rapidly. raising its 
share of total pri, ate in,eslment in Bulgaria from :~ per 
renl in 1950.1953 lo 26 per cent in 1958.1959. and in 
Poland from 5 lo 15 per crnl. This expansion of 1he 
role of c-redits in pri rnlr im e,-lmcnt fi narwr was asso­
ciated with the inr.rrasing importance allarhed hy the 
central authoritie .. to prirnle imeslment in gennal. a 
rhange in altitude that was rxpre~sed in more liberal 
credit poli<·ies and in 111<' allocation of a greatt·r propor· 
tion of im e .. tment goo,!-. lo prirnte use. Thi,; polic} also 
had a di ret·t impact on the rise in equil) ,a, ing and 
was reflected in an increa,;e in total prirnll• inv~tm1•nl 
both ah,,olutely and. what is more significant, in rela· 
lion lo total fixed imcstment.'0 The sirnultaneouo; risP 
in equity sa,ing and credil financing ran be rlt'arl} 
~een from the data on long·term borrowing. t•quity :;a,. 
ing and private fixrd investment sho\\n in tables :~·12 
and 3.}3. 

In the counlrie .. li:-ll'd in the,,• tables. private invt•st· 
menl repre,-ented a relativel} small :-hare of total fixrd 
investment. In Bulgaria. Czrchoslovakia and lhe oviet 
Union ii was lcs<. than 10 prr cent of the total in 1950· 
1959. 

3!1 Sinre current bank <lepogits held by in<liv1dunl are eithrr 
non-exisll'lll or nep:ligihle, tl1ey are omitted from thr. following 
tli~cu~~ion. \l,o omille<l are the ,till negligible amounts or lifo 
insurant'e and similar I} p1·, or •avinp:. 

10 Thr. ri•r. in the upply of inve~tment goods made available 
In tht• prh-att sector would ,timulatc not only money ~aving for 
purchasinp: invPstmt'nl J,(omls. but al,o the volum!' of "din•ct" 
inve,tmt>nt in thP form of work on C'nnstrurlion. thereby inrr!'a,. 
ing thf' ,olume of rcruit} s,I\ ing. 
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Tabh> 3-12. Private Equity ~ nving and lncr<'ases in Saving Deposits in Relation to 
:\Ioney Income of the Population and to Total Fited Investment, 1950-1959 

(Percenla~e) 

A. In relation to money income 
B. In relation lo total fixed inve,t•nent 

Country and 1/rr" 
1950-1959 

.A 8 

B11lfa~ia . 
2.1• 7.i Equity having ....••.••.. . . . •. 

Increase in ,a\"ing,- deposits .. .. 2.8• 8.4• 

China (mainland) 
lncrea,e in i;avings depo,it, .... 0.8• 3.3• 

C:.echo401'(1kia 
lncrea..,c in savings depo~its .. . . 

Ea.~tern Germany 
Increa~e in ~aving" depo~it, . .. . 3.8• 16.5• 

Hungary 
Etjuity ~a\"ing ................ 

Poland 
Equity ,aving.. . . . . . . . . . . . 3.5• 11.1• 
lncrt•a, e in o;aving, drpo~ib .... 0.9• 2.9 

LS5R 
E11u1ty <;aving .... . ...... . .... 2.0• 5.8• 
lncrra.,1• in ~avings depo,it s .... 1..1 4.1 

Snurre: See lRble 3-1 . 
• Avera11e of data co,·ering the years indirated in 

the othl"r columns. 
b 195:i. 
• 1951-195:i. 

In Bulgaria. Poland and the Soviet Union this sharr 
\\ ru, higher at the end than in lht• beginning of the 
pr.riod. \\hile in Cm·ho,lo,akia it wall smnlltr. In that 
rountry. a,- wt·ll as in Bulgaria. the share of pri, ate 
inw!-'tment fell in 1958-1959 n.s compared to the years 
1951-1957. bul in the oviet Union and especially in 
Polanrl it inrmc,rcl ,uhc.tantially. A .. imilar change 
'-l'l'ms to have or<'urred in llungary. In each or the lru.t 
two rnuntrie!- prh alt• investment t·-..reeded at the end 
of tlw prri'>d 20 per crnt of total national e,penditur<.' 
011 fiwd ime:-tm1•11t.41 Thc"-r rnrialions were largely in­
fluenn·d liy t\\o fartor,- - the cJrgrcr of collt'c·thization 
in agrirulture and governnwnl housing policy.~2 An 
enlnrgPmrnt or the collectiw farm !-el'lor h} th1• alisorp· 
lion of prirntc farm:- obviously reduce;. tht· --cope for 
prirnfto irn e<.Lment in agricultun·. On the olht•r hand. 
n ri,c in the re,oum•.,, allocated to hou,ing in general 
\\ as a a rule arcomponied I,} rnrouragement to private 
hou ... ing ronstru,·Lion in the form of an t•xknsion of 
crt•rlits and of n.11 r,pa.nsion in the :;upply of construc­
tion mnll'rial .. olluc·alecl lo tlw pri,ate ~eclor. 

Prh ale ill\ t''-lmt'nt in agriculture playe<l a C'Onsider· 
uhlt• rolt· in P"land. Hungary and prohaLly aJc;o 

11 In llungary, for whirb no data on total private invc~tment 
an· a\ailahll'. c-quity ,;avin11: alon,· Y>a, equal to about 20 per 
r,•nt of total fixed inv~•ment in 1958. 

H \ s dchned here, 11011,ing exdude, rural hou•inp: con,truc­
rion. 

1950-1953 

.A 8 

J.7h 6.H 
0.51• I. p, 

O.Q 5. l 

1.5• 7.'} 

I.I• 5.1) 
0.2• O.!i 

l.61 5.01 

1.2 3.H 

d 1958. 
• 11)52-1953. 
I 195).)955. 
• 1956-1957. 

1951-195i 

.A 8 

2.8 8.7 
2.2 6.8 

O.i 2.7 

2.2 7.8 

i.2 18.5 

2.6 12.3 

3.3 11.l 
0.8 2.8 

J.'j. 5.1 • 
1.6 5.0 

195R-l959 

A 8 

2.2 7.0 
4..t 12.7 

2.6 8.0 

5.-i 19.2 

4.4d 19.9<1 

5.8d li.9d 
J.3 4.0 

3.1 7.8 
1.3 3.2 

Romania. although no pr('(·i"e data are a ... ailahle for 
that country. The percentage ratio, of total and private 
fixl'd inw,tment in aarirulture to total national ex­
penditure on fi xt•d inve<.tment are shown he low: 

Piui in~,/mrn/ tn 
ugrm1//11ff 

Jf1111!(an 
Tc'ital 
Private ..... 

Share of pri\'ate m total 
Poland 

To1al . 
Private . 

hare of pri\'ate in total 

l.?50 
195~ 

10.8 

15.2a 
8.9 

58.6 

1950· 
f952 

lU 

10.9 
l.6 

12.2 

fll5'i· 
f!15l 

22.2 
6.0 

27.:l 

16.2 
9.2 

56.8 

f958 

18.3 
8.2 

14.8 

18.6 
11.1 
75.8 

• Fi,:1m• clilfc>rs from that puhli•hed in World Economic Sun·ey, 
19.59, table :1.6, in that it i, ha, .. ,I on dutu in current prict'~ 

It appt•ar, from Lhl'bc data that pri\'3lt' fixed ill\e."t· 
ment in agriculture accounkd on the a,·rrnge for 8!' 

much ac; 60 per cent of agrit•ulturnl ill\ c:,tmenl in 
Poland during 1950·1958. or for ahout 9 JH'r rf'nl of 
total national expendilurt· on fixed ill\t>~lmcnl. In 
Hungary tlw romparahle fiaun .... although ~uh tantial. 
\H•re Io,, er, pnhap!- b) ahoul one-half. In hoth roun· 
trice; the pri\'3lt' -.hare of total agricultural investment 
increa:,;ed suh,-tonlially in the coursr of th<' period.43 

13 Begmning in 1959. the rull1·cti,·iiation nl agrirulturt' in 
Hunp:BJ) wa~ a<'C't lt"ratl'd, thtrd,y n·,er, in!!: the trrntl toward, 
an 1ncrea•m 11 importance of prl\ate in~e-tment. 
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Table 3-13. Prh ate Investment in Relation to Total Fixed Investment and et Private 
Long-tenn Borrowing in Relation to Private Fixed Investment, 1950-1959 

(Percentage) 

r.011ntr,- 11nd ium l95().f959 1950-195.1 195~-1957 1958-1959 

Bulgaria 
Prh·ate investment in relation to total fixed in-

vestment . .. . .. .. ... .............. . . .. .. . 
Private housing ronstruction .. . .. . .... ... . . 

Net private hom)\,ing in relation to private fixed 
invehtment . ..• . .. .... ... .. .. . ........... 

Czechoslornlda 
Private invt'stment in relation to total fixed in-

vestment . .. . ... . .. . ... . . . . . . . ... .. .. .. . 
Pri,·at, holU!\ing con~truction• . . . .. . . .•• • • .. 

Easiern Germ11m·'' 
Private housing construction• ..... .. . .. .. .. . . 

llungar)b 
Private hou~ing construction .. . .. .. ......... . 

Poland 
Pnvate investment in relation to total fixed in· 

vt·~tmcnt. . .. .............. .. ... .. .. . 
Private !wusing construction . . . ....•....... 

Net private borro\\ing in relation to private fixed 
111ve~tment . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

USSR 
Private im·e~tment in relation to total fixed in· 

vestment. ... . · . •. . ..........•........... 
Private hou~ing construction• ..•.. . ....... . 

Net private borrowing in relation to private fixed 
investment . . . . . . . • . . . . . . . . . .......... . 

Source: See table 3-1. 
• The ~hart: of private hou~in11 con,t uction "ns 

dtrivcd On the bMi~ of the !>roportion of (rivate 
construction expre~,cJ in "quare metres o livin~ 
space. Thus, thr value JWr s,1uare metre was a~­
•uml'ti to be the ,ame in public a~ in private 

In the remaining thrre countries the major tomponent 
inllur.ncing the relative importance of prhate invest· 
ment wu" priYale housing con~Lruction. As shown in 
tahlt• 3-1 {. prh ate hou,-ing construction accounted for 
het,,t>t•n :t7 and 7.3 per rent of total fixt>cl inYeslment 
in all tht• lil'tecl counlri<'s.H It was moF.t important in 
Bulgar ia. follow1•d in order b> Czecho!<lovakio, the 
'°'iet Union, Hungary and Poland. In oil of th"!se 
(·ountric·;;, tlw share of private housing in total fixed 
invf'!;tmt>nt tend<>d to increa~e during the decode. But in 
Bulgaria and Czechoslo\akia. this trend ;;eems to have 
bren arre,ted in 1958-1959. in line with the chan~es in 
total prirntl' equity sa\.ing in the countrit':; noted abovr. 

The preceding di!-cussion did not include Eastern 
Germany or mainland China. While no preci:.e data are 
available• for the,-e two countrie'-. it appear; crrtain that 
their cxpnienrr difft.red considerably from that of lhe 
olht·r countrit•s. In the latter, lhc nationalization of in· 
du-.try was nearly or wholly completed hy 1950 and in 

11 It ,hould he noted that in rt>rtain cuuntrir• thr availablr 
tlata 1111 privatt• con•tru!'twn ,•xcludc l't>·operati\"e housing. To 
1hat extl'nt, the figure~ appcarini: in ihe table undt:r~tale the 
,·alue uf private con•trurlion. 

9.1 7.1 10.3 9.4 
7.3 7.0 7.7 7.0 

15.8 3.0 15.2 26.3 

7.0 5.7 9.0 5.3 
6.2 1.1 9.0 5.3 

3.3 5.2 

5.5 2.1- 6.2 11.7 

12.8 6.2 12.9 21.1 
3.7 1.6 3.6 6.0 

13.4 1.5 l-1.4 15.l• 

6.0 5.lrl 5.4• 8.1 
6.0 5.ld 5.4• 8.l 

2.9 5.1 4.1 

construction. 
t, llou•inl! tonstruction from private hOUrCeh. 
• 1958. 
d 1951-1955. 
• 1956-1957. 

most of them agriculturt' wo highly collectivized b} 
195:t On the other hand. in Eastern Germany and main· 
land China these devrlopments occurred mainl} at a 
later date, especially so in the case of mainland China. 
Although in these countrie:s private equity saving seems 
to ha, e been'relatively more important on the average 
during the decade than in the other countries, it tended 
to decline over time. Thi« fall ,, a• less drastic in Eastern 
Germany. where private equity . a\ing had already de· 
dined by the beginning of the period and whC're i°' 
effect was partly offset by the increasing importance of 
private housing construrtion in recent years (see table 
~.13). Rough estimates for mainland China indicate 
that private equity saving accounted for about 30 per 
rent of fi,ed inve,.tment on the a\·erage in 1950-1953. 
hut was insignificant in 1958-1959. 

In addition to equity "aving, private saving as defined 
in this "tudy includes changes in private financial assets. 
which comprise increase:- in saving bank deposits, cash 
holding,. and holdings of freely cashable bonds. The 
a, ai lahl<' data on sa\in~ · deposits in relation to the 
money income of th<' population and to total fixed in-
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·, r.,tment presented in tnlih· :-\-12, ,-how that !'a, ings hank 
,lt-po~it!-> ha\'e hel'n relntiH·k small in mo:-t of the crn­
trnll} plun1wd economirs. ·In fact. only in F.a-.tern 
Germany did the rutio of ... a, ings depo,-iL,; lo fixed in­
H''-lmenl allain on Lht' aH'ragf' a lcwl as high as 17 
per cent. In Bulgaria and Czecho,-.JornJ..:ia. the le,cl ,,as 
ahout 8 per cent and in the other countrie, not more 
than 1 p<•r cent. In relation to the monev incomt' of the 
pop11latiu11 . .,a, in~s hank dt'posits in ~ainland China. 
If nngary. Poland and tlH.' So, iet Fnion wrre in the 
neighhourhood of ont per 1·t·nt. In Bulgaria anti Czecho­
slovakia. ho\,c,rr. the, acrountcd for around ;i pt•r cent. 
uud in I:a ... trrn Gt•rmany for ahout 1 fll'T crnl of money 
income. 

Tlw rntio:, sho\111 in Lable 3-12 caunot br. interpr<'tl'd 
as indicating patl<'rm, of financial saYing for no11-tran-:­
llt'Lion purposes. Thi~ is because the de:-in• to accumulate 
fund:, for futun• purchast"', emt•rgencie-. or old age in 
tht• ct·ntrally plannt'd rconomit· ... i, frequently '-3lisfied 
liy in<'ren"es in privalP holding,; of cac:.h. The rrlative 
<l1•sirc lo hold ,-a, ing-.. depo~it, a<; compared with cash 
for thc:-e purpo~r, ma} ,·ar) conc:.idt·rahly from country 
to countr) and from pPriod to period. In con,equence. 
tlw , olume of pri, ate :;a\ ing for non,transaction pur· 
po,-es may haH' het>n grf'atn in relation to the income 
of tlw population than that indicakd in table 3- I 2. But 
even if thi~ factor j.., taken into account. the total saving 
ratio still remain~ \ ery s'ma 11. 

Tlw ... mull proportion of saving in relation to tlw in· 
,·om1• of the population ma) n•flect both tlw rdatively 
low pt•r 1·apila inrome-. as \\CII a, the f net that this in· 
come consist,; almo,-.t exclusiwly of wages. salarie,; and 
Lht• remuneration of memhcrs of C'Olll'rti\e farm,;; and 
does not include profit-.. In addition. the propPn~ity to 
,;aw of the population of thr centrally planned econ· 
orni1·, i, ron:-idt·rahlr reduct>d liy the n•latiwl} limited 
need to ... a,e for future exi.,.t>ncif'<; lwcause of the absence 
of f1•ar of uncmploymrnl. and th<• t•xislt•nce of compre· 
hcn,i, e ,ocial ~"curity s) ,tem,- prm idin~ for health. 
di,ahilil) and old agr. At the l>eginning of the period, 
incrl'nc;es in the pric1·s of consumer goocl., and ft•ar of 
monetar~ reform.ii ma} al,o ha,t• lt·n<lt·d to rPduce the 
propensity to acr.umulate private ... a,ing. 

In all countries, \\ith tlw solt· exct>ption of mainland 
China. the proportion of mone) income i:a, ed in the 
form of hank dt•po,-it... tended to incrra t' o, er time. 
This rist· ran lw mainl} allributt•d to an increao.;e in rral 
income. But it is prohahle that a factor acting in the 
anw direction wa, a ri"e in th<' s.upply of durable goods. 

a fall in their prict•s and thr expectation of furthrr price 
n•durtion,. The rise in tlw ratio of sa, ing:-. depo,it!I to 
mom·,· incomt· doe-. not nt•ce,,,,arih indicalt- a corre­
"PCllHiing increac:t• in total ~aving of the population c;ince 
it lllU) he at lea.,t partly due to the shift from ca"h 
holding, to !'3\ ing:-. d1•po,ib. During the h1•ginning of 
lht• drcu1le \\ hich was ,·haracterizrd liy inflationary pres· 
,ures. a large proportion of "0' ing, arcumulatrd by 

peasant, 01 hy urban "peculator, ,1as not depo!-ited in 
the ,a, in~ ... banh but wai; prefrrably held in the more 
anonymous form of cash. 

Before t 1rning lo thl' changt•s in cash saving during 
lht• ninl'leen fiftie,. it is worth noting that in the cen­
trally planned economirc; the proportion of cash held 
I>} thn population may he inOu!'nced by certain factor. 
which in private entcrpri~e economi<'"' operate only in 
prriocl, of ration ing or price fi,in~. Since in thr cen· 
trail) planned rcono~ie ... price" of conc;um<'t goods arc· 
fixed l1y the state and are changed onl} occasionally. 
they may ometime,- foil to reflt·rt the actual rrlntion­
-.hip" hetwPt·n ,upply and drmand hoth in the aggregate 
and for sp ·cific goods. In consequn1cr. u i;ituation ma) 
ari-.r in which the population r!'tains a proportion of it:. 
mont·y income not h<'cau,;;e of a wish to sa, e hut h<'caus<' 
of an inahility to spend. It is true that in such a situa­
tion thf' l" icr, of good,. ,;;old on free or illr~al market5 
,1ould ri,1. but this woul1l rP,ult onlv in transfers of 
mone~ fro n "ome indi, iduals to otht•r,,-,dthout affecting 
tlw rnlum1• of rurn•ncy in circulation!~ 

Statistic, on changec: in ra!'h holding,., in relation to 
prirntc sa• ing during the ninelPen fifties are availahle 
only for Poland and Ea:;tern Germany. and arc prc­
"enlt•d in tabl1• 3-1 l. Additions to cash holdinj!s in both 
rnuntrie, were small in rt'lation to tht• mom'} incomr 
nf th1· population. amounting to about 1.3 per ct•nt in 
Poland a11d to two-tenth~ of one prr rt•nt in Eastern 
Germany in 1951-1959. Throughout thr. 1wriod thf'se 
ratio~ lluctuah•d con!'iderahl) in both countrie:- uncln 
the inflm•tt<'f" of such factor'- a"' the amount of cash held 
hy the p:.>pu lation at the hc•ginning of the period. 
rncmrtary rrforms tending lo recluce the amount of cac:h 
in tlw hard, of the population. change, in the velocity 
of rirculation a,sociatt•d ,, ith rl'di'-tribution of income 
l,ct\1 Cl'n group, 11 ith dilTt•n•nt H'locities. and other:­
,, Ii id1 cannot lit> anal)sl'd ,, ithin thr sc-opt' of this report. 

Tiu• part playrd by cash saving in total financial 
sn·ing "11~ much more important in Poland than in 
[a,tern <,ermany. In facl. in 1951-1959 cash saving 
amount1·J to 60 per cent of total financial saving in 
Polnutl and to only 6 prr cent in Eastern Germany. 
Thie: di1T, ·rcnc1· ha, tended to decrea,;;e during recent 
y(•ar, hut nont• the lr~c; remainl'd substantial in 1958-
1951>. The pt·r:-istent diffcr1•nce lwt\H'('n the ratios in 
tht•st• l\\O eountrie-. prohahly re ... ults from di/Terence.,: in 
tlw hahit- of the Eastt·rn German and Polish popula· 
lions ratlin than from any dilTerencrs in tranc:action 
requin•m •nb. Both tlw ca<;h holdings and the ._a,·ings 
depo,it ... 1\ert• much ,mailer in n·lation to total fixt•d 
im e-.trnr11t in Poland than in Ea,-tern Germany, amount· 
ing lo aht>Ut 7 prr cent in the formrr and ah~ut 17 prr 
,·ent in tlir latll'r. · 

O Tu th,• t'1'1rnt that ,ud1 tran,(n, rr,uh in a n•1li,1rihu1ion 
11( inrnnu in fo\Our of j!roup, wilh higlu-r prnpt'n,itit-s lu ,aH' , 
tlw inn1•a ,. in ca,h rnul1l 1·11rr1•,111intl 111 an actual wi,h to rai•I' 
•aving in r,·latiun tu inr<•m<'. In llw pa,1. the inllu1•nft' o{ 1his 
factor ha, hrm in,ii:nificant. 
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Table 3-14. Total Financial Savin~ in Relation to Money Income of the Population 
and Fixed lnve8tment, 1951-1959 

(Percentage) 

CO<Jnlry and ilrm 

Eastern Germany 
Tomi financial saving in relatinn to: 

Mont>y income of the popwallon .. • . . . ..•.. 
Fixed investment. .......•..•...•..•. . .... 

Ratio of increa:,e in cash holding to total financial 
~a,;ng •••..••..••.•••.•••••... . . 

Poland 
Total financial ,aving in relation to: 

Monc:y income of the population . . ... • .. 
Fixed inve11tment. .. .. ....... . 

Ratio of increaqe in ca,,h holding to total financial 
,-a~ ing .......•.........•... 

Source: See table 3-1. 
• 1952-1959. 
b 1952-1953. 

For other countrie~ the available data are frag­
mentary. In Hungary. <·ash circulation in 1953 was at 
about the same ll•,cl os in 1950. which means that no 
saving took the form of cash accumulation during that 
prriocl. In 195 I. ca!-h in circulation ro,-e by 25 per crnt 
and continued lo increa'-e in subsequent ) ear~. but at a 
.,Jower rate. Tht' a\'erage proportion of cash ,aving to 
money incom<' probably amounted lo I .5 per cent. 

For Bulgaria and the Soviet Union an indication of 
the cai-h :.aving of the population can be deri,<'d from 
data rt>lating to mon<>} !lo" s to and from the banking 
c;)"',tl'm. These flows may indi<-ate changec; in the cur· 
renc) holdings of the population b1'cause the latter 
roughly approximate the diff erencc betwel.'n the increas(' 
in credits extended hy the hanks and the inC'rPac:e in 
deposits hrld by the Go\'ernment, t•nt<'rpri~ and other 
agcncie'-. The hanking statistics appear to imply that 
ca ... h saving in relation to th<> money income of the popu­
lation was negligible in both countric-.. It might even 
han· heen negative until around 1957 and have hrcomt> 
signiliC'anl only in 1958 and 1959.•" 

The,c finding", if com•ct, cannot easily be t>xplninrd 
on the hac,i!=. of other information. Thim~ are e,·eral 
factors that might account for the absence of any sig· 
nificant rise in the cash circulation during a period of 
rising money income and retail sales. A shift in the 
form of '-a"ing from cash to bank deposit., which may 
han• taken place during that period, would tmd to raise 
the velocil) of circulation of cash and hence reduce the 
need for i!-!!ues of currency for tram-action purposes. 
Less likely po~siLilitil.'s would he a change in the desire 
to save and a reductton in tht· time interrnls betwt>en 

I d FC1r the oviet Lown, tht' t'~timatr wa~ ba~d on datn re­
lating to chani,tt!' in C're<lit out~tanding, buditelary surplu,e, and 
hank depo•it~ of lhe c>nl1·rpri~1·, nn<l orp;anizations For Bui· 
11nria. onl) information on change, in credits outstanding and 
hudget ~urplu•e• was 11\'ailable. Thr. rt'5ulting data, especially 
tho e for Bul!,!atia, hould he treatt"d only a, trntath r a11prmd· 
matioos. 

1951-1959 1951-1953 1951-1957 1958-1959 

u 1.7 1.2 6.1 
17.5 9.2 18.2 21.8 

5.9 13.7 1.3 11.9 

2.2• l.6b 2.5 2.0 
7.3• 5.3h 8.8 6.2 

60.0 90.6 68.3 35.4 

succe,c.ive payments of wages and other inroml'S. An­
other pos:-ihle explanation would be the failure of con­
c.umer incomes to increase as rapidly as sales of 
consumer goods. Thie: would have resulted in reductions 
of the cash holding~ accumulated durmg the preceding 
p<'riod bl.'cau. e of inadequate supplies of goods. The 
<'Xi<.tl.'nce of such a mon<'y o,erhang in the Soviet Union 
would imply that the monetary reform of 1917 may not 
ha,e entirely absorbed <'XCl.'SS liquid assets. It is possible 
that the el imination of this overhang during ubsequenl 
yea~ was slowed down hy con!=.iderable prire reductions, 
e,;pecially in the early years of the period. D~pite a 
considerable inerl.'ase in the volume of retail c.ales, their 
value ma) haH' failed to rise sufficiently to reduce the 
overhang. After 1951 tht' downward mo,1ement of prices 
came to an end. but it \,as not until 1958 and 1959 that 
mone} circulation S<'em"' lo ha,e expandt>d. While the 
naturr of this expansion i · difficult to as~c.. it seem 
that at least to a degree it was the counterpart of un­
planned accumulation of inventories o,,ing to the poor 
adaptation of supply lo the structure of demand.47 To 
lhP extent that this wac. the cac.c. the rise in circulation 
may he considered as involuntary saving of the popula­
tion. The situation in Bulgaria was in many ways similar 
to that in the ovi<'t Union. The limited information 
available for thi!=. country seems lo indicate that, after 
the monl.'tary reform of 1952. the amount of money in 
circu la ti on did not increase and perhaps even con­
tracted until 1957 whl.'n it began to expand and con­
tinued to grow in suh~quent year.:;.4~ 

Despite the lack of precise information on cash saving 
in most countries, it sel'ms po::-sible lo make some gen­
eralization!. concerning private !-aving and it,; com-

n Tradr imentories ro•t by 51 billion rouble~ in the two 
yrar~ 1958 and 1959, or h> -11 per crnt above the level of 1957. 
The increa,f'~ in crl'dits rxtended to trade organiuitions in 1958 
alnnr amountc,l Lo 20 billion roubll',. 

•• It iq notable that in 1959 credits increased by nearly 4 billion 
(p,·a, that i~ b) 28 prr cent. 
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po1wnts. The value of prirnte sa,ing apprars lo have 
ranged from uhout I to 7 prr c·t•nt of thr: money income 
nf the population. The inter-country rnriations in the 
rate of saving wr.re probably smaller Lhan the rnriations 
in lh<'ir componcnts. btcausC' these tcndrd to be mutually 
olT<-t•Uing. In the course of the period. ho\\ ever. all com· 
pnn1·11ts of pri, ate :-aving tendt•d lo inrrease in relation 
to private inrome. 

The rrlati, e importance of private ,aving in the cen· 
trally planrn·d economit'!'- is indirall'd hy the fact that 
it!> ratio to total fixed investment prohahly ranged from 
,omt• 12 to 25 per cent. Tht'-.e pl'tcentaee-- would he 
onwwhat I0\1cr if pri,atc saving wen• compared with 

total saving ratlwr than with fi cd inve. lmcnl.49 

Apart from t•11uit) "Uving. cash savi11g and deposits 
in ~a\ing · hanb. a part of the mone) income of thl' 
population 11a,- ah!'orhe<l in somt• countrie-. h) purcha:-r.-. 
of government l,ond-.. llowe, n, holdings of these hond~ 
tli{Tt-red in charactc1 from olher forms of '-a\'ing ,inct• 
they ~er,· not ll{·gotiahlP- and 1,c•n• u uallr purrha,ed 
und,·r ,,wial prL...,sure.110 Rec·aust• of the~ charal'leristic..-.. 
the pun·ha,-c of horn!,- res1•mhlcd. in :-01111' rc,pert,. tax­
ation rather than ,-a, ing. On the other bane!, since such 
purcha .. ,·, did not reduce the nl'I a,-.d,, of the popu· 
lation. "ll that their di,:;inc1•11tiH' effect \\a, ,mailer than 
that of ta-..ntion. lht• go\ernment,- preferrnl to u,c thi!; 
form of additional mobilization of rcsouffcs rather 
than to incn·as,· taxr.-.. In the,e r·irl'um,tann"'. da...-.ifica­
tion of these bond" as saving or taxes jc; nrce:,.~arily 
somr.what arbitrar}. 

~nle.-. of go,ernment bond:- lo the population wt'r<' 
rl'latiH•ly mo!'-t important in the So, iet Union. 1\herc 
honds IH'TI' off Prrd for ~air cach y1'ar from 1950 through 
1958. The) a,eraged in the.-.e p·ar-. aLout 1 p1·r c1·nt 
of the annual rnonr} inromc of thr population. 12 per 
cent of fixrd im estmt·nt expt·nditure. and ti .1 per rent 
of budgetary income. In JI ungar}, lionch, \\Crt' i:,,Sued 
each }t'ar during the period 1950-1955. reprc.-.cnting 
about ;i prr rent of tht• mom·} incomt• of the population. 
10 pn rent of fi.wd in\'e'-lment cxpenditme. and ;t6 
per cent of budgc,tar} rt-'rcipts. In Bulgaria. i-uhscrip­
tion, in 1951. 1952. 1951 and 1955. reprc~cnted ,-ome 

• 0 Thr. ratio!; or priutl' ~a,inii; ro fi,ed in,·l',tml'nl would he 
rn111•h rnall,•r if, in,rcad of 11rns, •a, ing, n,·t Foving wer,• u,l'd. 
Th,• pcn·,•nlal!e, indiratrrl in rhe 11·111 dn not takr into rnn,idrra­
tinn depredation of prhate h11u,ing. or. in the ra,,• of llungar)' 
untl Poland, drpreciurion of prhate hx1·J usst·t, in ngrirnhure. 
A, the prOJM•rtion of d1·11r,•ciation in theSf' ~ctor,, lo total de· 
predation wu• cnrainly ~ignificantly hi11-lwr than tlwir ,harr in 
10101 ,a, in1,:, tbt• importance of net ,avin11 hy th,• private st>ctor 
in total 111'1 snving 1'8>< ron<.idcrahly lnwrr. 

~0 This rdrr,, to th.· ,o-calll'd "ma,, •uh,rriprion'' loan•. -whirh 
wrre u uall) 6<lltl on an in•talmrnt ha•i, and paid for hy pav· 
roll dt ductilms. Tb, t• hoods Wl'rn u,uall> nor Ci1$habl,· bcforr 
marurit). In soml' in tanre,, lht' maturitr date w,•r,• 1·Jt1t-n1l,·d 
far he)nrHI the original date• and the intrr,•,t rateg w,·n· lcnH•rrd 
by govl'rnnwnt ... In addition to thc,t· loan , which con•tiluted 
tht• hulk of bond ,al,·s to the population, then• w,·n-. in ,11mr 
countrie , honJ• offered lor ca-.b at the so,·inl\' hank,. The,e 
did nut have to l,P belt! to maturity hut c11uld he ra,hrtl at any 
tinw. ThP,c, of cour~r. may proprrly ht- cla,-.ified with ,avmg, 
hank dr.posib. 

7 per cent of fixc•d in,c-.tment expenditure and 2.5 pt•r 
cent of J.udg1 t11ry income for the~c ) rar,.. In Poland. 
the only ma!>,.• .. uhscription loan of 1951 omountc•d to 
7.6 per n·nl of fi,l'd inve.stnwnt and 2.7 per cent of 
l,udgetarr income for that ) ear. In Czechoslovakia. East­
Nn c;erman, and J<omanin. no bond ,all's of this l) p<• 
,, ne made ;! ,ring the period under consideration. 

foREIGN SA\"I:~G ANO llWESTME:'iT 

The role of fon,;en ,adng wa" not analysed in the 
forcgoina di .. ,·u-.-.ion lwrau,.e the arnilable data are f rag· 
menlnr) arul do nol permit direct comparbons betwcc•n 
dome:-tic and foreign flow ." Thr follo,\ing analysi,. 
j .. ba~rd mo,tl\' on two kinds of indirc•ct e,·idencc: bal· 
ancc·-. of tradr: and long·tC'rm cn·dits extended but not 
nect•ssarily u ilized. Although hoth typt•:-- of data suffer 
from important cleficienciPs as mea-.ure., of capital 
flows, they 111•, crthde,,- throw ,oml' light on the broadrr 
aspec·t<: of the -.ubjecl. 

Stati,.tics c onr.erning the trade balan<'cs of eight cen­
trally planrwd rconomie,. are prt,.ented in table :1-15. 
ln intcrpreti 1g the:;e statistic-. it should be remembered 
that trade h lanc·cs may diffl'f ,ignificnntly from bal­
ance;; of pa) men ts on curn·nt acc·ount even though the 
:-hare of imi ... ihll:'s ,.cems to be smaller in most ecntrally 
plannetl cm 1omic,-. than in the private enterprise econo· 
mie-..52 Whethl'f a centrally planned t'ronomy has het>n 
a 1wt e,por er or a net importt•r appears lo have de­
pended, on ib lev<'I of industrial dewlopment. The 
prindpal mt e..xporter, were the So, il'l Union, Czecho­
..,Jornkia anti EastPrn German). while the net importing 
rountri1·s wert> Rulgaria. Poland. Tl ungary. Romania 
and. for part of the pt'riod. rriainland China. For Lhe 
decnd1• a,- u whole Lhe ovit'l Union\, export surplu, 
arcountt•d for more than half of the total export '-llr­
plu,,·-.. alth,iugh ib share in the total tended to decline 
during thes'.! )t•ar,-. falling fo probahlr le"s than a third 
in 1958-1959. The counterpart of thi!.- hift '\\a"' the 
ri~e in Lh1• t-xport ,urplusr,- of C1.erho-.lovakia and Ea'-l· 
rm G1·rma11). the f orm<•r falling ... omt'what ;;hort of and 
the latter cxl'C'ccling the ~o,iet Union's export surplus 
h) the e11d of thl' ninrlt-cn fifti~. 

Among the net importinl! rountri1•,, mainland China 
appt>ar~ to ha,e had the largtst cumulative deficit. one 
which, "°'' ner. lnl<kd to derli11e over time. The trade 
deficit of l'o1and, spcond in ordt•r of magnitude, tended 
to ri,c· thrc,ughout the pt•riocl. Th" remaining countries. 

~1 Fort'lf!f loan rrcrived and l!rantt•d arr includrd in budgl'l· 
ary rc,cnue and t:.,p,·nditun· hut. rxreut in mainland 01ina, arr 
not hown so•parately and thus cannot lw dl'rhed [rnm hudgl'tary 
"1a1i,tic. 

b~ The shne of in\'isil,le, may in ,ome ca-c·,; be quite signifi. 
cant. For n•tann·. non-rnmmodit) transactions rrdu1·ed tht 
deficit or the Poli·h trade halanrc from 670 million ,:lotys to 
372 million ,n 1958 and {rom 1,098 million zloty- to 74-1, million 
in 1959. Tl e main item in !hi' l>alanrr of invi•ihle~ was tran~· 
port. commnnication& ond in,uranre. It~ importance in the Polish 
halancr of ,ayml'nt, wa, tht> effert of gt"Oj[raphical po,ition and 
thr role a~·umrd by Poland in maritime freight tran,port, and 
cannot he con~idcrt·d a~ typiral of 11111,t of thr centrally planned 
rconomies. 
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Table 3-15. Trade Balance of the Centrall) Planned Economies, 1950-1959* 
(Millions of roubles) 

Coufllry 

Bulgoriab .....•.......... . . . ... 
China (mainland) .... . . .. . .... . 
Czechoslo\·akia . . . . . . . . . . ..... . 
futern Germany ............. . 
Hungary .. . .. . •.•.•... , . . . . . . 
Poland ... . ....... . .......... . 
Romania• .... . ........•......•. 
USSR •.•.. . •.•••..•...•..... 

Source: Se<, loble 3-1 . 

1950-1!153 

-8.5 
-8H.O 
+200.8 

-7.5 
+4.2 

-227.2 
-152.0 

+1,051.2 

• A plu,. ~ign denotes net exportb and a minu~ 
sign net imports. 

1, Bulgaria'~ definition or importM and exports 
was changed in 1956 prei,umably in order to bring 
it clo~er to the concept~ u~ed in the other centrally 
planned economies. The dato for the period prior 
to 1956 "ere not n·vi~ed txt'l!pt for the yeor 1955 
for which both serie< are available. The comparison 
of these d111a seems to indicate that if tlie new 

Romania, Hungary and Bulgaria, had substantial net 
importti during the period as a whole. Trends in the 
balance of trade varied from country to country. Al­
though the trade halam·e of Bulgaria was negative most 
of lhe time, ii wa" probably positive on the average 
between 195 J. and 1957.$3 Hungarr e,perienced a slight 
export :-urplus during most of the decade although a 
large deficil \\8$ incum•d in 1957, with the result that 
th1· decade as a whole !'howed an import surplus. In 
Romania, the import !-urplus declined and in 1958-1959 
there was a small export surplu~. 

The pattern of capital flow:; suggested hy thC' preced­
ing dbcu,sion of lradt· balances dilTer:.- in many respectc; 
from the pattern implied by the available data on credits 
t'Xtendrd but not neces .. arily utilized. The dala available 
on crrdils extended :;ufTn from deficiencies as a measure 
of l'apital flows. The,-e credits may dilTrr considerabl) 
in any giwn period from crrclits utilized smce long­
term credit agreemm1,- generally stipulate only the 
value of goods to br dcli,errd. the ratP of utilization 
of lhe credit:, being --ubject lo annual treaties which 
cipecify the deliveries <:rhedulen for a given year. In 
addition. data on credit-. e,trndc<l exclude repayments 
received by the lending countrie . . 5• Furthermore, esti­
matrs of credits extended ha,c to be largely based on 
official pronouncemenll' indicating the global figure" 
pre~umablv cov<·ring all loans extended during a given 
period But the arnounl of loans which ran be accounted 
for on the basis of information relating to individual 
countries and years is consid(•rablr smaller than the 
indicated totals. and the proportio~ of loan" covered 
by these data rems to vary substantially for different 
countrie:; and periods. This deficiency reduces the , alue 
of data on loans granted and rereived such as shown in 
table 3-16 which, heing hased on incomplete informa-

u <;u foo1no1e b to table 3-15. 
• Thty al~ include grant and military aid that may ht>: ex, 

cludt-<l from data on trade halanrl'•. 

Annual aDerao~ 

1951-1957 1958-195!1 
Total 

1950-1959 

+101.8 -212.0 -51 
-208.0 - ~.088d 
+368.2 +561.5 +3,399 
+558.2 +678.0 +3,559 
-151.5 +58.5 -484 
-360.5 -883.0 -2,112 
-76.0 +14.0 -808 

+846.8 +630.5 +8,853 

definition had been applied during the period or 
1950-195·1 the net import. would have been much 
greater than tho~e shown above. 

• Only partial data are available for 1958-1959. 
E, timates for these two }'Cars indicate Hn average 
annual net export of 258 million roubles. 

d Total for 1950-1957. Estimated net tmports 
during 1950-1959 amounted to 3,572 million ro_ ubles. 

• All data estimated except for 1958-1959 

lion, generally represent only the amount of credit 
accounted for by specific information rather than the 
actual totals, which would be higher. In the following 
di:;cussion, the data in the table will be supplemented 
whenever possible by additional information having 
broader CO\'erage.86 

According to official pronouncements the total of 
credit:; extended by the So,·iet Union from the end of 
the Second World War until 1960 amounted lo some 
46 billion roubles out of which about 32 billion went 
to the cfntrall} plannE'cl E>conomies.r.~ During 1950-1959 

65 Thi!' applie~ mostly to the Cioviet Union and lo mainland 
China. Estimates of credits granted and received by thii< latter 
country that arc ~hown in the table are largely derived Crom 
announcements of the Soviet Union which do not always agree 
with the information <.krin•d from Chinese •ource•. Tht data 
bast·d on Chine•e •ource were not inrluded in the table but are 
•hown M'parately becaust', unlike tho,e for other countrie~. they 
werr derivrd from budgetary ~tati,ticq, txpre••ed in domt'Stic 
price, and related 10 actual flows or capital. Moreover, because 
they cO\·er cn·dits granted and rereived as well as repayment 
or loan~. they providt' information nece;.ury to a.••e!I the net 
flow, of capital or mainland China. In consequence, it is more 
ron~enient 10 di~cu•• the l.'apital flow of this country S<'parately. 

3 11 The total of Joan, granted from 1945 to 1960 was derived 
from the £ollo¥o;ing information: According to S. D. St'rgeev. 
EkonomiC'htsl.·oe Sotrudnichtstt·o I Vzaimopomoshch Stran Sot· 
sialisticheskovo Loguya, page 110, the credits granted by the 

ovit>t Union to thf' crntrall) planned economic since the war 
until the beginning or 1958 amountrd to 28.7 billion roubles. 
Thi!I, together with the 3 billion roubles granted to centrally 
plannt'd ec1momie:- in 195&-1960, brini~ thr total to about 32 
billion roubles for the p<'riod 1945-1960. Credits llf&nted durintt 
thl' Name period to <'Ountrie., out~idt> the C<'ntrally planned group 
amountt>d 10 about 14 billion roubles thus rai~inp: the total 
credit~ granted to all countries by th!' Sovitt Union to about 
46 billion rouble~. 

It is not known wbtthrr th1·,e figure~ include the value of thl' 
Soviet share or the joint companie!i in former t>nemy territories. 
According to I\. \1. Smimov, Mtzh1lunarodnye Valyutnye I 
Kreditnye Otnoihenia SSSR, page 272, "In 1954 the Government 
of tht> Soviet Union ceded to the respective socialist countrie•, 
th1• Sovirt ~hart or the~e companies on advantageous condition" 
providin11: for rt'payments nvrr a period of several year•." Such 
joint companiC' were established in Romania, Hungary, Bul­
,zaria and mainland China. At tbt' end of 1956 debt~ ari~in11: from 
th,· liquidation or joint companie• were canrelled by the Soviet 
l'nion, at least in some or the countrir8. 
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Table 3-16. Credits Granted and Received by Centrally Planned Countries, 1947-1960" 
(Millions of rouble,) 

{;rc.nlir\l trnmlry 1111d tyriod Tot.,./ 
Alban in 811/911ri11 C:tth1>-.,.,.,,.,.;,. 

USSR 
19l7-19l9 ............ 2,6J6 19 423 132 
1950-195:J .. ..... . . . l,616 373 120 
1951-1957 ... ........ 6.261 191 610 54 
1958-1959 ..... 1,696 526 250 
1950-1959 ........... 12,576 l.090 980 54 
1960 . •.............. l ,215 650< 

Czechosfornkia 
1950-1953 ........ . ... 320 320 
1954-1957 ............ 681 
1958-1959 ............ 361 
1950-1959 ... ........ 1.365 320 
1%0 ................ ·195 

Eastern Germam· 
1951-1957 o • o

1

o , o o o o o o o l.l l3d 38 73 
1950-1959 . ........ .. . l,H3 38 73 
1960 ................ 254 

China (mainland) b 

1950-1953 ...... . ..• . . 50 50 
1951-1957 .•.... . ..... 2,951 55 
1950-1959 . . ...... . ... 3,001 105 

Oth!'r 
1917-1919 ............ 29 29 
l ()SQ.1953 .. .......... MS 60• 
195·1-1957 ......... . .. 77 
1958-1939 .......•.... 
1950-1959 .. . ....•... . 222 60 
1960 ...••..•.. . ..... 

Total, all countries 
1947-1919 . . .......... 2,665 19 152 l:i2 
1950-1953 . . ..... 5.131 123 500 
1951-1957 . . ........ 1.119 2S.l 68.'J 51, 
1958-1959 ......... 2.057 526 250 
1950-1959 ............ 18.307 1.233 1. h33 51 
1960 .. .. 1, 96-1 650 

SourL-e: l nitrd Nati'1ns. Eron()mir S11rn') nf Euro,w in 1957 
(Sales No.: 58.ll.E.l) , diap1er VI;,\ . M. Smirno\ , Ml'::hduna.. 
rodnyl' Vafotnyl' I K"ditnJe Otnn•hmia SS::,R f\1osrow, 1960) ; 
S. I>. Sergtev, £4·,,nomiche•ko, S11trndnichl'.</l'O I I wimr1pomoshch 
Stran S, /.Mli.,11rh,,Ao1·0 Lng,rya (Mo•cow. 1959); I. A. Ly~Pnlo. 
F.konomicht.,koe S11tmdnichmL·o KV R So Strano mi SohialiJJi. 
chrJAnLo lag_,·rya {~fo•cow, l 960) : \ . K. Kakharo,·, C. \I. 
Prokhorn,·, Dru:hr~kaia Pomosl,rh I T':aimot')/!o,/noe Sotrudni­
rhestr o I Moscow, 195Q): nalional 1•erio,lical publu..-ition~. 

• Crt>dits granltd to anrl rccehed frnm c-ountrie;; other than 
centrally planned economies an• not included. Ba,t>tl only on 
informution on crrdi1s announn:d for indi\ idual counirie.~ and 
pt'riod~. Thf' •pgrf'/!&lr. tlata announ,-e,I hy M>tnl' ,·ountri1·~ arr 
considerably larger than the IOtnl obtaine,1 by adding the 1·redit~ 
acrounte,l for in the tab!, . 

b Data on credits recehetl and Franted bv mainland China 
ancl on loan!I received by other Asian crntrally planned econo· 

the total amount of crt'dit!- extended by the So\'iet Union 
to all countries <'quailed ahout 33 billion roublrs.sr 

Al Tht' crl'dit!I acrountrd for by data rt'lating to individual 
countrie, for 1950 1959 amounted lo 22 billion rouhll's, 0£ which, 
as •hown in tablt: 3.16, 12.6 billion rouhl1•, wt're cxtt>nded to 
tlw Cf'ntrally planned <·conomie•. The additional 11 billion 
roub!t, unaccounlt'd for b} data for individual rountrir;, wt·n· 

timated as follow,-: Out of the 16 billion roublf', total credit• 
for 1915-1960, mt'nlioned in th,,, text. the crrdih acrnunted for 
by data for individual countrie• for the period 19H-1960 
amountrd to about 28 billion rouble;;, lt'avinir an unac:counted 

R...:tit ing ec 1mlri~, 

E,uurn 
c ~rm11n1 

lfurt'J'll'Y Poland nomnnia 
Mongolia, 

<:hina Vorlh Vi,/ 'Va.m, 
(m .. inl'1n.Jlb North Korrob 

1,912 ]20 
185 103 WO 1,200 1,935 

1,120 975 1.624 510 520 630 
110 ilO 100 

l,i15 1.788 2.021 5·10 1.720 2,665 
565 

102 460 122 
111 250 
111 102 710 122 

495 

60 400 110 162 
60 100 llO 462 

254 

230 2,666 
230 2,666 

85 
47 30 

17 30 8.5 

1.912 120 
·185 103 100 1,200 2,020 

l.120 l.4M 2,18-1, 680 520 3.880 
221 710 250 100 

1.826 2,227 3.1:w 680 1,720 6,000 
719 565 

mi~ are ro1Ndcra.bly lower than the figure!\ 1lerived from the 
bud~etary tlata of mainland China. for reasons stated el•ewbere 
in thi, chapttr, thi information could not be integrated into 
thr other llvailahle ,tati~tic5. 

• Thill loan wa agreed upon at the end of 1960 and announrt'd 
on 1 Januan 1961. In addition, thr Sm·iet Union a1t1eed to 
po•trone the 'repayment of 160 million rouble~ due in 1961-1963. 
See Eknnnmirhe,kaJa Cnuta, 20 January 1961 (\fo•cow). 

d Including 1.5 million roubles granted by Eastern Germany 
lo Albania i.n 1 %1. 

• Out of which 28.5 mi111on roubles extended jointly by cev­
eral eastern ~ uropean countries for the con!ltruction of a bridgr 
ac·ros, the Uanuoo. 

'In a,ldition, Polantl had receive,) from the United State~ 
loan, amounting tn 255 million dollars (1,020 million rouble!!) 
in 195i-195'> and 171 million dollar;; (68J million rouble~) 
in 1%0. 

A tentative e,..timate of total loan!': granted during 
thi!, period by all rentrall) planned E"<'onomit-~ lo each 

for clilfnt·n< e of ahout 18 billion rouhlt-•. incr !nan, in 19J5 
and 191-6 w,·re not Vl'T)" 4ignificant, then• dori. not ,eem to he 
too p:rcat an error in a~~uming that the,e 18 billion roubles 
IH'rt' di~tribute,J uniformlr on•r the J)l'riod 1915-1%0. Thi!> 
\\ould add bout 1 l billion rouhlrs for 1950.1959. 

Out 0£ th,• 33 billion rouble, calculatt>d in this mannt'r, nearly 
IO billion rouble~ wl"fl.' extended to eountrie~ other than ren· 
trally planned economit•s. 
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other nnd to under-devt>lop<>d uncl other countri<>s located 
outside that area woulcl be over 10 billion rouble,. out 
of which nbout 13 billion ,, ere granted to the latter 
countries. 

The available information on loans received by the 
centrallr planned economir~ ( lee table 3-16) shows 
that in eastern Europe the leading recipirnt countq was 
Poland which bet,\ren 1950 and 1959 receiwd more 
than t.billion rouhl~ and brl\,een 1917 and 1960some 
7.5 billion.~8 The n•corded loans re!'eived during 1950· 
1959 by other ea'-tt-rn European countril's were con· 
sidcrably smaller, amounting to 2.2 billion roubles in 
Hungary, 1.8 billion in Eastern Grrmany, Ll billion 
in Bulgarin,50 1.2 billion in Albania and about 100 
million and 700 million in Czrchoslovakia and Romania. 
respectnel}. The loans n•ceived by mainland China 
from the Soviet Union, as n·ported in oviet ,-ources, 
amounted to about l. 7 billion roubles. The total re· 
corded credib lXlt>n<ltd to Mongolia, \'orth 1'.orea and 
North Viet· ~am by all rountri<'S equalled 6 billion 
rouble:;. How1•, er. llwse statistic~. which total about 
19 billion rouble,., an• incomplete; the total of loan<: 
rerrivcd during 1950-1959 by the centrally planned 
economic" prohahl) amounted 10 about .10 billion 
roubles.60 

The f ollo,, ing d{'Scri pt ion of trend· in the grantini:: 
of cn•dits is based mostlv on data included in table 3-16. 
since the amounts inclic~ted in the text but omitted from 
the table are not a,·ailable on an annual ba;,;is. Credit, 
grnnted by the So\'irt Union appt>ar to have increa.,ecl 
until 1957 and lo have belll'd olT and declined sine<· 
then. Czechoslornkia and Ensll'rn Germany ,rem to hine 
het'omc important lending t'Ountrics only around 1955. 
Their foreign lending apparently increasrd in subse· 
quent )Cars. Mainland China extended loam, to other 
countriei; as earl) as 1951. The principal credit, e>.· 
l<'ndt•d to Poland b) the other centrally planned econo· 
mie:. during l950-1959, amounting to 2.9 billion rouble-., 
\\Crt· mode available in 1956 and 1958 much smaller 
credits lwing rccei"ed in thr folio" ing years. Siner 
Poland also rect•ived long-term credit:; from the United 
Stales beginning in 1956 the situation in the la.,t half 
of the decaclt• difT ered con.,iclcrahly from that in the fir~t 
half "hen foreign loans were onlr occasionally avail­
ablr. ome"hat similar wrre the changt·s in Hungary, 

~8 part from loans gro.ntl'd by the Soviet Union, Czecho­
slovakia and Eastrm Germany, Lhl'..e totals al~o includt' tht> 
loans irantt'd to Poland by the Lnited States amounting to over 
one biJJion rouble& ($255 million) in 1957-1959 and about 681 
million roubles ($171 million I in 1960. The effect of Soviet 
loan wa JlartiaJly olhet hy <ll'livrrie~ of Polish coal to the 

oviet l 'nion at reduced price,. In o,ember 1956 the Soviet 
\Inion decided that Poland ~hould be compen~atPJ for the re­
sulting lo-<es and conrellrd the outstanding dC'ht, which 
omountrd at the timr to 2.1 b111ioo rouble,. 

no Credit~ received by Buliiaria from the So,·ict l,nion be­
tween l91S and 1960 omountt·d lo ov~r 2 billion roublt>s accord· 
ing 10 £konomicheska,·a G~ttn, 20 January 1961. 

80 Thc•se total~ contain a ,ult~tantial amount of duplirauon 
sine,• th1· crrdit,rrceh inf! countrie~, l'~pecially mainland China 
and l::astl'rn Germany, also granted crrclits to other countries. 

which. cxrept for a 10:~ million rouble:- loan from th<' 
Smiet Union in 1951. did not recein• an, cn•dit., until 
the end of 1956. The inflow of foreign loan,; brginning 
in '\oH•mber of that )'l'ar, largeh to deal with the difli­
<'ultit·s created by the uprising. slowed down during 
1957 and was brought to a complde :.tandstill by the 
rnd of 1958. Bulgaria ohtaim·d considerable credits in 
1951-1953. Further capital inflows began in 1956 and 
ha,e continued since then. Eastern Germany received 
,;ignifirant loans in 1953, 1954 and 1957. \Iainlancl 
China ohtainecl the bulk of its nrdits b<'tween 1951 
and 1955. 

As the SoYiet Union \\as usually th<' major supplier 
of capital to the other centrally planned economies, 
the lrt>nds d~rribed ahove largely reOecl the changes 
in the dbtribution of cr<'dit!'. 1,trantt-d br this country 
8C'twcen 1950 and 1955 the outflow of SoviPt C'apital 
was mainly directed to the Asian rentrally planned 
1•conomic,., espeC'ially mainland China. In 1956 and 
1957 the major recei, ers of credits "ere the European 
centrally planned economie,.. Beginning in 1955, how· 
c\'cr. the flow of funds to less de,elop<'d rountrie.s located 
out:.ide of the area of the centrally plan1wd economies 
began to increase an<l it bas continued since then. In 
1958 and 1959 thc:-e countries wen• by far thr most 
important receivers of · oviet credits. 

Tlw ,;lowing down of the flo,\ of O\ iet capital to 
other centrally planned 1•1·onomies in more recent years 
was partly offset by an increase in outflows from main· 
land China. Czecho ·lornkia and Eastern Germam. A 
significant portion of the Chines~ capital outl1ow ·took 
the f·orm of grants rnther than credit~; the major re· 
t·eiver were i\'orth l\.orea. Mongolia and North Vi<'t· 
"am. Besides I rrdib and grants to the above Asian 
countrit>S. mainland China granted loans to Albania and 
to 11 ungar} . Le,s ,-ubstantial granL-; and credits were 
also reported to have bC'en extcndt·d by this country to 
Burma, Cambodia. Ce}lon. Cuba and l\<'pal. 

Czechoslovakia and Eastern Germany. in addition 
to supplying credits to the other, most!) European, 
centrally planned cronomi~. ha,e also l'-tepped up their 
credit programmes for the less de,elopecl countries. 
\'\ hi le the share of less dt>veloped art>as in total credits 
granted by the,,.t> l\,o countries roc:e q•ry stet>pl} in per­
centage term . it ha-. remained quite modt•c:t in absolute 
term1;. 

The periods during which thr!'e grants ,vere al tht>ir 
hight•sl \\ere not nccessaril) those when the in,PStment 
drin~ was most intt>nsc. Hungary recei,ed all and Poland 
most of its loans in periods marked by the pre,1;,ure 
of consumer demand and wide-sprt>ad discontent. Ea.c;t. 
ern German) received foreign credits in 1951 and 1957. 
when th<' inH'Slment drivf' wru. ~lowing down. In main· 
land China and in Bulgaria the inflow of capital wo~ 
synchroniZPd more closely with the a<·celeration of in· 
,rstment, although in thl' former country this wa!\ true 
only in the initial ) ear:, of po:;t-war development. 
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The forms in which credits were granted varied from 
timl· to time. In the reconstruction period immt•dintely 
follov.ing Second World War, \\h1·n the ability of the 
Soviet Union Lo suppl} good!' was se,erely limited by 
the conscquenct>s of war devastation, crediL~ granted to 
l'astcrn Europe srem to ha,c 1·om1isted largel~ of gold 
and hard currency loans. Beginning around 1950. 
credits were extended largely in the form of capital 
goods, and these playrd a very important role in the 
industrial development of the recipirnt countrit~. In 
1956 and 1957. however. the crcdib extended to ea.;tern 
Europl·an countrie:- ,\ere mainly for the purpo,e of 
rovering the trade deficiL-. cau~ed by an expan.;ion 111 

consumption. The character of foreign capital flows 
unclernent another change in 1958 in connexion with 
the greater co-ordination of long-tr.rm planning achiewcl 
through tlw Council for Mutual Economic As~istance. 
This co-ordination took the form of ngret•menb provid· 
ing for inter-country !-pecializalion in \'arious fields of 
economic activity and tht'reh) afTt·ctf·d the compo~ition 
of foreign loans. 

The prrrecling disruc:sion on foreign loan, and trade 
balances was based on :-tntistie:; expre,,ed in foreign 
trade prin•c: of the central!} planned ernnomic,. Th~e 
pricl'" an• entire!) unrelated lo dome.,tic prices.Rt In 
c·onst>quence. to analyse capital flows in conjunction 
with domc.·..tic imestmenl it is necesc:ary to revalue the 
former in domcst ir price ... 

This rcrnluallon raisl'S a number of conc<'ptual and 
static:tical problems, which for lac-k of adequate infor· 
mation eannol be entirely ~olved. Among the limitt'd 
possihilities. the mo.;t appropriate \\ould st'cm to be 
to romerl n1•t imports and credit, rereived h) the ratio« 
of dome:-tic Lo import prices. and nl'l export-. and credit 
granted uhroad hy the use of the ratios of dome:.tic to 
export price~. Data on net trade revalued in dome:-tic· 
prict>s arr n•lated to fixed inn-~tment in table 3-17. 
Although thc:-e ratios can be con..,idrn•d only as broad 
approximations "ubject lo error, tlwy eem to indirat<• 
that from a purely quantitative point of vic•w thr foreign 
Oow.; wl're not \'ery important in relation to clome~Lic· 
fixed imec:tmcnt. Among m·t importing rountries the 
ratio of nrt imports lo fixed ime,-tment varied from 
7 per cent in Poland to a negligible• value in Hungar). 
Among net exporter:-. the oviet Union. which wa,- b) 
for the mo!-l important capital exporting countr}', ex· 
perienced an average ratio of only onr prr cent. Jn 

RI Data on foreign lrade and on forl'i~n loan~ arc a• a rule 
l,ast'il on world price~ and l'OO\'!'rlt'd into roublt'" or into na· 
tional currrnrie,- of indivirlual countries al the official e:1.ebange 
ral<',., Work! priC"es art' mf"anl to he tho,r. prevailing in tht• 
private !'nterpriw eronomie,. As the official ud1ange rate~ an· 
in mo,t ca-e• entin·l) unrelated to the ratio, hr1wr1·n dome .. tk 
and "orlrl pric,·,, the data nn foreij!ll 1ran~c1ion• evt•n if ex· 
prr,.., d in national currency cannot he C'ompart'd with 1ho,1· 
Tf'latinit In tht' dnm,·•lic flows without approprialr. adju,tmrnl. 
The problem o( adju,tment is rompliratecl hy lhr fart that in 
1h,· t't'ntrally plannL"d t'conumit's prict·• of produrrr good are 
drterrnint·d on an enlirdy different bash from tho~e of con· 
•unwr good,. In con•equence, the dom,·,tic pri,•,• ratio• of con· 
uml'r and producrr (tCHid, are entire!} diffennt frum thosi· 

prevailing on the world market. 

Eastern Cl'rnlnn) , and probably al!'o in Czechoslo\'akia 
(although price co-efficients are not a,ailable for this 
<'ountry) the ratio wa., about 5 per cent. ln the~e two 
countrie, the ratio ro,e in the coursr of the decade. 
while in the So, iet Union ii fell. 

Table 3-17. foreign Trade Balance.~ as Percentage 
of F1xed Tnve11tment, 1950-1959' • 

Country 1950·1953 f951·f957 1!158·1!159 t950·f959 

Bulgaria . ........ -1.0 +S.9 -9.3 -0.7 
China (mainlan J) •• -U.2 -u -4.7d 
F..astern Germany .. +1.9 +9.6 +6.2 +s.o 
Hungary . .. . . +1.0 -3.8 +2.7 
Polanrl ....... -3.8 -5.6 -9.3 -6.8 
USSR ..... . •. +2.0 +o.9 +o.s +u 

SourN!: See table 3-1. 
• In orrler to calculate the!le ratios it was necessary lo have 

foreign balancei; expre,ced in domestic price11 (for reasons, see 
footnote 6110 the pre,enl charter). Data on this basis, however, 
were nol availal,le for the So,·iet lT nion and for other countrie, 
could be derh e i only for a •in~le year. For the Soviet Union, 
therefore, the f,,rci~n balance~ had 10 be revalued by a ronver­
sion coefficient calculated on the basis of offirial ~tatement~ 
indicatin!l that after the 1961 price and exrhange rate reform, 
the new dume•l c prict'S, equal to one-tenth of the former prices, 
corresponded to "orld price converted inlo national currency 
at the ne" exchange rale which rai,ed the ratio of the rouble 
lo foreipi cum ncies t •t 1imt~. The coefficient obtained on thi 
bo~i• corre,po11ds in general to information derh·ed from a 
comparison of orcign and domeslir prict'S of a number of com· 
mod1tie,; For uther countries ceparale con, er~ion coefficient~ 
for imports an,! exports rould be obtained for a !lingle year by 
di~iding trade ,lats exprei«ed in foreign prices by corrC!lponding 
data expre,se<l in clomestic price~. 

In order lo obtnin coefficients for other year~ the a,·ailable 
ratios had 10 be extrapolated by means of indices of the ralio of 
domestic 10 foreign prices. The indices were obtained separately 
for imports an I exports. For any country, the index for e~port• 
(imports) is a wei1,1h1ed index of the dome•tir prices of con!iumer 
and produrer (!OOd• divided by the "orld index of export (import) 
prices. The dome-tic pritl' inclex ..,.a, v.eif?hlerl by the compo~i­
tion of expor .. (imports) in 1953. The e~limated convef!lion 
roefficients for net imports and net export~. rei;pt'Cll\ely. for 
the avcr11ge of 1950-1959 are as follows: Bulgaria, 2.38 and 2.23: 
Enslern Gem any. l.27 and 1.95; Hungary, l .81 and 3.5Q; 
Poland, 6 .70 und 6..\1; So~iet Union, 2. 13 and 2.43. The ame 
coefficirnts wue used for romerting data on the foreign lending 
and borrowin1• of the centrally planned e<:onomie:;. 

b A plu~ sif?n denote• nt'l exports and a minug •ign nl't imports. 
• E,timated ratio for 1958-1959 was equal to +0.7. 
d Total for 1%0-1957. E.,timated ralio for 1950-1959 amounted 

to -2.3. 

An e,aluation of the rt>lati,e importance of foreign 
loan~ as e,.timaled from credit, e,tc•nded or receivt>d 
difTrr .. conciclerahlv from thl" evaluation hast•d on for· 
l'ign trade ~tati<sti:«. The ,alue of credits ~ranted by 
the Sonet Union in 1950-1959 expn~cd in domestic 
prier" amc unted to about 2.6 per 1·ent of its fixed 
inw .. tnwnt.G2 that of Ea!<tl"rn German) to 3.:i per C'ent. 
The lattt•r countr) recei,ed credits amounting to ,ome 
:U per <'e11t of it-. fixed ill\ e,tment, :,.o that its net for. 
eign lrndi 1g \\II-" in~ignifil'ant. In Bulgaria the ratio 

~: llnJ. .. ,. otherwi e <lated, the ratio, u t·d in tht" followin11: 
di~cu .. ,ion are ha~t"d on thl' inrompl,·IP dala on for,.ign ll"ndin11: 
and borrow ng rerordl'd in 1aull' 3-16, supplementl'd by the in­
formation o:i loan~ granted to undl'r·dndopeJ an·a•. 1£, in<tt•ad 
of the data indudrd in thl' tahlr. information on lhl" total 
rrerlit. grantl'd by the So, iPI l nion i, u,l'd, the ratio of total 
rrt'tlilq iiranlt>d ahroad In fi<tl'd invf'<tment srt•ms to have 
amountt.'d to 3.5 pn rt·nl during thl' dl·cad!'. 
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of cn·dits rt'('t'iHcl to fixerl inwstment was about 9.5 
per c1·nt. and in Hungary about 7.1 per cent. A com· 
parison of these ratio,- with those based on foreign trade 
balances shows. a!'I one would expect. very great difTer­
rncrs m magnitude.8 Poland wa~ the only f·ountry for 
which thr ratios to frxrd inn-stment of cn'dit granted 
and of nrt import~ were ,imilar. ahou! 6.:i per cent. 

The a\'ailahle rlata for mainland China are more com· 
plete than for any other Cl'ntrally planned economy. 
"inre they permit the mea::.un•ment of net capital Aows 
on the hasi,. of loans actually utilized or disbursed, and 
of repayment:-. It j., therrfore po~sihle to supplement 
the cursory ref erenct's lo Lhis country in the preceding 
discu.,.,ion with further nnalyc,is. Bet,,·ren 1950 and 1957 
the oviet Union wai., the only country extending credit,; 
to mainland China. According to Sovirt sourcrs, the 
rredih extended totallt·d 1.720 million roubles, although 
then• exi:,ts an ~timatr of crrdits recei,·cd by mainland 
China amounting to some 5.5 billion roubles:'• This 
discrepancy is ~ large that it ran hardly be attributed 
to any po~siblc t•rror,- in tlw r timated con\'ersion co­
cfficienb, and sugge:-b. rathrr, that the Soviet data have 
more limited coverage. and may exclude. for mstance. 
loans for non-t>ronomic purpoc;es and !lhort·lerm com· 
mercial loan~.··~ 

Chine~r data expre~--ed in dome:-tic price:; are not 
suhircl lo uncrrtainty ari!!ing from the con\'ersion rate.-;. 
I'hese indirntt• that llt'l\1t•en 1950 and 1957 the loan~ 
received by mainland China amounted to 5.:3 billion 

r.s This dilfl'rt>nce may he due to •everal foct<>r•. A part £ram 
the tlilfert>nce bdwt·cn loon~ t'xtemled and loan,; utili1.t·d. thi· 
data on cn•dit:; granted or rcct'ived arc gro·~ in two othrr re, 
i;pccts: they represent lutal, !(ranted during a givl'n J)t'rioJ 
without any allowance for tht' valur of loans rt'paid and for 
loan~ grnntf'd to other rountrit>~. Tht>y may al~ includt> 1tranb 
and in ,omt· ca,rs militar)· aid, whirh •l'ems to be excluded 
from trodt· balanre•. On the other hand. thf' data on trade ha! 
ancr do not inclnd1· imi,iblr", which in ,omr cnuntrie, and 
durinf!, somt' fll'rind touJ.I ha, t' bt·t·n significant. 

01 \ rt•ct·nt publication of the ln~titull' of Sinology of thr 
Sovit'I Acadm1y of Sci,.nrt·~ 11uotcd the sum of 1.720 million 
roubll's alon11,~idc that of 5,294 million yuan• as 1tTan1t•d lo 
moinl,md China I ,f.'t' Ekonomirhe~koe SotrudniC'heM~o KN R ",o 
Stra11ami 'ohinli.ttiche~l.010 l,agef)a C:\1oscow, 1960)). Unlike 
tlw informalion 11ubli~ht•d liy olht•r Ct'nlrally planned econom1 .. s 
ronct'ming lonnR granted l,u1 not m·cr~,arily u1iliz•·<l. tht• data 
on mainland China rdt·r to arlual di,bur,rnwnt" or receiph 
a~ rt'rordrd in the talt• hud::Nq of that country. The,c data 
arc 11re•umably 1•xpr1· .. ,.d in donw,tir pric<·,. and tlwrdort' ran 
he rompari•d directly with 1lo111estic inv1·~tment 1•xpenditurr 
ex11rt••,,·d in tht• ,amt• price,. But li1tlc• is known about the Tl'· 
lotion ht•t\\cen dunw,tic and foreign price, rxpn·,-.·d in yuan, 
although il i, gennally aqsumrd that the<c dilferenc•"S arc not 
very largt• and in any evmt much ~mallPr than in other CPnlralh· 
plannc•d 1·ronorni1•,. Morl'OH'r, th,• actual yuan-roublr. rxchange 
rate 1111plif'd during 1950-1959 i" not known although therr art' 
rra,on, to hclinr that that rat,• Huctuatf'd. Thr • ovit•t bulletin, 
on exchange rate, cover th1• other centrally planned economies 
an1l mo,t other countril'•, hut do not ronlain any rla1a on yuan,. 
Thr <>ffirial rat«' of exchang,• announced ,,·wral ) ear,. ago was 
two rouhles to tlw yuan. 1 he cro" ratr ohtain1·d hy relatin2 
the )'Uan tu lhl' roublt• and to the pound ,trrling indicates a 
ratio of 1.7 ronhlt•s tu the ) uan. But the rate derivrd from the 
rornpari,nn of lht• valut' of oviet-Chinhe lrade expre• cd in 
roublr, and in } nan,. durin1t rerent yi•ars indical(•, a ratio of 
l.Ol rouhlr.• to tht• yuan. Thi• rail• wa, u,1·cl 10 ronvnt into 
rouhlt·~ thr loanij rrct'ivt•d hy an,! extr.nded to mainland China 
during the period under re,ie\\, 

yuans while the loans e>..tended by mainland China to 
other. mostly Asian, centrally planned economies 
equallrd 3.9 billion yuans. net borrowing thus amount· 
ing to only 1.4 billion yuans. As the budgetary statistics 
of mainland China make it po~sihle to estimate repay· 
ment:, of foreign loans, the net Aows can be derived. 
After allowing for rt'payments there was a net outAo,, 
of soml' 200 million) uans in 1950-1957 but this became 
more pronounced in 1958-1959. Taking into account 
recordt>d loan in 1959. il appear:.. that during the 
decade a:.- a whole there was a net outAo,, of capital 
amounting to at lea:.t some 1.6 billion yuans, but, if 
allo,,ance is made for the e:;timated loans extended in 
1958, the nt>t outflow might ha,e been as much as 2.8 
hillion.'rn 

During the first three years of the decade, in 1950-
1952. the exces::, of credits received over credits granted 
was wry ,-ub:,Lantial, amounting to 1.9 billion yuans. 
but the loans of about 1.6 billion yuans extended in 
1953, mo. tly to North Korea. only par tly offset by 
further loans from the So\'iC't Union, reduced the cumu­
lative net tnflow of capital to only 700 million yuans 
for the period 1950-1953. During the two following 
years mainland China continued to receive a net import 
of capital but the repayment of loan beginning in 1954. 
together with the decline in foreign borrowing and the 
continuation of foreign lending. resulted in a continuous 
net outflo,, of capital beginning in 1956. The importance 
of these flows mea~ured in relation to total fixed invest· 
nwnl is indicated in the following data on capital flows 
a,- a percentage of fixed im·estment: 

/.,qa,u ,...,i,,d 
IAXm# Net 

Grou 
'ti of"""'-"' gront,d p,,.,.,. 

1950-1952. 16.6 16.6 2.1 U.f> 
1950-1953 .. 1 l.l 11.1 8.0 3.1 
l95-t-195i ...... 4.:J 1.9 3.4 -1.5 
1950-1957 ... 6.1 1.5 1.7 -0.2 
1958-1959 -1.5 0.5b -2.Qb 
1950-1959. .... :ts 1.8 2.8b -1.0b 

• Jliet flow• are equal to loans receivf'd from abroad, net of 
repayments, less loan~ extended abroad. Minus sign indicates a 
net oulflow of capital. 

b Thesr data nn loans extended and on net flows are under­
,tated becau•e they do not include the loans extended in 1958, 
for which no data are available. The inclusion of the estimated 
value nf these credits would raise the ratio of net outflows for 
1953-1959 to between 3 and 4 per cent of fixed inve~tment and 
for the decade of 1950-1959 to between 1.4 and 1.9 per cent. 

u:; It is po .. ible that t.he totals announced by mainland China 
includt· part of the value 11f the Soviet i;harcs in the joint 
01·iet·ChineSf' companie'< which, after their di,~olution, werr 

to he n:imhursrd ovtr a prriod of •tveral year,. I Set the joint 
Soviet-Chinese communique puhli,hed by l:vestia ( Mo«cow) , 
12 October 1951-.) 

•,G During 1958-1959 mainland China did not receive any addi­
tional credit, from abroad. The repayment of foreiim loan~ 
amounted Lo about one billion yuans during the-,e two years. 
Thr data on credil fll'antrd were available only for the ytar 
1959 and amountrd to 350 million yuans. The net outflow oc· 
counted for so far wa, equal to 1,350 million yuans, which. 
1ogctber \\ilh thr 200 million yuan• indicated in the text for 
1950, l 957, brin~· the Iota I net out How durinit the derade to 
1,550 million yuan,, exclusive of credit• txtrnded by mainland 
China in 1958. A ll'ntativt 1·•timate of these crrdits yielded a 
fi1rnrr of 1.280 million for 1958. Adding thi• amount to the sum 
indicatt'd abovr, onr arrivr• al a total of 2.8 billion yuan•. 
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1t appear, frc,m Llwse data that nrl foreign horro,, ing 
in relation lo dome.-.tic imcstmcnt ,,a,, very important 
only in 1950-1952 when it amounted to mon• than M 
per cent. fn tlw cour~e of tht' following } ear:. this ratio 
fell considerably and. aftrr 1956. became negatiw. Dur· 
ing thl" decade as a ,, hole the net outflo,, of capital 
amountl'd to bet\\ een one and 2 1wr n•nt of dornc,-tic 
fixed inwstmenl. Dt• ... pite the deficirncics of and difTcr­
rnce-. betwren mra!-ures of capital 00\1s ba-.t·d on ~tali,;· 
ti<-s of cn•tlih and granh r\tended, on the one hand. and 
trade balance-.. on thr other. the foreign trade data indi­
cate a roughly similar trend to that ju::.t mentioned: a 
con::.iclerahle net import during the rarl} years of the 
decade fol lmH·d b) a ~tet•p decline in the !-urplu!I in 
-.uh·equent year:,;. and a net r·xport in 1958-1959. 

Tlw incn•ai-,ing importanct• of loans cxtrndcd by thr 
centrally plannt'd t·conomic,. lo undcr·dcH·loped coun· 
Lri1•::. makr.; it pertinent to present some additional infor· 
mation on Lhe,..e capital flo,,~, ,,hich began around 
1951 / 7 Vny modt·~t al that timl'. tht• rxtendcd loan,­
ro,l' almo:-t continually from }Car to yt·ar reaching an 
amount of 3. J l,illion roul,le, in 1959. The total amount 
of crrdib granted from 1951 to the latter part of 1960 
"a" equal lo about 18.1 billion rouble,. Tlw di,tribution 
of lhr:;e loans o,er lime is sho"n hcl°'' I in hillions of 
roubles}: 

1951-1955 ............................ 1.4 
1956·1957 ............................ -1.0 
1958-1959 ............................ 7.4 
1960 ...................................... 5.6 

The So, icl Union wa~ by far the mo;..t important lend­
ing comllr) in the group. It provided O\'er 75 pt:r 
Cl'nl of the total cn•dits exl<'nded. :\lainland China par· 
ti<-ipatetl in the aid lo under-deH'lop<'d countrit·s in the 
amount of 720 million rouhles. a large proportion of 
which tonsi~tl'd of grants."' Ea:-lern European centrally 

11, Th,• clata on tlu·,e flow~ rnuld not ht' pre•l'nlt•cl rn talile 3,16 
h+>t·au-,• uf la<·k of a1l<·4ua1c· information <in thrir distribution 
by lt·ntling ,·oan tri,•,. 

6 ' In c11n1ra,1 tu 1h,· . ovirt l nion. the aitl o( whkb con~i~tt•d 
olmo l rxclu~ivt•l)' nf rn•dits. 

planned economies granted '-Orne :1 billion roubles to 
undt•r-tl<·vclopecl area-., Czerhoslovakia and E115l<'rn Ger· 
many Ul'ing 1 ht· mo,t important lrnder:;. 

The e:\q>an,ion of l<·nding ,, as accompanied by a sub­
!-lantial incr ·a.,c in the numher of counlril"" recei\'in!! 
financial aid f rum Lhl' n•ntrally plannrd t>Conomies. Up 
to I 957 almo,t all the crt•dit" wen' granted to fi\'e coun· 
Irie,.;: Af ghani .. tan. Egypt. India. Indonesia and Yugo· 
"la via: by the middle of 1960 thi-. numher had 111crcascd 
lo twenl). The percentage distribution of crC'dih and aid 
exlrndcd h~ the centrally planned t•conomie:-; to less 
cle1 rlo1wd ei,unlrie~ i" shown belo" b) area :60 

A .. ia ............................................................ 39.6 
India ...................................................... 20.2 

l\lidd e East .............................................. 23.2 
Un led Arab Republic ........................ 17.0 

Afric,1 ....................... ................................ 6.1 
Latin America .......................................... 7.0 
Europe ...................................................... 24.1 

Tht''-C lo, II" were U"ually granted at low interest ratec. 
of 2 or 2.5 Jll'r cent and wwc repayable in from ten to 
thirl) yrar . . dep<•nding on tht• purpose and size of the 
loan. In ra,es when• the loans werr extended for the 
1·onstructio11 of a "perific proj1•ct. tht• repa) ment was 
lo begin only after its completion. As a rule the clel,tor 
country was entith•d lo repay the loans in dome-.tic: cur· 
renc) orb:· export of dome tic products to the cn•ditor 
country. Ctt•dit-- were only rxceptionallr granted in hard 
curn·ncy. In mo:-l cases credits con,..btt·d of goo<i, 11ece"· 
~ary for :-;prcific projrcts. and frequently of a,::.istance 
in prt.'liminary programming and ~unrying. :\!'! thel'l' 
preliminary stagrs are time consuming. perhaps no mon• 
than 25 pr r cent of the total cn•dits C''\ll•nd1·cl to under· 
dc·,elo1wd countrit.,. lwtween 195 i and 1960 had hcen 
actually utilizl·d by the end of the decade. 

"I' Ba~eJ on information from lhl' rereh·ing rountrie ... ,1o .. 1 
of thr cred 1, originally ofTen·d tu \ UJ!o,la\·ia Wt're ind1·finitely 
po,tponrd hy the oviet l ninn and olht•r t·a"h'm Europran 
countrie~. 

Conclusion 

Although an insuffidt•nt•y of data ha,; pn·rluded an 
inlt'gratetl anal}sis of changr:-; in ~<·cloral -.a\'ing and 
ill\ t'stmcnl. the foregoing discussion afTords a ba~is for 
a fc11 gennal conclu,ions about the :-t•cloral pallern of 
im(•,tm1'nl finance in the centrally planned economie.; 
in the nirwken fifties. 

Till• mo~t c1ident conclu,ion is that 1udg<'tllr) saving. 
11 hirh on the a,<•rage wa, the large,-l ~urrt> of fund" for 
financing ime-.tmt'nl. accountt>d for a d<·clining ,hare of 
"a\ ing during the cour--e of the decadr. This shift. as ,\ell 
as inter-countr} \'arialions in tlw share of hudgt'lan 
,a\ing in total sa\·ing. ,,a~ largely inOuencl'd by ,·aria· 
lion in govrrnment policie-. \I ith re,p<'cl lo :-tale enln· 
pri-.t~. rollerti,c farms and tl1t• prhatc St•cton,. 

The 1lt·cline in the share of budgetary saving in the 
total was a,,..ociated ,, ith a risf' in the sa\·ing and in the 
cll•grt•e of -.c•lf .financing of .the stall' enterprbe sector. 
relkctinc- important altnation, in gowrnmcnt policy. 
AL the bq;inning of the Jecadt·. mo~t of tlw profits were 
lran,f rrr<'d lo the budget regardle,..-. of th<· financial 
rwedo.; of the enlerpri.,es. \1 hich were "t•ned instead hy 
huclgt'lar) grant:-. Thi:- policr. tending lo maintain i.lrict. 
rPnt raliz,~d control o, <'r tht• finances of the t•rllerpri~e,, 
\\a,.. -.ub•equently alterC"d so a:- to lea\!' a much grcakr 
portion of the profit!- at the· di-.po«al of the enll'rprises. 
\n important factor inlluencing this change was the in· 

crra,..t'CI empha:-is placf'd on e,pan"ion of output through 
trclmfral impro\emenl" in the e,i,..ting enlt'rprisc, rotht•r 
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than through new construction This policy reduced 1he 
need lo transfer funds from old lo new enterprises 
through the state budget. The increase in the share of the 
saving of the state enterprise ~ector in total saving wru; 
al~o influenced by price reforms which, by eliminating 
deficits or increasing th(• profits of enterprises, reduced 
thei r reliance on budgetary grants. 

The state enterpri!-e :iector was not the only benefi­
ciary of shifts in the !'ectoral di~tribution of saving; the 
collective farms and the private sector also substantially 
increased their share of total saving. In the collective 
farm sector, this change came about largely through a 
risr in money earnings and in the undistributed revenue 
of the collective farms resulting from increases in the 
price!\ paid by the slate purchasing agencies. The rise in 
prhate :iaving was influenced by several factors: a sub­
stantial impro,ement in real per:,onal income, an in­
creaH' in the availaliility of durablt> consumer goods 
and-probably most important-an incrrase in the sup­
ply of in vestment good,, allocated by the statr authorities 
lo private housing construction. As a result of all these 
changes, the sectoral distribution of sa, ing was quite 
diff en•nt at the end of the period from that at the begin­
ning. While data limitations prevent a statistical de­
~cription of tht•sc changes in some of the centrally 
planned economie,.,., uffirient information is available 
lo indicate that in five countries in 1958-1959 budgetary 
saving amounted to only about a half or le:,;s of total 
Sa\ing. ln ~ome countries private Sa\'in~. and in others 
the snvin~ of lhe state rnterpri!:C !-t'Ctor. ranked second 
in importance. The saving of collecti\'e farms was 
generally lt..o:,.s significant, ranging from a negligible 
proportion in Poland to about 11 per cent of the total 
in Bulgaria. 

Allhough variations in the sectoral distribution of 
saving \\'ere due in large part lo variations in go\'ern­
ment pol icie:., they also reflected changes in the share of 
national income devoted to investment. During the 
t•urlicr period of dewlopment. the mobilization of an 
increa~ing "han• of thP. national income for productiw 
in\'eslment in the :-late enterprise :-ector had as it:, 
counterpart a considerable restriction on the growth of 
the inromc of collective form<: and households and on 

the ~uppl} of physical resour<'es allocated to their invest­
ment. Sub. equently. "hen the inv~tment drive slack­
ent>d, a change in this policy had the direct effect of 
increasing pri\'ale and collective farm saving. Similarly, 
the rate of saving in state enterprises increased as a 
result of modifications to methods of their financing 
which were a,-sociatecl "ith a dec~leralion in the growth 
of in,estment. 

The directions taken by international capital flows 
were largel)' but not entirely influenced by the difTer­
<·nces in the le\'el of industrial development among the 
various centrally planned economies. The hulk of the 
foreign loans was received by the less indu;;trialized 
European and Asian countries. Among the lending coun­
Lries, by far the most important was the Soviet Union. 
but substantia l loans were also granted by Czechoslo­
vakia and Eastern Germany and, rather surprisingly, by 
mainland China. Although the credits received by the 
lattt•r country from thr oviet Union were very con­
,iderable. the loans granted by mainland China to other 
countries wrrr not much smaller, and if account is taken 
of the repayment of loans, mainland China. the least 
developed country of the group, apprnrs as a net ex­
portrr of capital. 

The flow of credits was not always synchronized with 
the intrnsity of the imestment drive in the receiving 
countries. In some cases most of lhe credits were received 
during periods characterized not by an expansion of 
investment but by ri~ing claims for con. umrr goods. 

The share of fort'ign loam! in total saving both in 
lending and in borro\ting countries \,as relatively small 
throughout the perio<l. rspecially if calculated on a net 
basis. Ilut the ar.tual impact of the inflow of foreign 
capita I on the development of the receiving countries 
was at time, eonsiderahly greater than would appear 
from th«· quantitati, e ratios relating to the" hole decade. 
The loans rrceived in the form of machinery and equip­
ment for strategically e;sential induc;;tries played n con­
siderable role in the post-war recovery of several coun­
lrit>:-, and in tht> initiation of their industrialization. In 
the sub!-equenl period. the loans "ere largely used by 
re(·ei,ing countrie,.. to overcome specific shortages that 
impedrd their further economic growth or stability. 
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Chapter 4 

RECENT TRE~D IN INDU TRIAL COU~TRIE 

The year 1960 wus characLerizcd by cli,erging lrend,­
in demand and outpul in North Am<'rica on the one 
hand, and in western Europr and Japan on the olher. 
At the beginning of the }N\f dC'mand was buo} ant 
throughout the industrial counfrics. In the United 
States the rapid recovery from the impact of the steel 
strike led lo expectations that 1960 \\Ould be another 
boom ) ear. In several we.c:.tern European countries, in 
contrast, there \\US a likelihood that expansion might 
b<' slowt'd down by the growing pre<-sure on productive 
rapacity and by the increasing Lightne.c:.~ of labour sup· 
ply. In fact, demand in the United tatrs faltered in 
the st'concl quarter of 1960 and a mild recession devcl· 
oped during the second half of the year. The level of 
output for th<' year as a whole nnertheles surpassed 
that for 1959, though the rate of increase was, of cour:'e, 
substantially lower than in the preceding year. In most 
we tern European countries and Japan. suppl} proved 
to be more elastic than had heen anticipated; and a,­
total demand continued lo rise in l 960. output gent'rally 
e panded at a hight•r rat<' than in 1959. However. be­
rau~c of the setback in orth Amrrira. the over-all ral<' 
of growth for industrial countrie,- derlined from 6 per 
ct'nt in 1959 to 4 per cent in l 960 ( sPe table 1-1). 

Table 4-1. Industrial Countrie~: Gros~ '.'-lational 
Product, 1958-1960• 

(Indices at con,tanl pmcs; 1957- 100) 

Tndcutriol North Wtslun 
}·,..,. cmmlrit, Amrrir.ti Euro~ 

1958 .......• . .. 100 99 102 
1959 . ............. 106 105 106 
1960 •..• . ..•• . • . .. 110 108 113 

Source: DhiAion of General Economic Rl'•earrh anti Polide, of 
the l nite,I ~utiont- Senetoriat, bo l'cl on clata from reptie;. of 
Co,ernment" 10 the l nited Nation~ quc-t10nno1re of 'o\emher 
1960 on eronomic trendH, prohlnn, and polit·ies, OrJlanisation for 
Europt>an Economic Co-0111·rotion, Gc·nernl Stati,tical !1ullrt111 
(Paris), and offidal nntiuna ource,, 

• Rt>gional totalK art> dc•n\'e.l from rountry dato ot prire, und 
exrhangt rates of 1951. Total for indu~tria1 1·ountrie, indutle, 
Japan, for which data refer to li~cal years beginninf:l in ,\pril. 

The 1960161 recrs!-ion in the United State., \\I\S 

initiotecl by a !-harp fall in the rate of imenloq accu­
mulation. which more than off sl'l tht' cxpam,ionary t'ffecl 
of acl\'ances in other dt•mand componcnb. notaLly in 
export:; and public consumption. In the first quarter of 
1961, however, there was also a :-mall decline 111 the 
volume of final purchn.-,c::. of good,-. In Canada. the 
ups,1ing was brought to an end at about the same time, 

when inventory accumulation. fixed invei,tment and ex­
ports declined c.imultaneou. I). But domestic expansion 
soon resumed its strength and conc.equentlr output in 
the fourth quarter of 1960 recovered to a level abovt• 
that of the first quarter. Unemployment. which had 
failed to decline in lint• with the recovery or output after 
the 1957-1958 reces .. ion. rose substantially both in 
Canada and in the United States. 

In most \\ estem European countries the ri!'e in total 
output attained penk rate,-. in the early part of 1960. 
During the rt'i,I or 1960 output continued to adrnnce 
but. generally. more slowly; in a number of countries, 
howe,er, ratei- of expansion tended to stabilize toward!­
the end of the year. The principal factors in the ex­
pansion of 1960 were an upsurge of industrial in· 
vestment in plant and equipmt•nt and the continuing 
buoyancy of con,;ume1 drmund for durable~ and other 
manufactures. Larly m the yt•ar thr expansion ,,as also 
t•nhanced to some cxtuit In stockbuilcling. although in 
~ie,1 of their high import contrnt. change,- in ill\Cll· 

torie,- tended to ha, e a more limitrd effoct on dome. tic: 
outpul in tht· wt•stern [uropean counlrit•s than in tht• 
United State,-. The decline in the rates of growth in thr 
course of 1960 resultrd partly from a weakening of 
demand for exports. particularly to the United tale.-.. 
and to somr <'Xlent al~o from mrm;ures of restraint 
"hich sewral countrie~ had introduced at the height 
of the up~wing early in the ) ear The impact of these 
measures wa: e-.peciallr nident in the i.larkening of 
the pac-e of residential ,·on..,truction, which had contrib­
uted largely to the ups,, ing of activit} in 1959. In addi­
tion. go,ernment conczumplion and public construction 
wen· hrld down in t-en•ral countries for the purpo,e of 
reducing pressure on rf'sources. The main feature, of 
the 1958-1960 upswing an· sho\1n in table '1-2. 

The expan,;ion in western Europe in l 960 wa~ acrom· 
ponied by rising dt'mand for labour and further redu('· 
tio1i,- in the le\el of urll'mplo, mrnt. Many countries 
experiencetl a growing ~hortagc of skilled labour. cc;pr· 
ciallr in the con~truction and enginecrin~ indu!-lries. 
but there. ,,as generall} no o,er-all labour shortage. 
Tightening lahour markeb in \\estern Europe brought 
about some at·celeralion of wage increase~. \\ hich began 
to t'Xert pressure on prices in tht> latter part of the year 
\\hen the rist> in output ~lowed do,, n. Price increac;es. 
however. remained moderate. The relative stability of 
prices in 1960 reOrcted in part a decline in import 
prices for industrial materials and foodstufTs. ac: well 
a,- satisf actor) crop~ in the majority of countries, "hich 
helpt>d to keep domt•stic food price" stable. 
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Ta ble 4-2. Gr o~s ~ alional P rod uct and i ts I\Tajor Cmuponents, 1957-1960• 

(At constant prires: a~ perrenlage" of 1957 gro,s nntionul product; for 1958-1%0, increments from preceding year) 

<:Ounlrv and Y"'" 

If' e~lern Europe~ 
1957... . . . . ..... 
1958 . ... ... . . ...... .. 
1959 .. . . . . . ... . . .. ..... . . . . . 
1960 ......... ... .... ... . .. .. 

Austria 
1957 .... . . . ........... . 
1958 ....... .. . . ... . ....... . 
1959 . ...... . .... .. . 
1960 .... ... .. ... . ... . . . .. 

Belgium 
1957 .. . . . . .. . . . . . . . . .. . ... . 
1958..... . . . . . . ....... . 
1959 .......... .. . .. ... . · . 
1960 . . ... . ..... . . . . .. . .. .. . 

Denmark 
1957 . . .. .. . .. . . . .... . . . . 
1958 
1959 . . . . ............ . . . . 
1960 . .. . ... ... . ........ . 

Finland• 
1957. . . . .... . .. . .. .. . 
1958 . . .. .. .. .. . ...... . ... . 
195<> .. .. .. .... .. . 
1960 .... ... . ..... .. .. . 

France 
1957 ...... . ... .. .. . .. . . . 
1958 . • . . ... . . .. ..•.. 
1959 . . . . ...... .. . .. . . . . 
1960 . .. . . .. .. . .. . . . 

Cnma11y (Federal Republic) 
1957 .... . . ...... .. 
1958 . . . . . . .. .... . ....... . 
1959. . . . . . . . . . . . . , , . · 
1960 ..... . ... . ... .. .... , .. . 

Ila fr 
f957 . ...... .. . . ... . 
1958 ...... .. . .. ... .. ... . . . . 
1959 ........ .. . . ... . . . . ... . 
1960 . .... .. ... .... ...... .. 

1\'ctherland1 
1957 ........ . ..... . ... . .. . 
1958 ......... ... .. . . .. .. . 
1959 ......... . .... . 
1960 . . . . .. ... .. . ... . . . . . . . . 

i\'orrrn} 
1957 . . . ........... .. . . . . . . . 
1958 .. .... . .. .. ... . . . . .. . 
1959 .......... . .. . 
1960 . . . . .. .. . .. . . . .. . . . .. . 

Stn:dend 
1957 . ... .. ... . . .. .... . . . 
1958 . ..... .. . . . .. ... .. .... . 
1959 .... . . .... . ... . . . .... . . 
1960 .... . .. . .. . .. . . . . . .. . . . 
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5.2 
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Tahlt· 4-2. Gro. !-< National Product and its \1ajor Components, 1957-1960• 
( co,itinucd) 

(At constant prict>~; a~ percentages of 1957 grMs national product; for 1958-1960, increments from preceding year) 

COU11try and y.ar 

United Kingdom 
1957 .................. 
1958 . . . . . . . . ..... ..... .. 
1959 ... ................ .. 
1960 ....................... 

1Yorth ,lmerica 
1957 ........ ........• ..... ... 
1958 .. ..................... 
1959 ............. . ........... 
1960 ................. . ....... 

Canada 
1957 ....•.......... . . ... .. 
1958 .......... . . ...... ... 
1959 ..................... . . 
1960 .... . .....•...... . ..... 

United States 
1957 ............... .. .. . .•. 
1958 .. . . ...... ... . . . .. . 
1959 .. ......... .... .. ..... 
1960 ............ ..... ' .. .. 

Japan • 
1957 ............... . . ... 
1958 .......... . ...... ... ..... 
1959 ................. . ....... 
1960 .. ......... . . . . . . . 
Sourre: See table l-1. 

Ciro,• 
nati01ial 
produrl 

100.0 
1.3 
2.8 
4.8 

100.0 
-LO 

6.2 
2.7 

100.0 
l.l 
3.2 
2.2 

100.0 
-1.2 

6.5 
2.7 

100.0 
3.6 

18.3 
13.3 

T'tr101111I 
con,ump­

tion 

67.6 
1.7 
2.8 
2.5 

65.3 
0.7 
3.7 
1.7 

67.4 
2.1 
3.0 
2.1 

65.3 
-0.6 

3.8 
1.7 

59.9 
3..t 
4.1 
5.0 

• Dnta ronform a~ far as po~~ihlt> to the OEFC •rtem of 
national anounts. lleitional lotali; ,He derived from country duta 
11 prier aml eJ1.chanst· rate, of 1951. 

"Excluding Austria and Belgium. 

Dc,-.pilr th<· do,\nturn of demand in orlh America. 
thr trade of iudu~trial rountries rO'-C' to a peak level in 
1%0. \s import demand declined in North A.merica 
nn import boom of unprecedeut<'d magnitudt• deYeloped 
in ,,e,..lern European 1·mmtries. which gave fresh im­
pel us to the 1•xpum,ion of \\ orld trade. Thi!- up,..urge of 
demand "uppliPd lht• main stimulus to a recon-r) of 
l'Xporb from th<' Unite1l .;;Lal~ and to n further expan­
"ion in tlw l'xporls of primar) producing countries. lt 
ul,,o lei! to a con:-;idl'rahle acceleration of trade witl1in 
\H·,,,tem I:uropt·, c•!>p1•c1ullr among the· member" or the 
Europ1•an Economi1· Commun it). 

The expansion of t•xports from \\es tern Europe was 
arrc tetl after the first quarter of 1960 when United 

talt>S imports began lo decline, and trade balance~ 
dett•rioratt•d progre,-,iH•l) during th1• rest of the year. 
The deterioration orcum•d print:ipall) in trade with 
tht• Lnilt•d lairs. \\hl're the trade balan('e ret'orded a 
corre~ponding improvement. But despite this i,hift in 
external balances. the rate of resent• accumulation ac· 
ce!t·ralt'd in Wl'slern Europ<\ "hilt· thl· Unit1·d tal<'s 
rest•ne position delt·riorated no les:- than in 1959. This 
,leHlopmenl re:,.u\ted primarily from a larg1• outAow 

Gt1<'unm,nl 
cnn,ump­

tion 

)5. i 
-0.l 

0.3 
0.5 

16.5 
o:; 
0.·1 
0.1 

12.3 
0.6 

-0.3 
0.1 

16.8 
0.7 
0.4 
0.1 

9.9 
1.0 
0.8 
1.6 

Pi:ud 
inv«I· 
m~r,l 

15.4 
0.2 
0.9 
1.6 

17.1 
-l.2 

1.3 
0.3 

25.0 
-u 
-0.:3 
-1.1 

16.5 
-1.2 

1.3 
0.5 

25.8 
2-., 
6.7 
9.1 

Chllngt in 
i,....n. 
loriu 

1.3 
-0.7 

0.2 
2.2 

0.4 
-0.5 

I. I 
-0.7 

0.6 
-1.9 

2.1 
0.1 

0.3 
-0.:3 

1.5 
-0.7 

4.6 
- ·1.3 

8.6 
-1.1 

E.:poru and imporll of 
gOO(U 1111d urriu• 

Bala nu 1£:,:poru lmpor/6 

0.3 27.1 26.7 
0.2 

-1.3 0.7 2.0 
-2.0 1.2 :u 

0.7 6.9 6.2 
-0.8 -0.7 0.1 
-0.6 0.2 0.8 

1.1 0.8 -0.2 

-5.3 22.5 27.7 
1.9 0.4 -1.5 

-2.1 0.4 2.7 
0.9 0.7 -0.4 

l.l 6.0 4.8 
-1.0 -0.8 0.2 
-0.5 0.1 0.7 

1.1 0.9 -0.2 

-0.l 13.7 13.8 
0.7 0.1 -0.6 

-2.2 2.1 4.3 
-2.i 1.5 3.9 

• Personal con,,umption include, chan~es in inventorieh. 

d Export~ include net ,en ice~; imports refer lo merchan­
Ji,.c only. 

• Fi~cal year be11inninj!: l April of year ~tatr1l. 

of ~hort-trrm funds from the United Statec. during the 
latter part of the year. chiefly to we,-tern Europ('an 
financ-ial centres. 

Relying primarily on rrrclit policy to re~train the 
up~urge of demand. several "e,-;tt•rn Europ<'an countries. 
notablv the Federal Republic of Germany and the 
United Kine:dom, rai~ed dic::counl rates early in 1960. 
A"' the pace of activity slackened in the United tales 
and cn•dit was east•cl. interest rate cliff erentials ,, idened 
and United Stales fund, ,~ere attracted to western 
Europe. Tht re-emergence of large-sc·ale movemenb of 
"hot mone~ .. a"' a major '-Ourcc of payment:; di~equi­
lilirium wa" facilitated b) the elimination of pa}menls 
restril'lion!; in thr major I:uropean financial centre!\. The 
outflow of U11it1·d tale:- funds wai- also enhanced b) 
speculation on a po,-sihll' rl'alignmrnt of exchange rates. 
ancl it orca,ioned a ~ub ... tantial drain of tht l nited 
State,- gold re~ene. To stl·m the inflow of United tates 
funds. and in an effort to co-operate in pre,enting a 
f urUH'r deterioration of thr United Statrc; balanre of 
payments. disrounl ralt'" were lowrred in Lhe Federal 
Ht'puhlic of Germany and thr United Kingdom lute in 
1960 dc~pik continuing clome,-tic drmand pn•c,-:ure. 
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The e'<perien<'c of 1960 has focusC'd attention on the 
limitations of credit policy. ac,, a regulator of domeAil' 
economic artivity. In view of ine\'itablc difference,- in 
the Liming of cyclical changes in the major induc,,trinl 
countries. reliance on the interest rate as the principal 
instrument of anti-cyclical policy i,- liable to givr rise 
to interest rate differentials. \\hirh ma} srt in motion 
international nows of short-term funds. ~o long as basic 

PART JI. CuRRE~T ECO~OMIC DE\.ELOPMENTS 

balance of payments disequilibria persist in !!'Orne of 
the major induslrial countrie,. "hot money" movements 
ran he expec ed lo produce recurrent payments crises. 
While the elimination of structural imhalance remains 
the chief goal of go\'ernment policy in the field of in­
ternational p1yment". increa~ing con~ideration is al~o 
heing gi\'en to tlw qu~tion of appropriate dome!-tic 
anti-cydiral policies. 

Domestic developments 

TnE OOW!liTllR" 1:-. ~ORTH A,tr.RtCA 

The decline of output in the United States \\hich began 
in the '-<'Cond quarter of 1960 brought to an end the 
.;hortesl of the post-war upswings. The ri,e in industrial 
production had la..;ted only twenty-five months when the 
downturn began. compared to thirrr-five months of 
expansion during the years 1951-1957, and forty-fi,·e 
month, in 1949-1953. A c-omparison of the cycle of 
1957-1960 with the preceding one sheds some light on 
tht• factor, that have accountrcl for the brevity and lack 
of vigour of the rec-ent ups,\ ing. As table il-3 shows, the 

a\'era!!e annual rate of gro,\ th in gross national product 
was higher during the period ]957-1960 than in ]953· 
1957. but thf expansion of final demand in the private 
,,•ctor slarl.'cnetl considerably bet,,een the two cycle,-. 
Th1.• factors ,vhich accounted for the more rapid growth 
in 1957-1%0 '"~re to ~ome extent accidental: an ab­
normally high rate of imentory accumulation in the 
first quarll'T of 1960 ofter the termination of the steel 
,trike, which raised the 1957-1960 gro1\lh rate: and 
c·uthacks in defence expenditure during the period ]953· 
1957. which depr<'"~<'d Lh<' over-all growth rate of that 
period. Rut the more important fact is that the growth 

Table 4-3. United 'ta tee,,: A\ ernge Quarterly Chnnites in , elected 
Economic Indicators During Recent Bmine8s Cyclei;• 

(Perrentage) 

/Inn 
huring rrpan11on Durin 1 eonlr«lion 

During rnliN' 
bunMII eyr~ 

195~· 1!157 t .958-19611 195.1-195', lb57-/!158 l!IG0-/96/ l95J.1957 t957-l9'i0 

Gross national product 
Final purchases!>, ...• 

Private purcha es• ........ . 
Personal con~umplion ..... . 

Durables ...... . 
Gro:-s private fixed inw~tment .. 

Proclurcr durable~ . . . . . .. 
Government purthases. . .... 

Mnnufn<'turing prnrluction . . . . . 
Durable, ................ . 

Non-agricultural emplovmrnt ..... . 
Manufnr1uring~ ... . : . . . . . . .. 

Durable good, incluslric, .... 

1.0 
1.0 
1.3 
LI 
1.5 
0.8 
Lt 

-0.1 
1.6 
1.7 
0.7 
0.1 
0.7 

1.1 
l.l 
1.2 
1.2 
2.1 
1.1 
1.9 
0.t 
2.8 
3.2 
0.7 
1.0 
1.3 

Unemplo) lllf'nt•....... . . . . . . . 
Total pt"Tsnnnl income... . . . ... 

-1.7 
1.7 

-1.9 
1.6 

Wag<' atni ,alary ili~bur,ement~ 
in manufacturing.... . . . . ... 

TOTAL TR\:'i.'f'ER PAY\lf1'iS ..•••• 
2.0 
2. l 

So11rN': Division of General Economic Re,rarch 
and Policies of the United ~ation Secretariat, 
ha•ed on data from United States Department of 
Co~m.erce, Sun:t~l of C11rn:nt Bus«nP$$, Business 
Stat1$l1rs and U.S. lnromf and Output (WllShington, 
D.C.) . 

• Change, computed from sea•ooalJy a1ljustcd 
monthly or quarterly data. For the monthly data. 
three-month nerages centred on the month of 
bu,ines, cycle turning point have been used. The 
turnin,: point months (July 1953, Augu~t 195 i. 
Jul} 1957, April 1958 and \lay 1960) and quarter, 
(sec·ond quarter 1953, ~econd quarter 195·1, third 
quarter 1957, 61'!1t quartn 1958 and r.coml quarter 

2.1 
1.0 

-0.9 -2.i -0.7 0.6 0.7 
-0.5 - 1.1 -0.l 0.6 0.6 
-0.2 -2.0 -0.1 0.9 0.6 

-0.8 -0.4 0.9 0.8 
-1.0 - 5.1 -3.6 0.9 0.7 

0.1 - -1.8 -2.2 0.8 0.2 
-1.5 -·9.S -3.3 0.7 -0.3 
-3.0 1.6 1.2 -0.8 0.7 
-2.3 -5.1 -2.8 0.5 0.7 
-3.7 -7.·t -3.6 0.2 0.3 
-0.8 -1.5 -0.7 0.3 0.1 
-2.9 -·1.0 -2.7 -0.5 -0.4 
-3.9 -5.6 -3.6 -0.6 -0.6 

3.3 3.6 l.6 1.0 0.8 
- -0.l 0.1 1.2 1.2 

-2.1 -2.8 -2.0 0.9 0.8 
3.1 6.1 3.1 2.7 2.4 

1960) 11 p to \fay (seroncl quarter) 1960 are accord 
ing to the N tional Run,au of Economic Research. 
February '6rsl quarter) 1961 is the latest period 
for l<hich data are included in the table. 

b Gro!<S nntional product less change in inven. 
torie,. 

• Final purchase, legs go,ernment purcha•es of 
goods and s1·nires. 

J ProJuct on workers only. 
• Ahsolutt• change in unemployment as a per­

centage of ii,1lian labour force. For example, the 
averages for August 195·1 and July 1957 were 6.0 
and 1.3 per cent, re,prctivel;, and the change 
,hown in the tahle for 1951-19a7 i• -1.7. 
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of final drrnand ha hl·corne less vigorous during the 
recent qclt>. mea-..un·d from peak to peak. than during 
the pn•·dous Olll'. In particular. private fixed invest­
rnl'nt. and cc;perially ime.,tment in machinery and equip· 
mcnt. has expanded less rapidly. owing in part at least 
to the cx.istt•nce of considerable e~cess capacity. 

Tlw setback in 1960 was ne\E~rtht'll'SS relati,ely mild. 
Gros.-.. national product in real trrm~ declined lr,s dur­
inj:!' the fir.;t two quarters of rect•ssion than in the cor­
responding pt>riod of t>arlil•r receca"ions. and final 
dl•nrnnd l'Vt'n recorded a modPrate achance. Unemplo}· 
ment, none the le:-s. rost> sharply. The declirw of total 
output during the sec-one! quarter of 1960 wa,; preretled 
h} a period of stagnation in total manufacturing produc­
tion mul of rapidly cle,·lining output in the primary 
metal~ ~ector. 

Ahhough a number of factors combined lo bring the 
upswing lo an end and to reverse the trend of produc­
tion, its immediate caw,e was, as noted earlier, a sharp 
decline in the rate of ill\•entory accumulation after the 
first quarter of 1960 (see table 4-4). Throughout the 
up!'\\\ ing of 1958-1960 inventory movements had strongly 
innuenced its course. tockbuilding. for its part, was 
affected h) the Rtril..e in the steP.l industry in 1959. In 
the fir,t half of 1959 intensive stockbuilding in antici­
pation of the strike C'ontrihuted to an acceleration of the 
pace of expansion. The strike, which extended over most 
of the second half of tht> year, was accompanied by 
irwentory liquidation in the durable goods sector. The 
s<'ltlt'ment of the strike in November 1959 was followed 
bv an upsurge of in"entory investment as steel using 
industries rebuilL their depleted tocks of materials. and 
r<'stocking also took place throughout the channels of 

Table 1-1. orth America: Groqs ,ational Product and its ,'\lajor Components, by Quarter, 1958-1960 

(<.hnnge from preccclin~ quartrr; sl'asonally arlju,ted annual rate~) 

Ptraont1l ,;,ou fu:rd 
<:h,1n9e ro,uumplior, inrtilmwl• lJnltinrt 

r;roslf ,n Go,run· of 
rullional bu,;,.,.., Pinto/ Rt1i· ,\ft1chi11<ry ffl4'nl goo,u 
prnduct i11t('n· ,J,nmnd """''"' nnd t.zp,ndi- and 

lnri,• Toial /)urollt,, T11lnl eollllrur.• rquip· lull" lfrr,itl'I 
lionb mtnl 

United St,11es 
(Lillio11s of 1951- Jollar,) 
1958 

Thin! 11uarter . . . . . 8.5 2.8 5.7 3.6 0.3 0.2 0.9 - 0.·1 u 0.1 
Fourth ciuarter .... 11.2 i.2 7.0 .t.6 2.6 2.3 1.6 0.9 1.5 -1.:1 

1959 
First crar1cr .. . . . .... ...... 8.6 3.9 1.7 ts 1.7 2.1 1.5 0.2 -0.1 -1.6 

econ 11uarter . . .. . .... 11.3 3.:1 8.0 6.1 2.3 2.8 1.2 1.7 0.1 - I.I 
Third quarter ..... . ... . .. . ... -7.9 -10.l 2.2 0.8 -0.1 0.1 -0.8 0.2 -0.7 2. l 
Fourth quarter.. . . . . ....... 2.8 :rn -1.0 2.0 -0.1 - 1.1 -l.3 0.5 -2.0 0.2 

1%0 
first r~uortcr .. ... ..• , . . . . .... 11.4 6.0 5.1 2.0 0.7 0.8 0.2 1.1 IA 
1·con quarter . . . . . . . . . . 1.7 - 5.0 6.7 3.5 O.l 1.6 -0.l l.8 0.7 0.8 

Third quarter.. . . . . . . -t2 -4.2 -1.1 -1.7 -0.2 0.2 1.5 
Fourlh 11uorter ....•.. -1.0 -:to 2.0 0.7 1.0 -0.7 -0..l -0.6 0.8 1.2 

Canada• 
(hillion~ of Canadian clollars at 
current price ) 
1958 

Third quarll'r . . . . . ...... 0.30 0.21 0.09 0.28 0.08 -0.08 0.0-t -0.0.l O.JO -0.29 
Fourth quarter .. . . . . . .... 0.48 -0.()7 0.56 0 18 0.10 0.07 0.08 0.09 -0.15 

1959 
Fir,;t 1~uarter. . . . . . . . . . . . .... 0.56 0.55 0.01 0.:12 0.06 - 0.37 -0.o7 -0.08 0.09 -0.22 

l'C'onc quarter . . . . . . . . . . . . .. 0.61 -0.2·1 0.85 0.16 0.01 0.30 -0.08 0.26 0.17 0.17 
Th ird 11unrter . . . . . . . . 0.31 o.:n 0.30 -0.0t 0.13 -0.03 0.15 -0.21 -0.27 
Fourlh 11unrtcr . ............ 0.·11 -0.28 0.72 0.33 -0.06 0.01 -0.12 0.06 0.38 

1960 
fir,;t 11uar1er . ............. . .• 0.5] 0.57 -0.06 -0.02 -0.08 0.08 0.05 0.09 0.12 
C::ecoml quartn.. . . . . . . . . . ... -0.15 -0.33 -0.12 O.l8 -0.01 -0.53 -0.21 -0.16 0.13 -0.30 
Thi rel quarl<'r .. . . . . . . 0.28 -0.56 0.8-1 0.01 -0.09 0.12 0.05 -0.0t 0.21 0.51 
Fourth quartl'r . .... . , . 0.60 o.:i5 0.21 0.52 0.30 0.15 -0.02 0.15 0.09 -0.·15 

Sourr,•: Gnada, Dominion Bureau of Stahslir,., .Vational • Public in,e81ment included in government expenditure. 
4ccounts lncomr. anti I:.:tprrid1ture, fourth quarter anti preliminary b Re,idential non-farm construction for the t: nited States; 
~nnual, 1Q60 (Ottawa); Unitecl State, Department of Comrnerre, new resiclential construcrion for Canada. 
Sur1·r, of Curl'f'nt Bu~nl's$, and Eomomi~ Rrport of thr p,..iidf'nt, • Chan~e,; in gro~" national product include ·•residual error", 
January 1961 (Washington, D.C.). which is not shown separately in the table. 
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di<.trihution for durable good" in anticipation of a 
strong acl\'afl('e in final demand. Wlwn this proce"" came 
to an end in the . econd quarter of 1960, the rate of 
ac('umulation was sharply reduced. Busine,s policies 
regarding inventorie,- becamt• more cautious as the year 
progr~. ed and the gro\\ th of final demand f ailt•d to 
come up to expectation. By the last <Juarlt'r of the year 
imc-ntory liquidation was wide-spread. 

Final demand. which had ~lackened during the strike. 
made a good n•covery in the first half of 1960. After the 
middle of the year, ho\\C\'er, domestic d"mand in the 
prirnte sector d"clint>d, furthP-r advances in final 
demand lwing confined to the public and ext('rnal sec­
tor.::. The contraction of final demand began with a sharp 
decline in consuml'r expenditure on durable~ during the 
third quarter of the year. and subsequent!}· . pread to 
bu"ine,._ fixed in\'estment. 

Per ... onal t'On!'umption played an important part 
throughout the cycle of 1958-1960. During th" 1957-
1958 reres'-ion. personal in('orne had declined little. and 
\\ hen it began to adrnnce in the c;econd quarter of I 958. 
con'-umer :,;pending, e~pecially on durables was stepp<'d 
up, parlly m, a result of the early recoYery of rr.~idential 
con,truction. The ri<.e in peri-onal ronsumption was 
«lowed clO\\n con-.idcrablv after micl-1959 with the lev­
elling off of con<.umr.r i~come during the «t<·el strike. 
Mode:-t increa~e!' in consumer sprnding during the 
-.econd half of 1959 occurrt'd at the <·xpense of per,onal 
"-aving. Th,· "ubc.e<Jurnt n•co, ery of income in l 960 was 
accompanied hy a ri~r. in the rate of personal :;aving, as 
consumption expand<'d lc.--s rapidly than incomt'. 

During the '-t'Cond half of 19<>0 inconw from employ­
mt•nt in the private sector declined :,;tearlily in con. e­
qurn('C of rbing unemploymrnt and a ~hortening of the 
,rnrk \leek. Other income component:-. including labour 
incomP in the public ,cctor and personal intt·re,t income. 
continued to ad\'ancr. and transfer payment, played 
their i;1abili1.ing role. The len•I of total consumer income 
wa!- tht•refore not afTected h} the contraction of tlw pri· 
, are wagt• and ~alary bill, hut il" the buildup of <.a\'ing, 
continued in the third quarter of the yrar personal con· 
... umption declinrd. Tht• relativ<' :-luggishness of con· 
,umption during the fir:,;t half of 1960 was a dmelop· 
men! that had not Leen fore,cen. 11 led in the fir,,t 
in,tanct• to OH~Mlocking and -.uhst•qumtl} contributed 
to the "harp decline in the rate of inventory accumula­
tion. Ilusine."" outlays for plant and rquipmt•nt. whirh 
had r-tarh•d to recover later than othn demand com­
ponents in 1958. continued to rise \ igorou"l} in the first 
half of 1960. But as the inventory cycle began to turn 
do,, nwar<lc. and con!'um1•r demand s.Jnckened. the e-..i,t· 
ing producthe capacity pro, ed more than adequat<' and 
im1'slment programme::. were curtailed. 

!lousing con~truction in the Unitt·d. tale!<. \\hich had 
reached a peak early in 1959. declined continuou.;ly 
until the ~cond half of 1960. It, le~el in 1960 was 7 per 
r1•nt hclo,\ that in 1959 and the number of new housing 

PART II. CURRENT ECO'.'iOMIC DE\ELOP!\fE:'iT~ 

. tarts fell b} 17 per cent. Tight credit condition" that 
pre\'ailed in lhc latter part of 1959 and during a goo<l 
part of 196) were the main rontrihuting factor. In 
the :-erond half of I 960, Lbe situation in the mortgage 
market \\8!-> ,•a,ed and borro,\ing co!'b were lo\\ered a.; 
a result of go\·ermnent anti-cyclical measure". The 
re!-pOn~r. to lhe!--C !<timuli wac;, howe,er. not immediate. 
But in the fourth quarter of the year there was a sign of 
some n•covcry. aq reflected. for examplr. in the increa~e 
of the number of application" for morto-ngc backing Ii) 
the Federal Hou~ing ,\dmini<.tration and th<' Vtteran~ 
A<lmini"1ration. 

During 1959. government exprncliture declined. 
partly in arrordancc with the federal programme for 
a halanced budget and partly as a re-.ult of a retarda­
tion of <'Om,truction by local and federal authorities 
during tht· ,t,·el c.trike. Public conc.truction reco\ered 
early in 1%0 and the decline in federal expenditure was 
reH•r,ed lat· in Lht• year. Go, c·rnment e,penditure there­
fore wa~ a nildly expansionary force in 1960. The part 
played hy the public sector in holc.tering demand was 
not ('On fint'rl to its O\\ n outlays on goods and ser\'ic<'c;. 
As noted e, rlier, tram-fer paymenb al~o advancl'd rap· 
idly. and, in addition, di<.burseml'nts by the Commodity 
Credit Cor lOration lo farmer~ increased in the i.;econd 
half of 19(0. 

fa.port demand began lo reco\'er in the latter part of 
1959, aml ib \'igorou!, expansion during the fiD-t nine 
month" of 1960 acted a." a brake on the dc·cline of final 
demand. The f actorc; re,ponsihle for the recovery are 
an.aired in a later :,;ection. 

Variations in demand affe('tl'd chiefly indu~trial pro· 
duction in the niletl talcs. Total manufacturing pro· 
duction ro,e hy 20 per cent from the first quarter of 
1958 to tht• ~('ond quarter of 1959. Follo,\ing the 
~etha('k dt ring the «teel '-trike it reco\ered by the first 
quarter of 1960 lo a le\'el ~lightly aho,<' the pre-strike 
pt•ak. This lnt'I was maintained up to the mid<lle of 
the year. Th,, drclinc· of demand during tlw c.econd half 
of l %0 "as refl('cll'd in a 7 per cent rrduction in inclus­
trial output bet\,een June and D<'('ember. Output of 
durahle good, contractt•d more harply than the pro· 
duction of non-durable!:. the latter being Jells affected by 
the Mluction in imentory accumulation. 

Tht• de,•line of dt·rnancl in the United States had scri­
ou..; reperi·u,,.ion ... on the steel industry. After the restock· 
ing was c.,mpleted. order· and output declined rapidly. 
Thi' H'a!'c nally adjusted production index for the iron 
and qt•el indu,-try d<'clinl'd from 111 (1957= 100) in 
the lir,t 11uarter of 1960. to 92 in th<' second quarter. 
76 in the third quarter and 68 in the lru;.t quarll'r of the 
y<'ar. Du ing mo:-t of the '-t·cond half of 1%0 capacity 
utilization ditl not e\ceed 50 per rent. 

Howt•wr. cle~pile tht• general slackening of demand. 
196fl wa a rt>lnti,ely good yi·ar for the motor-car in­
dn .. try. Produrtion l'\Ceeded the pre,ious year\ le,el 
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by 1.1 million unit.:;, but ahout h,o-fifths of the rise in 
output \H'nt into inventories \\ hich \\f~rt' rebuilt <•arly 
in 1960 and remained high throughout the year. Part 
of thl' ri"e in i-alr-. r1•presented a di,-plac<.'ment of foreign 
rars. import-. of ,~hich declined by about 175.000 units 
from their 1959 level. 

l n Canada signs of rect•s..::ion began to appear in the 
fir:-! quarter of 1960, when final demand declined as 
the result of a reduction in consumer spending and of 
a further drop in resiclential cont-lrurtion which had 
lwen falling sincr the beginning of 1959. In the second 
quarter rect'5.'-ionary tendencies became more wide­
;.prend. extending to industrial fixed investment and 
imentorr accumulation. In acldition. contractive forces 
which lwgnn to gain ground in the nited States spread 
to Canada through the decline in United States import 
drmand. whirl1 was rl'rlected in a <.harp drop in Cana­
dian e,porb in the S<•cond quarter of the year. The 
rising trend of demand in Canada was sharply reversed 
in that quarter and gross national product fell by 1.5 
per cent. Howr, er. per:;onal ronsumption showed con­
siderahle strength during the downturn in the econd 
(]Uarter. and it C'Ontinued to rise during the rest of the 
year. Although inwntory li'{uidation rontinued. fixed 
inw,;tment recoven·cl in the !-t>cond half of 1960. Total 
demand rons1•qut•ntl) began to recover in th<' third 
quarter and continul'd to advance more rapidly in the 
Inst quarter of the y1•or when thr invrntory movement 
was rr,·ersed. 

In Canada unemployment increa..;ed as entrants into 
the labour fore·<' exrPeded the growth of employment 
opportunit1e~. Total civilian <'mployment recorded only 
a hrief ,,etback l'orly in 1960. and subsequently rt'sumed 
its slo\, advance. In tht> United States the decline of 
acth it} reducl'd civilian employmrnt by around one 
million or 1.5 per cent between June and December 
1960. and uncmplo) nll'nt rose from 5.5 per cent to 6.8 
pt•r rent of the ci\'ilian labour force. The unemploy­
ml'nl rute in this country and the a\erage duration of 
unemployment haw been higher at each succe~sive 
cyclical pt>uk since l 95:1, a. shown in the following 
tohle: 

llnemplo)lnent and durali.on of unemplo)rnent in the 
Uniud States 

Pffllt qwarlrr 

1953: 

Untmploymenl cu 
puc~nl<IIJ~ of 

riei/inn lnbour 
Jortt 

Second quarter . . . . . . . . • 2.3 
1957: 

Third 11uarter . . .... : .... . 
19Cl0: 

3.9 

Serond quarter, . . . . . . . . . . 5.-1 

Al'<'m~t durol.con 
r,J unemploy=nf 

(=wl 

8.3 

9.8 

12.5 

Sourc.e: United States Department of Labor, Mo111hly labor 
R,l'it!u (Washington, D.C.) . 

Apart from the lower rate of growth in total output. 
factors such as shifts in demand and industry location, 
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technological devdopment including the spread of auto­
mation and changes in population growth also con­
tributed to the rising rate of unemployment in the 
United States. The general decline in coal mining, 
sectors of the mrtal manufacturing industry and the 
textile industr} has made for much higher than average 
unemployment in areas that are hea\'ily dependent on 
the--e indui-tries Furthermore, the rising trend of the 
avt>rage age of the labour force which prevailed during 
mobt of the nineteen fifties is in the process of being 
reH•rs<'d. as a result of the high post-war birth-rote. The 
number of annual entrants into the labour market has 
already begun lo increase, but tht". steepe t rii.e is yet 
ahead. 

Wage increast.>s were moderate both in Canada and 
the United tales, but their impact on costs became more 
marked as acti,ity declined and idle capacity increased 
( see table 4-5) Prices in 1960 were relatively stable, 
rrflecting a decline in the prices of durables off set hy 
moderate ad,·ances in those of non-durable manuf ac­
turt•d goods and foodc:tu!Ts. 

In the United tales monetary and credit measures 
whic·h had bet'n introduced as early as August 1958 to 
check a possible over-expansion, and which had been 
tightened in 1959. were reversed after the first quarter 
of 1960. Interest rate!< fell throughout 1960. partly as 
a result of two reductions in discount rates from 4 to 
;~percent, undertaken in the summer of 1960. Re~rve 
re(Juirements of banh were eased in September and 
Dt.>rember. and the margin requirements for purchases 
of -.tocks were reduced from 90 to 70 per cent. 

During the fic,cal year 1959/ 60 the federal budget 
attained a surplus of S 1.2 billion after a deficit of S12.1 
billion in the preceding fiscal year. The improvement 
in the budgetary outcome resulted from rising revenues 
during the upswing of acthity and from some reduc­
tions in expenditures. The progre.ssivity of the income 
tax and lower unemployment compensation disburse­
ments strengthened the cash position automatically. 
After the first quarter of 1960 these '·built-in stabilizers" 
slo,, ly began to reverse their course. In the first quarter 
of 1961 a number of steps were taken to accelerate the 
lran fer of purchasing power from the Federal Govern­
ment to consumers. 

Residential construction, which had tapered off after 
the middle of 1959, ,, as stimulated in 1960 by measures 
leading to a considerahll' easing of the federally con­
trolll•d mortgage market. .\t the beginning of 1961 the 
maximum rate on mortgages issued by the Federal 
Housing Administration was reduced by one-quarter of 
one per cent. The Federal National Mortgage Associa­
tion increased its sale prices on mortgages more than 
its purcha1-e price in order to allract funds to the 
mortgage market. In May 1961, the maximum rate on 
federally issued mortgages was again lowered by one· 
qu1rter of one per cent. Highway construction was 
!-tepped up in the second half of 1960, and other federal 
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Table 4-5. ::\orth America: Employment, Production, \~ age ancl Price~, 1958-1960 

t:an,1da. Unit,d ."llalu 

(958 
ltrm 

1959 tr/60 ([158 1959 19t,O 
/o'ir,I SreonJ Pirll Strnnd 
half h,Jlf hill/ '"'If 

Unemplo, ment a~ perrcnta{!e 
of cn ill an labour force• . .. 7.1 6.0 6.6 7.5 6.8 5.5 5.2 6.0 

{Pncr.ntagr. change from preceding prriod) 
Tntal l'ivilian emplo, mrnt• .. -0.5 2.8 
:\1anufacturing pm,fuclion• . -2.7 7.0 
Output per man-hour in 

m:muforturing• . . . . . . . . 1.8 1.8 
Hourly earning., in manufac, 

turin~ ......... . ....... 3.1 3.6 
Cnnsumrr price,: 

All item, . . ... ..... 2.6 1.1 
Food ., .. . ............ :rn -0.8 

&1,rct': Di, i~ion of General Ecnnom1c Research 
and Polil'irs of the Unitrd '\iation• Secretariat, 
based on data from Canada, Donnnrnn Bureau of 
StatistiC!I, Canadian Stalut1cal Rel'lew (Ottawa); 

huiltling project<: "en• '-tarted earlier than u-.ual, as 
funcl,- l,<·camr. avai lahli•. 

In Canada. governmPnt Lran;.f<'r payment!< in 1960 
advanred more ,harply than in 1959 a" a n·sult of in­
crea"ed dic:l,ur,emcnb on account of unemployment 
in,urance Ll'ncfits, old-ag~ pt•m;ions and family allow­
anc . The Go,ernment al!>o look mea'-un·- to reduct· 
!<NJ<:onal uncmplo~ men! during lht' "inter of 1960/ 61 
by advancing the !<larling date of lht• ~1unicipal Winter 
\\'ork, programmr and by extending its ron•ragc to 
inrludc additional l) pr·, of project,. An rasing of credit 
,1 a:< rl'flccted in a cll'cline of intere·,1 ralrs on ,;}10rt-trrm 
securitit·· from a post-,1 ar pl'ak lat<' in 1959 to a low 
point in rptemht>r 1960 whirh equalbt that reached 
during the rrc"'"'ion of l 957-1958. 

Tm. Cot RSE OF TII t E\.J> t\~10:\ I:\ \H:sTr.n:-. EUROPE 

\:\() }\I'\~ 

In ,1e,;trrn Europe the main factor, ,u,tammg the 
rxpaw-ion in 1960 were huc:inl'!'" fi xrd ime,tm!•nt. e,;pe­
rial I y in machinery and t'<Juipmenl. and private con· 
sumption. The· ri:-e in l'Xporl,-, \\hid1 had eontrihuted 
to th!' e,,ian,ion in tht· cour,e of 1959. lcH•llt·d off aftt•r 
the fir.,! quarlt•r of 19(,(), In .. entor) ac<·umulation ac· 
relcrakcl from mi«l-1959 to mid,1960. hut "'t1b,rq11rnth 
slatkl'nl'd. t''\C('pt in countri!'. such a!' the Unitrd l\.mµ­
clom when· an irl\oluntar) accumulation of ,tock, of 
lini,lwd product, occurred. The l,uilding up of stock-. 
of inlcrnwdiate products ancl fini,h1•rl good ... which had 
rnhanct>d the ri,e in output in 1959. prohably bream!' 
11·., important us un e,pan:<ionary fnctor in 19(>0. 

Dt",pilr u ~ent>ral similarity in the pattern of change, 
in d1•mand and .;upply in thl' variouc;. we-.tern Europran 
countrie., during the ups,1ing of 1958-1960. dilTerencr-. 
in liming and in rate~ of gro,1 th in Iota! output lwcame 

0.7 0.6 -1.6 2.:i 1.0 0.1 
0.9 -2.7 -7.3 13.7 L9 -3.5 

2.5 -0.9 1.2 5.5 5.5 -0.5 

1.6 1.1 2.9 1.2 2.8 0.1 

0.1 1.1 2.7 0.9 0.6 0.9 
-1.2 2.5 k2 -1.7 0.2 1.7 

Uniter! State Jlepartmr.nt of Commerce, S11rrt'r of 
C11rre11t R11,i11f'• I and United States Drpartment of 
Labor, l/o111lilr l,al,or Rel'irw (Wa~hington, D.C.) . 

• ll11lf-)1'arl)· ,la111 are :<ca•o1111lly adju .. tcrl. 

particularly mark1•rl in ] 960. An indiration of lhec;r 
inter-country dilf en·ncc·s is proYidrd hy \he mo,·emrnt 
of the index of indu,-trial production "hich arr sho,1 n 
in tahle i-6. In the Fedt•ral Hepulilic of Germany. Italy 
and the i\1•11 rrland,, ,1here activity had c:lacke,wd only 
hrieOy in 1958 and ,d1en· exparl',ion in 1959 had l>e<•n 
rapid. growth ratP<: in 1960 were once again al.,o.,,e Lhl' 
·,l\eragc· for the arra. Of the l\\o otlwr rnuntrie- where 
then• ,1a, al•o a hoom in 1959. Denmark did not achie,e 
um furthn ad,ance in the ratr of expansion in 1960, 
und tht• up-.,,ing in Sweden -.lo,\ed clo\\n appn•ciably. 
parll) a" a re,ult of ,igorous go,ernment measures to 
rc:-train demand. In the remaining countril'"· whert the 
up:-,1ing had got und1•r ,1ay !<omc,1hat later. trends in 
total output in 1960 varied. Au:<Lria and Norn·n) re· 
corded high rates of gro,\ th throughout 1960. but Lh<· 
l'XJll!n<.ion in 81•lgium, France and the UnitPd l\mµdom, 
though nppreciahl1• for the year as a whole. \las some­
,1 hat irregular. 

In tht· Federal R!'puulic of Germany. the current cx­
pan ion had -.Lartt·d a .. an inn,-.Lmt·nt hoom and had 
"Jlread in the cour:-e of J 959 to all ,ec·tors of the rcon· 
omy. T m111rd~ the end of that year, investment in 
machirwry and l'CJUipmcnt and rxport demand rose 
particularh rapidly. Sinrt• the country had t'xperienced 
no si!:mific:mt rrce .. -.ion in ] 958. the continuou.; expan­
-.ion in clemanil h·il to a shortage of laliour nnd the full 
utilization of proclucti, e capadty in many indti-.lries 
t·arlicr 1han in other indu:-trial countrie,. In 1960 the 
irnr:-tment lioom rnntinucd uncln the inOuence of opli· 
mi .. tic t'\jl('<'lalio11:- in Lh1• htr!<int·. s :-ector and the stimu­
lus pro, icl,•d I,~ :-horta~e.; of labour. At thl' same time. 
pri,att• ron:-umption ro<;e more rapidly than in the two 
pn·c-eding year-.. rcllecling mainly incrt'ases in wagl's. 
Gro,., natil)nal product ro~e hy 8.8 per cent in ] 960, as 
compan•d ll'ith 6.9 per cenl in 1959. B) the rnd of 1960. 
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Table 1-6. Quarterly Changes in Jnclu~trial Production, 1959 and 1960 
(Pt·rcenta(le d1an,:e from preec,lin~ quarter; seasonally adjustrd) 

1959 1960 

C'.ounlry Firll Sttond Third Fourth Fir,I Sttond Third Pourlh 
quarlrr qunrt,r quar/u quarltr quarlrr quJJrlrr quor/rr quarkr 

Au~tria .. . .... .. . . . . . .. . 
&l!!ium ................. 4 
Denmark ........ . ... . . . -1 5 
Frnnct• .. ... . ........... l 
Germany (Ferl1'ral Repulilic) l 2 
ltnly.... . . . . . . . • . . . . . . . 3 -1 
Japan .... .. ..... ... . . . . 6 8 
Netherland, . . . . . . . .... 3 3 
Non,a) ..... .. . .. , . . . .. -1 ,1 
S"rden .............. 2 -1 
Lnitcd Kinidnm .......... 2 3 

Sourr~: Oi\·i ion of Ceneral Eronomie Research 
and Policie, of the United ·ations Secretariat, 
b3sed on data from Organi~nt1011 for European 

the p1t''-!'-11re on capacity appeared to ha,e somc,,hat 
eased a,.. a re,-ult of additions lo plant and equipment 
in the rour:;e of the year. 

E,pan~ion in tht• \ethl'rland" had many features in 
common ,, ith that in the Fcdc-ral Republic of Germany. 
Capacity hecnmt• roth1•r fully employed hefore tlw sum· 
mer of 1060 and lo hour ~hortoges were fell in mo,t 
sc-ctors. The wry t-1 rong rxpan!-ion of 1959 none the le~,. 
contintll'd in 1960 with undimini,hed , igour. Substan· 
tinl ,,age innetN'" produred an up1;urge of eon!-umer 
demand. c,pt·cia II v for cluruhlc,, anti the inclu,trial in­
w~Lmenl hoom ,,J;ich had lw1•i1 in progre"" 5ince mid-
195() continued for a 1·cond war. The,1· fuctor'l more 
than oA\.ct the ~lackening of e~port demand. which had 
lwen on important t•xpntl',hr factor in 1959 and early 
in 1960. 

ln Ilnl). a~ in tlw Federal Rt•puhlic of Germany and 
tht l\elherland,;, tht• major factor in the expansion was 
indu!-trial inw,tmt'nl and con5.umer <'xpenditure on 
duralil1•s. Since tilt' levcl of C'onsumplion of durable~ in 
Italy is lo\\ bv h1ropea11 c;tandards, thl' country's cur­
rent pro:.pC'rily has produced an up~urgc of demand for 
clurohh·,.. that ha" ht>comt' an inrr('usingly important 
e,pan~ion,try fortor. faport d<·mand. which had en· 
lrnnct•d lhe u1i,..wing in 1959 and early in 1960. levelled 
olT in the later part of tlw year. In contra~l to the ex­
pt•rit•nc' t• of the otlwr countrie~ in this group, ltal y'!­
lal,our "llJ>ply remained ampll', but the scarcity of 
skilh·d lahour in the inclu:strial n•gions of the North 
lwtanw more acute in the c·o11rsr of 1960. Its large man· 
po,~rr rl''-OUrce ... enabled Italy to achieve the highest 
rate of expan,-ion of indu,t rial output in \\e:-lern Europe. 
Tlw Italian Gc,ernment maintained a somewhat ex­
pansionar) policy throughout 1960, giving free reign 
lo import~ to Nl'-t' an\· strain that dneloped. 

ln Dt•nmark and wed1·n the expansion was affected 
in ,arying degree h) anli·cydical policies. In Denmark 
tlw prl',ious )t'ar\ hou,ing boom wa!- hrought under 

2 
2 
,} 

2 
3 
3 
7 
1 
1 
2 
3 

3 3 1 2 ·l 
5 -1 2 
3 -1 1 1 
5 -1 2 ,1 1 
5 3 2 3 
R 4 2 2 2 
6 9 2 6 4 
3 6 5 -3 3 
l 2 4 1 
5 1 3 1 
4 2 1 -1 

. 
Economic Co-operation, Central Stali..•tical Bulletin 
and from Ministry of International Trade and 
Industry, Japan. 

control in 1960 ii} a tightening of building rc.strictiono;, 
and the ri"e in fixed inw:--tment was consequently slowed 
down in ,-pile of on acceh•ration of inw11lment in the 
manufacturing sector. The e, pansion of demand for 
consumer durahlt·~ ,,as al"° :-lackening. In Sweden dt>· 
mand pre. .. ;;ures had Ll'come intense in the closing 
month,- of 1959 and the Go, ernmenl applied a wide 
range of rc,..training mea<-ure,-. Con;;umption \\OS held 
back liy the introduction early in 1960 of o ·1 per cent 
~ales lU\. and fixed inn',tment was alTected by a post· 
ponemenl of public con. lruclion programmes and by 
cn•dit re .. lrainls. 

In ~u .. tria. Finland and \orway the t>xponsion in 
1960 follb"ed more or le,..,; the same pattern as that in 
mosl ,~e .. tern European counlri<>'-. Thert' \\'as an up· 
:-urge of fixl·d imeslment in the manufacturing seC'lOr 
accompanied by rapid incrra!'.C, in conc:umption, par­
ticularly of durohlt•,. Total fixed inreslment in Norway, 
ho,, eH·r. TOH' le;;" than in tlw other two rountries, owing 
to reductions in ime,tmt'nt in the <,hipping sector. All 
threP t'Ountries hrnefilt•d from goocl or excC'llent har­
\C>-<;ls \\hirh rontributed to the gro,\th of total output. 

In France the ,-tahilization programme adopted in 
Decemher 1958 did not produce an immecliatr stimu· 
laling rff ect upon the econom) , hut the upsurge of ex­
porb led to a vigorous e,pan,ion of indu<.trial produc­
tion after the fir,t quarter of l 959. In 1960, while 
export .. lwgan to leH•I ofT in the spring of the year. 
fixed inwc:tment and prh all' conc;umption expanded to 
provide tlw main stimulus to the economy. For the year 
as a "hole th<' gross national product rose "ubstontially 
fa!-ler than in 1959. hut lhc increase was significantly 
lower than that of the majority of western European 
countrie~. A relati\.ely low rate of growth was also re­
corded in Belgium. The slackening of export drmand. 
comhint>d with tht' eOect of restricti, e measures intro­
du"rd for balance of J>O) men ts reasons. curtailed sharply 
the expansion of total demand in the lotter part of 1960. 
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In lht• Unilt·d h.1n~dom. the growth of output in 19(,0 
\\U" the hi~he,-t in a dc•raile. Thi· upswing. "hich had 
'-lartrd al the end of 1958. attained pl'ak rates in the 
winter of I 959/ 60. Thl' gro,, ing la hour <-hortag<' and 
prt>-<,ure on capar.it) in some ke) S<>ctor:. of industry 
let! the Gowrnmc•nt to introduce , ariou" ml'a,ures of 
r<'•traint. including a tightening of hirt··purchase con· 
clitions and of hank credit. Total output ll•,ell«·d off 
aftPr the sc<'ond quarter of ]960. and drclined <.lightly 
in the la!'it quarter. The decline in United ' tale,; import 
dPmand and the deterioration of export earnings in the 
OH·Nea, sterling arra brought the expan,ion of United 
Kingclom c,porls lo an earl) end. and re,ulll'd in a 
si0 nificanl .;ethack to production in export,orienl!'d in· 
clu,trics, such a-, the motor·car industry. Import O<'mand 
'"'" huoyant throughout 1960 and the United Kingdom 
e,111iriencecl a ,·err ·uhstantial <ll'terioration in its cur· 
rent account balance in the Sl'C'ond half of the year. 

In Japan ,·i~orous expan!-ion continued in ]960: its 
rat<' of growth was again the higlwst among the induc.. 
trial countries. In the S<·cond half of 1958 and in 1959 
imentory accumulation played the dominant role in 
stimulating expansion in total output. In 1960. a veq 
"llbstanti.al increase in inveslml'nt in machinery and 
equipml'nl, n·Oecting largely the ar.cclerated effort of 
the Japanrse industrie, to ab,orh technological innorn· 
lion,. b1•came the main force in su,taining th(• continued 
expansion. This was reinforct'd liy steady incrt'ase:, in 
prh ate con-<umption and e,porb. Gros<. national product 
rose hy 11 per C{'nl in 1960. The awrage ratt' of rapacity 
utilization in manufacturing rose continuously from the 
middle of 1958 until the early part of 1960 and sta· 
hilized at a h•vel of aliout 85 per cent during the rest 
of the year. 

The total \olume of fixed imc,tment incrrac:ed from 
1959 lo 1960 in all thr western European industrial 
rountrh•s. as well a" in Japan. Wl11le ftxed inve<.tment 
rontinucd to be the main expansionary force in most 
rountrie:;, there \\ ere significant shifts in the role pl a red 
hy it, ,arious components. 

During the 1957-1958 recc·i.sion and the early phase 
of recovery. public invec.tme11t had been stepped up to 
offset clt·cline:. in fixed inH•stment in the husines · sector. 
Hesi<lential construction has been incrt>asingl) uc:ed in 
the post·\\ar y1•ar!'- by governments as a target for 
1·ounter-cyclical measures: thus iLs ryclical pallern has 
t1·rHlt•d to be the re,·e~e of that of the general husine~s 
cycle. The \'olume of re!-idcntial con"lruction, which 
had been slo\\ ed down con:.iderabl y in 1958 by restric· 
the politic~ introduced in the later stages of the previous 
ups\\ing. \\as ~ubs 11uently stimulated by anti-cyclical 
mco!-ures, aml it bt•camc the most buoyant component 
of fixed inve.~tment in 1959 (sre table ,1.7). The boom 
in residential construction again slowed down in 1960 
in mo:,l western European countries. In D(•nmark. for 
c,amplr, housing compl,·tions levelled off in 1960. re· 
fleeting chiefly the impar.t of restrictive mcasurei; taken 
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Table t-7. Gro,~ Donw~tic Fix,·d ln\'e tment and 
its l\lajor Componcnli,, 1958-1960• 

(At constant price ; percentage chan~e from preceding )l'ar) 

<:11u11try and iUm I !15R 1959 1960 

Ir'e.,lem Europe 
Gros do1r e~tic fixccl investment . 

l\tachirwr~ am! Cffuipm1•nt . . . 
Housing . . . .......... . 

. l,uria 
Gro. s dornc:.tic fixed inve,tment 

Mal'innery and equipment .. 
llou•in~ . . . . . . . . . 

Bd~ium 
Gro" nmestic li,ed investment 

l\lacl irwry a.nil e11uipmcnt .. . 
llou•ing . . ........ . 

Drnmnrk 
Grn,, rlomc, tic fixer! investment 

Machinery and e11u1pmcnt ... . 
Hou mg . . . . . ... . 

Finlnnd 
Gro- ome,tic liwd inve,tment 

Mnrltinery and equipment. .. . 
lluu,ing..... . . . .. . 

Frnnce 
Orn,, domc,tic fiwd inn:,tment 

Mnch]ner) anil equipmt•nt .... 
llousmi.. . . . . . . . . . . . . . . 

Cerma111 (Fedrral Rt7111blic) 
Cro,, rlome,tic fixed invc;.tment 

Ma< hint>n· and e11uipment . . 
I Jln11:,ing :. , . . , , 

ltah 
Cro.,., dorne,tir. fixed inve,unent 

Marhirn' r) nncl equipment . . . 
11011.,ing... . . . . . . . . . ... . 

Y1·tlierland~ 
Gro,s dome,tir fiwd invr,tment 

Machinery and equipment . .. . 
Hou,-ing .................. . 

Yorll'fll 
Gro,,, domc~tic fi:\ed ime,,Lment 

:\fac·hinery anrl equipment .. . . 
Ilou.,ing . . . . . ......•... 

Simien 

3 
3 
2 

-5 
7 

-23 

7 

-6 

l 
1 

-12 

2 
1 
1 

6 -. 
R 

1 
-6 

2 

-11 
-16 
-5 

5 
8 

-7 

Gro,, dome.,tic fixt>d ime:-tment 9 
:\fnrhinerr anrl e11uipm1•nt .... 8 
H,,u,in~.... .. . . . . . . . . . . 8 

Unifr,J Kingrlom 
GrO!>• domestic fixed invc,Lmenl l 

M 1chinery and equipment. ... 2 
Huu-.ing . . . ... . . . . . . . . . . -6 

Japant. 
Gro,~ ,lome,,tic fixed im·cstment . 10 

Machinery anrl equipment• ... 
llou,in~... . . . . . . . . . . . . . 9 

Source: See table \. J. 

-. 
5 
7 

i 
3 
7 

·l 
-2 
17 

17 
11 
28 

8 
13 
5 

-1 
2 

11 
10 
10 

8 
8 
7 

n 
14 
6 

-i 
-2 
-1 

10 
13 
3 

13 
18 

6 
12 
6 

11 
13 
3 

17 

6 

3 

12 
lR 

H 
29 

-1 

11 
15 

-2 

3 
2 
3 

11 3 
8 6 
5 -1 

6 9 
3 6 

11 13 

24 27 
48 21 
23 8 

• The difference between changeg in groqs domestic fi11ed 
inveMment and tho~e in the sum of the two components indi· 
cated re lect ofT,etting change~ in component~ not ,hown. 
51-P alw footnote n to table 4.2 . 

h foe.al year beginning l April of year ~lated. 
• Fixecl rm e,tment in manufacturing industry. 
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by the Government in February; in Italy house-building 
declined partly as a result of reduced outlays on public 
housing. In Austria. the Federal Republic of Germany 
and the Netherland , however, the housing boom was 
adversely affected by labour shortage and consequently 
there was little or no increase in in"estment in housing 
in 1960. 

The United Kingdom was the only country where 
rei;idential construction continued to advance rapidly in 
1960, in spite of credit restriction and a scaling down 
of public housing programmes. In France and Norway, 
whne housing construction had stagnated in 1959, it 
began to advance in 1960, as a result of an easing of 
credit in the case of France, and of the abolition of 
licensing requirements for housing construction in 
Norway. 

During the early phase of the upturn, businec; fixed 
investment had played only a minor part in stimulating 
demand. The increase in investment in machinery and 
equipment generally lagged behind that of total inve.11l­
ment in 1959, except in the Federal Republic of Ger­
man). Finland, Italy. the Netherlands and Japan, where 
the upturn had begun relatively early. In 1960, how­
ever. busine~ fixed investment, particularly in ma­
chinery and equipment, accelerated throughout we:.,tern 
Europe and Japan, partly in response to the upswing of 
final demand and the consequent need for increased 
productive capacity. An additional, and perhaps even 
more important. contributing factor was the growing 
labour shortage v. hich made increa&>d productivity a 
prerequisite for further expansion. 

In we:.,tern Europe inventory accumulation was suh­
,tantinl. but rates differed from country to country. In 
Norway and Sweden additions to stocks in 1960 more 
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than off set the previous year's decline. Rates of accumu· 
lotion also advanced significantly in Italy, the Nether­
lands and the United Kingdom. In the United Kingdom, 
stockbuilding early in 1960 affected chiefly raw mate· 
rials and works in progress, but later in the year there 
was some involuntary accumulation of finished products, 
notably of passenger cars and other durables, resulting 
from falling exports and from declining domestic de­
mand owing to hire-purchase restrictions. In the Federal 
Republic of Germany, however, stockbuilding, which 
had been an expansionary factor of some significance 
in 1959, slowed down in the course of 1960. 

Although personal consumption in the western Euro­
pPan countriC!- expanded somewhat less rapidly than 
national product in 1960, its accelerated rise in the 
latter part of the year gave impetus to the expansion 
when the rate of increase of some of the other demand 
components began to slacken. 

The vigorous advance of consumption in 1960 re­
flt'cted a rapid rise in real personal disposable inC'ome 
which was associated with rising employment and with 
,1 age incn•ases; in a fe,1 countries increased transfer 
paymenb also contrihuted to thr. rise in consumer in· 
comes (see table 1-8). While increases in consumption 
in most countrie, were in line with those of disposable 
incom<'. in weden and the United Kingdom consump· 
tion ro,e more slowly than income. In both countries. 
a~ notrd earlit>r, consumption was held back by govern­
ment mt>asures designed to restrain the growth of 
demand. 

ln the majority of westt>rn European countries the 
growth of consumption rdlected a rapid advance of 
t•xpenditurt> on consumer durables, e peciall) on pas· 
~engrr cari.. for which there was still some backlog or 

Table 4-8. Personal Disposable Income and Personal Consumption, 1958-196(}& 
(At constant prices; percentage chan1te from preceding year) 

PtrlOMI d11l)OMlbk 
P,noMI coruwnplion 

Country incom~ Toinl Clolhing Durobl,~• 

1958 1959 1960 t958 1959 1960 1958 1959 1960 1958 1959 t960 

Western EurO)X' . . . ... . , . .... . . 2 4 5 6 10 7 
Austria .. . . ... . ... . .. . . 4 5 6 4 5 7 -3 5 5 9 7 
Belgium . . . .. .... , .... .. .... 1 3 -3 5 -16 8 -4 7 
Denmark . ..... . ..•......... 4 7 5 6 6 l 6 8 5 20 10 
Finland .. . .... . .. ....... . . -I 6 8 -4 7 8 -19 11 15 -·1 16 9 
France .. . .. . . . . . . 1 4 1 ,1. -5 3 -3 1 7 
Germany (Federal Rf'public) . 5 6 7 5 6 8 -2 l 8 7 8 9 
ltalh . .. ...... .... . ... .. 3 5 6 1 1 6 13 10 21 
Net erlands . ................ 2 4 8 1 3 6 -2 1 10 9 14 
Norway. ............. .. -, 6 9 5 6 -1 10 7 -4 2 10 
Sweden . ............ 1 3 6 3 1- 2 2 3 l 5 13 -1 
United Kingdom ...... ...... 2 5 6 3 4 3 4 7 16 20 2 

Japan• ... ... ............ 6 12 10 6 7 7 2 9 9 

Source: See table 4-l. b For Belgium, Finland, the Netherland~ and Norway, house-

• Su footnote a to table 4-2. 
hold durable goods only. 

• fiqcal year beginning l April of year ,tated. 

~ - -----------~0--------------
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demand (.H't' tuhle 1-9). The rise in domc,tic purcha"r.s 
of pa~"l'llgl•r cur, wus facilitated hy easier supply con­
ditions i11 thr major producing countrie-. \fhich re:-ultrtl 
from the dcl'linr in t•,porls to the Unitrd Stales and l,y 
the import liberalization mrasurrs adopted in the two 
prec(•ding years. 

Table 4-9. Con,-umer Expenditure on Motor-cars. 
l958-196Qa 

(PerC('nlage change from preceding year) 

Country f9S8 1959 

Austria.... .. . . .. . . .. .. . .. 11 10 
Dl.'nmark . . . . . . . . . . . . . . . . . . 7 ~9 
finlan,I . . .. .. .. . . .. .. .. . .. .. .. - 20 n 
France ....... ) I -1 
German) (F1·deral Rcpuhlit-) .... . . 31 16 
Italy ... . . . . . . . . . . . . . . . . 7 21 
Japan .. . . . . . . . . . . . . . . . . . . . . . . . . 8 59 
\t'therlands . . . . .. .. .. .. . . . . . .. - B 1 J 
\or1-ay ..... . . .. .. . . . .. . .. JO 1 
S"rden........... . . . . . . • . 8 15 
Lnite1l Kingdom............. . . 30 16 

Snurre: Set laule l,l. 

l!lijO 

18 
22 
l I 
13 
21 
51 
i'5 
29 
SJ. 
3 ,, _ _ ,) 

• Datu ore generally ba. ed on ,1a)ci, or regi•lration of ne" 
pa••enger cars. 

Tht• rate<- of incre1m· in expenditure on durables in 
1960 vuril•(I among countries. In many western Euro· 
perm l'Ountric:,; it rost• more rapidly than in 1959. The 
arcelernted rise• in France \\as lo some e,tent the result 
of an easing of hin•·purcha:;e re:;trictions. ,, liich was 
put into effect chiefl} for the purpo-..e of stimulating 
dom1•,-tic sale-. of pa-..:,enger car-. to compen. ate for fail­
ing export~ to the United -tUll''-. The sharp upturn in 
thi:; <'Omponenl of dt•mand in '\om ay was u-.~ociatrd 
\\ ith the elimination of import re .. trirtion" on passt>nger 
car:;, as well a-.,, ith the incC'ption of a regular tel<',·i.,ion 
srrvi1·t•. The upsurge of consumption of durables in 
Italy and the l\'.etherlands reflt•eted boom conclitions in 
hoth countrie,.,: in the '-l<'therlands it Wlh n·inforced hr 
wry large increa .. es in wage,-;. 

The rates of e>.pansion in consumption on durable,­
dropped considC'rahh in Denmark. Finland and thr 
United Kingdom; in Swe-(li•n consumption of durables 
for 1%0 as a ,,hole actually d1•clirwd a little>. It should 
he noted. ho,,ewr. that the ri,-t> in e>.penditure on 
durah)l'!, in ,, edPn a, wt·II a, in DPnmark had been 
uc(·eleratt•d in I 959 lir eH'ral non-recurrent factor". In 

wed,·n thP announc,:nwnt of the impo:;ition of a sales 
ta, as of I Junuarr 1960 re,ultecl in an upsurge of 
purchast•s in the dosing mouth-. of 1959. which cle­
pre;,:-.ed sale,. in 1960. ~lorrover. hoth DP11111ark and 
S,,edc>n started tele, ision hroadc:a:;L;, in J 959, and in 
hoth countriPs import lihrralization also had ib- greate:-t 
impart in that year. 

The· accrleration of c·on,umptJon was not confined to 
duraliles. In most countnes consumer exprnditure on 
tc·xtile· and clothing ro-.e more rapidly than in 1959, 
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und f n•quentl\' o.t rates exceeding those for the national 
product. Th,• innea:-e in dome;;Lic consumption in 1960 
gave ;;upport lo the recovery of the te,tile indu:-lriM as 
e,porb to North America and other ovrr,eas markets 
lcwl le<l off. The huo) ancy of consumer demand al~o 
"timulated ntro.-European trade in textiles which e.x· 
po.nded by over 30 per cent. 

Taken as a whole, total supplr and total demand in 
thr industrial countrie~ ha, e been remarkably well 
lmlanct·d ,inee 1958. The ri'-e in domestic output and 
import, ha~ in general been sufficic•nt to meet th<· in· 
crea-.ed demand ,dthout .. ignificant advances in the price 
11·,el. Mo:-t ~ectors of the economy benefited from the 
ri-.ing lret1d of demand hut the bulk of the increase in 
output wa:- ,lccounted for by manufacturing production. 
In mo,-t ro11nlrirs manufacturing contributed between 
50 and 70 per u•nt of the incrcast• of gros · national 
product fn,m 1958 to 1960. Agricultural production 
generally 10:-e relati,ely little during the up,-wing, 
1,hile mo:-l scnice inclu,-Lrie.;; continued their steady. 
though rather ,low. expan-.ion. 

Hcco,rr} in manufacturing after the 1958 reces,ion 
gt•1H'rally :-tarted in consumer good~ and spread grad­
ually to othc>r ,;cclors. In the cour,e of 1959 the main 
emphasis shifted to capital good!'- industrie.,. In 1960 
production in con,umcr goods indu,..tries incrcm,cd 
further in wr-.Lern Europe: but al a reduced rate. In most 
Wl'!<lern European countries output of metals and metal 
proclucb ro"c at pt·ak rates during the S<'cond half of 
1959 and tht· first half of 1960 liable l -10). The sub­
·equc·nt :,lnckt·ning of the expan:,ion was partly at­
trihutablc o capacity limitations, 

The stcrl indu,try had a boom year in 1960 \\ ith a 
I:~ pl'r l'«'l t ri. c• in output. Strong home dl•mand and 
rising e,p,nh re~ultcd in , irtually full utilization of 
c·upacitr. I>l'mand for heavier grades u~rd in con,truc­
tion Ullfl ht a,} enginet•rin~ rrmained ,..trong throughout 
I 9611. \\ hi le dt•mand for steel :-heel and other products 
n·quin·cl ir the manufacture of con~umc:r durable,- t'a~ed 
ofT in the latter part of tht• year. 

Output in metal producb industries continued to 
f'xpand rapidly, reflecting the high Jew! of fixed in· 
ve,-lrnent nnd parlirularly the: Jiift in 1960 towards 
mad1inr.r} and f'IJUipment irne,..tmcnl. In engineering, 
the pidur> ,, a, some,, hat mixf'd. Output of machine 
tools ancl ,•lt·ctricnl equipment rose rapidly, while pro­
cluctio11 of consumer durables eased olT towards the end 
of 1960 in many countrie~. The pare of motor-car pro· 
dtrr-tion \\8'- slowed down in France and the United 
Kin!!dom by the clC'cline in automohile rxporb to the 
Unitt-d l,lle,. In the Unitrcl 1'..111/!dom. domestic sa)e..., 
,,en al:-,o aclver,-elr affected b) a tightening of hire­
purrha~e re,-triclion in April 1960. 

Shiphuilding has continued lo be weak in 1960. The 
total Joun ·hing~ in 1960 were only t-ome 5 per cent less 
than in 1959. but the world tatal ( the centrally planned 
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Table 4-10. OEEC Member Countries: Manufacturin~ Production, 1958-1960" 
(Percentage chanp;e from prf'reding period) 

f~m 19511 

Total manufacturing production........ . . 2.3 
2.5 Food, beverage-g and tobacco •........... 

Textiles ........................... -7.0 
Chemicals ................. .... 6.2 
Base metals .. ..................... -1.l 
Metal products . ...................... 

Source: Organisation for European Economic 
Co-operation, Central Statistical Bullttin, No. 2 
(Pam, 1961). 

rconomie8 excluded) for gross tonnage under com:truc­
tion or on order declined about 20 per cent during 1960. 
The average capacity utilization probably did not ex· 
cred 70 prr cent in 1960, as against some 80 per cent 
in 1958. 

Depression continues also in coal mining, but the 
~ituation did not deteriorate further during 1960. The 
,;harp decline in con~umption of ~olid fuels in western 
Europe in 1958-1959 was halted in 1960 and turned to 
n slight incrca~e as a rt>sult of the growth of steel pro· 
clurtion and of the increased needs of power stations. 
Output of coal declined somewhat from 1959 to 1960. 
hut the large pithead stocks were considerably reduced. 

For tht> textile indu~tries. the period from 1959 to 
mid-1960 ,vas one of strong recovery, but thereafter the 
rnte of growth slowrd down. The rise was largely ac­
counted for by man-made fibres, which have become 
increasingly popular in variou!'. uses. The chemical in­
dustrv has been the most buoyant of the major sector:-. 
of manuf acluring throughout the 1958-1960 business 
cycle; iLs production ha~ risen more than twice as fast 
a" total indu trial production in the last four years. The 
great~t increases have been recorded for plagtic and 
other ~ynthetic materials. 

The development in labour market:; varied consider· 
ahly in 1959 according to the timing and vigour of the 
upturn of activity in tht• individual western European 
countries. In several countries the dedine of employ­
nwnt had continurd in the first half of the year, and it 
was not arrested until late in 1959 or the early months 
of 1960. In 1960, howewr, employment was generally 
rising ( table 1-11), and in some ca..c.es unemployment 
"as reduced to the point "here a shortage of labour 
began to slow down the expansion in some sectors. 

Labour markets gradually became tight in Austria, 
Denmark, the Federal Republic of Germany and the 
Netherl and<1. w hilt> Finland, Norway, Sweden and the 
United Kingdom experienced specific shortages of 
skillerl workers in most indu!\tries. At times the number 
of unfilled vacancies approached or exceeded the num­
ber of unemployed. In France and Belgium, where the 

2.1 

1959 

Piril &<ond 
half hnlf 

3.0 5.7 
0.8 1.6 
0.5 5.6 
7.7 8.0 
2.9 11.4 
3.8 6.7 

• Data are seasonally adjusted. 

b July-November. 

1960 

Pini Stamd 
half half 

5.4 2.9 
1.9 1.9 
4.0 -0.9 
8.0 6.1 h 

8.0 1.8 
5.0 l.8b 

up wing began later, the supply of labour was adequate 
e\'en in 1960. The total supply of labour remained 
ample in Italy and Japan, enabling both countries to 
achieve exceptionally rapid increases in industrial 
production. 

The distribution of change.c; in employment among 
industries hai,; in the last three years shown both secular 
and cyclical traits. Commercial and service trades have 
usually increased their employment at least partly at 
the expen~ of agriculture. coal mining and, in the 
highly industrialized countrieQ, manufacturing. Within 
manufacturing. there hac; been a shift in employment 
toward~ rapidly growing branches like chemicals, while 
the relative decline in textiles has continued. The higher 
rlemand for inve tment goods and consumer durables 
has made it possible for the metal manufacturing, 
mechanical engineering and allied indu,;tries to acquire 
an increasing share of the available workers. In these 
hrnnches the employment increas~ were generally sub­
-.tantiall) greater in 1960 than in 1959 in spite of the 
growing hortage of labour. 

During the presrnt cycle as in earlier ones, employ­
ment changed les than production. To some extent this 
can he explained by variations in the average work week. 
In Denmark. l\orway and Sweden the standard working 
time was reduced at the beginning of 1959, and in most 
countries the number of hours was limited hy collective 
contracts to a greater extent in the boom years 1959 and 
1960 than during the recession. 

In a few western European countries a lower net 
rmigration in 1959 and 1960 helped to increase the 
supply of labour. The increased use of workers from 
southern Europe ha..s aJle.,.iated manpower shortages in 
France and the Federal Republic of Germany. In 
Sweden. about one-fourth of the one per cent in~rea e 
in the labour force in 1960 was also accounted for by 
net immigration. 

Wages in manufacturing had risen al a declining rate 
in 1958 in almo-.t all industrial countries. Because of 
thr inherent inertia in wage structurec:;, the rate of in· 
crease in most countrie..., in 1959 was similar to that of 
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Table 4-11. Employment nn<l Unemployment, 1958-1960 

Total d,il,an ,mploym,nl 
( J>nt:'flln!]t thang, from Un,mp/oym,nl• 

Counlr:, and n,riod rllrrnpondirog ~rir,<I of prtr,ding :,enr) (Ptrt~nlllgr) 

1958 1959 

Austria 
January-June .......... 0.8 l.2 
July-December . . .... . .. 0.1 l.S 

Belgium 
January.June . . . . . . ... 
July-Decembrr ... . . .. .. }-1.1 -2.2 

Denmark 
January-June . . . . .... 
July-December ......... } J.l 5.2 

Fin/nnd 
January-June .. 

}-1.0 { -0.6 
Jul• -Decc:ml,er .. -0.2 

France 
January-June ....... 2.2 -1.7 
July-Decc:mLcr .... .. ... 0.3 - u 

Germany (Fedcml Republic) 
January-June . . . . . . . . O. l 3.1 
July-Decernhcr . . .... . .. 2.6 3.1 

ltni}· 
January-June .......... 
luly-Dect·mkr .. .. 2.3 2.2 

Japan 
January-June . . . ..... 1.2 0.3 
luly-Deccmlier . ....•... 0.1 0.8 

i\ethcrland.i 
January-June ...... . .. 
July-December .. . ...... }-o. i 2.0 

Norirar 
January-June . . . . . . . . . 0.1 0.2 
July-DeC('mber •........ -1.l 0.8 

Sun/en 
January-Junr . . . . . . . . . 
July-December ......... } 0.5 

United Kinflom 
January- une . . . . . . . . -0.4 -0.l 
July-Derember ....... -0.i 1.1 

Source: Oi\'i,ion of Gi:neral F.ronomic Researt·h 
and Policies of the Uni1ed l'\ation~ Secretariat, 
based on data from Stati,ti,·nl Officr of the United 
Nations, Month/.} IJullelin nf St11tistir~, and Crom 
natwnal ~ource.~. 

• Data generally refer to the ratio of rcgi~lered 

1958, and lower than the rate of incrC'ase in output per 
man-hour (.see tahle 4-12 and chart 4-1 ). Tht· ti!rhten· 
ing of labour markets in ,\estern European cou;lrie,­
spt>e<lecl up wugc increases in 1960. In 1958 and 1959 
\lll"'t' c-o,-t per unit of output developed favourably in 
nlrnost all countries as o n-:;ult of higher capacity utiliza. 
lion and the comparati\ely J.lo\\ increo"<' in wages. In 
19(>0 it declined more i.lowly or increa~ed as capacity 
hC'eame more' fully utilized. 

A distinguishing f ralure of the rect'nt upswing and 
boom was the relatiw stability of price,- ( see table 

- -1960 l95H 1959 f91i0 

2.2 6.6 6.2 i.8 
1.9 4.1 3. l 2.6 

{8.7 lU 8.8 
8.:{ 7.6 6.2 

1.0 {11.8 7.2 5.0 
7. 1 5.0 3.6 

3.1 3.2 2.6 2.0 
5.0 3.0 1.8 1.1 

0.2 l.O l.6 1.6 
0.8 0.8 l.2 l.O 

2.1 3.8 2.2 l.O 
I. I 3.2 l.6 0.9 

l.7 9.1 9.2 8.1 
2.1 8.7 8.2 7.5 

1.9 .i,5 1.3 3. ~ 
•) ~ -· ' u 2.9 2.1 

2.0 {2.6 2.2 1.4 
2.2 1.6 l.O 

u 2.6 2.6 2.0 
1.6 2.0 1.8 1.3 

2.0 {3.2 2.6 1.8 
1.8 lA 0.9 

l.7 2.1 2.6 1.9 
1.8 2. t 2.0 1.6 

applican1s for work or of ~un-eyed unemployed to 
the total t inlisn hbour force or to 1he civilian 
labour force available for hire. Thev are not, how. 
C\'Cr. C01nf8T8b}e llmong COUOlric~ owing to d11fer­
ences in d,·6nition. 

1.1:n. Prices generallr incn•ased only moderately in 
rarh of I he year,- 1958 to l 960 and le-., than during the 
ron~ponding phases of the prec·eding cyclt•. In srveral 
in~tar1<·c~ the increa. e.~ ,,ere due to fortuitous factors 
such a~ poor han~b in 1959 or politr mea!'>urt·~ aimed 
at t·a~ing direct economic controk The recent trend 
to,, arJ-. greater price ~tahility reflect,, an impro\·ing 
haluncc liel\\C'en ,upply and cl(•mand in the industrial 
countries. The graJuul di:-appearance of c;hortages and 
innatior ary expectations ha!> made precautionary !-lock· 
piling of raw material ... les~ necrs~ry and. at falling 
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Table 4-12. Cost Components and Wholesale Prices 
of Manufactured Goods, 1958-1960 

(Percentage change from preceding year) 

Counlry and y<0r 

Austria 
1958 ............... . 
1959. . ........... . 
1960 ...... . ........ . 

Be{lfJs;'_ __ ........ . . 
1959 ............ . 
1960 . . .......... . 

Denmark 
1958 
1959 ... 
1960 

Finland 

flourly 
rarning, 

6 
8 

10 

5 
2 
l 

4 
8 
7 

1958 . . . . . . . . . . . . . . 5 
1959................. 6 
1960. . . . . . . . . . . . . . . 6 

France 
1958 .. . ....... l2b 
1959. .. .. . . . .. .. .. 6b 
1960..... .. 7b 

German) (Federal Republic) 
1958... . . . . 7 
1959 . .. . .. . . .. . . . . 6 
1960. . .. . .. .. . . . . . . 9 

Italy 
1958. 
1959. 
1960 

Japan 
1958. . ............ . 
1959 ............. . 
1960 ................ . 

Netherlands 
1958 ............ .. 
1959 ............. .. 
1960 ...... . ........ . 

Noncay 
195ll ................ . 
1959 ............... . 
1960 ................ . 

Sweden. 
1958 ................ . 
1959 . ..... . .. . ...... . 
1960 ................ . 

United Kingdom 
1958 ................ . 
1959 .............. . 
1960 ................ . 

4 
2 
5 

7 
8 

5 
2 
8 

4 
9 
4 

6 
4 
6 

4 
4 
8 

Import 
pritt• of 

l'IIID 
mo!Lriau-

-11 
-3 
13 

-11 
-1 

1 

-12 
-6 

6 

H 
-6 

2 

-4 
2 
6 

-11 
- 3 

4 

-19 
-6 

6 

- 13 
- 7 

5 

-7 
-3 

2 

-1 

- 7 
-6 

6 

-13 
- 3 

3 

Wholuah 
price• qf 

manu/atlurtd 
,00<4 

- 4 
-1 

3 

-1 
-2 

2 

10 

2 

7 
7 
4 

1 
-1 

1 

- 3 
-2 

1 

-7 
1 
4 

-2 

-3 

2 

2 

Source: Division of Cenrral F.conomic Research and Policies 
of the United Nations Secretariat, based on data from Statistical 
Office of the United Nation~. Monthly Bulfrtin of Staiistics, from 
Or,:aniRation for European Economic Co-operation, Geru:ral 
Stati.•tical Bulletin, and from national sources. 

• Unit values. The commodity coverage of national data 
varies; furls and lubricants are ,:enrrally excluded. 

b Houri) wage rates. 
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prires. even undesirable. In western Europe, the liberal­
ization of trade may also have restrained producers and 
ernplo}ees from increa!-ing prices and wages to an extent 
that might impair the competitive position of their 
incl ust ries. 

As the expansion gathered momentum in 1959 and 
1960. policies of varying, but generally increasing, re­
straint were applied in the majority qf western European 
countries and in Japan. As in the preceding upswing, 
the main emphasis in 1959 and 1960 was on monetary 
and credit measures. The discount rate, which had been 
widely and effectively used before 1958 as a regulator 
of domestic activity and which was so used again in 
1959·1960, proved a rather inflexible policy instrument 
in the recent upswing in view of its undesirable impact 
on the international flow of funds.1 New methods of 
credit control have therefore been applied in some coun­
trie. in the recent pa!\t. Fiscal and budgetary policies 
hav<' also been increasingly used in conjunction with 
monetary measures to rrgulate the pace of economic 
activity. 

In the United Kingdom, money markets were easy 
during 1959, but in the first half of 1960 credit policy 
was tightened. Not only was the discount rate raised in 
two instalments but the liquidity of the banks dimin· 
ished by a new system of special deposits, and hire­
purcha'-E' restrictions which had been disrontinued in 
October 1958 were reimposed. Budget polic} aimed at 
nrutrality from a cyclical point of view. Some taxes 
were reduced, however. as a means of moderating wage 
claims. Partly as a result of the tightening of credit, the 
index of industrial production levelled off after April, 
having risen by about ] 0 per cent in the preceding 
twelve months. In spite of continuing pressure in various 
,ectors of the economy and a deterioration in the cur­
rent account balance, the discount rate was reduced late 
in 1960. The purpose of this step was to narrow the 
difforential between United States and British rates. but 
the stimulating effect on output was a favourable by· 
product. Falling exports of automobiles induced the 
authorities to ease hire·purchase restrictions at the 
beginning of 1961. 

In the Federal Republic of Germany, almost exclusive 
reliance on monetary measures did not succeed in check­
ing the very strong expansion of credit in 1960 because 
of the inOow of short-term funds. To stem this inOow 
the central bank followed the United Kingdom in re­
ducing the discount rate in November 1960 and January 
1961. The revaluation of the DeuLc,che mark by 4.75 
per cent in March ]961 was expected to reduce domestic 
demand pressure and simultaneously reverse the inflow 
of funds. Budgetary developments had no noticeable 
effect on domestic demand. To reduce pressure in the 
construction sector, restrictions were placed on publir 
building in the <.econd quarter of 1960. 

1 For a discu•sion of the impact of monelary policy on external 
balanC'e~. Sf't page 157 below. 
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Ch.irt -1-l. Emplo~ ment. Output ,m<l \'\ nge Co,.t, 1958-1960 

(Pl'rcentage rhange from corresponding quarter of prt',·eding year; t hree-11uarter mo,·ing average,,) 
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Germany (Federal Republic) 

1958 1959 1960 

Italy 

.. · . ......... -···········-- ~--~. 

.......... / ~....... __ ,,. 
Japan 

Netherlands 
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\ .. -··· 

"---

......... .. .. 
.... .......... 

\ ··· 
/\ ~ 

Norway 

' '. ' . 
,...... '"'· .. .... ,,.,,... , .... ... .. .. , 

. . 
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- , .-· r-..... ' -. .... ,/ \ ~ · 

-----__/ 
United Kingdom 

.......... .... . .,... .. .. ... .... .. 

-- ....... / ~--~ ·····----~-,· «?~ 
- ;> 

1958 1959 1960 

- Mon-hours worked Output per man-hour ·- - - Wage cost per unit of output 

t:;ourN': Se,• table l-14. 



CHAP rFlt •I. RECENT TRE~O"i 1"1 l',Dt STlllAJ, COL "°TRI£~ 145 

Tablf' 4-13. Con,.umer Price lndicef<, 1958-1960 
(Perccntuge changt• from pret'cding year) 

,11/ itrm6 P-1 
rou11try 

1!1511 19.59 111t;o 1!158 1!15!1 1960 

Aw-trio ....•.............•..... 2 2 ] 2 
Ilt•li;iurn ........................ l 2 l l 1 
D1·nmnrl.: ....... . ..••.... .. . l 2 l 2 5 1 
Finlond . .• . . . . . . . . .... .. .. 7 2 3 5 2 4 
Fronee .................•...•... 11 7 ,1 19 3 ~ 
Germany (re<ll'rol Republic) ...... I 2 •) :~ 2 2 ,_ 
Ital) ..... ................... 3 :i l -:{ 1 
Jnpnn .......................... -1 2 1 -2 l ,1 

t·thrrland~ . . . .•.............. 2 2 3 2 3 
Non,nv ............. .. . . . .. 5 2 8 2 -1 
Swet!t•i1 . . . ... . ............ 5 1 :i 3 2 i 
l nitcd KingJorn . ..... ..... .. ... . 3 1 1 2 1 -1 

Sour,-e: Dh·ision nf G.-nenl Enrnomic Re,earch anti Polkic:. of the l nitul ;-iatinn, S trt'lorial, ba•e,I 
IHI dotn from Stati<ticq( Office of the United 'ation,, Munthl_v Bul/1·tin nf St<lll<lirs. 

'I he Liming of lhe French cycle, which dilicrC'd from 
that of otlwr [urop<'an countrit•s, also afTect<'d the 
timing of economic puliry measun·s. Tlw rate of dis· 
1·ount wn, lo\, en'd hoth in 1959 au<l late in 1960. Pro­
durtion was giH•n a \·arit'ly of cn•dil !'timuli in 1960. 
Fbral polic} whirh had heen rigorou;. in 1959 becamt• 
,ome\\hat !I',,. n•strictiw in ~960. In r~pon'-e lo a fall 
in cur t•xports. hire-purchu.;t• rC'strirtion" were en,l•d in 
October I 960. Reclurt1ons in puhlir price control leJ to 
i11n1·a~t·s in French holl';ing rosts and food pricl's both 
in 1959 and 1960. In Italy. the t•mphasis "a~ 1m ex· 
pan!'ion throughout 1959 and 1960; an uninlt•rrupted 
gro,\ th '-Ct'llll'd f ca ... ihle in , iew of largr manpower 
re"OUT('es. 

Among the smaller we:-tern Euro1wan countries. 
\11..irin. Belgium and l'inl1111d n·lierl mainly un central 
hank polir.) in controlling t-:,pan,ion. In Dt•nmark. 
monrtary nwa,ure, \\<'ti' ~upplementt>d by Lax rcduc· 
tion-i to fore•'1all inflationary wag,• incrl'asC'- and by 
t'\Lrn-.iw limitations of rc .. idcntial nn<l road construe·· 
tion. In orwnr ancl S\H·dc·n. tlw rclatiwly ea,y credit 
mnditions <luring 1959 \H're tightened al the bt·ginning 

of 1960. mninlv liv rai,ing tlw liquidity n•quirements 
of mo1wtan ino;titution~. The \ornegian authorities 
tried lo modify wa~r demand,- hy higher food suhsiclie,; 
ul tht> lwginning of 1960. In S,\eden, a grnt'rnl turnovrr 
la\ of I per cent. 1d1irh lwrame efTectiw on 1 January 
I ')(,I)_ ah,orbed !'Omc purcha"ing power from tht• con· 
sumer. At the 1•11cl of tlu• ye>ar considerable tax reduc­
tion, were offered lo firms for funds temporarily 
-.;tcrili1ed ,1 ith the central bank. Public- construction wa~ 
cu1lailed in fa\our of intlu .. trial investments. 

In the .:\'etherlands the o;uppl) of productive re:;ources 
hecame -.o strained that tax ronre,sion11 lo inveo.tment 
were rrducrd in \1av 1960. The '-letherlands ,1as al!'o 
the only rountrv to tighten LhC' hire·purcha~e market in 
tilt' autumn of )96tl. In June 1959 the Governmrnt in­
trodun·d a 111on· ncxihle f-ystC'm of controlling wages, 
\\hich took into acrount the producti, ity of indi,idual 
1·ntcrpri~c~. It \1ould t;rem to be le~~ of an ob<;tacle lo 
,..ul,,tantial inrn•a,.. ..... in earning,. than Lht• old scheme of 
uniform \\age n•,io;ions. judging hy the experienre of 
it tlurin a l 9Ci0. Controlled rPnb and food price, wl're 
ah.o allo,1ed Lo ri..;e towards a frre market level. 

Developments m trade and payments 

TnF\us 1, TR Hn: 

Tht• ouHantling f <'alurt• of the trade of indu,-trial 
c·ountrit·s in ]()(,() \\a, it-- re,iliency in the face of th<' 
rnntrurli\,e influt•nc1•,; ernauatina: from th1• nil<'d totes. 
ln contra,-t lo the ,ituation i;, 1957-1958. \\hen thr 
\orth Anwriran rece,sion had it11 rounterparl in a 
markt•tl ,-lackcning of the pnl'<' of expansion in \H'slern 
E111 opcan countries ancl Japan. the 1960 rcC'r~ ... ion re· 
main ·d rnnfincd to tht• Uuit<'cl 'tale.., and Canada. Thi· 
import,.. of other indw,Lriul counlrie.'-, in-.lt-ad of dt>­
dining ,imultarwou~ly ,1 ith thosP of the United 'tate,­
a-, they hud done during thr pre, ious rece~,ion, con-

linuC'd to ad,a11re at an incrC'~ing rate in 1960. Thu,;. 
drspilt• the dcclin<' in the imports of '\forth America. 
tlw romhi1wd import-, of industrial rounlrie" ro~r. hy 
,..omc• I 2 per ct•nt from 1959 to 1960. attaining a record 
le,el of $82 l,illion (tahle 1-1~) . 

\ It hough tlw c,pansion of exports from western 
Lurope ,la<·kt>twd considerably during thr cour~e of 
1 %0. tlwir l1•vl.'I for the yrar as a whole was 11 per cent, 
or ~omt• 6 l111lio11 above that of 1959. At the same timr. 
thr actclerat<'d ri<-e of the import demand of wesl<'rn 
Europe ancl Japan led to a , 1gorous reco, <'f)' of exports 
from l\orth America, \1hich incrt>ase<l hy 15 per cent 
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Table 4-14. Value, Quantum and Unit Value of Trade and Change in Official Gold 
and Foreign Exchange Reserve11, 1957-1960, by Region 

l '~ of l.r<uk 

R,gion a.nd ytJM E:rporu lt11poru &Jantt 
( llill1on, of dollar, ) 

North Americab 
1957 .. . ..... 24.6 20.6 4.0 
1958 ........ 21.4 19.8 1.6 
1959 .. . ..... 21.7 23.0 -1.3 
1960 . ....... 2·1.9 22.4 2.5 

W estun Europ~ 
1957 . . .... .. 40.6 47.3 -6.7 
1958 . ...... . 40.4 44.2 -3.8 
1959 . .. . .... 43.7 46.7 -3.0 
1960 .. ... ... 50.0 55.3 -5.3 

Japan. 
1957 .. . .. ... 2.8 4.3 -1.5 
1958 2.9 3.0 -0.2 
1959 3.4 3.6 -0.l 
1960 . ... ... 4.1 4.5 -0.4 

All indUSLriaJ, 
countrie3 
1957 .. .. .. .. 68.0 72.2 -4.2 
1958 .... ... 64.7 67.0 -2.4 
1959 ....... 68.8 73.3 -4.5 
1960 . . .. .. .. 79.0 82.2 -3.2 

Sour«: Division o f General Economic Researrh 
and Policies or the United Nations Secretariat, 
based on data from Organi~allon for European 
Economic Co.operation, General Stati,ti<al Bulletin, 
and from official national sourr.e~. 

• Data for 1959 exclude transfers to the Inter· 
national Monetary Fund in connexion with quota 
inr.rea~es. Totals for North America inr.lude !lhort-

or S3.2 billion. These advances, together with o sub­
stantial rise in the exports of Japan added up to an 
increase of SIO billion for the combined exports or 
industrial countries. The rate of increase of 15 per rent 
was the highe-.t for any Qingle year since the beginning 
of the nineteen Ii f ties. 

The trade balance~ of industrial countries reflected 
the inter-country diff erencec. in the phasing of the cycle. 
which were noted earlier. In western Europe. where 
imporL~ rose rapidly throughout the year. the trade 
balance deteriorated progressively as the expansion of 
exports slackened. In the full year 1960, the import 
balance was $2.3 billion larger than in 1959. This de· 
terioration had its counterpart in an improvement of 
the balance of 'orth America by S3.8 billion ( on a 
c.i.f. hasis ) . Of this. S3.6 billion was accounted for by 
the balance of the United Statec.. While the trade balance 
shifted in fa,·our of North America and agaimit western 
Europe and Japan, its impact on reserves was off set by 
a change in the opposite direction of the capital balance. 
Thus, we:.lern Europe wm, able to accumulate re~erves 
in 1960 at a substantially higher rate than in the pre­
viou year. But in North America the outflow of both 
long-term and :-hort-term capital led to a net loss of 
gold and dollarc. which exceeded that of 1959. These 

QIGlilum Unil tal,u 
Change in 

Import. ET:u Import. 

__ .. 
Erporu 

( ind ire, , 195 - 100 ) 

0.8 114 100 101 104 
-2.9 100 100 100 100 
-1.6 100 117 101 99 
-3.0 114 113 101 100 

0.9 98 99 103 108 
3.6 100 100 100 100 
1.9 113 110 96 97 
4.4 127 130 98 97 

-0.4 96 122 107 115 
0.3 100 100 100 100 
0.5 119 126 100 95 
0.5 132 157 104 92 

1.3 103 100 102 106 
LO 100 100 100 100 
0.8 109 112 98 96 
1.9 124 126 99 96 

term liabilities of the United States to foreign 
official instil Jtions. 

b Excludin~ " Ppecial ralegory" exports of the 
United Statn 

• In thi~ table and in subsequent tables in this 
chapter, the term we~tern Europe refers to OEEC 
countrie11. 

developments in the balance of paymentc. are further 
e:xnmined m a later section. 

The 1959-1960 up ·wing proceeded without any major 
change in either export or import prices of industrial 
countrie~ f table 4-14) . Despite the growing pressure on 
capacity in western Europe and wage increa~ in all 
the industrial countries. their export prices advanced 
only fractionally in 1960. Import prices. after a limited 
increase in the latter part of 1959 and the early months 
of 1960. 1·used off in the course of the year. As their 
aYerage leu'I in 1960 was the same as in 1959 there was 
little change in the terms of trade, which had shifted 
in favour of industrial countries both in 1958 and 1959. 
The ab:ieli ce of any deterioration in the terms of trade 
during a major hoom reflected mainly development" in 
world marketc. for primary products. The expansion of 
capacity n the primary producing sector in response 
to shortares and high prices during the early post·war 
years had exceeded the long-term growth of demand 
for primary product , ~pecially after 1953, when the 
gro,1 th in the United States slowed down appreciably. 
The 1957-1958 rece~sion had led to a considerable in· 
crease in the accumulation of inventories in producing 
counlrit>s and further weakened commodity prices in 
the world markets. These trends were, however, not 
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rc'\t'N?d hy thl' up!-m ing in indtHrial countrie:,, during 
ilw pr.riod 1958 to l <)(JO pnrll} hecnu,e the rrcovery of 
United Stutes a11d ,\estem Europt•an import clemancl did 
not coinri,lt> in time. The r.xpun ... ion of '\'orth Amerirnn 
imports from primary produ<"in~ countrirs nttainrd 
peak rnl1· ... around thr middle of 1959. while we,tern 
European import:- onl} ndrnnced relati,ely slo,\ly; and 
,dwn tlw imports of \\C'stern Europe and Jupan ac­
rdcrnt,•d in !he la,t quarter of 1959 and tht' be~inning 
of 1960. United tales imports began to fall off. Com, 
moclity price, n•coH'n•d ~ome,,hat around the turn of 
1111· war 1959. hut e,m at that time only a few com· 
mod1tirs. nolahly rul>lwr. tin and jute. regained their 
prC'·rrct·~,1011 le,ek Afln the fir,t quarter of 1960 com· 
rnodil) prict'l' n•,-umed their downward courcw. as the 
fol lo1~i11g figures indicate: 

Import priers of OEEC countrir.~ 
(1957 = 100) 

Foodlluf!1 

19"19: 
Fir--t tjltarlrr • ... •..•. 
Se1•011tl lluarrcr ............. . 
Thirrl quart1•r . . . . . . ... . .. . 
Fourth quartt·r . . . . . . . . . . . 

1%0: 

92 
92 
93 
92 

Fir ... 1 •111artt•r . . . . . . . . . . ... . 
~er11nil quarl<'r . . . . . . . . . ... . 
Tl1inl '1llllrtr1 . . ..• 
Fourth 11uarll'r ......... .. .. . 

90 
9! 
91 
88 

ll11t1• m<1lrr111/~ 

CJ6 
98 
98 
99 

101 
99 
96 
93 

S1111r,-r Orµni,ation for European 
c,.n..,al c;,at,,tiral n111/rti,1, :\larch 1961. 

Et·onomil' Co-operation, 

The larl!e achanre of the lr.vel of trade of indu-.1 rial 
rounlrit·.; from 1959 to 1960 rrflect<'cl primarily the 
rapid e,pansion of tradt•. which hegan in the latter part 
of 195() and allnirwd p1•ak rates in the first quarter of 
I %0. TIH' ratt• of expan,ion slacl.:ened ron,iderahly 
tlwrcaftE'r. and in the :,,econd half of the year it was 
lt·r..s than half tlw rate for the fir~L quarter for both 
c·xporb auil import, ( w,· table 1-15). While thr grO\\ th 
of nil trade flows t·.lackt·ned, the decline of e,ports lo 
"lorth Anwrica. \1 hich Ol'currt.>d after the fir-,l quarter 
of lht• yt•ar \\Us tht' mo,t important ~ingle factor ac· 
rounling for the rt'lardation . 

Tlw c-ont ribution of the , ariou, markets to changes 
in the trnclt• of industrial countric, owr the entire cycle 
from 1957 to 1960 i~ ,hm1n in table ].J6. Thn•e fact-. 
an• <'lt>arly indicated hy thl':-c data: tlw stead} growth 
of d,•marul in wpstern Furope. hoth in 1959 and 1960. 
in rontra,t to lhe relati, cl) largl' variations in the \orth 
Anwrican markt-L; the high elastieit) of import dl'mancl 
in inclu,tri 11 rountrie,. notnhh· of their demand for 
produf't~ 1•11Lc>rin1• their mutual· trade, and tlw lagging 
t!rowth oH·r the Pntire q·rle of the import, of primary 
procl11ci11I? <'ountrie ... compared with tho~e of industrial 
countries. 

Tlw ri,.1• in the import, of \\l' ... tern Europt.>an coun­
tiil' ... h) lH per rent from 1959 lo 1960-afTected, in 
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the first place. tlw area'._ import~ from 'orth America, 
1,hi<'h ro,-.p hv nPnrlv two.fifths, and. secondly. inlra­
Europc•an tradt•. "h;ch adrnnced hy 18 per cent. The 
ri,.t• in the import,. of \\estern Furope from primary 
producing l'Ountrie.;. \d1ich a-.eraged almost 13 per 
rent. in tt-rm..; of quantum was appreciable, but much 
of it occurrl'd in the fir,.t quarter of the year. when 
manufacturer~ throughout Europl' were rebuilding in· 
,cnlories. Th<'reafter it slal'ken<'d considerably. 

Tlw decline in th t: import demand of North Ameri<'a 
afT«·cted all it-< trading parttwrs in some degre<'. Al­
Lhnugh it \\as rrlatively slight-3.5 1wr cent on the 
mera~t· for thr yl'ar. imports fell from n peak in the 
Ii r ... t quart~ r of 1960 to ,,ell helo,~ their pre, ious year'!' 
It•, 1•1 in suhsl'qut•nl r1uartn,;. Tht' yE'ar-to-year decline 
aH•raged S per cent for import,- from wee.tern Europe 
and :ts pt•r rpnt for tlw mutual trade of Canada and 
1h1• United State:-; hut ,-.ince imports from Japan eon­
tinuccl to ad\ancc. the total decluw of imports from 
ind11,1rial rountric~ wa~ of the order of~ per cent. ThE' 
decline in import, from primaq producing countries. 
,1 hirh 1,rgan a,- rarly a, the first quarter of 1960, was 
.,01111•\1 hat larger. 

Tl11· import-; of primar) procluring countries began 
lo rN'O\ n in the !alter part of 1959 and continued to 
1i~e in 1960. The re,i\·al of import demand in primary 
producing countrir,. gave ~upport to tlw expansion of 
rxport, from wr,tNn Europe and Japan, and it con­
lrihutrd to .;orne c,trnt to the n•co,ery of United tales 
('\()Orts. Howf'ver. as lhe rl"I' in thr exports of primary 
producing countri1•s slowed down in the course of 1960. 
1lwir import demand slackened The average rate of 
i1JC'rl'a ... ,• of exports to thrm was l l per cent, compared 
to a 15 per ct•nl risr in tlw mutual trade of indu,;trial 
cou11tri1·"· OH'T th,, rntire upswing ,;inf'(' 1958 the dis­
parity \la,. en•n greater. 

Tin: EXP \:\SIO:-i oi: TR ,oE 1;,; \HSTER" EunoPE 
\'.\D J \P \;\ 

It wa~ nott•cl earlier that the upswing- of 1958-1960. 
in rontrast to that of 195'.~-1957, procel•tlcd without sig· 
11ificont price incrrascs and that supply proved adequate 
lo mrrt the ri:,,ing d<'mand . The alisrnce of inflationary 
prict' clnelopmcnts reflectrd a combination of factors, 
inrluding tlw relati,·e ,;tahility of raw material prices 
,inr1• 1958. A fa<"tor of rnrying but generally ,cq con· 
,idcrohle importance. which contributed to the mai11-
l1•nanrt• of clomt'"tic halancr. wa, the very rapid advanc<' 
in th1• quantum of import:,. During the cyclical upswing 
of 19:>~·1957. halant·e of payment,; con!'-icleration!'- had, 
in mo~l countries. plared a limit on the rxl<'nt to \\ hich 
imports could he pl'rmitlt•1l Lo expand in rt>sponsc to the 
ri,e in dome:-tic demand: the gro" ing pressure on 
1loml'4ic rrsourc<'s was con~equently rellt•cted in rising 
price,. 

By the end of I 958. the external balance and foreign 
1·,eha11ge Tl'"E'rves of mo,t \\e.c:tern European countries 
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Table 4-15. Quantum of Trade by Areas of De tin 1tion and Origin, 1958-1960 
(Percentage change from corrc,ponding period nf preceding year) 

Erporl, lo Import.from 

Al'l!IClandptriod 
l\'or/d North 

A~riro 
Wt~lun 
Europt 

All 
indwlrial 
tounlritr 

Primll')' 
prodtu:ino 
counlrin 

&ullrn 
Europtb 

World 
Primary 

prodtu:ing 
coanlriu 

- - - ~----------
North America• 

1959 ...................... . 
1959: 

Third quarter ............. . 
Fourth quarter ........... . 

1960: 
First quarter ............. . 
Second quarter ........... . 
Third quarter .. ....•....... 
Fourth quarter . . . . ...... . 

Western Europe 
1959 ..................... . 
1959: 

Third quarter ............. . 
Fourth quarter . . ..•....... 

1960: 
First quarter ............ . 
Second quarter . .......... . 
Third quarter .... ... ..... . 
Fourth quarter. . . . ...... . 

All industrial countries• • 
1959 ................ .. .... . 
1959: 

Third quarter ........... . 
Fourth quarter ....•..•.... 

1960: 
Fir,,t quarter ............. . 
Second quarter ........... . 
Third <1uarter. . . . ....... . 
Fourth quarter .... ..... . 

4 
4 

20 
13 
13 
14 

13 

12 
16 

25 
11 
JO 
6 

9 

10 
13 

23 
12 
11 
9 

9 

8 
8 

11 
-7 

-10 
-8 

37 

40 
23 

22 
-11 
-17 
-1-l 

22 

23 
16 

16 
-7 

-11 
-9 

-1 

i 
9 

'13 
46 
36 
31 

16 

16 
23 

27 
17 
17 
12 

13 

1-1 
19 

30 
22 
20 
16 

Source: See table 4-14. 
• Including Japan. 
b Export, from North America to eastern Europe art included 

5 

8 
10 

27 
16 
15 
12 

20 

20 
23 

26 
11 
IO 
7 

16 

17 
19 

26 
13 
11 
9 

-7 

-3 
-6 

6 
8 

10 
15 

-2 
3 

21 
10 
8 
4 

-I 

-1 
2 

15 
10 
IO 
8 

12 

15 
26 

40 
3·1 
23 
12 

10 

16 
27 

46 
37 
25 
20 

16 

22 
10 

7 
-3 
-7 

-11 

10 

10 
15 

25 
17 
17 
12 

12 

14 
15 

22 
11 
11 
6 

8 

17 
2 

-6 
-1 
-5 
-4 

6 

5 
IO 

24 
11 
14 

" 
8 

10 
10 

16 
8 
9 
2 

in the total but are not shown ~eparately becau~e of extremt 
variations in the -;mall amount, of thi~ trade. 

• Exclud n,: "special categorv" exports of the United States 

Table 4-16. Demand for Exports in .Major Areas oC Destination, 1958-1960 

(Percentage change from preceding ytar) 

Arni Q{ dulino.lioo 

11,m No,lh Amuiro 1V.,1,,n Europ;, 
Pri1Mry 

prndueing tounlrir• 

1958 1959 1960 1958 1559 1960 1958 1959 191,() 

Change in demand• ... .. .. -1.0 6.2 2.5 l.8 4.l 6.0 -2.4 7.8 3.7 

Quantum of t.tports 
Area of ori~in: 

IndusLria countries ... 22 -3 -4 13 22 -2 -1 11 
Western Europe .... 11 37 -5 -1 15 18 I 1 11 
North America ..... -7 9 -4 -17 -1 39 - 10 -7 7 
Japan .......•..•.. 18 49 6 6 JO 42 -3 6 11 

Sourtt: Sfe table 4-U. ducing rountrie~ plus inflow of forei~ capital and 
• For North America and western Europe, change e:ant! minus net payments for ~ernces, the total 

in gross national produC't: for primary producing in,; divi~ed b) unit value of imports of primary 
countries. change in import capacity- that is, producing roun trie . 
value of merchandi~e exports from primary pro-
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h:111 hl•1·n !'Ufficiently ,tn•nglh<'necl to allo\\ imports to 
ti'-t' to the cxlt•nt n•quired for tlu, maintl'nancr of do· 
nwstic l1alu11re. Import demand <lie! in fart rise suh­
stantiolh rn~ter during the two )C'ars of e,pansion 
foll1m inA tlw !-ethnck uf 1958 than in tlw co1-rt•,-ponding 
Jll'I iod of tlw preceding up•m ing ( tali le 1-17). Tlw con­
l rihu tion of import,; to,\ arc!-, met\ting tlw ri~ in domestic 
dt·mand •n 1959 and 1960 t·~cet>dt•d suh,tanl iall y that 
of th~ pre, iou,; cyclical peak of 1956 or l 957 a, the 
following ratio" of innenwnt,; in imporb to tho~e in 
total domc,tic d1•mand 2 indicate: 

1955 to 1956 ..................... ............. .................. 0.29 
195(1 tu 1957 .................................................... 0.28 
19::ii to 1958 ............. ............... .......... ........... 0.09 
19.58 l<t 1959 ................................. ................... 0.45 
1959 to 1960 ................ .. .................................. o..is 

Tlw gH·all'r huoyancy of total import dt•mancl in 195'> 
nr11l 1960 than in tht• pn•vious upswing \\ as primarily 
acrntmted for hy cle1111nd for manufacture:-. \,. tahle 
1-17 shows. opurt from some di1Tercnc1':- in thr timing 
of it, acl\JancP. import demand for indu,,trial materials 
followed o ,-imilor ro11N· in both cyde::-. hut the import 
rcwllicit•nt for manufactures ro:,,e substontialh fu:;tt•r 
ltnth in 195() and 19(10 than in the corre,pondi,;g ~tagt·s 
nl tlw predou;; C\f'le. Jn 1959 manufat·turc:- uccountrd 
for tlw major part of the mcrea,-e in non,foo1l import-.: 
ancl thrir aerelrratecl rise in 1960. together \\ ith the 
C) dim! up,;,dng of raw rl)Oleriol import!". rc~ultrd in 
an unpn•rt•dt•ntrd achancl' in imports. 

Tlw unu~ual , igour of the ri,e in \\ e,tern Eurorw', 
import, of manufactures hoth in 1959 and 1960 wa,; 
p.11tly attrihutahlP to the fact that the 1959-1960 up· 
"'\ ing \\n, prect·ded and acrompanied hy tlw di"· 
mantlinr of payment, rt•:,.trictions anti a :-uh~tontial 

= Thi, is c·,11101 to 1hr •urn of Jl<'r,onal con,umpliun, puhlic 
ron•umption nncl i:m•, du111c>,1i,· capi1al formation. in ron,lonl 
r,rirc·,, 
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librrali1.ation of imports of industrial products from 
other European eountrie and the niled States. Con· 
"<''lll<'ntl} rising dom<·,-tic demand was allowed for the 
fir~l timf' in posl·\\ ar year::- to exert morP fully it'- im­
pact on the <•xtemal '-ector. Moreover. the tranc;ition to 
relatiwl} unre~tricted trade and payment<.; itself trnded 
to t•nhance imports espl'ciall} in 1959. through the effects 
of !-Omr backlog of dt•mond for previously restricled 
items. imentory purcha<:c::. by distributor,; of new)> 
availahle product" oncl -.imilar temporary factor::;, Fur­
thermore. deli,eries of long-lead items, for which orders 
had been placed in consequenc<• of import liheraliza­
tion. bel'ame more '-Ubstantial in the latter part of 1959 
and e"pecially in 1960. This was notably true of imports 
of L nited Lat~ capital ec1uipmenl. The expansion of 
lracl,· \\ithin Europ<•. which ron!'ists primarily of manu­
facture,. was al~o 1:nhanred h} thr estab)i:;hment of the 
European Economic Communil) at thP hrginning of 
J 959 ancl In, the acceleration of its integration tunr­
table in 1960. 

The timing of the n•co,ery of ra\\ material:, imports 
, ariccl lo -.om1· e,trnt \\ ith the upturn of proclu<"lion in 
imli, iduul countries. For westrm Europe as a whole. 
import:, 10,-e i-101\l} up to the micldlr of 1959. TI1e ex­
pansion accelerated in thr laq quarter of 1959 and 
attainecl pt"ak ratt•,, during the firf.l half of 1960. The 
rapid ri"e of ra,\ materials imports in 1960 n•flcrted 
not onl) the growing consumption of manufacturing 
inclu--iry. but al::-o thr rebuilding by manufacturrr · of 
tlwir ra,\ matnial -.torl-s. Variations in rate" of inwn· 
tory arcumulation ~enerally account in large part for 
the cyclical in~tability of tlw raw materials imports of 
\\ e,tem European countrit"'. In periods of slackening 
demand for their produrtc:, manufarturer. tend to let 
their imcntorirs run do,111. repll'nishing tlwm 8" acti\'ity 

Table 4·li. Wl':;tcrn Europe: Indicator;, of Import Demand, 1953.}960 

l rur 
T,>1,,I 

1953 .. . . 15.5 
1951 16.Cl 
1%5 17.6 
1956 17.5 
1957 17.8 
1958 17.5 
1959 18.6 
1960 20.61 

So11rrr: Ser tablr 1-1 i. 
• l\t 1951 pri<'ell . 

I m,.,.,t, , .. ~rcml,l!lr fl/ 
grun 1,alioMI prod11rl• 

<:flpi/.il 
f't,(Jd I mlo.Jtri,,I rqu,p4 

m<J(,ri ,t, mml 

L3 7.1 1.7 
1.0 7.5 1.6 
I. I 8.3 1.8 
1.6 7.9 1.9 
u 8.3 1.9 
1.5 7.7 1.9 
1.5 8.0 2.0 
1.1 8.9 2.t 

b l\t current prire,. 
• Crude material,, fueb ancl basr mrtal". 
,c Exdudin~ ha~e metal". 

I rnp,iru RI Wl'f'fnl1&9r Cl/ romponmt, 
of lohl dmn1e,li< upmditfJJ',h 

Olh•r M11rhin,rv Trrliln 
m,,nu ond Cnn•um"r ,,nd 

far/urt1l r111ipm•nl d11rabl,,. r/,,thing 

2.1 20.1, 1.6 6.2 
2.9 19.2 5.1 6.7 
:u 18.9 5.6 6.8 
:u 20.2 5.7 6.9 
:t2 21.0 5.8 7.1 
:u 20.6 6.1 7.0 
1.0 21.5 6.9 8.0 
1.3 21.0 9. l 

• Ra~erl on clata for countrie~ and commCJdit11•s 
li~tetl in table 1-19. 

r Imports for full year 1960. Components are 
ha,e,I on annual rate for January-St'plember and 
.to not add up to total. 
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picks up.3 This was the case in 1958 when raw materials 
import! fell sharply although manufacturing activity 
was maintained. The decline in imports was enhanced 
by the fact that recession had set in at a time when stocks 
of ra\\ material'!, built up after the Suez crisis, were 
exceptionally high in many of the European countries. 
For this reason '!everalcountries did not begin to rebuild 
inventories until the latter part of 1959, when the up· 
"'ing of activity was already well under way. After the 

middle of 1959, inventory purchases combined with the 
ri!.ing current requirements of manufacturing industry 
Lo produce correspondingly high rates of increase in 
imports. which were maintained up to the middle of 
1960. Thus. as chart 4-2 indicates. t~e fluctuations of 
raw materials imports considerably exceeded those of 
total manufacturing production. 

Both the decline and sub.equent recovery of raw 
materials imports were enhanced during the 1957-1960 
cycle by <'onditions in the textile industry which is a 
large consumer of imported materiab. The rcce:-sion of 
1958 wa · more severe in the textile industry than in 
other branches of manufacturing. and recovery did not 
gather momentum until the latter part of 1959. Since 
textile fibres account for between one-quarter and one­
third of the imports of raw materials other than fuels 
of we tern European countries. the development of de­
mand for textile ha~ a considerable impact on total 
imports of industrial materials. 

During the two years following the rece sion of 1958, 
imports of manufactures by western European countries 
increased by over two-fifths in terms of quantum, nearly 
three times as fa:.t as manufacturing production in the 
area. In 1959, the impetus to the expansion came pri­
marily from ri ing consumption expenditure. notably 
on durable. ; and. as noted earlier, ii was reinforced by 
trade liberalization and the impact of European integra­
tion movements. In 1960 when an industrial investment 
boom of major proportions developed throughout most 
of M:', tern Europe, the emphasis in the further advance 
of imports shifted towards capital equipment; at the 
!lame time, imports of durables, notably of passenger 
cars, increased at an accelerated pace. The rise in im· 
ports of miscellaneous manufactures. on the other hand, 
lackened in 1960 after the initial post-liberalization 

11purl of import demand had spent itself (see table 4-18). 

Throughout the post-war period, demand for durables 
was extremely l,uoyant in western European countries, 

• The following data illustrate the development of manufac­
turer~ accumulation of invenlonts of raw materials over the 
1957-1960 cycle in the United l(jngdom: 

(Millions of pounds stnling. in 195 t pricts, quarters or quarterly 
rates: seasonally adju.~ted) 

1957 19511 

12 - 21 

P,r,t 
ho// 

- 2 

1959 1960 

Stro11d 
half 

19 

Pir,t 
half 

38 

s,.,.ond 
half 

56 

Source: National In~lituh• of Economic and Social Rr,-earch, 
National. Institute Economic Review (London, March 1961). 
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Chart 4-2. Changes in Manufacturing Production 
and Import. oC Raw Material,-. 1954·1960 

f Pen·rnta1t1• <'hange from corresponding quann of preceding 
year; lhrt't.'·quarter mo\·ing averag.c,;) 

We.twm Europe 
:zo 

15 

0 

-5 

-10 

50 

- ....... Monufocturing prodll<!lon 

Source: !See table 4-H. 

-- lmpotll of raw malltrials 

and it exerted considerable pressure on both dome tic 
resource., and external balances, especiallv during 
periods of rising activity. Restrictions on imports were 
generally evere, and up lo 1957 liberalization had maile 
relative!) slow progress. Consequently, the shift in 
polic) towards freer trade. which occurred in 1958 and 
1959. was hound to have a ver) considerable impatt on 
import of commodities. such as passenger can, and 
other major durables, which had remained subject to 
stringent quotas in most of the European countrie~. As 
earl) a 1958. when demand for durable wa relatively 
slack. imports advanced rapidly in the wake of the first 
liberalization measures and accounted in large part for 
the mod1·st rise in imports of manufactures in that year. 
Imports accelerated in 1959 as liberalization progres<1ed, 
notably mong the members of the European Economic 
Community, and attained peak rates in 1960, when im­
ports of passenger cars rose by over one·quarter. 

In the smaller European countries. where a high 
proportion of the total supply of passenger cars and 
other major items is imported, con umption was to an 
important extent determined during the nineteen fifties 
by the degree of r~trictiveness of import controls (see 
table 4-19) . In the~ circumstances, the liberalization 
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Table 4-18. Western Europe: Imports of Manufactures, 1958-196(}A 

Prom u,orld From Umt,d Staiu 

/tun 

Total, excluding base metal~ 
Capital equipment 
Chemicals . ...... . ........... . 
Pa~!lenger CMS ••..•••...•..•.. 

Te'.'ttilt>!! and clothing .......... . 
All other ................... . 

Base metals ...•............... 

1958 
(millio,u 

Qf dollar,) 

14,189 
5, I09 
2,164 

614 
1,849 
4,153 
3,448 

Sour«: Organisation for European Economic 
Co-operation, Fortign. Trade Statistical Bulletin, 
~erie~ B (Paris). 

1958 ID 1959 ID 
1959 1960• 

9.1 
9.8 

16.0 
22.0 
17.0 
17.0 
9.2 

21.4 
25.7 
22.3 
25.9 
22.8 
14.3 
39.1 

195/t 
( ntillioru 
of dolbm) 

1,720 
9331, 
414 

53 
320 
296 

Ptrttnlage chang< 

1958 lo 1959 lo 
1959 1960-

17.5 
1.1 

12.l 

28.3 
70.6 

-30.l 

50.1 
80.6 
33.1 

69.1 
9.2 

157.9 

• 1960: January-Se-ptember at annual rate. 

b Including passenger cars. 
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measures of the past two years had a considerable im­
pact on both the volume and pattern of consumption: 
it produc-ed a shift towards imported commodities which 
had previously been relatively scarce. and it contributed 
to the upsurge of con. umption in 1959. Well over half 
of the total ri~ from 1957 to 1959 of consumption ex· 
pendllure on durables in this group of countries was in 
impor ted c:;upplies, and the commodities in\'olved ac· 
rounted for more than one-third of the total increase of 
imports of manufactures other than base metals. Avail­
able data indicate that the de,elopmenl ()f 1958-1959 
continued in 1960: imports of pas..c:t>nger cars rose by 
more than 30 per cent in 1960. and a<'counted by them· 
selves for around one-fifth of the total increase of 
imporLc; of manufactures of the group since 1959. 

ln the larger countries. where imports are marginal 
and quotas for major durables had previously been 
small. liberalization or c:ignifirant quota increa es pro­
duced an upsurge of imports which raised their share in 
total ronsumption from 1.8 per cent in 1957 to 2.7 per 
rent in 1959. Product differentiation- especially im­
portant in the case of pa<-senger <'ars-wa~ the major 
factor in the odvanre of import demand in 1958 and 
1959. 11'- 1here was no .. ignificant pre-:sure on domec:;tic 
r·apa<'it} in f'ither year. Although the increase in imports 
"a!\ rt'lativt>ly large, the amounts involved were a less 
-.i~nilirant fartor in the ric:;e of the imports of thi'- group 
in 1959 and 1960. Moreo\'er, there were conc:;iderable 
rnriations in the extent to which individual countriet­
liberalized imports. The Federal Republic of Germany 

Table 4-19. Imports of Consumer Durables, by Group of Western 
European Countries, 1953 and 1957-1960 

(Millions of dollars) 

Counlr)' group and il~m 1953 

Major importing counJries• 
Passenger cars. . . . . • . . . . . . . . . . . . . . ........ • 179.8 
Motor cycles nnd bicycles . . . . . . . . . . . . . . . . . . . 26.1 
Sewing machane5 . . . . . . . . . . . . . . . . . . . . . . . . 16.4 
Household appliances. . . . . . . . . . . . . . . . . . . . 25.3 
Radios, television sets and record players. . . . . . 35. l 
Furniture and fixtures ..• , . • 9.6 

TOTAL 292.6 
Ratio of imports to consumption of durables . . . . . 18.3 

Net exporting countriesh 
Passenger cars . . . . . .•........... . ......... 
Motor cycles and bicycles .... . ............. . 
Sewing machines . , . , .... . ....... . ........ . 
Household appHances . . . . . . . . . . . . . .... . ... . 
Radios, television sets and record players ..... . 
Furniture and .fixtures ........ . .... . . .. .... . 

TOTAL 
Ratio of imports to consumption of durables .... . 

22.0 
7.8 

11.2 
17.9 
11.3 
4.8 

75.0 
1.1 

1957 

323.7 
37.5 
27.9 
56.8 

104.l 
19.9 

569.9 
22.6 

52.5 
28.9 
16.2 
30.0 
42.4 
17.0 

187.0 
1.8 

1958 

346.4 
27.0 
21.0 
56.2 

125.2 
21.3 

597.l 
24.1 

83.2 
23.4 
15.1 
33.8 
61.1 
21.4 

238.0 
2.2 

1959 

379.4 
31.l 
34.0 
64.6 

154.2 
24.7 

688.0 
25.5 

150.7 
38.5 
17.6 
43.8 
71.2 
30.3 

352.1 
2.7 

1960 

499.5 

33.5 

208.8 

39.7 

Soura: See table 4-14. 
• Belgium-Lux,mbourg, Netherlands, Norway, 

Sweden . 

b Federal Republic of Germany, France, Ita]y' 
United Kingdom. 
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was the fir,-t to admit a growing volume of durable:; of 
foreign make and il,. import.s ad\Onced rapidly through· 
out the nineteen fiftic~. so that by 1960 the demand for 
imported durables had alrcad) begun to become le s 

buo}ant. In Francl'. Italy and the United Kingdom, on 
the other hand. import liberalization was of more recent 
date. and import demand adrnnC'rd t•,;pe(:ially in 1959 
and 1960. 

Imports of capital equipment advanced relatively 
,lowl r in 1959. when the recovery of invc!'ltment was 
primarily in residential and other construction. Demand 
for importrd equipment wa,- none the le.,s mort> huoyant 
than total demand for equipment, and import, contrib­
uted more than n third to the advance of inve5tmenl (see 
table 1-20). Most of the supplies at that time were ob· 
tainrd from within Europe where capacity \\BS still 
adequate to the demands made upon it. Lale in 1959 
and in 1960 the shift of emphasis in investment lo ind us· 
trial rM•quipment and expansion product·d an upsurge 
of dl'mand for machinery which the major European 
producer:.. found incrra,-ingly difficult to meet. Thus, as 
the contribution of imports to the rise in investment 
increased further. in 1960 demand shifted to the United 

late,. As tahll' ·l-20 indicate-, import" from the United 
~tal<''- acrountl•d in 1960 for one-fifth of the e ... timated 
total increa!'-e of investment in machinery and equip· 
ment HowevPr. it ~hould be noted that imports from the 
Unilt•d Stale:, in 1960 wt•re somewhat abnormal owing to 
a conct>ntration of -.hipments of United ',tale:. jet air· 
craft. But apart from thes<' aircraft :ialeo;;, the share of 
Unitrd tale, machinrry in the ri!-e of indu:;trial invest· 
ment wa'- considerabl) higher thnn it had been ewn at 
the peak of the previous ups\\ ing in 1955 and 1956. 
wht>n pre sure on indu~trial capacity in Wt"<tern Euro· 
pean countrie!l Wa'- no less severe than in 1960. The 
1•limination of re~triclions on Jollar import" has no 
doubt ht'en of major importance in this de\elopment. 
hut the character of the imestmrnt boom of 1960 is also 
likdy to havr fa,oured United tale.-; product,, . .\1any of 
the European rronomirs had rear.hrd th" point where 
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futurr )!row th of output depend('d lo a greater extent 
than in earlier years on advances in productfrity, in 
view of thP growing .;carcitr of labour. The industrial 
inv~tm('nl boom of 1960 was therefore to an important 
extent moli\'ated by thl' need for reducing labour re· 
quirPmmh in manufacturing and ~ervire,- industri~. In 
tht•!-e r i rcumstance.., therr was a strong demand for typ~ 
of equipment in which the United States had not only 
a sub"tantial lrad in terms of d~ign but also ample 
t·apacity to fill order,, promptly. 

The expan~ion of Japanese imports differed from that 
of we~lern European countries. While in western Europe 
imports ro,e at a higher rate than gro s national product 
in both 1959 ancl 1960, in Japan the increase in import 
was only ruughly in proportion to the advance of gross 
output in 1960. A.,. sho\, n in thr accompanying tahle, 
tht' import roeffirirnt in 1960 was in fact considerablr 
bdow that reached during the preceding cyclical peak 
in 1957. 

1954 . 
1955 
1956 
1957 . 
1958 
1959 
1960 . 

na1io <if '"'f"''t, 
to g,o,. MJ1onnl 

produrl 
( in ron,lnnl prirr,) 

10.Q 
11.3 
13.9 
I t.3 
10.5 
JU 
11.6 

In Jap, n. npnrt from the influence of the more re­
,trictiw import pol icy. the explanation for the relativrly 
,low adrnnce in imports lies in the fact that finished 
manufact ire,. which contributed largely to the accelr.ra· 
lion of imports into western Europe. amount to less than 
15 per Cl'nl of Japanese imports ( see table 4-21). The 
onl) clas · of finished manufactures that ronc:tilute~ a 
,,jgnificar.t proportion of imports is machinery and 
tran,-port equipment. But despite the vigorous advance 
of inclustrial inve-.tment both in 1959 and 1960, importc: 
of machinery barely ro. e in 1959 and they appear lo 

TahlP 4-20. Western Europe: Indicators of Import Demand for Producer 
Equipment, 1953-1960 

fnrntmrnl 
rrf1('fldilurc 

on equipm,nl 
(annual 

p,rcr~ 
changt)• 

1953 . . . . . . . . . . . . . . . . . . . . . . . . 5.4 
1954......... . . . . .. . . . .. . 12.2 
1955 .. . .... .. . . . . .. . . . .. 13.i 
1956... . . . . . . . . . . .. . . . i.O 
1957............. . . . . . . . . 5.2 
1958. ..... .. . . . . . . . . . . . . . 2.2 
1959....... . . . . . . . . . . . . . . . 5.2 
1960... . ......... . . . . . . . . . (13) 

Sourr<': See table 4, l t. t'i,;ures within paren­
these, are preliminar, e,timates. 

• At t·on•tant prire~. 

Import, a, n p rcrnltJgr 
of domatir trJ~ndilurt 

on rquipnirnl 

I mporll from I mporu from 
world 1/niW Str,J,, 

20..l 
19.2 
18.9 
20.2 
21.0 
20.6 
21.5 
(2·1)1' 

3.9 
3.3 
3.6 
:t 7 
3.9 
:u 
3.3 
(S)b 

Changr in import. «f n 
ptrrmlagr Qf rhnfl'I" in 

rrf1('nd1/un on rquipm,nl 

fmport,Jrom lrr1porl•l'°"' 
world Unikd Sllllu 

7.9 
16.7 
32.l 
28.5 
15.3 
3i.8 
(4:W· 

-2.1 
:i.9 
5.5 
5.6 

-5.2 
LI 

(20) b 

h Base,! on import data for January-September 
at annua rate. 
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Table 4-21. Japan: Compo!lition of Imports, 1957-1960 

f>,,..,tttt,,gt di,tribuJion 
1957 f>nrtrilt19, rhm1g, c>f lolnl rhringt 

l~m (billion, 
of do//Jtr,) 1957 to 1958 to 1959 to 1958 to 1959 lo 

195H 1959 1960 1959 lf/60 

Total impnrts ................. 4.3 -29.2 18.7 2-t.O 100 100 
Food •....... . ............... 0.6 -7.3 - 9.,l. 12.9 -10 q 
Crude materials ann ,rmi-manu-

facture, .......... . ......... 3.0 -37.1 31.0 27.5 l04 81 
Manufacture,; , ................ 0.6 -13.8 6.3 18.2 6 8 

Capital equipment ........... 0.3 18..1 3.2 14.2 2 i 

Sourre: Japanese Government, Economic Planning Agency, Japanesr Economic S1a1i.s1in (Tokyo) , 
Januuy 1961. 

have ri--en lr:-s rapidly than imeslmenl in 1960. Further­
morP. imports of industrial material:,, roi.e conc;iderahl} 
f ai;ter than manufacturing production from 1958 to 
1959 \\hen 1t1n"'ntorie:, ,,~re being rebuilt and when the 
countn \ textile indu~tq was reCO\'ering from a major 
reces!>ion. In 1960 they advanced only in line with manu­
facturing acth·it}. 

The outstanding feature of the de,.,elopment of exports 
in 1960 \\Ss the relatiw t·a~e ,,ith which the majority 
of wel-tern European countries overramt> the adverse 
elTect on tht•tr t',ports of the decline in the import de­
mand of th,, United late'-'. 

i\lthough the reduction of exports to \orth America 
was quite moderate for the year as a "hole. it amounted 
to as much al, 15 per cent in the c;econd half of 1960 as 
compared ,\ith the rorre,-ponding prriod of 1959 (see 
table 1 15). The decline "a" largely confined to the 
commoditie~ that had recorded tlw larget-t increases in 
1959: pussen aer cars and steel accounted in fact for the 
bulk of the total decline during the first nine months of 
1960. 

ln sp1tr: of the reduction of C'\pOrls to orth America, 
the total exportc; of weslt•rn European countrit>'- in th<• 
second half of 1960 exceeded the lewl of the correspond· 
ing period of 1959 b) 8 per rent. Intra-western Euro· 
pean trade ro:-e further, and substantial gainc; "t•re made 
in export" to eastern Europe. On the other hand, the 
ralt• of rxpanc;ion of exporb to primary produtling 
countries foll from 15 per cent in the first half of 1960 
to onl) 1 per Ct'nl in thr last quarter of the year. 

The impact of the decline in exports to orlh America 
on indi, idual countries 111 ,,cstern Europt' difTered ac· 
cording to the importancf• of pa senger cars and steel in 
their e>.ports to the United Statrl', and the extent to 
"hich the, were able lo ofl\et lo~se,- hv increased sales 
of othrr c~mmoditie:.-. A few countries.'notably the Fed­
eral Republic of Germany. Italy and Sweden, were even 
ablc to increase total e,porb; lo the United State,- in 
1960. The United Kingdom. on the olher hand, experi· 
rnced a significant t'lback m the Unitl'd States market, 
not only ,\ith ib exports of passenger ror-, hut al<.o with 
various other mnnuf actures. The buoyancy of intra· 

Europt•an trade compensated to an important extent for 
lo,-~es in the North American market. But in this respect. 
too. the United Kingdom was less favourably placed 
than the other major r.xporters which helong to the 
Europc•an Economic Community. The growing rohe:-iH'· 
m•ss of the group and the high growth rate of most of its 
membrrs providrd a bettrr alternative outlet for exports 
of tht> six EEC countries than Ml" a, ai I able to the· 
United Kingdom. The latter did not enjoy any pref eren· 
tial treatmt•nl in EEC markets. ,\hile its major t>>.port 
markets in the O\ersl'a Slt·rling Area were adversely 
affrcted by the decline of commodity price!'\. 

The rxpansion of intra-European trade began to re­
nect, al least in some degrC{", the effects of the formation 
of two st>parale trading groups within Europe. As shown 
in table 4-22. EEC intra-trade rose by 25 per cent in 
1960. "hilc total trade within Europe rose hy only 19 
per cent. This fact can he readily explained by above· 
average growth ratc>s in ,e,eral of tht> EEC countries. 
However, it appear· that actual and prospective prefer· 
encec; have hegun to affect trade \\ ithin western Europe. 
This is suggested by the fact thal total imports, as well 
as imports of individual eta~~ of commodities by EEC 
member~ from t•ach other, increa<:ed morr than their im­
ports from the United Kingdom and other non.members. 
On tht• other hand, the e,tahlishment of the European 
Free Trade As..o;ociation i" of too rl'rent date to ha, e 
affected the group's trade to any significant extent in 
1960. In fact. Laking the )Car as a whole, members of 
EFTA increased their imports from EEC countries fastPr 
than their mutual trade. But in the third quarter of 1960, 
when the fir,t of the tariff reduction~ under the agree­
ment e~tablishing EF'T A went into effect. the growth of 
trade among the members of EFTA accelerated, whil<' 
that of the group'!- import-. from EEC member c·oun­
Lries continued to slacken. 

Thus far the booming demand throughout western 
Europe has offset any lo~. e lo trade that might haw 
resulted from preferencb already applied within the 
two groups. and the net effect of the integration mo\'e· 
ments has been to rreale trade rather Lhan to divert it 
from its normal channel!<. But after the !-1Ccond EEC 
tariff cut of January 1961. which applies to intra-group 
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Table 4-22. Intra-European Trade. 1958-1960 
(Percentage change in value from corresponding period of preceding year) 

1960 
ltnn 1959 

F1r1J &cond Third Fourth 
qu,ulu fUIJl'kr qU/Jl'kr quorltr 

Total trade amon~ OEEC countrie!\ ............. ll 29 20 18 13 
Trade amon~ EE countries . . . . ....... . ....... 19 IO 28 21 16 
Exporb from EEC countries to EFT A countries ... 10 29 21 20 12 
Exports from EIT A countries to EEC countries ... 8 18 12 11 9 
Trade amonl( EFTA countrieq , .................. 8 12 13 15 11 

Source: Organi,ation for European Economic Co-operation, For•ign Tr<Uh Statistical Bulletin, series A 
(Paris). 

trade only, and which is to be followed in July by a 
!limilar one in the EFT A countries, formal di!'crimina­
tion will be con.,iderably increased. Changes in trade 
patterns may thus become more significant in the future, 
C!'pecially if. a<; seems likely, import demand in western 
European countries become!! less buoyant. 

TnE DEVEl.OP:'tt'ENT or TRADE tN NORTH AMERICA 

The deC'line of the imports of the United States ac-
1·elerated in the cour-.,e of 1960 as the economy pas_ed 
from expansion in th<· fir.,I quarter to recession in the 
re:.t of the )Car. Although the decline wa,; small for the 
venr as a whole. it rt·lll'C'tcd a ~ignifiC'ant weakening in 
the C'ountry' ., import demand. As tahle •1-23 indicates. 
the import roefficient, which hacl advanced during the 
1957-1958 rece,-,-ion, cleclined in 1960 almost as much 
as in the more severe rece!-:,ion of 1953-1954. 

In 1960 the dedine in the demand for imporlll affected 
chief! y indtl'•trial materials and pa.,!-Cnger cars. The 
normalization of steel imports after the settlement of 
the "teel strike acC'ounted partly for the reductton of 
dl'mand for indu ... trial materials. \\hile the decline in 
pa ... senger car importi- r~ulted from a shift in consumer 

purchase!I to domestic "compact" cars. The decline in 
import!l of industrial materials other than iron and steel 
reflected the downturn of manufacturing production 
after the fir:-t quarter of the year, and the sharp drop 
in the rate of inventory accumulation which had initi· 
ated the 1eC'ession in the second quarter of 1960. How· 
ever ru: table 4-21 shows. decline of imports became 
widr-!-prfad in the !-t'cond half of the year and affected 
thr hulk of imports of manufacturer!> as well a.s of 
industrial material!!. 

The rt'covery of United States exports. after almost 
t>ighteen months of stagnation at the level to \\ hich they 
had fallen in 1958. began in the second half of 1959 
and accelerated in 1960. For the full year 1960. total 
non·mili tary exports were 19 per cent abo,·e their pre· 
viouq year's level and !'Omewhat higher in value though 
not in q antum than in ]957. 

The rPcoverr was closely linked to the boom condi­
tions ,\hich prevailed in western Europe and Japan. 
The~e countries accounted for over two-thirds of the ric;e 
in Unitrd State8 exports from 1959 to 1960, although 
their share in the 1959 total ,1as less than one-third. 
United State., exports are generally highly sensitive to 

Table 4-23. United tales: Indicators of Import Demand 

I mp()rl, IU ptret11la9, of 
I mPorla a, ptrm::::t; of compoMnla of totol 
gro,, national p I" donv,lic ~zp,ndilu~· 

r...,. 

Toio/ Food 

1953 ........ . . .. . . .. . .. 3.0 0.9 
1954 .... .. 2.8 0.8 
1955 ............. ... . . 2.8 0.8 
1956 ... .. . .. 3.0 0.8 
1957 .... ........... 3.0 0.9 
1958 . .............. ...... 3.2 1.0 
1959 ... . . .......... 3.6 1.0 
1960 ................ .... .. 3.4 1.0 

So11rrt: United tales Department or Commerce, 
Surt•e,· of Current Bu.~inl!ll and Total Export and 
Import Trad, of the Unill'li Stales (Washington, 
D.C.) . 

• At 1954 prices. 

Con.,umu Tt:rlilu 
I ndwJrio/ \fonu- monu· Pa,wn~r ond 
m,t,,,iol, J"rlu~i /Miura« car, dJJibing 

1.3 0.7 1.8 0.3 2.1 
l.2 0.7 l.9 0.3 2.0 
1.3 0.8 2.1 0.4 2.5 
1.3 0.9 2.6 0.8 2.6 
1.3 0.9 2.8 1.8 2.5 
1.2 1.0 3.3 3.5 2.5 
1.4 1.2 4.0 4.1 3.1 
1.2 l.2 4.0 2.9 3.3 

b At current price,. 
• Ratio of import~ or fini~hed manufactures, 

other tr an newsprint and pa~senger cars, to con­
sumption expenditure, other than expenditure on 
food, pa~!'enger car& and ~asoline. 
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Table 4-24. United tales: Composition of Imports, 1959 and 1960 

lttm 1959 1!160 Ytttr Pir,I &cond 
(billio,u of dollar,) half half 

Total .......................... 14.99 
Food ..... . .................. 3.12 

Coffee .. . ...................... . . 1.10 
l\.feat, etc .. ........ , ........... 0.18 

lndu~trial materials ................... 6.4-0 
Iron and steel ........... .......... 0.58 
Non-ferrous metal~ .............. . ... 1.31 
Petroleum ................. l.S.1 

Finished manufacture ................. 5.17 
Automobiles .. ................. 0.81 
Machinery . . ...... . . . .... 0.66 
Textile manufacture ............... 0.84 
All other!l .... ...... ..... 2.83 

Soum!: United States Department of Commerce, 
Forei9n Commuce Wukly (Washington, D.C.). 
6 March 1961 . 

cyclical changes of activity in the other major industrial 
countries. which tend to draw heavily on United States 
~upplies of induc,trial materials and equipment during 
period!\ of rapid expansion when their own productive 
capacity proves inadequate to meet the rising demand. 
The instability of this marginal demandJ has contrib­
uted ·ignaficantly to the wide fluctuations of United 
States ex.ports in recent years. Western Europe and Japan 
accounted for over half of the decline of United States 
exports in 1958, and for a similar proportion of the 
preceding increase. Demand condition~ in these coun· 
tries have also tended to affect the exports of the United 
States indirectly through their t>ffect on the abilit) of 
the countries concerned to supply third market where 
their product· compete with United State::. exporL<i. 

The recovery of exports in 1960 was more narrowly 
confined to western Europe and Japan than the previous 
upswing (table 1-25) owing to the laclnes of demand 
in Canada and Latin America which account for nearly 
half of total United States exports. In Canada, as in the 
Umted State.\>, growth was halted in 1960, while the 
Latin American market was adversely alTected by the 
continuing decline of commodity prices since the 1957 
n•ce~~ion, a· well as by political factors. Thus, the em· 

• The following coefficients lor the imports of western Euro· 
~an (OF.EC) countriee from the United tale. indicate the 
extent of oyclical swings in the area's demand for United State:; 
products: 

Import, from l,nit,,d S/olu 
Y t0r (n, 4 perunlagr of gro,, 

national pr«lurl) 

1953 . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 .5 
195L ...................... . .... 1.6 
1955 .............. . ........ . ... . 1.9 
1956 . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.l 
1957 . . . . . . . . . . . . . . . . . . . . . . . . . . 2.1 
1958 . . . . . . . . . . . . . . . . . . . . . . . . . 1.6 
1959.............. . ... . . . ....... 1.5 
1%0.............. . .......... . . 1.9 

Sourct: Baqed on data from Organi~ation for European Eco­
DOIDlc Co-operation, Ctn<'ral Statistiral Bull<'tin, January 1961. 

11.65 -2.3 :t.3 -8.5 
3.29 -3.9 -3.6 -4.3 
1.00 -8.5 -9.5 -7.4 
0.38 -18.9 -23.3 -14.0 
6.11 -4.6 1.9 -11.0 
0.50 - 12.6 45.4 -50.7 
1.32 0.9 10.3 -7.8 
1.54 0.5 -6.2 8.7 
5.26 1.7 13.2 -8.3 
0.63 -25.6 -3.3 -18.3 
0.71 8..1 17.2 0.6 
0.93 11.2 21.0 2.5 
2.99 5.5 15.3 -2.5 

• Change from corresponding period of pre· 
ceding year. 

bargo on exports to Cuba in mid-1960 involved a re· 
duction of United Stales exports to Latin America of 
over $200 million for the full year 1960. 

Table 4-25. United tates: Exports• hy Area, 
1955-1960 

1955 Ptrrtttlngr chmag, 
(billion• 

of 1955 lo 1957 lo 1959 lo 
dill/arr) 1957 19511 1960 

Total 14.2 36.1 - 16.0 19. t 
~'estern Europe and Japan .. 4.8 32.2 - 23.3 38.9 
Canada ..... 3.2 20.7 - 12.i 
Latin America . 3.2 1-1.l -10.6 -1.1 
Australia and union of 

South Africa . 0.5 1.6 -11.7 is.s 
Other . . ............. 2.5 41.9 -13.4 27.8 

So11rrt: United States Department of Commerce, Total Export 
and Import Trade of th~ United Slaks (various i~sue:;) . 

• Excluding "special category" exports. 

United States ex.ports made significant gains in the 
de,eloped countrie.<; of the Over!:'Ca Sterling Area. where 
they benefited from the elimination of payments restric­
tions. In some countries in the Middle East. as well at­
in India and other Asian countries, there were large 
shipments of agricultural surplu e . But these markets 
are as yet small in relation to total United States exports. 

In view of the predominant role of industrially devel· 
oped countries in the recoYery and the nature of their 
import demand, a relatively narrow range of commodi· 
ties accounted for a large part of the export gains. Thus, 
iron and steel, non-ferrous metals and cotton cont rib· 
uted two-fifths of the rise in export receipts. These com­
modities had al~o been prominent in the upswing of 
exports in 1955-1957 a, well as in their decline in 1958 
( ser. table 1-26). The fact that their share was even 
greater in the 1960 upswing than in the preceding one 
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Table 4-26. United , tatei.-: Compo,-ition of Export~. 1955 lo 1960 

p,,.,.,,,/JJ9t rlwing• l'rrcmlfl9r di1tril11,tion of rh,,ngt 

11,m 
1955 

(mil/inn• 
q/ dn//,,r,) 

1!155 In 1957 lo 1959 In 1955 lo 
1957 

1951 In 
l9SH 

1959 lo 
J!l(j() 

Total export,- . . ....... . .. . 
Food •. ... ...... .. . . .. .• ... 

Iron and ,teel. . . . . 
Non-ferrous metal,; . . . . .... 
Cotton ..... . .. 
Aircraft. . . . .. . 

Stn·TOHL 

Coal. ..... . .......... .. .. 
Petroleum ... . ......... . 

\lachinerv. . . . . . . . . . . . ... . 
Automobile~ and part, . . . . . . 
Chemical,.. , . .. . .. . . . .. . . . . . 
Pulp. paper and manufacture-. 
Rubber and manufactures ... 
Trxtilc manufacture,;. 

'-tR·TOnI. 

All other . .. ... . .. . . .. .. . 

U.165 

1,912 

816 
319 
169 
140 

l,7H 

495 
527 

2.891 
1.240 
1,078 

292 
62 

616 
6.179 

3.278 

1957 l!ISR 1111,0 

36 

29 
62 
.t() 

123 
91 
11 

71 
65 
37 
5 

28 
11 
98 
8 

26 

28 

-16 

-:i 

-50 
-23 
-37 
-19 
-39 
-37 
-1i 

-7 
-17 
-2 
-6 
126 

-10 
-6 

-11 

19 

9 
58 

11 l 
119 

115 

-1 
1 

10 
6 

12 
21 
l·I 
9 

11 

11 

100.0 

10.9 
9.8 
2.5 

11.3 
? -__ ;, 

26.2 
6.8 
6.7 

21.1 
1.3 
5.8 
0.6 
1.2 
1.0 

:n.1 
18.3 

-100.0 
-3.8 

-2U 
-3.3 

-12.'i 
-1.6 

-39.0 
-10.l 
-1:t2 

-9.4 
-7.1 
-1.l 
-0.6 

5.0 
-2.2 

-15. ~ 

-18.5 

100.0 
7.:i 

10.0 
13. l 
17.1 
12.5 
52.9 

-0.5 
0.5 

12.2 
2.3 
5.8 
2.6 
1.1 
1.9 

26.2 

1:ts 

S()firN': United State~ Department of Commerce, Total E-cpmt 11nd Import Trad,. ,if tht! United State., 
and Forrign Commrrce Tf'ukl), 6 March 1961. 

was to some extent accidental: ,trike:- in the United Stales 
metal industrie., had reduced exports of iron and !'teel 
and copper belo,, normal level, in 1959 and the r~ump· 
tion of production late in the yc•ar enhanced the ri1.:e of 
exporb in 1960. Cotton exports in 1959 were like,,ise 
abnormally lo" O\\ ing to the fact that textile manuf ac­
turer, abroad had po,-tponed purrha,,e:, in anticipation 
of a reduction in the United State,- Govnnmrnt'.., export 
price. After the announcement of the new price in Sep· 
temher 1959 there was a ru!':h of orders ,,hich affected 
hipmrnb in 1960. The ri,-e in United States export,­

wa'- al'-o enhanced by th<' hunching of deliv<>ric.,.. of jct 
aircraft which hod been ordered hy the major for<>ign 
airlines c:everol )'C'ar, earlier. 

Although the 1959-1960 n•co,cr} had some of the 
marks of o cyclical spurt which might suh!'.ide as demand 
prec:sun• pa-;ed in other indu,-trial rountrit>c;. it was in 
fact more broadly based. a, for a" exports to the indus­
trial rounlrie, of 11 ~tern Fu rope are 1:oncerned. than 
th" upc:wing of 1955-1957. V: hilt' lhr ri,:e of exports to 
we,tern Europe from 1959 lo l 960 "a" greater than that 
of I 955· 1956 or 1956-I 957. the contribution of com· 
modities for which demand has lend<>d lo be most un­
stable- notably of iron and steel, copper and coal wac: 
le~s significant. As a result of the changing pattern of 
European fuel con,umption. export.; of coal did not ri~e 
at all in 1960 and the rombined ,hare of the three other 
commoditie:. wa~ not as large as it had been during th<> 
1955-1957 upim ing. If one al~o allows for the fact that 
the le\el of exports of iron and steel. copper and cotton 
was abnormally 1011 in 1959 O\\'ing to the special factors 
mentioned abo,·e. the <>1·idenc·t> that the export reco\'ery 
in 1960 11 as more ~olidly ho~ed than the earlier UJM1 ing 

is furthr r "'tre11gthened. It remain,. to he seen. however, 
11 ht>lht•r tlw ri,c in the exporb of a number of other 
indu,-tri.11 materials and ... emi-manufactures, ,1hich con­
triliuted !-ignifirantly to tlw upirning in 1960. can be 
maintoi wd in tlw future. It may well he that exports of 
rommo(litir,. such a,. synthetic rubber and other ::.yn· 
thetic material,. pulp and paper products and variou, 
c·hrmic; I ... u1,~1ances. did well in the Europ<·an market 
hecaU!-t' productive capatit) ha" thus far logged bt>hind 
thl' ri1.:i11g clemnnd for :-ome of the:;c relali\el} ne\\ prod· 
11ct,;. If capacity i._ huilt up in western Europe lo meet 
normal rl'CJuirement,, the United ~ late~ may ultimate!) 
become a marginal i;uppli<'r of ome of the,.e commodi­
ties as well. 

Pro~pecl!'i in the Europt>an market for United talrs 
export• of other manufacture:-. including machinery. 
textile~ and other consumer good~. which had pre,iously 
hren limited hy European import r~trict10ns. ma} prove 
to he more favourable in tht• long run. United State, 
lextik, and ma,-~·produced clothing, as \\ell as a wicle 
range >f mi .. <·ellaneou, manufactures. may benefit from 
the ,arne farlor,- that ho,e attracted a growing volume 
of Europt·an con .. umer goods to the Unitt'd Stales in 
recent n•ar,., \1oreo, er. tlw need for raising the produc· 
ti,ity ~f European indu<.tr} i,; unlikely to diminish, and 
ron,equentl) demand for United State. ... equipment can 
be expect<>d lo continue growing. 

In vie\\ of the small shore of export in total United 
tale!- output. the export boom did not contribute a~ 

much lo the maintenance of demand in the United State. 
a~ the previou:. year's up~urge of European export!- had 
don<> 111 thnt aren. But it ga\'e U'-ef ul '-Upporl lo produc­
tion in a number of indi\'idual industries. notably in 
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madune tooh1. where the rist' in export ~hipments verr 
lnrgely off<;et the declinl' in domestic- demand in the 
src·ond half of 1960. 

BAl..\".CE OF P\ YMENTS DE\:ELOPME'-TS 

As indicated earl icr. th<' continuing expansion in 
\\C~tern Europt' and the moderate contraction in the 
l\orth rnt>riC'an economies during 1960 resulted in a 
deterioration of trade balanc~ in ,, e~tern European 
countril's and an improvement of the trade balance of 
the Unitt>d talc<.. 

A tendency towards dC'terioration of trade balances 
wn:-s pre ... ent in most \\l'stcrn European countries in 1960 
liable 1-27). but it ,,as particular!} marked in Italy 
and the United kingdom. which together accounted for 
l\10-thinl,- of the 2.3 hillion ri!>e in tht• import balance 
of we"-tt•rn Europe. The onlv countries "hich recorded 
somt' improwment in haiances were BeJaium and 
F' ~ 

ranee. ,,here expan<.ion had been relatively slow in 
19ciO. 111 the majority of countries the deterioration "ac; 
quite moderate and r.11•ated no ... ignificnnt paymentc; 
difficult1e<;: in fact. mo"-t countries were ablt• to add to 
th1•ir gold and foreign exchange rec;erve:-. 

Change ... in rate of re-.(•rve accumulation ,1erc less 
uniform than change~ in trade balances, and in ~everal 
cn!-e-. they 11ere largely unrelated to the de,elopment of 
current trun~action .... !'or "rstern Europe as a whole. 
the rat t• of accumulation of official gold and foreiin 
exchange n•'-erve" in 1960 \\ as $2.5 billion higher than 
in 1959, in ~pile of an increase in the area's merchandise 
import halance of S2.a hillion. Thi· shift in tht· capital 
balance in favour of we'<lcrn Europe thus appears to 
have bren of the order of S-1..8 billion. 

The impro,ement in the capital balance of \\C.~tern 
Europe had a counterpart in a deterioration of that of 
Lhr Unitrd late.-.. As table 1-29 below shows. tht• oulflo" 
from the Unilrd talc on capital account together 1\ith 
the shift in Lill' halanct• of unrecorded tran!<llctions in· 
creased hy $3.8 hill ion. 

Tht• hulk of the capital outflow from the United 
tatt• ... and of thl' capital inflow into ,\est<•rn European 

countrie · ron ... isted of short-term funds which United 
late:- banks and indidduaJc; had tran"-ferred to the main 

financia l cmtres of w<•stern Europe, wlwre short-term 
intere!-t rate.-." en· higher than thot-r in the United States. 
The tram,f1•r of funds was to some exlPnt alro motivated 
by speculation on a pos ... i11le readjustment of exchange 
rates. The principal European recipients of the~e funds 
\\ere the Frderal Ht'public of Germany and thr United 
Kingdom, and, to a lc--ss cxtrnt. thr ~etherlands and 

\\it,wrland. A table --l-27 indicates, it \\US chief!) in 
these countrie~ that a deterioration of trade balance 

• r. Th!' actual impr1wement ol wc·•tern Europe's capital balance 
1, ovn,tall'd hy this fi~ure, which do1·~ nol allow for the ri~e in 
Unitt>d Kin~clom ~,erling lial1ili1i"s amounting to $0.6 billion 
and for a reduction in the foreign 1·xchanp:e a.,,el• of rommerciai 
hanh. 
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in 1960 \\ a~ accompanied hy an acceleration of reserve 
accumulation. 

The disparity bet" een short-term rates in western 
Europt•an countries and the United States had resulted 
from differences in the pace of economic activity and 
from the U!'<' of credit policy as a regulator of activity 
in the"<' arras. Thus. as the expansion accelerated in 
,,e.,tern Europe. a numbl'r of goH·rnments raised dis· 
count rate.;; early in I 960. In the United States the down-
111rn 111 the s1•cond quarter of the yepr led to an easing 
of rredit and a rcdul'lion of short-term rates in Jul}. 
During the third quarter of the year the differential 
het\\t'en the United tale~ and we.,tern European rates 
amounted Lo 2 per <·enl in the case of the Federal Repuh· 
lic of Germany and wi•drn, and lo as much as 3 per 
C"ent in the ca,e of the United Kmgdom ( table •1-28). 

The re,..toration of currencv convertibility has greatly 
increa-,ed Lh<' international mohilit} of funds. In these 
circumc:tance~. interest rat<' differentials tend to give 
rise to mO\emenb of short-term funds, which may defeat 
the domestic purpo"e for ,\hich the monrtnry measures 
had originally been introduced. Furthermore. in vie" 
of the per.,istence of basic dio:<'quilibria in the current 
and long-term capital transactions of some of the major 
industr;al countrie .. , ''hot money"' movements may havr 
a eriously di"ruptive efTect on the international pay· 
men ts "YStem. In consequence of the experience of 1960 
somt• gowrnments have shifted the emphasic; from mone· 
tar} to fi:-cal policies and Lo more . elective and flPxible 
forms of credit control. Efforts have also been intensified 
in 1960 to reduce basic disequilibria in th<' external 
halanct•s of the United Kingdom. the United tales and 
lhe Federal Republic of Germany. 

The conflict hrtw1•en domestic and external policy ob­
jectives is particularly acute in the case of the U~ited 
l\.ingdom in \ ie\1 of Lht' Wt'akne "of its external balance 
and the need for more rapid growth that is f cit in manv 
quarter,-. · 

Throughout most of tlw post-war years the external 
balance of the United Kin11:clorn has been under consid­
nahle strain. This strain h~s resulted yery largely from 
tlw structure of its 1•x.ternal transaetions. The traditional 
pattern of the United Ki111?dom's extrmal transaction ... 
\1 as one where a surplu" from service transactions ser\'ed 
Lo finance an import balance on merchandi"e account 
and a ~ubstantial outflm, of long-term capital as well as 
various government expenditun•s abroad. After the war 
the surplm, on service tranc;actions was considerably re· 
duced in relation to payments for imports and the level 
of capital lransf ers and other expenditures to be fi. 
nanced. It therefore became the first aim of government 
policr to reduce the structural imbalance of the country's 
merchandise trade. h) furthering the expansion of its 
export'! and hy rrstraining the growth of its imports. 

Throughout the ninrteen fifties. the expanc;ion of Brit· 
ish t•xports lagged hehincl that of the other major west-
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Table 4-27. Trade and Chan,zes in Official Gold and Foreign Exch ange R eserve ,• 

1959-1960 

Tolnl trotk 

Counlr:, nnd :,,or QuanJwn 

Er~ru lmp<.ru 
(indiu,, 8100) • f9S 

.1958• IIXi) 

Chongt, in 
offu:ial 

(J<Jlda.ntl 
forrign 

tzthang, 
rut~ 

Au.stria 
1959.... . ....... . ............. . .. . lOi 
1960 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 121 

Belgium-Luxembourg 
1959....... .. .. .. .. . .. .. .. .. .. .. . 11·1. 
1960.................... .. ........ 125 

Denmar4 
1959 
1960 

France 

108 
113 

1959... . . . . . . . . . . . . . . . . . . . . . . . . 119 
1960...... . . . . . . . . . . . . . . 139 

German} (Federal Republic) 
1959 . .. . .. .. . . .. . . 113 
1960 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 131 

ltalJ 
1959 .. 
1960 .. 

Netherland5 
1959 
1960 ...... 

,Yonrny• 
1959 ............ . 
1960 .......... . 

Su eden 
1959 .. 
1960 .. 

Stdt:erland 
1959 ........ .. 
1960 .. 

United Kingdom 
1959 ..... .. 
1960 ......... . 

All OEEC countries 
1959 
1960 .... 

Canada 
1959 ...................... · ·. · · · · 
1960 ................. . 

United Statesd 
1959 
1960 . ........ .. ........... . 

123 
150 

11-1 
!:ii 

lll 
116 

108 
124 

108 
122 

101 
109 

113 
127 

103 
108 

99 
118 

Source: Division of General Economic R&earch 
and Policies or the United Nation Secretariat, 
haqed on data from International Monetary Fund, 
Internationo.1 Financial Statisticl (Washington, D .C.) ; 
from Organi~ation for European Economir. Co. 
operation, Foreign Trade Staiutical Bulletin, series 
A, and General Statistics, part l (Paris), Januar) 
1961 , and from Lnited State, Deeartment of 
Commerce, Total Export and lmporl Trwle of the 
United States. 

111 
134 

112 
124 

120 
131 

98 
118 

121 
143 

111 
161 

113 
131 

109 
128 

105 
125 

111 
130 

107 
120 

]IC, 
130 

llJ 
lOH 

llC) 

lH 

-181 
-296 

-147 
-115 

-221 
-331 

528 
585 

1,139 
1,257 

-446 
-1.05-l 

-331 
-503 

-506 
-583 

-200 
-309 

-228 
-348 

- 1,495 
-2.184 

- 3,000 
-5,300 

-956 
- 681 

-394 
3.228 

21 
19 

-118 
200 

70 
-37 

1,008 
350 

-211 
2,184 

878 
126 

-34 
398 

13 
22 

-48 
48 

5 
262 

-333 
492 

1,900 
I, 100 

-i2 
-40 

-1,562 
-2,922 

• Ba.qc·d on exports C.o.b. and imports c.i.f. 
Import ,Jata for C..anada and the United State:, ha,·e 
been ad1usted to c.i.C. basi• by adding 10 per cent 
to C.o.b values. 

b Excluding transfers in 1959 to the International 
Moneta ry Fund in ronnexion with quota increase~. 

• Imr orts of ,hips excluded from quantum in­
dices. but mcluded in balance. 

d fad uding shipmenti. of militar) ~upplies. 
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Table 4-28. Rat<'S of Discount of Central Bani-~, l 958-1961 
(Percenta11e pt>r ,mnum) 

<:ounlr.v Enrl<>f 
./u.ne 
19511 

Julv 19.5R 
·10 

Ju11, 1!15!1 

July 1959 
lo 

Junr 1!160 

.lulv lo 
,vplrmb,o, 

1•11;0 

Odo/Nr 
trHiO"' 

\/uy /!Iii I 

Entin( 
M,n-
1%1 

Wc.~tern Europe 
Austria . . . .... . .. . . . 
lklgium 
Denmark . ............ .. 
Finland .................. . . 
Frant•c .. ................ 
Gt·rmany (Fed('ral Republic) 
ltat .. .. . . .. .. . . . . . . 
Net crlands . . . . . . . . . . . . . 
Norway . . .. . . .. . . .. 
Sweden ..... .. . . . .. . . 
Lnited Km~lom . . . . .. ... 

Japan ..... ... .. .. .. 
,Yorth A merira 

(',.anada• 
lJnitrd State~ (Ne" York) .. 

5.00 -0.50 0.50 
i.oo -0.75 0.75 
5.00 -0.50 l.00 
7.25 -0.50 
5.00 -1.00 
3.00 -0.25 2.25 
3.50 
3.50 -0.75 0.75 
3.50 
I.SO 0.50 
5.00 -l.00 2.00 

7.67 - 0.73 0.37 

l.97 3.39 -2.04 
1.75 l.75 

-0.37 

-1.37 
-0.50 

5.<X) 
1.00 5.00 
1.00 6.50 

6.75 
-0.50 3.50 
-2.00 3.00 

3.50 
3.50 
3.50 
5.00 

-J.00 5.00 

-0.17 6.57 

1.69 3.61 
3.00 

Source: Statistical Office of the Lnited ationq, Monthly Bulletin nf Sta/1{/lr~. 
• Ba,etl on the rate prevailing in the last week of the period l>tatca. 

1•rn European countri1·,. Thi was partly the result of 
their predominant orientation towards the more slo,\ ly 
growing ovrrscas morkrts in the primary producing 
rountrie.<1 of the stl'rling nrea. "hile continrntal Euro­
pean rountries benefited to a greater extent than the 
United Kingdom from the rapid expansion of import 
demand in Wl'1,lern Europe itself. But, in addition, 
United kingdom e,o;porl,- a6o lo t ground in their tradi­
tional markets.0 In the earlier post-war years they had 
benefited from discriminatory import restriction· in the 
O,er<1Pa ~ terling Area, a<. well a from tariff preferences. 
The <' limination of thr restrictions and the gradual 
cro:-ion of tariff pref erl'ncrs opened up sterling arra 
market:-. to the product,; of other European countries as 
\\ ell as to thost> of the United States and Japan. and 
stifTent•d the comp<'tition "hich l,nitcd Kingdom exports 
had lo meet. The gro\\ ing difficulties m export market.' 
ha, r repcatt·dly forcl'd thr Government to protect the 
e,tnnal halanct' h} means of dom~lic policies of re­
straint. The con~equenl ~low and intrrmillent expansion 
of the British ec·onom} inhibited the growth of its prod­
ucth it, which. in turn. conlrihutl'd significantly to the 
gn•ater cost increa~e~ in thl' United Kingdom than in 
some of the otht'r European countries with whose prod­
urts Brith,h exports ha,e to compete. 

•· Tht• l'Xlent of thl' Unitl'd Krnp;dom'~ lo,s in ~terling area 
marktt, i~ indicated hy the followinp; fi~ur<'s: 

l'tr<tnlllgr 1/iar,1 of rrport, of m11nr.ifn,turt1 
lo Ottr1tt1 .Slulino .,(,...... 

195 ~ f9!iJI (959 1960 

60.7 53.3 51.0 16.3 
18.l 23.6 23.3 2.3.5 

United Kingdom .. . 
EF.C countric~ .. . .. . 
Uniter] Stnte,, 12.9 rn.2 I l.5 17.0 
Japan ... .• .. 8.:i 9.9 I 1.2 l:t3 

Soum•: 'ational ln~titute of Eronomic and Social Rc,rarrh, 
Natin11al ln<litull' l:.'<-mwmir Rt>t·iru•, March 1961. 

In 1959 and 1960 the Unitl'd Kingdom economy re­
sumed its cxpam,ion after mort' than three year,- of 
virtual stagnation. During the period 1956-1958 the 
trade gap haJ been virtually eliminated (table 4-29). 
rcsl'ncs had risen appreciabl) and the position of ster­
ling had strengthened ufficiPntly for the Government to 
make sterling freely convertible into dollars for current 
tran,-actions. But the elimination of the trade gap had 
been achie,ed primaril} hy mean,; of re..,training im 
ports. For although ex.ports expanded, they failed to 
k<'<'P pare \\'ilh the gro" th of exports from the re!-t of 
Europe. Moreo\·er. there wa no hasic impro,emcnt in 
the rest of the country"s external transactions. "\et earn­
ings from imisihles were no higher during the years 
1956-1958 than earlier in the nineteen fifties, while net 
~overnment expenditun's and the long-term capital out­
Oow had increased. In the"e circum,;tances. an} signifi· 
cant easing of restraint,; wa~ soon bound to upset the 
prt'carious external balance. 

In 1959 the expansion of the United Kingdom econ­
omy was moderate and, morro,er, the external halanct' 
benefited from a com hi nation of f avourahle circum­
stance,;: booming United late., dt>mand for Briti'-h 
manufactures and the exi-.tence within the country of 
adequate ,;tocks of raw matrrials which moderated im­
port demand until tlw latter part of the year. The accel­
eration of gro" th in the latter part of 1959 and early 
in 1960 r~ultrd in a sharp increa,;r in import demand 
for industrial matrrials. as well as for manufactures. As 
the boom of ex.ports to th1· l nited tales came to an end. 
the trade balance• of the Lnited Kingdom deteriorated 
~harply after the middle of 1960. and 3,. net earning 
from im i~ihles al,o clt><·lirwd the commerrial currl'nl 
arl·ount ,\rnl into d1·ficit. Thi~ \las furtht'r acccntuatt·d 
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Table 4-29. Federal Republic of Gcrma11y, United h.in!,!dom and United State 
Summary of Bolauce of Pa~ m<"nl ... l 9:52-1 Q53 to 19<>0 

IBillioll!, of dollar,) 

Esl,rru,/ ,.,.«,..,.• ,11,d 
<:or~rnmn,t Hal11nu of Short · ihort-t,rm 1it1bit,t,,, 

ftlri•ablu. 
n•t C:urrtnt 

Counlry t1nd wnr Truck lucluding mm· ('u"rnt 
bn/anr, Q<>t"!rn· m,rci,,l ;.rptndi-

ml'n/J br1ki11rr /urt 
(nd l 

Grnnanr (Federal Republic) 
1952:1953, nverai;e . 0.7 -0.l 0.6 0.2 
1956-1957. avera~e 0.8 0.1 0.9 0.6 
1958 . . ...... u -0.2 l ') 0.9 .~ 
1959 .. 1.3 -0.6 0.7 1.0 
1960 . . ........ 1.2 -0.1 0.8 1.0 

United Kingdom• 
1952-1953, a,·erag<' -0.S 1.2 0.7 -0. 1 
1951 . -0.5 l.:'l 1.0 -0.'1 
1955 . . -1.0 1.2 0.2 -0.1 
1956-1957. average -0.l 1.2 1.0 -0.·I-
1958. 0.2 1.:3 1.5 -0.5 
1959. .. -0.2 1.0 0.8 -0.5 
1960 .. ..... -1.0 0.Q -0.l -0.7 

United Statesd 
1952-1953, average ... 1.9 1.1 :u -2.2 
1956,1957. average ;u 2.0 7.3 -3.1 
1958 . ... :·t3 1.8 5.) -:u 
1959 .• 0.9 1.5 2. ~ -3.l 
1960. l.';' 1.5 6.2 - :-3.0 

Source: Division of General Economir Re~earch um! Pnlicie, 
of the United ·atiom, Sec:retariat, ba,ed nn data from Inter. 
national Monetary Fund, B(lla11rr (If PaJments l'rarlmoi 
(Wa~hington, D.C.); and from nalional ourre,. 

• For Unite,l State•, -horl·lerm lial,ili1ie, anJ foreil(ll pur. 
chase;1 of United Stale~ goH·rntnent ~t'curi1ie, ; for Unite,l 
Kingdom, ~terling liabil11ie•. 

hy a con~iclerahle incrE'a~e in 1960 of net go\"ernment 
exprnditurn abroad. As a rr,ult. the over-all balance of 
rurn•nt and long-term capital transactions deteriorated 
hy .. l hill ion. The impart of this deterioration on re· 
"en·e. was cushioned by the inflow of short-term funds, 
which wa, noted earlier. The rise from 1959 to 1960 in 
the n·rorded mflo\1 of c;hort-term capital together with 
that of unrrcorded receipts totalled Sl .2 billion. This 
inflow enabled the L'nited Kingdom not onlr to finance 
the increa~ed dt'ficit of other transactions. but also to 
add to it.. gold and dollar re;.t>rw,. Sonw of thc"t' fund~ 
appeared to ha\'e heen irl\'ec;ted in longer-term seruri­
lies. hut the bulk of thm1 were highly volatile and apt 
to he \~ithdra\~n. ;;hould intere!-l ratrs cease lo favour 
the United Kingdom. or .. }10uld a lo,, of confidence in 
,terling occur. 

In order to redure the \~ide disparity bet\\een United 
Kingdom rates and those pre,ailing in the United Stale. 
and in the continental financial centres. the Bank of 
England reduced ib di"counl rate from 6 per cent to 5.5 
per cenl in Octobn 1960 and further to 5 per cent in 
Deccmher of that year. lmt e\"en at thi" lrvel United 
Kingdom intere<:t rates haw an edge on·r tho~e pre\'Bil· 

rurrcnl lrrm 
l'r1e<1lt und mpil,1/ (;old «Tld Shor/ 
/nng· fa(l(l·lffm nnd forrivn tum 

r.ap11tit tum Nlpibtl rrror, urh,in9r liabditir .. 
and r,,p,tal lrt1n1- llfld ,u.,.i. 

'}rnnt. nrlion1 omiuuma (incrtfl•t> (d,.,,rtt,~ 
(nrl) - ) -) 

0.8 -0.8 
-0.8 0.8 0.3 -1.l 
-0.7 -0.1 ).) -0.1 -0.8 
-0.91, -0.:1 0.5 -0.3 -0.l 
-0.8 0.1 1.1 1.0 -2.1 

0.2 -0.1 0.1 0.2 -0.1 -0.1 
-0.6 -0.2 0.3 

-0.1 -0.l -0.7 0.5 0.6 -0.l 
-0.6 0.3 -0.1 -0.2 

-0.3 - 0.l o.:1 0.3 -0.7 O.l 
-0.51• -0. t -0.6 0.2 0.21• 0.2lo 
-0.1 -0.3 -1.5 lA -0.5 0.6 

-2. l - 0.6 -1.9 0. 1 0.1 l •) .~ 
-2.6 -2.3 -0.7 0.1 -0.6 0.8 
-2.8 -2.5 -3.<1 0.1 2.3 1.2 
-2.2h -1.7 -ct.6 0.7 0-1 :u1, 
-:!.'} -2.0 -1.7 -2.1 1.7 2.1 

~ Exrlud·n~ tran,frrs lo lnternalional :\fonelar) Fune! in 
1·onnexion "llh quota increa,1·,. 

" O"inl( to n·vi~1on~ nf ba .. ic data, the distribution of prh at1· 
l"'npital flo"- a l,etween long-term anti !hnrl·lrrm fnr the )t'ar• 
1<>58101%01• not ~triC'tlv l'omparahle with 1ha1 of 1•arlier )l'Brh , 

,1 txduclang exporl• o( mili11tr) "upplie and '<l.'rv1re, undrr 
11rant,. 

ina in otl er financial <'enlre,. Sinn• mid· 1960. arowth of 
domestic economic actirity has again lwen arrested a:­
a re!>ult of the decline in foreign demand for Brtti~h 
t':>.port,, md the imposition of retilraining mea!<Ur«'"· 
Under such circum~tances. to stimulate the economy by 
means of mo11etary policy is rendered more difficult by 
the need to amid a large-scale withdrawal of short-term 
fund~. 

In some respects the basic problem of external bal­
ance in the United State:; is similar to that of the United 
l\.111~d011. In both countrie-. government exprnditure, 
ah road are large in relation lo their <'Ommerrial c;urplu .. , 
and hoth arl' major exporter, of long·term capital. Ex­
t<•rnal lran .. artion,- in both cases \1en· partly finanred hy 
huilding up suh5tantial ~horl-term liabilitie~ to the rest 
of thtt \\oriel. Jn tht• ra,e of the United - tales, ho\,ever, 
the per~i~tenl -.iznble o,er-all deficit throughout mo!-l 
of the nineteen fiftiec; related to gowrnmenl foreign aid 
policie~ which \,<'re de~ignrd to make available to the 
re!'t of the world th!' physical and financial resourc~ 
nece.,~ary for tlw maintenance of grO\~th and a high 
b<'I of trade. In addition. the maintenance of military 
e"tahli-.hmt•nt, on fon•ign ~ii al~o contributed to tht> 



CHAPTER 4. RECENT TREND IN INDUSTRIAL COUNTRIES 

growing train on the United States external balanct', 
particularly since large cash disbursemrntc; abroad 
1~ere in no wa} tied to purchases of United Stall's 
products. Thu., any adver;;;e shifb in the balance of 
current commercial transactiont-. which may arise from 
a declint' of demand in export markets or from rising 
import demand in periods of dome.-.tic boom, have to be 
financed out of resrrH·~ or by further additions to short· 
term liabilities. The drain on the external reserves of 
the United Stales in 1959 had re:,.ulted from such a 
development. With e,ternal commitments normally in 
t•xce. s of the commercial surplus, impact of the shift 
in the current account balance had to be borne by a 
decline in reserves and an incrt>ase in short-term liahili­
tie!- ( table 1-29). 

In 1960. however, the trend in the United State cur­
rent account position was reH•r,;ed. This wa", as noted 
in an earlier section, the result of the slackening of 
lnited States demand for imports and of the rise of its 
export which wa stimulated by the boom ronditions in 
western Europe and Japan. The merchandi~e trade sur· 
plus on an f.o.b. basis rose from under SI billion in 
1959 to t.7 billion in 1960. Since chang~ in invisibles 
were relatively minor and mutually offsetting. the cur· 
rent account surplus rose bv a corresponding amount. 
Other things being equal, this shift would have sufficed 
to eliminate the need for an} further drawing on the 
United States gold . tock or for further additions to its 
hort-term liahiliti~. However. much of the gain wa" 

ofT1<et hy the large outflow of short-term funds to which 
ref er("nre was made above. But even apart from these 
financial transactions. not all of the gain from the im· 
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provement in the United State~ current account would 
have l><'nefited resern-s. The slackne.,;s of the United 
States econom} discouraged foreign long-term invest· 
ment in the United tales. which dried up after mid-year. 
invoh ing for the year as a whole a decline in United 
Stale'- reccipb of ovt•r 5200 million compared with 
1959 L,ee table 1,:iOI. At the same time Unitt>d States 
private lonp:·ll'rm capital moved in increasing amount 
into investment~ in western Europe.7 Thus, despite a 
rrduced outflow to Canada and other areas, total United 
Stales private direct investment advanced by rome $200 
million. There \1 ere also some other independent off sets. 
notably reduced repayments on United Stales gowrn· 
ment credits, which had been accelerated in 1959 to 
ease the United States balance of payments position in 
that year. 

The recorded outflo" of short-term capital ros~ hr 
Sl.l billion from 1959 to 1960. and the shift in unre· 
corded transactions from net inflo,, in 1959 lo net out· 
flo\\ in 1960 also reflected a change in the short-term 
capital po~ition of the United States of the order of$] .7 
billion. 

The outflow of i-hort-term funds began in the second 
quarter of ] 960. and accelerated in the third and fourth 
'luarter" after discount rates 11cre raised in the Federal 
Repuhlic of Germany and the United Kingdom The 
outllo,1 ro;..(' from a seasonally adjusted annual rate of 
S 1.2 l,illion in the first quarter lo S2 billion in the 
H'c·ond. S3.6 billion in the third. and $4.7 billion in th<· 

r Thi, outRow wa, enhanc·ed hy the acquisition of the minorih 
... hart>holdinp; of the Briti,h •uh,idiary of a United 5talt"• motor­
rar manufaNurer in the Ja,1 IJUBrtt•r of the year. 

Tablr 4-30. United States Balance of Payments, h) Hnlf-year, 1959 and 1960 
(Billion~ of 1lollar~: •ea•onally adjusted) 

l~m 

Merchandi . .,. ( fo.b.) 
Exparts . . ............. . 
Imports ........................ . . . 

&lance ........... . ........... . . . 

Prfrate .~rt ice.i and donations . .•.......... 
Current commercial balance.. . .. . ... . 

Got•ernment 
Military expenditures . .... . . . ..... . . . 
Granb and credits ........ . ..... . 
Repavments on loans extended ....... . 

Prit>ate capital 
Direct investment ...... . ...... . 
Foreign long-term capital .. 

Balance of above transactions 
Other private capital .... 
Unrecorded transaction . . 

Change in gold resen•e and dollar liabiliti.es 
(i11fam -) ........... . 

p;,., half 

7.8 
-7.5 

0.3 

0.7 
1.0 

- 1.6 
-1.5 

0.4 

- 0.7 
0.2 

-2.2 
- 0.4 

0.5 

2.0 

195.9 

Srrond h,,/J 

8.5 
-7.8 

0.7 

0.6 
1.3 

- 1.5 
-1.5 

0.6 

-0.6 
0.3 

-1.4 
- 0.6 

0.3 

1.8 

Pirll half 

9.5 
- 7.6 

1.9 

0.6 
2.5 

- l.5 
- 1.6 

0.3 

- 0.5 
0.3 

-0.5 
-0.6 
-0.2 

1.3 

l!HiO 

Sour~: United States Department of Commerce, S11n:ey of Cumnt Busine.is, March 1961. 

&cond half 

9.9 
- 7.l 

2.8 

0.8 
:t6 

- 1.5 
- 1.8 

0.3 

-1.0 

-0.4 
-1.3 
-0.7 

2.5 
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la.c;t quarter of the year. The ri!>e in the last quarter was 
t>nlirely in unrecorded tran ·actions. 

It should be noted, however, that the transfer of funds 
wus not. olely motivated br interei-t rale differentials but 
involved also speculation on a po .:;ible change of the 
dollar'i- gold parity. For instance, Switzerland, who e 
inten,t rates are among the lowt'St in Europe, received 
a dollar inflow t.'stimated at S400 million in the second 
half of the year. Gold sales by the United States began 
to rise significantly in the third quarter of the year. 
when substantial foreign private dollar holding were 
sold to central banks, notably in the Untted Kingdom, 
Switzerland and the Netherlands, which normally take 
a large part of their reserve gains in gold. A· such sales 
increased in the la<:t quart<'r of the year, the drain of 
the United States gold stork accelerated. That period 
was characterized by an upsurge of demand in the 
London gold market, where the gold price ro.e to a peak 
of S41 per fine ounce in October 1960. During the last 
quarter of the year an estimated 8500 million of gold 
passed into private owner~hip. Some of this gold is 
thought to have come from central bank re:.erves which 
released gold in order lo stabilize its open-market price. 
The firm position taken by the new United States Ad­
ministration in Lhe matter of the gold parity of the 
dollar, helped to damp down the speculati,e flurry. 
Although the United States continued to lose gold in 
January and Februaq 1961. the outflow of gold tapered 
off. and was rever-.rd in March. 

In the case of the Federal Republic of Germany, the 
inflow of short-term fund considerably aggravated the 
probl<'ms arising from the !<tructural surplu of the ex· 
l<'rnal balance. For almo~t a decade the inflow of foreign 
exchange which resulted from a persistent balance of 
payment surplus has produced a tendency towards 
exce,-sive liquidity. The country's basic ~urplus, which 
ari.:;es from merchandise trade, is enhanced by outlays 
of the United Stales Government for its military estab­
li1-hment in the Federal Republic of Germany totalling 
close to Sl billion. 

The Government ha,; dealt with the domestic problem 
of exre 1-ive liquidity through the sterilization of fund .. 

PART II. CURRENT ECONOMIC DEVELOPMENT~ 

On the extt>rnal side, Pff orts to reduce the country's i-truc· 
tural surplu, on current account have been largely con­
fined to a nptd di. mantling of import and payments 
rt"·triction!i during the nineteen fifties and to tariff re­
ductions. l\Iort' substantial progress was made in offset­
ting tht• surplu!- through increa~ed capital transfers in 
the form of indemnifiration payments. accelerated debt 
n•pa) ment. advance payments for armaments ordered 
abroad and a growing volume of crediL'I to under­
developt•d c,,untries. 

After 19$7 the Federal Republic of Germany's cur· 
rent account surplus began to decline, and in both 1958 
and 1959 re!lern• accumulation fell short of receipt" 
from United State military expenditure . Despite some 
increa e in the current surplu in 1960, reserve accumu­
lation woulcl not have exceeded these receipts had it not 
been for thf inflow of short-term funds. The basic flows 
have clearl) comt> closer to over-all balance in the latter 
part of the nineteen fifties. But the balance continues to 
be primarily based on government capital transactions 
and unilateral Iran fers, some of which are of limited 
duration. while others are single Lran!lactions. The net 
outflow of private capital has remained very small in 
view of substantial foreign ime!ltments in the booming 
economy of the country. 

The Gov< rnment of the Federal Republic of Germany 
proceeded to revalue the Deullche mark by .t.75 per cent 
in March 1961. The re\'alualion may be expected to 
rrduce the export surplus in some degree, and is likely 
to lead to a withdrawal of hort-tl'rm fund as well as 
to 'Orne sale of Jongn-term ~urities, which had been 
purchased by non-residents in anticipation of an ex, 
change rate adju lment. Advance debt repayments, sug­
ge.;ted by the German authorities for 1961, will further 
contribute to a reduction of the surplus, but measures 
of this kind would ha,·e a once-for-all effect. leaving the 
basic position unchanged. For the long run. the solution 
of the German surplus remains with a high and rising 
level of car ital e.,ports. so long as receipti- from military 
expenditures continue to Row into the country. Apart 
from thetie receipt:,;, the surplus would readily be ab­
sorbed even by the current level of capital transfers. 

Outlook, 

In the industrial countries of western Europe and in 
Japan, a continuation of expansion with declining 
gro\\ th rates L indicated. No substantial acceleration of 
economic activity is foreS<'en in an) of the countries, 
nor is any serious recession envLaged. The upswing of 
bu iness in\"estment. especially in machinery and equip­
mt>nt. may be expected to continue in many countries, 
at least until the second half of the year. Consumer 

8 Ba. td in part upon rtplit:,, of Government- to the United 
Nation~ que•tionnairc of November 1960 on t-conomic trend., 
prohlt>ms and policit·,. 

spending is likely to rise further in view of substantial 
increases in disposable personal incomes. Growing pre:.­
sure on costs and profit margin. and some price in­
creases are anticipated in sevt>ral countries. Export 
demand. which had weakened in the course of 1960, may 
hecome more huoyant in the cour:ie of 1961. 

In North Amrrica. indicators point to a moderate re­
co, er\' from the mild reres~on which had developed in 
the m.iddll' of 1960. The rece:.sion bad obviously passed 
it" trough h) the end of the fir:;t quarter of 1961. It b 
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generally assumed that com,iderable under·utilization 
of both labour force and productive capacity wilT persist 
for some time to come. 

SLOWER CROWTH IN WESTERN EUROPE AND JAPAN 

On the supply side, no significant difficulties are an· 
ticipated in 1961 in the industrial countries of western 
Europe or in Japan. Output will probably become some· 
what le. flexible in 1961 as full employment levels are 
reached or approached and capacity is fully utilized in 
many countrie . Con!liderable inter·country differences 
exist, however. In a few countries, supply limitations 
are likely to contribute ignificantly to a retardation of 
growth rates. This applies particularly to Austria, the 
Federal Republic of Germany and the Netherlands, 
where considerable labour shortages developed and an 
exceptionally high degree of capacity utilization was 
attained in 1960. Sectoral and regional labour shortages, 
e pecially in construction. are also anticipated in Den­
mark, Norway, Sweden and the United Kingdom. In 
other western European countries, as well as in Japan, 
the supply position appears to be less strained. Although 
the supply factors will reduce the growth rates in some 
countries, a rise in total output of some 3 to 5 per cent 
is considered po sible in all western European industrial 
countries. 

Demand in western European countries and Japan is 
generally expected to rill(! more slowly in 1961. In view 
of the relatively large wage and salary increases which 
have already been negotiated or are expected in most 
countrie . consumption expt"nditure is likely to rise 
significantly. The growth of personal consumption, to· 
gether with industrial inve tment. will remain major 
expansionary factors in a number of countries. A rela· 
lively large share of the increase in con umption \\ ill 
probably be devoted, as in 1960, to consumer durable~, 
particularly lo automobiles. Public expenditure will be 
increased in almost all countries and will give additional 
support to demand. 

Although no detailed information on inventory move· 
menl is available, it St'ems likely that this component of 
demand will play a relatively minor part in the expan· 
ion in 1961. Changes in the volume of residential 

construction will generally al~o be rather small. Most 
countrie~, however. anticipate relatively large increases 
in business investment. notabl) in plant and equip· 
ment in manufacturing industry. In many western 
European countrie the continuation of the investment 
boom will in part be related to the expansion of markets, 
as the tariff levels are reduced within the European 
Economic Community and the European Free Trade 
Association. 

In the foreign sector, export demand is expected to 
continue to rise in 1961 probably somewhat f asler than 
in the latter part of 1960. On the other hand, the rise 
in imports is likely to slow down as the pace of the 

163 

expansion lackens, and demand pressure is eased. Ex­
ternal balances may record some further deterioration 
in the early part of 1961. but for the year as a whole 
they are expected to be similar lo those of 1960. 

While the expansion of economic activity will con· 
tinue in western Europe in 1961, most countries antici· 
pate that growth rates wiJI be lower than in l 960. For 
western Europe as a whole, the increase in total output 
may fall from 6 per cent lo 4.5 per cent and that of 
industrial production from 9 lo 6 per cenl11 (see table 
4-31). In the six countries which recorded increases in 
total output of 7 per cent or more in 1960, the rates of 
expansion are expected to decline to around 4 to 5 per 
cent in 1961. In Austria, the Federal Republic of Ger­
many and the Netherlands, where labour markets be­
came tight in 1960, the e lower rates may represent a 
return to more normal full employment growth rates. 
Growth rate of 5 per cent are anticipated in Finland 
and Italy. 

Table 4-31. Real Groes National Product and In· 
dustrial Production, 1960 and Official Estimates 
for 1961 

(Percentage change from preceding year) 

Grou nalionol ,-dud lndwtriol ,-dudion 

Country 1960 1961 1960 1961 
(adual) (.,/ifflQU(i) (adunl) (uli,,...kd) 

Western Europe• ..... 6 4.5 9 6 
Netherlands ........ 9 4 13 6 
Austria .......... 8 5 8 h 

Finland ... .... . 8 5 11 10 
German) (Federal 

Republic) . . ..... 8 5.5 11 9 
Italy - 5 15 h 

I 

Norway ..... . .... i .1, 7 I , 

Belgium ......... 5 I, 
., h I 

Denmark . . . . .... 5 b 5 b 

France ......... 5 5 11 6 
United Kingdom .. 5 3 6 5 
Sweden. .... ...... 3 4 8 LS 

Japan .. . ......... 11• 9• 26 15 

Source: Division of General Economic Research and Policie~ 
of the United Natiolll! Secretariat, based on datn from replies of 
Governments to the United Nations questionnaire of November 
1960 on economic trends, problems and policies; from "La 
Situation economique de la Communaut~ et Jes perspective!. 
pour 1961 ", Journal officiel des Communautes europeenne1 
(Bruuels), 22 April 1961, and from national sources. 

• Countries in western Europe are arranged in descending 
order of the rate of increase in gross national product in 1960. 

b Further increase, but at a lower rate than in 1960. 
• Fiscal year beginning l April. 

The prospects for the remaining western European 
countries in 1961 arc more varied. Growth of total out· 
put in the! e countrie in 1960 was below the average 
for western Europe. In 1961 only Sweden anticipates a 

9 The Commi,.~ion of the European Economic Community has 
estimated the increase in the volume of gro. s national product 
of that area in 1961 at 4.5 lo 5 per cent as compared with tht 
increase of 7 per cent in 1960, and that of industrial production 
at 6 to 7 per cent as compared with 12 per cent in 1960. 
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"ignificant acct'leration in the expan .. ion of output. 
While the pact' of expansion in France is expected to be 
maintained. a slackening is likely to occur in Belgium, 
Denmark and the United Kingdom. In the United King· 
dom the slight decline in total output in Lhc latter part 
of 1960 nppenr!I to have been re,ersed recent!) after 
the relaxation of hire-purchase restrictions in January 
1961. However. restraints on Lhe expansion of domestir 
demand will remain nt'ces .. ary in view of the substantial 
deterioration of the e,ternal balance in 1960. 

The pro,pecl for Japan in 1961 i" similar Lo that for 
mo"t western European countrie". The exceptionally 
high rate of growth in total output in 1960 will not he 
maintained in 1961. but the slackening will be only 
moderate. A "lower growth of exports is t>xpected to be 
the principal retarding factor. 

While the rate of growth in we:,tern Europe and 
Japan are likely lo be lower in 1961. the pressure on 
price.-.. which wa,-. e\'ident in many countrie- during 
1960, may become stronger. Wages are generally ex· 
pt'Clrd to rise at approximately the same rate as in l 960, 
and in a few countrirs greater increases are considered 
po,sible. The only country where wages are likely to 
rise ,-.ignificantl) Jes than in 1960 is the Netherlands, 
,\hich experienced an unui;ually large upward shift in 
labour incomes after the relaxation of goH'rnment con· 
lrol of wage." and salaries in mid-1959. ~ ith the rapid 
di~appearance of unu~ed productive capacity. the rate 
of increas<' in output per man-hour. which started to 
fall in mo 't countries in the latter part of 1960. may 
dee-line further. re!;ulting in larger increases in unit 
wage costs. The decline in the price, of imported raw 
materials in the course of 1960. combined with a good 
hanrst. ,, hich had contributed in a number of countrie<; 
to\\ ards modt•rating increases in the general price level 
in 1960. were fortuitous factors that cannot be counted 
upon in 1961. 

In most we tern European countrie!; cautious re ·traint 
will remain the ke} note in goYernment economic policy 
for 1961. In rountries such as the Federal Republic of 
Germany. the Netherland, and Swedt>n, where supply 
limitations have been increasingly felt, the Governments 
han· introduced in recent months additional mea~ure · 
to modt·rate the growth of demand pre!lsures. In the 
Fedrral Republic of Germany. for instance, the Govern· 
ment decided lo postpone many public building projects. 
The upward revaluation of the Dt•utc:che mark in ~1arch 
1961, which was unde.taken mainly for the purpose of 
checking inflo,, s of . ho rt-term funds, should facilitate 
the task of relieving the pre.s:sure of demand on re5ources 
b) di:couraging exports and encouraging import". In 
the Netherlands, the guilder was al"o rernlued al the 
,;anw lime; monetary poliry became more re~tricti, e 
aftl'T the beginning of the year. 'fo rrlaxation of govern· 
mcnt rl"straints is expected in 1961. in vie,, of tht• fact 
that new \\age contrarts will hr negotiated later in the 
,·ear and the current budget ha~ already made condi-

PART fl. CURRENT ECONOMIC DEVELOPMENTS 

tional arra 1gemenls for reducing direct taxes by the 
middlt• of the year. In weden, the Go,ernment has 
already curtailed the public building programme and 
the is ... uanc • of private building permits. At the same 
time. the bi.:dget for 1961/ 62 aims at an over-all surplus 
comparabJ.. to that of the current fiscal year. 

The rm1 hasis of govt'rnmenl policy in the United 
l\.ingdom v ill also remain restrictive in 1961, mainlr 
for halance of payments reasons. The rrlaxation of hire· 
purchase m,trictions in January 1961 was introduced 
for the pu1 pose of stimulating production in the con­
sumer durr hie goods industri~ which had suffered as 
a result of a decline in exports. In counlrie::; with ,pare 
l'aparity and adequate manpower. as in France and 
ILal}. policies are expected to remain or become more 
expansionary in 1961. 

Thr gro~ .... national product of the United late-.. on 
a seasonnll} adjusted basis, fell in real terms by about 
1.5 p<'r C't>nt from the fourth quarter of 1960 to the first 
quarter of 1961. Mo .. t of the decline was due Lo the 
continued rulback in 1mentories, although for the fir.,t 
Lim!' during the recession p<'rs<>nal comrnmption also 
slipped slightly. The total decline from the peak in the 
seeoncl quarter of 1960 was thm: about 2.5 per cent. 

How1·,er, m the ,pcond quarl<'r of 1961 there wt•rc 
sign:,; indicating that the wor:.t of the current rcce,~ion 
might ha, 1· heen o,·er. There was an upturn in invrn­
lory mo,ements in the durable goodi- H•ctor. But more 
important \a,- tht' dt•,p)opment in the field of industrial 
production. After a fall of 7 per c·enl from 1\1ay 1960 
lo Fd,ruary this year. the index of industrial produc­
t ion rose I y on1>-half of one per tent in l\1arC'h and h) 
unolht•r 2., per cent in April. In addition. there wa$ 
,omt• evicknce of t>Ven stronger impro,ement in 1\1ay. 
parlirularl) in the ,tee) and automohile indu,tnes. 
whirh had accountPd for most of the irwrease in April. 
It seem" p ,ssihle that '-teel production. ,, hich ,, as run· 
ning al ahnut half of caparity during the preceding win· 
lt'T month,. m&) incn•ase to 75 per rt>nt of capacit} 
lwforc the middle of the year. As shown in table '1-:i2. 
man} other ~onomic indirators al~o gained ,trength h) 
April. 

Furthermore, according to the suney c·onduc·tt>d 
joinll) b, the United State,.; Department of Commen·e 
and the Sr< uritiei- and fachangr Commission in late 
Januar} a 1d Fehruar) of 1961. a mode-t rise in bu. i­
,w~s outlay8 on plant and equipment is expected in the 
,<·cond half of the )Car. although for the }CU as a wholr 
the level Nill be 3 per cent lower than in I 960. The 
actual dr\elopment ma} prove to be more farnurable 
than had ht>rn anticipated al thr beginning of the year. 
.\ccordin"' to the \l<-Graw-Hill uney of late March 
and t>arly April. hu~inessmt'n had slightly increa.,cd 
their inn ,tment plan~ ,ince Ortobcr 1960. and in· 
tend1·d to n·du1·1· e'\rwnditun· on plant and equipment 
on the aH rage h) onl) 01w per crnl in 1961 I see table 
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Table 4-32. United tate : Recent Cban~e in Certain Economic Indicator,; 
<Based on seasonally adjusted series) 

/(,,n 

Ptrttt1l11ge Ptrctnlogt 
u,u, month in dt<lim: from inrrffl8r from 

f!Hi0-19CI rteu,ian ffl(j(lt::/t tow to 
lo °"' April 1961 

Industrial production , ..................•....... 
Steel produced . . . . . . . . . . . . . . . . .... ..... ... . 
Car,, a-.,embled ............................. . 

February 1961 - 7.3 2.9 
December 1960 -48.6 32.3 
March 1961 -43.6 29.l 

on-agricultural emplo)·ment. . . . : . . . . . . . . . . . 
\verage hours "orked m manufacturing ........... . 
Total per~onnl income . . . . . . . . . . . . . . . . . . . . . 

Wage and ,;alary di<.hur~ement:,, in manufacturing .. 
Retail sole, . . . . . . . . . . . . . . 
New order,, for durable goods .... . ... ......... . . 
Printe hou-.ing starb . . . . . . . . . . . ...... . 

December 1960 -1.8 1.2 
December 1960 -4.5 3.l 
Februnr) 1961 -0.9 1.0 
June 1960 -1.9 2.0 
January 1961 -5.8 1.1 
Janunrkl961 -12.8 12.1 
Decem r 1960 - 28.0 25.9 

Sourct: l uited States Department of Commerce, Surt'ey of Current Business; Joint Economir Committee, 
Economu· lndic,uors (Washington, D.C.). 

i-33). This would imol\'e a <'onsiderable increase in 
the second half of 1961. 

In Canada. trend. in production followed broadly 
tho~e in the United tates. Fixed investment. accord­
ing to a sur\"ey t·onduC"ted at the end of 1960. is expected 
to rise by one to 2 pt>r cent in 1961. But thi will be 
en tirely dur lo incrt>a~es in expenditure for housing and 
in!llitutional ·en ice,,, .,jnce hu11ine s fixed inv~tment 
is ex1wcted to decline -.omewhat. Export,; may show a 
moderate increa<1e in 1961. 

Table 4-33. United States: Plnm for Capitnl 
pend in~ 

(Billions of dollars) 

tum l!ltJO 
Puc,nlaur 

f9tit thangt, 
Cnrluo() (p/anm:dJ 19tJO to 1961 

Manufacturing .. ......... 1U8 14.09 - 3 
Mining ............ , 0.99 1.03 I 
Railroads .......... . . .. 1.03 0.69 - 3~ 
Other transport and 

communication~ 5.07 4.80 - 5 
Electric and gas utilitie-.. . . 5.68 6.13 8 
Commercial. . . . . . . . . ... 8..1-·1 8.61 2 

Toni. 35.69 35.35 - I 

Source: "Bu~me~,, Plans for New Plant and Equipment, 1961, 
1964", Fourtetnlh Annual MrCra1t-Hill Surrf"Y ( e" York) 
28 April 1961. • 

Unemployment still rl'mains high in both countrie~; 
on a seasonally adju,ted ba-.i~, it amounts to nearly 7 
per cent of the labour force in the United States and to 
8 prr <'enl in Canada. The immediate outlook is that a 
<'On'-'iderablt> degree of unemployment will pt>r,-i~t dur­
ing 1961. hut in thr linitrd States it is expected to fall 
to about 6 per rent of the labour force h) th<' end of 
the year. 

Up to January 1961. the United State had relied 
rnainl) upon expansionar} monetar) mea ures to 
achie\e a reco,ery of e<·onomic ncti vity. Suhsrquently. 
~Leps ,\ere token to ~peed up activity on federal project!', 
to accelerate the return of funds Lo the pri, ate c:ector 
and to lower interest ratrs on housing loan,;. Congre,,, 
pa:-sed legislation pro, iding for a temporar) extension 
of unemployment compensation benefitJ-. and for an in· 
n<>ase in th<• legal minimum wage. A number of long· 
term measure!- which will have a c:timulating effect on 
the econom} wrre also proposed. These include a tax 
reform to stimulatf' plant investment, programmes for 
aid to Nlucation, urban renewal and a liberalization of 
..,ocial ~ecurit) benefit,. \loreover. the problem of 
..,lructural unrmployment is receiving increased atlcn· 
lion. A federal loan-grant programme lo help depressed 
areas attract new indu~trie~ has pll!-,ed Congress, and 
a programme for tht' retraining of manpower displa<'rd 
hy automation has heen introduced. 



Chapter 5 

RECENT TREND I - PRIMARY EXPORTING COUNTRIES 

After two }Cars in which external developments had 
exerci~d a preponderant influence upon the cour .. e of 
economic policy and eventi:. in the primary exporting 
countries, 1960 opened with domestic decjsions playing 
the determining role in shaping the course of internal 
economic developments. The change reflects the fact 
that the cyclical upswing in the industrial countries 
had brought with it an expansion in demand for raw 
materials in consequence of which primary commodity 
prices-and the average export unit values of the primary 
exporting countries- had inched upwards throughout 
1959. It also reflects the fact that by dint of severe 
re:-.traint on imports. the primary exporting countries 
had restored their over-all deficit on the balance of 
trade to manageahle proportions, so that after two years 
of ~harp contraction foreign exchange reserves had been 
augmented. at least slightly. in 1959. 

With external pr<'ssures thus rrlaxed, most of the 
primary ex.porting countri<' · allowed domestic expendi· 
lure to rise significantly in 1960 In most instances this 
was achie\ed through an increase in investment, though 
in some countrie!- tax conces$ions or a loo~ning of 
import control brought about a marked rise in con· 
surnption While dome"-tic production ro,-e appreciably 
in most of the' primary exporting countries, the growth 
in agricultural output was generally l~s favourable 
than in the pre\ious year. The combined r~ult of a 
ubstantial rise in invf'Stment, a proportionately ~mailer 

but v. idr·spread rise in consumption and a tC'ndency 
for dome!ltic agricultural production to lag was the 
building up of an unprecedented demand for import.. 

While internal circumstances were thus inducing a 
major expan. ion in imports, world markets for most of 
the !"aleable products of the primary exporting countries 
had begun to weaken. With the failure of the upswing 

in economic activity in North America, the effect of the 
boom in w<·"tern Europe and Japan on markets for most 
raw materials was not sufficient to sustain prices: after a 
rise of abC1ut an eighth between the end of 1958 and 
mid-1960, the price index or raw materials in intema· 
tional trade began lo recede again, without having re­
gained the pre,rece."sion a\.erage of 1957. The rise in 
raw material prices was not sustained long enough to 
offset deci~.ively the continuing downward drift of food 
price undrr the influence of large stocks and a further 
accumulat on of surpluses of several major commodities. 
As a re ult. the price index of all primary commoditie 
moving in international trade had barely regained the 
end of 1958 figure when, early in 1960, it started to slide 
downward~ again.1 

The failure of the a,erage commodity price index to 
register ary ad\'ance in 1960, compared with 1959, had 
grave' implications for most of the primar) exportinf!? 
countri~. Jru;tead of being able to finance the upsurge 
in importE by mean of a parallel rise in export earnings. 
mo t of th~e countrie found their trade balances de­
teriorating rapidly. The result was a spate of o,erseas 
borrowing. a con iderable riS<' in foreign ~horl·term 
liabilities and a drawing down of the exchange reserve~ 
that had lieen accumulated in the previous year. By the 
end of 1960 the problem of financing the trade deficit 
was again the principal determinant of internal polic) 
and man} of the primar)· exporting countrie were put· 
ting into i·ff ect measures designed to reduce the demand 
for import!-. \\>here foreign credits were not a,ailable 
this often involved a cut in the rate of growth in invc>st· 
ment. 

I The w<,rld primary commodity situation in 1960 is di <'Uo•t'd 
m ,omr. de ail in Unitt'd Nationi;, Commodity S11rver. 19(,l/ ISal1·, 
'fo.: 61.Il.D. ll . 

The impact of external de, elopments 

THE GROWTH OJ' EXPORT EAR~l:'<iCS 

The expansion in world demand for the products of 
the primary exporting countries, so marked in 1959, 
began to slow down Parly in 1960. North American 
imports from the primary exporting countries ~howed 
little if any further growth; imports into western 
Europe increased vigorously in the first half of the year 
but then began to slacken. In very few cases was the 
expansion in demand sufficient to put any strain on sup­
plies; for most of the export products of the primary 
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<>xporlinf! t·ountrie:-, capacity remained in exc~s of rate~ 
of consumption. The increa!<e in demand. therefore. was 
achievc>d with relatively small changes in price>: only 
in the ca<:e of rubber and non-apparel fibre · did supp lie< 
lag to su ·h a degree that price~ registered a rapid up· 
swing. The price index of all primary commoditic>s 
mo\.ing in international trade ro e by about 3 per cent 
between the beginning of 1959 and the middle> of )960; 
and that gain was lo t in the second half of 1960. The 
unit value of rxports from the primary exporting coun· 
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trie,; recorded an t"\.en smaller rise and that too was 
rc-ven:,ed in lhe second half of 1960: by the third quarter 
thi index had dropped below the corresponding 1959 
level. 9 per cent below the l 957 average. 

A!l. a rt>:,ult of the slackening in the rate of expan,;ion 
in demand for the proriucts of the primary exporting 
countrie . . the aggrt'gate volume of the latter's exports 
increa ed by only half as much betwt·en ]959 and 1960 
as it had hetween 1958 und 1959 when a gain of almost 
8 per cent was regbtcred. The decline in the rate of 
increase was ~harpe:st in Latin Amerira and Oceania: the 
export quantum index rose only slightly in Latin Amer­
ica while 111 Oceania it was \'irtually the same in 1960 as 
in 1959. In Africa and southern and south-eastern Asia 
the quantum of export · registered a further substantial 
rise between 1959 and 1960- almost 7 per cent- but in 
both regions thi1, was le~ than the ri~e recorded in the 
previous interval. Only in the Middle East was there an 
acceleration: at about one-eighth, the expansion between 
1959 and 1960 was about half as much again as between 
1958 and 1959. Compared with the pre-recession index 
of 1957, the 1960 quantum of exports was about a third 
greater in the 1iddle East, about a sixth greater in 
Africa. an eighth greater in Latin America, a tenth 
greater in Oceania and only about 2 per cent greater in 
southern and <:0uth-ea."tern Asia. 

The southern and . outh-ea:.tern Asian region, how­
evt'r, \\llS the only one to enjoy an average unit value of 
exports higher than 111 1957. In Africa and the Middle 
East unit values hardly recovered at all in 1959/ 60 and 
the average for 1960 ,, as almost lO per cent below the 
pre-rece::;:,ion level. In Latin America and Oceania there 
was a more marked recovery in 1959, but it followed a 
sharper decline in 1958 and it was not su~tained in 1960: 
in both regions the 1960 a\'erage was an eighth or more 
below the 1957 average (see chart 5-1 ) . 

In relation to the pre-recession levf'I, the export earn­
ings of the primary exporting countries reached their 
lowest rate in the second quarter of 1958, almo<il 8600 
million below the corre~ponding 1957 figure. The sub­
, equent recovery carried I hem to a peak in the !'econd 
quarter of 1960, about S600 million above the corre· 
sponding 1957 figure. Thereafter. the dip in unit values 
and the faltering in volume combined to n·ver:se the 
upward trend in earnings. The slowing down in the rise 
in export earnings was common to all major groups of 
exporters: in the aggregate the countries exporting 
mainl) raw materials - fibres, rubber and metals - or 
tropical foodstnff s earned IC!:'5 in the second half of 1960 
than in the second half of 1959. This reflects chiefly the 
drag on earnings exerted by the dowm,ard price trend 
of rubber, wool and the beverage crops: rubber pricei; 
declined !:'teeply in 1960 from the 1959 peak, wool 
price-. in the last quarter of 1960 averaged about 8 per 
cent below the corresponding 1959 figure. while 
throughout 1959 and 1960 the quarter!) price index of 
coffee and cocoa mo, ing in international trade remained 

helo,, the correspon(iing figure in the preceding year 
l s,•r chart 5-2) . 

The rxport earning, of the temperate food group re· 
mained remarkably stable in 1958 and ] 959. but began 
to expand significantl)' in the fourth quarter of 1959 
under Lhe influenC'e of an up:;urgc in shipments from 
Spain-in the wake of a major currency de,aluation­
and to a less extent from Lebanon. Ireland, Israel and 
Portugal. The (•arning· of this group reflect the relative 
price stability of many of the temperate food~. particu­
Jarlr fruit, and the continuation of the upward move· 
ment in meat prices: in 1960 these a\'eragcd JS per cent 
above the 1953 level and 55 per cent above the 1950 
level. 

A steady decline in fuel price" throughout the 1957 to 
1960 cycle tended to off-.et the expansion in the volume 
of shipmenti; from the petroleum exporting eountries. 
Aggregate earnings, which had declined in 1959, rose 
again in 1960. but at a rate which diminished in the sec­
ond half of the year. 

As implied above, the widest swings in earnmgs were 
tho:;e of the countrie exporting mainly raw materials: 
these registered the "harpest decline in 1958. the mo t 
marked rise in 1959 and a notable "hrinking of the rate 
of increase in 1960. In the case of the fibre exporting 
group, changes in aggregate earnings, reflecting the 
course of the textile industry C) cle, conformed closely to 
movements in the price mdex of wool and cotton moving 
in international trade: after rising steadily in 1959, this 
index tailed off rapidly in 1960- colton price" remain­
ing stable but wool price receding again-and in tht' 
final quarter of the year it was actually below the cor· 
responding 1959 level. Changes in the price." of non· 
apparel fibres exercised a moderating effect in 1960: the 
price of bard fibres remamed rPlatively firm and high 
while the poor 1959/ 60 jute crop caused raw jute prices 
to soar. However, the re.:;ultant increase in the value of 
exports from Pakistan was insufficient to prevent the 
total earnings of the fibre exporting group from drop· 
ping below the corresponding 1959 level in the last 
quarter of 1960. 

The metals. ores and rubber exporting group- influ­
t•nced mo t strongly by changes in the level of activity 
in the durable good industries in the industrial coun­
tries registered swings of the greatest amplitude. The 
rise in earnings was "ell sustained in 1959, but tapered 
off rapidly after the first quarter of 1960. This reflect:; 
the trend of the price of rubber in international trade 
\\hich affected the course of earning::; in the group to a 
greater e,tent than did the relatiwly modest fluctuation 
in the price inde, of non-ferrous ba~e metals and OrE.'1,. 
The latter. howt•,er, also lo~t momentum in the second 
half of 1960, and by the la~t quarter was below the cor· 
responding 1959 It•, el. 
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Chart 5-1. Primary Exporting Countrie : Indic:-e~ of ForPip:n Trade Quantum anc1 Unit Valut> 
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Chart 5-2. Chan~es in Prices of e lected Commod itieq and in Export Proceeds and Import Expendi· 
lure of Groups of Countries Exportin~ Them' 
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Snurre: Divi~ion of Gt'neral E!'onomi<' Rt',earch anti Policie~ 
of the United nt1oni; Serrelnriot, ha,ed on Statistical Offire of 
the United Nation~, Month/) Bulletin of StaJistics and Interna­
tional Monetary Fund, lnll'rnational Fiaanrial Stati~tir.1 {Wa•hi11~­
ton, D.C.) . 

The tropical foocl ,zroup tompri•e, the exporters of rire, 
~up;ar. toffee, 1•ocoa, teo and coil-~eed~ and oils. 

• The countrie, includrd ore listt'<i in the footnotes to table 
5.2. 

The temperate food p;roup comprises th1· exporters of meat, 
tobacco, fruit!! and 'l'iine•. 

The fibre group rompri•e~ the exporters of ve,zctohle fibres 
ancl \\OOI. 

The meta)., and rubber J?roup compri•~ the exporters <1f 
metals and ore~ anti rubber 

The fuel, ,zroup rompri,1·• the 1•xporter~ uf crudo petroleum 
(primar)·) and petroleum proclurts (~cl'ondary). 
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THE OURCF: A:'\D DISTRIBUTIO'i OF l'iCREASES I:'. 

EXPORT J>ROCE~:us 

Notwithstanding the slackening in the rate of growth 
of export volume and the n•vt•rsal in the 1959/ 60 up· 
ward creep in average unit \'alue. the rt•lative gain in 
total earnings of tht' primary t'xporting countries \\a,; 
ju~t O\er 5 per rent brtwet'n 1959 and 1960. Betwt'en 
1958 and 1959. the increa,e was just under 7 per cent. 
The proportion of rountriei-. registering a decline be­
tween 1959 and 1960-about a third of the eighty-.,even 
for which data are availablt·-was somewhat lower than 
in the previous interval, but among them were rather 
more of the major trader., including Australia. Brazil 
and lndonesia. In a third of Lhe countrieil whose earn· 
ings declined. however. Lhe reduction was only mar· 
ginal. In only about a fifth of the prirnar} exporting 
countrie. were earnings down by more than 3 per cent 
and these were predominantly the "malln traders. 
accounting for ,~., than an eighth of total export ... Less 
than a tenth of the primary exporting countries expcri· 
eneed reductions of morr than 10 per cent in their 
export proceeds: these were all smal I traders-respon· 
sible for little more than one per cent of the total ex· 
ports of the primary exporting countries-that had 
expanded their export5 markedly in 1959 (Barbados 
and Bolhia. for example) or had had poor export crops 
in 1959/ 60 (Mauritius. l\iraragua. Paraguay and 
Tuni,ia, for example). 

At the other end of the scale, increase:- of a fiflh or 
more were !-Cored by about a "ixth of the primary 
rxporliug countries under review-a larger proportion 
Lhan in 1959 but, berau11e it included f e\\er of the 
major traders, accounting for a smaller proportion of 
total earnings (see table 5-1 ) . Among the countrie 
registering !lignificant-over 10 per cent-increases in 
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their export proreed, hetwt'<'n 1959 and 1960 thrre wa!' 
lt>,s of a commodil) toncentration than in the prrvious 
inter\'al. High,•r ruhber earning~ played an important 
part in the gains of the Federation of Malaya. \orth 
Borneo and Thailand and higher metal and ore earning~ 
in Lho ... e of Ja naira. thf' Republic of Korea. Peru. the 
ff'deration of Rhode-.ia and Nyasaland and Sierra 
Lt·onP. Howev,·r. there were also large increases among 
fihre exporters ... urh as Pakistan, Tanganyika and the> 
Unitrd Arah Repuhlic (Eg)pt), petroleum exporters 
... uch as KU\\Bit and Trinidad. rict· exporters "Urh 
ll! Cambodia and the Republic of Viet-Nam and fruit 
rxporters such as Lebanon and Spain. In addition, sev­
eral of the rountrit>" that had experienced a sharp dip 
in exporL" between 1958 and 1959-Costa Rica. Haiti. 
Reunion and Uruguay. for example-registered cor· 
rr"pondingly ,harp gainc; between 1959 and 1960. 

Only three groups earned less in 1960 than in 1959: 
th~e \\hose E'Xports ronsisted principally of cocoa, to­
hacco or r<"fined p<'lroleum. In the cocoa group the re­
duction \\as due entire)) to the decline in cocoa prices. 
This was off set by a major expansion in ,·olume in the 
,·ase of Ghanu but not in the rase of Cameroon. Reduc­
tion" in unit \'alur and quantum wrrc about equally 
responsihlr for the decline in the earnings of the tobacco 
and erondary petroleum groups. [n the tobacco groUJ) 
the reductior ocr urrt•d mainly in Turkey; in the se<·· 
ondary petwleum group the principal factor was a 
decline in , ... hipmcnb from the Netherlands Antilles and 
~ ara" ak. 

In mo!'.t o the other group::-. quantum gains played 
a larger par than price increast><. in rai. ing total pro· 
ceeds ( $ee I 1ble 5-2 ). This wa. generally true of tlw 
food expbrting groups as "ell as those exporting mainly 
crude pelrol,,um, rubber or wool: among the<:e groups 

Table 5-l. Primary Exporting Countries: Dii-tribution of Changes in 
Exports and lmporlt1 

E.tporl1 f.o.b import, e.i.f, 

Numb,,r Erporl r«ript, NumJ>,r import apmdilutt 
Rolao "1 (bil/io,u of of (billion, of 

(ptTlio«u ytar • /()(} ) rounlrir, 

1959 196n- 1959 

Less than 90 .....•.. 10 8 2.5 
Less than 95 ........ 16 ]6 3.8 
Le:.s than 100.. . .... 32 27 6.7 
100 or more ........ . 55 60 24.3 
More than 105 ....•.. 37 39 15.2 
More than 110 ....... 23 28 8.8 
More than 120 . .... . . 13 15 5.3 
More than 130 ....... 6 7 2.0 

TOTAL1' 87 87 31.0 

Source: Divi~ion of General Economic Re~earch 
and Policie of the United Nations Secretariat, 
based on International Monetar) Fund, lntl'Tna­
tional Finan rial Sta11 ,tic.,. 

• Preliminar) , estimuu•cl for ~nme countries on 
the ba~i, of )e,.;i than tweht' month~· tra,Je. 

dol/4r,) rounlrit1 dollar,) 

f9(j()a 1959 l96<r 1959 1960• 

0..1 21 5 8.6 3.0 
2.8 30 10 10.8 u 
8.6 ,1.3 18 13.9 6.0 

24.0 +t 69 19.7 31.0 
13.3 23 59 8.3 26.8 
8.0 12 17 2.7 21.1 
3.2 4 20 1.1 9.0 
1.6 2 5 0.8 1.2 

32.6 87 87 33.6 36.9 

b For li~t of countrie,. included •. ~ footnotes to 
table 5-2: for tatistiral convenit'nt'~ former French 
Equatorial \frica anti form1·r Frenl'h We~t Africa 
have been incorporated a, s1ngl1• entities; Hong 
Ko nit anJ ~i 1~apure ha, e al.n l,ei,n mrlnJed. 
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Table 5-2. Primary Exporting Countries: Indices of Export and Import Quantum, 
Unit Value and Terms or Trade" 

(Corresponding portion of preceding year-JOO) 

Ezport. / .o.b. 

CoonJry grO"JI Quantum Unil~ 
aporlin11 1Mint:r 

1959 1000 1959 

Cocoab . . . . . . .. ... . ........ 116 118 90 
Rice• . . ........... 118 114 98 
Petroleum, crude<! ..... . ..... 106 llO 95 
Oil- eeds and oils•. ... . ..... 100 105 104 
Fruits and wines' ........... 107 125 91 

Sugar• .... . ... . ....•. . ..... 100 101 93 
Woot1i •..•••.• . •.••......• 109 101 106 
Rubber• ................ 102 109 121 
Tobacco•. ... ............. 131 97 89 
Coffeek .. ...... . .... ... 119 102 85 

Petroleum, secondary• ••..•... 98 96 95 
Metal~ and ores•. . • .•• . .. . . 112 103 103 
Vegetable fibres• •....... . .... 108 101 96 
Meat 0 . • • •••••• • • . • • ••• 99 101 103 
Teao ... . •..... .. . ...... . 106 95 100 

Average, countries listed . • .. 107 105 98 

Average, under-developed 
108 96 areasQ • . • . ..• . .•... . .... 10-l 

Source: Di,·i~ion of General Economic Re,earch and Policies 
of the United Nation~ Secretariat; StatiMical Office of the Lnilt"d 
'lauons, Muntltly Bulktin of Stati$/its; International Monetary 
Fund, International Finanr1a1 StatistiC$. 

• Croup indices are derived from country indices weighted bv 
1be current dollar ,slue of e'.'Cports or imports; 1%0 figures ar~ 
prelimioar), hued on le-: than twelve month~' trade in some 
countries. 

b Cameroun and Chana. 
• Burma, Cambodia and Thailand 
d Brunei, Iran, Iraq, Kuwai11 Qatar, Saudi Arabia, Trinidad 

and Tobago and Venewela 
• Former French WC!\t Africa, Libya, Nigeria and 1he Phihp­

pines. 
• Algeria, Ecuador, Honduras, hrael, Lebanon, Panama, Portu­

gal and Spain. 
• Barbado~. Briti,h Guiana, China (Taiwan), Cuba, Dominican 

Republic, Fiji. Guadeloupe, Martinique, Mauritiu .. and Reunion . 

price movements were all downward, though only 
slightly in the majority of cases. The most notable 
1·xception \\8" the tea group in which India enjoyed 
nn appreciable rise in average export unit value, partly 
through an increru;e in the price of high-grade tea but 
also through a sub~tantial re<'Ovt'r) in burlap price'- in 
the wake of the jute "hortage referred to earlier in 
this chapter. The meat exporting group \\SS also an 
exception: it registered a 5 per cent rise in average 
unit ya\ue as well a~ a some\\hat smaller rise in export 
quantum. 

In C'ontrast to the change:-- among mo~t of the food 
t•xporting groups, increases in unit value <'Ontributed 
mo1c than increases in volumr to the rise in the export 
earnings of the groups exporting mainly metals and ores 
or , egetable fibres. These group;. earned between 7 and 
8 per cent more in 1960 than in 1959. the bulk of the 
gain stemming from higher prices. 

1960 

84 
97 
97 
98 
97 

99 
100 
99 
97 
99 

97 
]01, 

107 
105 
108 

100 

101 

Import. c.i ./ . 

Qunnlum Unit•ilu,, 
Ttrrru of Ira~ 

t959 t960 
1'159 1960 1959 1960 

119 111 99 101 91 83 
109 llO 98 103 99 94 
104 90 99 102 95 95 
94 116 99 101 105 97 

101 109 98 100 93 98 

91 91 98 101 95 98 
94 121 100 102 106 98 

101 120 97 101 124 98 
118 116 100 98 89 99 
10-t. 110 97 98 87 101 

103 97 89 95 107 102 
93 llO 99 102 101 102 
94 115 99 105 97 103 
93 113 96 102 107 103 

lll 106 98 100 101 108 

99 109 98 101 100 99 

99 106 98 102 98 99 

b Australia, New Zealand, Union of South Africa and Uruguay. 
i Federation of Malaya, lndonc,ia, orth Borneo and the Re. 

public of Viet-Nam. 
• Greece and Turl..ey. 
k Angola, Brazil, Colombia, Costa Rica, El Sal\'atlor, Ethiopia, 

Guatemala, Haiti and MadagaScar. 
I Aden, Bahrain, Netherlands \ntilles and arawalr.. 
"' Bolivia, Chile, Con~o. Cypruq, Federation of Rhode,ia and 

J'.yasaland, Jamaica, Jordan, Morocco, Peru, R1•public of Korea, 
Sierra Leone, Surinam and Tuni~ia 

II Britiqh Ea~l Africa, former French Equalorial Africa, Mexico, 
Mozambique, Nicaragua, Pair.ii.tan, Sudan, United rah Republic 
(F.gyp1) and lnited Arab Republic (Syria). 

O Argentina, Ireland and Paraguay. 
P Ceylon and India. 
Q Latin America, Africa (exclud111g the Union of South Mrica), 

Middle East (excluding Turkey), southern and south-eastern 
A,ia, weighted by the \'alue of trade in 1953. 

For mo'-t of the food exporters the decline in average 
unit value of e>.ports betwem 1959 and 1960 was the 
~el·ond one in '-UCcesi,ion; for the coffee, sugar, fruit 
and wine and tobacco exporting groups it was the third 
,;uccessive decline. It was also the third succ~sive de­
cline for the petroleum exporters. For the rubber. wool 
and oil-~ds exporters. on Lhe other hand. the decline 
in 1960 followed a marked recovery in the preceding 
year. ln the vegetable fibre group the recovery came 
in 1960 followed a marked recovery in the preceding 
had dropped sharply in the rece sion, the rise between 
1959 and 1960 wa, the second in a row. For the meat 
exporting group it was also the second innease. 

In most countries the changes in export pricei; be­
tween 1959 and 1960 were smaller than those that had 
occurred in the two preceding inten als. On balance 
it wa~ a ,ery slight upward movement, in contra'-t to 
the decline between 1957 and 1959. The overwhelming 
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hulk of tlw increment in total export proceed~ brt\,een 
1959 and 1960. ho\\e\er. 1·amt• from the expansion in 
Yolumc. 

TnE u•s\\1~c 1:-,; I'Yll'ORTS 

A, ha.. .... happened in pn·vious C} cle,. the eour,e of 
import, into the primaq exporting rountries rouformed 
dust>l} Lo that of export t•nrning,-, hut with a distinct 
lag. The re\ersal in the dowm1arcl mo,emenl in export 
earnings rame in mid-1958. that in imporb not until 
\1t•ll into 1959. Thi' uptming in earning, faltered in 
th1· seC"ontl half of 1960; import t"1pcnditure continued 
to increase: having bern cut bark sharply 111 1958. it did 
not regain 1957 ratt•s until the beginning of 1960. 

As in the <·ase of export earnings, the mo"'t decisi,e 
qdical s11ing in import t·xpi-nditure 1,a.., regi:.Lned 
I,} the ra11 material t•xportns. Imports into the fibn· ex­
porting countries. ha\ing dt·dined :,,lt'adilr in 1958/ 59. 
ro,p corrc•-.pondingl) in 1959/60. reai·hing n pt•ak rate 
of c:xpan:-ion in the third riuarter of 1960 when import,, 
w!'re a fourth above the• 1·orre,ponding 1959 It•, l'L The 
rate of irwrea,e of imports into the rubber anti metal 
t•xporLing group of <·ou11trie:, began to taper off ~ome-
11hat t>arlier. bul expan,ion continued throughout 19v(). 
This was true of the food exporting group. loo. although 

a,, ,-uggt•,-tt·d nhO\e-both th1· cuts in 1958 anJ 1959 
uml the increase in 1960 were relati,·t>I\' smaller (see 
chart 5-2). · 

In c·ontrast to tlw upswing in imporb into mo,'lf. of 
tlw primary exporting rountrie.-. in 1959 and 1960. 
there ,, a-. no rrcowr) in tlw C'il:'C of thl· prtroleum 
exporting group: import expenditure was redtwed fur· 
tlll'r in 1960 The dominant t'lemrnt in thi:.. clo1\ 1111 ar<l 
tn·nd \~a"' Vt>n1•1.uela 11 ho ... t' imports had Lt>cn particu· 
larl) high in 1957. A decline in refining aeti,ily in the 
l'\r.therlan<lc; Antille .. al,o contributed to the reduction 
in the group\ total imporb. Onlr in Aden. Iraq. Qatar 
and Trinidad ,, a, lhrre a marked expansion in import, 
:.ind this wa:- insufficient lo ofT,..et the contraction ebe· 
11 here. 

\~ hile price l'hange,.. pla} eJ a major role in reducing 
t•,porl earning" in 1958 and holding them back in 
1959. tlwy 1·onlrihuteJ rather le.,-; to the redurtion in 
import e>..p<'nditure-.: ,,hile the rolume of exports ro!:>c 
fairly continuously b1•l\\t't'n mid-1958 and end-1960. 
tht• volume of import~ clipped ,..tet•pl) in 1958 and, 
though rh,ing ,trongl) tlwrNtfter, ,,as only about 3 per 
cent abo1e the 1957 levl'I in 1960. Bl'lwern 1957 and 
1958 and agai11 Ll'lwc•t•n 1958 anti 1959. import ex­
Jll'nditun• wa.; n·duC"ed In almost t11ice as much-... ome· 
I\ hat feo.;,. than 6 pn c·enl and :~ per cent respec·ti, ely­
a .. import ,olume . .\nJ betl\l'Cn 1959 aud 1960. the 
11pturn in pricl'" addt.·d hetwt·1•n one and 2 per rent to 
the <Ol>t of import-., the ,olumt• of \1hirh t>xpandt•d liy 
alrno~t 9 p<'r cent. 

Tht· ln·nd of import price rhanJ!e" \\a-. liroatll) ,imi· 
lar in the maiu geographical region .. ; th1• <lo1111s11ing 
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wa,- most marLrd and the upswing least marked in 
Africa, \\hile Oceania regi:-ll'red the ~mallt>sl changes 
L1l'e churl 5-1) Thr c·ou~e of import quantum differed 
to a murh 1greakr extent. At the one extreme was the 
up,..urge of imp,,rt,, into 0l'eania in ) 959 and 1960 which 
<'arril·d the averagr quantum index for 1960 to about a 
fifth abo1e the 1957 ll•,el. At the other extreme was the 
rnntinuanct• of the do\\ nward drift of import,, into 
Latin Ameriea a,. a result of \\ hich tlw avera?;e <(Uan­
tum indc:x in 1960 was about an eighth below the 1957 
11•\el. Imports into '-Oulhern and south-ea~lern Asia 
hard} regain,·,! the 1957 level in 1960. In the \fiddle 
Ea~t thl•re wa, u much steadier gro11th in the 1olume of 
import,,. In Africa. too. the 1958-1959 dt'dine \\a" le,. 
pronouured. hut thP rapid ri~ in the "t'C'Ond half of 
1959 "as not su,tained throughout 1960 and for thr 
)Car as a ,,ho 1• the ,olume of imports was only about 
9 Jll'r rent abt11e tlw 1957 le1el. 

As i11diC'ate,l above. tlw increac:t• in import expendi­
lun• in 1960 ·~a,- ,1 itle-,pn.'ad: about four-fiftk of the 
l'Ollntri1·,.. for \\hich data are a, ai lablr imported more 
in 1960 than 111 1959. Bcl\\l'en 1958 and 1959 tlw pro­
portion reui,tt·ring increast•s \\a,; on) y one-half ( see 
tab It· 5-1 ) . The proportion of countrir., reducing their 
import,. L) 10 per cent or mon• droppt•d from 21 prr 
rent lo 6 per< cnt and tlw proportion of trade accounted 
for liy ,ul'h c<•untrie., dropprJ in a !'Omparable fa,-hion. 
Then' I\ a,- a ('Orrt·,ponding change al the other <·11Cl of 
tlw st'ale: \\ ·II over half of the primar) exporlmg 
rnu11trirs inrrea'<ecl tlwir import" by IO pt•r rent or 
mon• in 1960 compared 11 ith It•,,. than a ,e\'enth of tht· 
t·mrntrie:- in 1959, 11hile the trade for ,,hich the...e coun­
trit·-. a1Tount d ro,-t• ewn more ~harply- from 8 per 
,·rnl to over 57 per cent. 

The 011ly important trading c-ountrit•s to regi'-tt•r rc­
clurtions of more than 10 per cent in import expenditure 
IH't11 c•cn 195() and 1960 \1 ere the l\etherla111ls Antilles 
and h·nezuela I,, hich bore the brunt of the readjust· 
rm nt to ,-urplu, condition-. in the world petroleum mar­
ket I. Cuba encl the Dominican Republic ( whirh loore 
the brunt of the n•acljustment in ,1 or\J '-ugar trade that 
follo,\rd i11 the \\ uke of tlw politiral ehangt•i; i11 which 
the) ,11•n· im ulved) and the Congo. wlwre constitutional 
I hm1ges \\ en· a<Tompanied by rronomic breakdo,, n in 
parts of the rnuntry. There 1,a ... a cutback of ju. t under 
IO per cent in Spain wht•n• retrenchment was part of a 
ilrasti<' '-lahilization programme. 

In contra. l to 1J1e:-e \\ ere a nurnbt•r of countrie; in 
\\ hi<'h im1io1 t, ro ... e l,y a fourth or more. in<'I udin., ( in • 0 

clt•,rc11ding ,mler of rdative i11c·n•a,1• l Pakistan. Uru-
guay, Cambodia. Au:-tralia. Prru. China (Taiwan) and 
I ndonl'-;ia. The,-1· \,ere genl'rully among the counl rie, 
11hich had enjo}ed a substantial ri-.e in export earning­
in tlw ,econd half of 1959 and lhl' first half of 1960. 

In tht' grouping, of count rie;; arcording to their 
principal t•:,.porl \.m• table 5-2) only two- the sugar and 
tlw (ll'lroleum e,porting group,-sprnt fr._., on imporb 
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in 1960 than in 1959. In the ca e of thl' sugar group 
the rt•du<"tion wai;. entirel} the rel,ult of the upheaval in 
Cuban tradt• con'-equent upon the break in relations with 
the Unitc•d tales. In the rose of the petroleu"ll produc· 
ing group the reduction was largely a rl'flection of the 
~evere cul in import'- into Venezuela. referred to abo,e. 
though '-OmP of the Middlt· East producer.- al!"o imported 
somewhat les, than in 1959 In the case of the refining 
group. it was the rour e of petroleum traM itself which 
re«ulted in u reduction in import : price!, of crude were 
lmH•r and. a,; indirated abow. imports into the ~ether· 
land!< Antill~ and l:larawak M•re abo smaller in volume. 

For the re t there was a sizable expan«ion in imporb: 
in term,; of quantum it ranged from le~s than 10 per 
<'ent in thc- case of the tea, rire and fruit and "ine 
t'\porting group!> to o, er 20 per cent in the case of thr 
rubber and "ool exporting groups. Except in the case of 
the se('ondary petroleum group. discu,-~ed above. im· 
port prict'!' did not din•rgt' much from the 1959 le\'el. 
I la, mg dropped measurably and almost universall) 
het,H•en 1958 and l 9S9- partly as a result of declining 
freight rates- thert wa'- a tendency for the priee of 
imports to awragc :-omewhat more in 1960. The unit 
value of manufaC'tun•s i11 i11terna1ional trade was about 
3 per cent higher than in 1959 and this olTsel- and in 
mo,t group. more than ofT!-et-the furthrr decline in 
food an<l fuel price.. Apart from the c;rcondary petro· 
leum group. the coffee. fruit and tobacco exporting 
groups were the onl} once; to register a lower import 
unit value in 1960: the decline wai; most marked in 
Brazil. Gn•e("e and Spain. Till vegetable fihre exporting 
proup regi,.tert>d the largec;t increa'-e- a reflection. 111 

part. of higher import prices reported by Mexico. 

MOVU1ENTS IN THE TERMS OF TR\OE 

Total manufacturing production outside the centrallv 
planned countrie~ rose h} l l per cent between 1958 and 
1959 and by 5 per cent bel\H•en 1959 and 1960. The"e 
increa!-es- and tht• concomitant ri'-e in demand for in· 
du.,trial muteriab were largely re .. ponc;ible for an im· 
provement in the terms of trade of the raw material 
t•xporting countrie~ hy about 6 per cent in 1959 and 
about one per cent m 1960. Th~e gains \\ere more or 
less off set h} a comparable deterioration in the terms of 
trade of the food an<l fuel exporting eountriec;. Thus for 
the primar} export mg countrie~ as a 11 hole the terms of 
trade in 1959 and 1960 remained approximatel} al the 
1958 ll•,el. In 1959 there ,,as a slight dedine in hoth 
t•:xport and import unit rnlue": in 1960 there wa'- a .. light 
ri!IC (see table 5-2). 

The principal exceptions to the pattern in 1960 "ere 
thr tea. meat and coffee group'- among the food e\· 
porter .... ,1 hose terms of trade improved, and the ,,ool 
ancl ruhber groups among the raw matenal exporter-.. 
who~e term!, of trnd1• deteriorated after their harp ri'-e 
in 1959. The meat and tea rxporter" ,,ere the onl) ~roup,­
to rrg,..,ter a steady improvt'mrnt in tht•ir term~ of trade 

throughout the 1957 to 1960 cyclt•. For most of the food 
l'Xporte~. howe,er, the term of trade" orsened bet,, een 
1959 and 1960 as they had bet,, een 1958 and 1959. In 
the cruae of Lhe sugar group. indeed. this was the third 
succe s1ve decline in the purchasing power of its exports. 
The colTl' e exporters n•gistercd a slight improvement in 
1960 after l\\ o} ears of rapid decline: between 1959 and 
1960 the average co.;t of its import,; dropped '<lightly 
more than the awragt• price of its exports. Th<' sharpest 
reduction in 1960 was in the cocoa exporting group 
\\hose term of trade had al!'O wor-ened in 1959- but 
only after a considerable ri~ again,-! the trend f ollo,,· 
ing a poor han·e·t in 1957/ 58. 

Like the sugar group the petroleum exporters also 
<'Xperi('llced the third "U<'CC!<f.i,e deterioration in their 
terms of trade between 1959 and 1960. The group was 
di, ided, howe,er: the l'ountries exporting mainly crude 
oil suffered a M'Cond decline of 5 per cent in their terms 
of tracle while- partlr as a result-the exporter,- of re· 
finrd products enjoyt•d a second, though smaller. im· 
provement in their terms of trade. 

l\mong the raw material t'\porler'-. the metals group 
rq!:istered an appreciable improvement both in 1959 and 
in 1960. The terms of trade of the fibre group, though 
declining just as "harp!) in 1958. ro<.e only slightly in 
the reco,rry phru;e. Thi" reOect,-. for tht• most part, dif· 
f erencl"i in the mowments of cotton and wool prict's. 
Bet" een 1958 and 1959 v.ool prices ros<-'. while the a,·er· 
age export unit ,alue of the \'egetable fibre group 
declined. Between 1959 and 1960 the po ition ,,as 
reversed: Lhe unit value of exports of the wool group 
,1as barel} maintained. ,,hile that of the vegetable fibre 
group-benefiting from higher prices for sisal as well a!­
for long ~laple cotton- \\ as '-Orne,, hat higher. 

THE DF5Tl.'.\ \TION or EXPORTS 

The expanc;ion in the tradr of the primary exporting 
t•ountrie<. bl't1,een 1959 and 1960 ,,as" iclely distributed. 
ln absolull' term<., hy far the largt·st increase wac; in 
shipm<'nb to wrstt'rn Furop<'. but there \\ere alw major 
gains in e,porb lo southern and "Outh·eastern Asia. 
Japan, the Union of 'm iet ocialist RepubliC'!> and east· 
ern Europe and Oceania. There ,wre '-mailer gain<- in 
("\ports lo the We,-t Inclirs. Africa. the Middle East and 
mainland China, The only reductions Wt're in I rade \\ ith 
tlw \H'~lern lwmispherr: ~hipmenb to 1'\orth Aml•rica 
\\Crc about 2 per cent- SI :~6 million- be lo" tht 1959 
h•H'I and ,-hipmrnt~ to Latin America were also some­
what lo\\er-largely hecau,;e of a :~percent contraction 
in traclr among the t1,enl) repuhlicc; them el,es. 

Apart from an expansion of almost $200 million to 
M'stern Europe. the mo«t notable deYelopment in tlw 
pattern of Latin Aml'rican trade was a S\\ itch from 
i\;orth America to thl' ce11lrally planned countrit'~: 
largeh a!' a re..,ult of thl· realignment of the Cuban sugar 
trade. t'\ports to North America dropped hy about $108 
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million while exporb to the Soviet Union and eastern 
Europe increased by almo~t the same amount. Latin 
America wru; the only region to export less lo Japan in 
1960 than in 1959 (see table 5-3). More than half of the 
increase in the value of exports Lo the primary exporting 
regions was accounted for by shipm~nls to Lhe West 
Indies-largely crude petroleum moving from Venezuela 
to Trinidad. 

About half of the increase in Lhe earnings of Africa 
from expanded trade with western Europe was ofTc:et by 
the reduction in the proceed.-; of North American trade. 
Far behind the gain in exports lo western Europe in 
absolute terms was a large proportionate increase in 
exports to southern and south,eastern Asia, of which 
purcha. es b} India-of ropper from orthern Rhodesia 
and cotton from East Africa were major elements. 
There was also a sizable increase in exports of maize by 
the Union of South Africa to the Philippines where the 
local 1959 crop had been a poor one. In contrast to Latin 
America, trade within the region was g reater than in 
1959 (by about 6 per cent); as in Latin America, how­
ever. this trade remained less than 10 per cent of the 
region's total exports. African exports to the Soviet 
Union and eastern Europe. though less than 2 per cent 
of the total, al. o ro~ sharply in 1960, reflecting in-

PART JI. CURRENT ECONOMIC DEVELOPMENTS 

creac:ed sales of copper from the Federation of Rhodesia 
and Nyasaland. cocoa from Ghana. and wool from the 
Union of South Africa. 

The Middle East increac:ed its trade to a greater extent 
than any of the other primary exporting regions. Ship· 
ments to wef,tern Europe-largely of petroleum-ac· 
counted for ebout a third of the increment and ship· 
ments to Japan for about a sixth. Unlike most of the 
other regions, the Middle East increased its earnings 
from shipmenL to North America, notwith landing a 
marked decline in the average price of crude petroleum 
between 1959 and 1960. About 10 per cent of the incre· 
ment in earnings came from trade with southern and 
south-ea~tern Asia; cotton and rict> contributed to this­
Egyptian cotton exports to India were double the 1959 
volume-though the bulk of the gain was arcounted for 
by petroleum. There were smaller increases in exports 
to each of th< other regions with the exception of Lalin 
America whne development of local petroleum re-
ources in Argentina and Brazil further reduced import 

demand. 

By far the largest absolute increase in the \'alue of 
exports between 1959 and I 960 wa:- that recorded in 
:;outhern and south-eastern Asia: at about S530 million 
it accounted for about 10 per cent of the expansion in 

Table 5-3. Primary Exporting Countrie : Distributir>n of Exports, by Region 
(Value, milJions of dollars, f.o.b.; index, 1%9-100) 

Ezporting ~,ion 
Valru oj ezporl. lo 

and period Crnlra.l'J Prifflllry 
World' Norlh Wut,,rn Japan plonM nporlin1 

Amuiro EuroPf counJru, COl.lllir~, 

Primary exporting cowurie.sb 
Value: 1959 .... .... .. ... ... 29,619 6,878 12,515 1,573 l,114 7,109 
Index: 1960 ....... .. ..... 104 98 104 112 116 108 

Latin America 
Value: 1959 . . ...... .. . . .. 8,318 3,825 2,515 251 153 1,562 
Index: 1960 .... ..... .. . .. 103 97 107 95 173 102 

Africa 
Value: 1959 . . ............ 5,066 49-1 :i,550 85 87 691 
Index: 1960 . . ..... ... . ... 104 87 104 113 132 Ill 

Middle &.sl 
Value: 1959 .... .. . ... .. . . 4,705 428 2,355 261 291 1,223 
Index: 1960 ... .. .. . .. ... . 108 110 106 126 113 107 

S-Outhem and 50uth-eastem Asia 
Value: 1959 . ... ..... 7,159 1,241 1,982 665 473 2,767 
Index: 1960 ....... ...... 107 101 106 111 97 111 

Oceania 
Value: 1959 . .. .......... . 2,828 357 1,542 291 106 190 
Index: 1960 .. . .. ... . . . ... 99 84 95 116 116 114 

Othere 
Value: 1959 . .. .. . ... • ... . 1,513 532 572 21 1 375 
Index: 1960 . ... .. . . . .... 102 99 105 120 44 101 

Sourre: Statistical Office of the United Nations. b Sum of regions indicated; Greece, Ireland, 
• Including exports who,e de,tination was not Portugal, Spam and Turkey are not included. 

reported. • Mo~tly the West Indies, 
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the combined earning. of the primary exporting coun­
trie~. \yell o,er half thi~ increac:e came from exports to 
primary exporting countries, mo~t notably those within 
the region. Mo;;t of thl· countrie:- participated in thi~ 
upsurge in intra-regional trade: in terms of total value 
the largest increa;;<'::; wrrr in thr entrrpot trade of Hong 
f...ong and Singapore. the rin· and tin o.re export~ of 
Thailand. the tin and rubher c;hipmenlc; of the F'edera· 
tion of Malaya to Singapore and India and the ra,, jute 
exports of Pnkic;tan. Proportionately. however. there 
wen' also major inrreases in the exports of Cambodia 
and the Republic of Virt-Nam- mainlr of rice-and of 
China (Taiwan). the Philippines ancl Sarawak. Only 
Burma, India and Indonesia ~old le1':~ within the region 
in 1960 than in 1959. 

About a fifth of the increase in the combined earning:; 
of the countrit's of southl'Tn and ~outh-eastern Asia came 
from exports lo we'<tern Europe and about an eighth 
from export to Japan. Like the Middle East, the region 
·old more lo North America in 1 %0: though there w err 
reductions in export, to the United Statcc; of ,ome major 
products-notablv ruhber and copra the,e were more 
than offset b) increa,e. in u numher of other items. in· 
duding in particular tin and c<>pprr, "ugnr (the Philip· 
pine- filling part of the gap lt·ft hr the ending of the 
Cuban <1uota). jute hurlav and .... ignificnntlv. a rang<· 
of manuf aclured cotton and rayon textile-.. ~ale!'- of 
which rose from ahout 570 million to O\.er SIOO million. 

Southern and outh·t'a!:tern Asia also increase<! ib 
exports to other primary exporting region~. e.-.pecially 
Oceania. receipts from whi<·h were almo~t a fourth 
greater than in 1959. In contrast lo the othrr regions. 
however. 1l sold Je,, ... lo the Soviet Union and eastern 
Europe: largely becaus<> of the dt•cline in the prke of 
rubber, the value of exports to the~ de!-tinations 
dropped back b} about :{ per cent in 1960. 

Oceania was the only region to export Iese in 1960 
than in 1959. The principal decline was in receipts from 
western Europr hut thrre was also a reduction in sale5 
to North America and to main land China. Exports to 
other regions were all high<·r. especially in the casl' of 
Japan whose purcha es of wool wt•re at a record level 
and, on a smaller scale, the Soviet Union which re­
entered the Australian auctions in 1959 / 60, s,, itching 
its purcha es from Latin American suppliers. Trade 
within the region also regi~tered a sharp- 20 per cent­
incrcase as Australia raised the level of its exports to 
New Zealand. 

In the aggregate th<· expansion in exports from the 
primary exporting countries in ]960 \\as distinguished 
by the slackening in trade with the industrial countries 
and the revival of trade among the primary exporting 
countries themsehes. Bet\\een 1958 and 1959. notwith­
standing a decline of about 1 per cent in average price. 
the value of export!, to North America and western 
Europe had risen b) ahout 6 per cent; between 1959 and 
1960 it rose by less than 2 per cent. Between 1958 and 

1959 trade among the primary exporting countries had 
remained virtually tationary in total value; bet\\een 
1959 and 1960 it ro:-e by more than 8 per cent. The rate 
of growth of export:- to Japan-though. at 12 per cent. 
still relatively high was only half the previous figure. 
Exports to the centrally planned countries, on the other 
hand. expanded hy 12 per cent between 1958 and 1959 
and b) 16 per cent hetween 1959 and 1960. exceeding 4 
per cent of total primary exporting countries' export" 
for the first time. 

l\otwithstanding the lag in North American demand 
and the considerable expansion in trade among the pri· 
mary exporting countries themselves. the industrial 
countries again absorbed the Lulk-about 70 per cent­
of the exports from these countries. The main com­
ponent of the increase in this trade between 1959 and 
1960 was raw materials: thus after a decline of a sixth 
between 1957 and 1958- as industrial demand receded­
and a partial recoYery in 1959. earnings from raw 
material l'Xports to thr industrial countries r!'ached a 
new peak in 1960, about 7 per cent above the highest 
pre-recesc:ion figure of 1956. 

To judge from the value uf imports mto the industrial 
rountries in the fir..,t three quarter. of lht· vear. the 
largest gain in earnings from raw material exports from 
the primary exporting countrir" accrued to c;outht•rn and 
south-ea"tern Asia: this region received more than half 
the total increment, a rbe of a fourth on the corre!'pond· 
ing 1959 figure ( see table 5.4 ). The relative size of this 
gain probably dimini,h1•d as 1960 progrec:~e<l. for in the 
..,econd half of the year ra,1 material prices were declin· 
ing. very sharply in the ca:-e of ruliber, a major "OUrcc 
of the region's earnings. It is probable that the large ris: 
in the earnings of Oceania from raw material export.., 
\\ as similarly reduced by lowt>r wool prices in the final 
riuarter of the year; and to a les:, ell tent the smaller gains 
in Africa (about 10 per ct•nl l and Latin America (about 
6 per cent) may al"o hav!' been "Omewhat lower on thP 
basis of a full year comparison. 

Next to raw materials. manufacture - mostly non· 
ferrous metals and textiles yielded the largest incre· 
ment in proceeds from exports to the industrial coun­
tries. All regions. with the exception of Oceania, gained 
substantially from this source. In the aggregate the in· 
crease in lhe fir,t three quartc·rs of the year was as much 
a.., a fourth but as the prices of non·f errous metals were 
rising in the final quarter of 1959 and declining in the 
final quarter of 1960. the increase in the full year was 
probably smaller. 

Among the major components of the rise in earning!' 
from manufactures was a very large increase in ship 
ments from Latin America to western Europe, chiefly of 
copper and other metal!_;, sales of which were over 50 
per cent higher in 1960. There was also a marked rise­
of over a third- in hipment. from southern and south­
eastern Asia, both to western Europe and to North 
America. High jute prices played a part in this rise but 
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Table 5-4. Exporti, of ~electe1l Categoriet1 of Goo<li; 
to lndu trial Countric!'I 

(\'alue, million, of tlollar · m the lir t three quarter, of 1959; 
index, 1959 fiituri~ = 100) 

E:rpor(in11 N'fllOII 
and ptriod Fo,..datuf!, 

llmr 
nmlr.rtula• f"uf'fa 

\1an11fnr-
lurrr 

Pnma') e.xporting 
countries 

Value: 1959. 6,061 5,389 3,i67 L5ti2 
Index: 1960 .. 96 113 "103 125 

lnlln .fmerica 
Value: 1959 .... :.!,666 1.117 1.116 :i51 
Index: 1960. _ 101 106 95 13.1 

Africat> 
Value: 1959 .... l.580 l.:>85 178 5l5 
Index: 1960 . . . . 91 110 79 115 

\fiddle &..v 
Value: 1959 .. _, 268 Jt:{ 2.:tt! 95 
Index: 1960 .. . . 71 91 108 123 

Southern nnd south-
eastern Asia 
Value: 1959 .. . 687 l, 151) 105 rnt 
Ind,•x: 1960 .... 107 125 Ia! 1.36 

Oceania 
Value: 1959 .. 861 855 6 87 
lnd1•x: 1960 . 91 116 221 98 

Source: United Natinn•, Cnnrmlldit) Trude Sta11strn, !:itati,tical 
Pap<'r,. Snie, D. 

• Metal• arr mcluded 1<ith "manufactures". 
b Including dependencies of .,.e tern European countri1•, 111 the 

Caribbean and South E:11,1 Asia. The n11wage in 19<>0 rlilfer, 
,lightly from that of 1959; as a re,ult the fuel in.Jex is under, 
tat eel. 

it also rellccts a con<.iderable expansion in the exports 
of tin and cotton cloth. 

i\lanufacturc ... ha\!' thus l,een Lht• mo,-t d) namic ele­
ment among lhe exports of the primary exporting coun­
tries in recent years: though still constituting only 10 
per cent of the total shipped to industrial countrie:.. in 
1960 they earned about a third more than in 1957. an 
increase of aliout four time, the a, cragl'. This reflecb 
not only a more rapid growth in ,olume than in thl' 
case of primary product,- but al,-o a significant difference 
in price trend: whil~ priers of non-frrrou~ metals in 
1960 were slightly al,ow thl' 1957 n,eragt• an,1 the price 
le,·el of other manuf al'lure-. had n·rnaiued rclatiwl} 
.. table, the price index of primar) producb mo, ing in 
international trade had droppt>d by about 9 pt'r cent. 

Between 1959 and 1960 the increa,r. in earning. from 
fuel exports lo the industrial countries \\Us only about 
a third of that dcri, ed from manuf al'lure.5. The value 
of shipments to Japan was about a fourth hight>r. to 
western Europe about l per cent higher. to \orth Amer· 
ica slightly below the I 959 leH:I. In the aggregate the 
increase in fuel earnings wa" bet\,t'ef'! 3 and 1 per cent. 
slight!) gn·ater than in the preceding inlt>nal. A-. the 
a\'erage pricf' was ahouL 3 per cenl less than in 1959, 

tlw iucn•a .. e in the quantum of export;; ,rn .... almo;;L 7 
per 1·t·n L. 

The mo .. t m,tahlc proportionalt• gains in fut•) t>xporh 
\ll'Tl' in :-hip1 wnb Lo Japa11: t}w valut> of pl'lroleum 
,-hipmt'nt,, fro 11 the i\licldlc Ea'<t 1\a., ahout 22 per c·t•nt 
ahO\l' th,• l9W le,eL -.hipmenb from :-outhcrn and 
,outh·ca.,Lcrn \sia almo,-t Joublcd, 1,hile shipmt•nb of 
coal from \u traliu almost trebled. In ah«olut1• terms. 
ho1Hi,cr. the expansion in exports to 111·stern Europe 
\\ as far large1 : mo .. t of the inc-reas1· in recei pis arcrued 
to the ~li<lcllc Ea,t lmt I xpurts from Africa, southern 
and '-OUth-eastcrn A,,ia and the Cariblwan island,- \\ere 
all appn·ciablr hi~ht•r: on I y Latin ,\nwrica ,,up plied 
It'""· In ib quantitathelr mon· important trad1• with 
~orth Aml'fil',J, 011 the oth<'r hand. Lu tin Anwriran pl'lro­
leum earning, 1,erc ,-Jightlr grPater than in 1959. 

111 contrast to the c:..pansion in earning:,; from ra\\ 
material:,. fu,·I;; and manufacture:- exported to the in­
du~trial cou11trie,-. the primary t•xporting countric,. 
earned le .. s r rom sale-, of food,-tulI,- in 1960 than in 
1959. This \\ as the ;;1•coml } car of decline in foodstuff 
1•arning-,: afft'r ri,iug fractionally bct\\Ccn 1957 and 
1958 they declined h) one per cent bct1\een 1958 and 
1959 aml hy almo,,t l pl'r Cl'nt between 1959 and 1960. 
Tht' principal fa<tor:. in the most recent dt'clinc ,,ere 
lo\, 1•r encoa and robust a coffee prices which rl'duced 
African t•arning:.. poor grain hane,-t ... "hich reduced 
the (•arning:, of e:>. µorters in Lhe \1.iddle Ea .. l and :'forth 
Africa, lo,,c, l'atllc slaughlcr and 101\cr U!•t•f and huller 
prices ,,hich n•duC"ed the earning,., of Ocl'ania. 

The decline " as concentrated large!) on North Amer· 
ica: .l\estern European imports from the primary ex­
porting countries 11ere only fractionally lo\1er and 
Japanese im >orts were almo,-t 5 per C'ent higher. Only 
southern and ,,outh-ea,-tern A,-ia .. old more food to l\orth 
America in 1960 than in 1959. largeh 1b a result of 
the increaw 111 thl' Philippine sugar quota folio,, ing the 
hreal..: b1·t ,1ecn the United States and Cuba. Exporls from 
other n•giorh were :.ub:,Lantially le,, than in 1959. Tht• 
-.mall~t r1·lati,c los-.- but the large,L in absolute lt'rm,., 
- ,,as regi,-tt ml hy Latin America. affected nol only uy 

u ,,,,itching of a portion of the United tales sugar <JUOta 
out of the region but also by lo\\ er co IT ee and cocoa 
price:, and n·ducecl beef and catLlc shipmt·nb. Fruit and 
nuts 11ert' the onl) major C'ategori,·,. lo yi1•ld higher Tl'· 

ct'i pls in I %0 than in 1959, and for the )'t'Or as a ,, holt• 
Latin American exports of food~tuff, to the United Stutt·~ 
"ere 7 per rent helo,, the 1959 le\'l'I. 

Thl· rl'du,'tion in Latin Amnican exports to \orth 
:\merica \\a, just about off,,et h) increa"'eJ ,-bipmenL~ 
to \\e,t,•rn Europe-chiefly of c1•n•als and to a much 
,mailer cxtt nl fruit and co!Ter.. The only other region 
to earn more from food exports to \\c .. tem Europe \\a~ 
southern and ... outh-castcrn c\-.ia ,,hirh supplied more 
lt'u and mo1e ricl' than in 1959. Import from Or!'ania 
\\ ere about I per cent bt•lo1, Llw high 1959 len·I. \\ hile 
import-. from Africa and Lhe ~1i<ldle Ea,t declined 
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again, less sharply than in 1959 in the case of Africa 
but more sharply in the case of the Middle East. 

Though Japan again n·duced its imports of rice. hav· 
ing become virtually st>lf-sufficient in this crop, it pur· 
chased more wheat and maize and more sugar than in 
1959. The increase:; came in approximately equal shares 
from southern and south-eastern Asia, Latin America 
and Africa and in the aggregatt· the primary exporting 
countries earned about 5 per cent more from their food 
exports to Japan. 

T!lE SOURCE A:"iD COMPOSITIO'\T OF IMPORTS 

Apart from the ge11nal and sl.V)stantial increase in 
trade among the primary exportmg countries them· 
selv~. there was a large and widespread increase in 
the value of goods dra,rn from the indu.~trial and cen· 
trail) plannrd regions. 111 the aggregate imports from 
the industrial countrie-. r<>:-e by about an eighth, and 
import!' from the centrally planned countries by some· 
,1hat more. 

In Latin America the change in the pattern of t>xporls 
noted above was paralleled by n change in the source 
of imports The principal increase was in imports from 
western Europe. There wa a large increase in imports 
from the o, iet Union. acC'ompanied by a reduction in 
import!'! from North America. Japan also supplied a 
much larger quantity of goods. '\Jotwith!ltanding the 
realignment of Cuban trade. and the expan~ion in the 
European and Japane:,p t>hare of the Latin American 
markt•t, almost half of the region's imporb continued 
to come from North America. 

The most notable changes in the distribution of Afri­
eun imports ,~ere a further rise- of almost 10 per cent­
in purchases from ,,estern Europe and a decline of 
altout a fifth in purchast's from Japan. The latter. how · 
e,er, was more than accounted for by change'I in the 
dt•livery of ships for I 1berian regi trr; Japane&e ex· 
ports to the rest of Africa were considerably higher than 
in 1959, e-.peciall) to Nigeria, British Ea t Africa, 
Chunn and the Union of South Africa. On a smaller 
,-cale imports from the other regions all rose, but over 
two-thirds of the region' - imports again came from 
we. tern Europe. 

I ike Africa, the Middle East drew the hulk of the 
increment in its external supplie<1 from western Europe. 
With the exception of eastern Furope and the oviet 
Union which furnished more or les the same amount 
as in 1959 imports from the other regions alc;o rose, 
most substantially in the ca!le of \orth America. 

outhcrn and :;outh-castcrn A-:;ie wa" distinguighed 
not onl) b) the massi\:e increase in its total imports­
about a sixth above the 1959 level- but al~o by the 
fact that tht• largest element in this increase came from 
the United tales. The largest relative expangion. how· 
ewr, was in goods drawn from Japan: this flow rose by 

almost a third, lo constitute about a seventh of the 
region's total import:, in 1960. 

Both Oceania and the West Indian region increased 
their imports from almost all sources, but especially 
from western Europe and l\orlh America, and on a 
smaller scale from Japan. The expansion wac; particu· 
larly large in tht• c:a!'C of trade between Oceania and 
Japan: between 1959 and 1960 Japan's shart> of the 
exports of Oceania ro,e from about 10 per cent to 12 
per rent and of the imports from l per cent to m•arlr 
7 per cent. 

ln total, well over three-fourths of the incremenl in 
imporLs into the primary exporting countries between 
1959 and 1960 originated in the induc;trial countrie,,: 
of this, substantially more than half came from western 
Europe. rather le,,.,, than a third from North Amnica 
and the remainder from Japan. Of tht• increase in im· 
ports from the industrial countries-to judge by trade 
returns for the first thret• quarter,- of the year- almost 
half consisted of machinery and transport equipment 
and rather less than u third of other manufactured 
goods including steel and other metal semi-manufac· 
Lures. The remaining fourth \1as divided more or Jess 
equally betwt'en chemical,. raw materials and foodstuffs. 
For the year as a whole it is probable that the propor· 
Lion of import:; drawn from North America and the 
proportion con:;isting of foodstuffs were both somewhat 
higher: United States grain exports Lo the primary 
exporting countries ro::-e substantially in the la-.t quarter 
of the year. approaching Sl.O billion in 1960, compared 
\\ ith lt•ss than S0.7 billion in 1959. 

The most notable concentration on imports of capital 
goods was in Africa and Latin America. In Africa all 
major categories of imports from the indu,-Lrial roun· 
lrit·s- with the exct•ption of fuel- registc•red an increase 
bt'l\\een 1959 and 1960. but o,er 60 per cent of the 
increment comprised machinery and vehicles. The bulk 
of the expansion "as in suppUes from we.tern Europe 
hut the large"t relative increase "a.s in the equipr.ent. 
other than ,hip", clra•rn from Japan (sl'e table 5.5). 

In Latin l\merica the \\hole of the net increase in 
import,; from the indu"trial countries was accounted 
for b} capital goods: there were al o increac;es in im· 
ports of <·hemicals and raw material;:. but theSt' were 
ofT~t·t by reduction-. in import,- of food and fuel and in 
manufacture,; other than machill(•r} and vehicle.,. AB 
in thl' rnse of Africa, the bulk of thl' increment in capi­
tal goodc; came from \\estern Europe: though 1orth 
Amt•riC'a continued lo supply about half of the total. 
there was little change in this flow between 1959 and 
1960. Latin American imports of machinery from the 
Lnited tates \\ere actual\) slight!} lower in 1960 than 
in 1959. though this reduction was off--et by an inrrea:e 
in import" of vehicle , (:!'pecially aircraft. 

In the Middle East the large:.l increase in imporL~ 
from the industrial countries in the firsl three quarters 
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Tah]e 5-5. Imports of Se]ected Categories of Good from Industrial Countries 
(Value, millions of dollars in the first three quartcn of 19.i9; index, 1959 figure= 100) 

Ro111 
J mporting region and puiod Pood,luJ!• maJuiolr P~t., M~hi~ry Otkr 

Primary exporting counlriu 
Value: 1959 . ............ l,i46 605 
Index: 1960 ....... . ... . . 109 131 

Latin America 
VaJue: 1959 ........... 428 160 
Index: 1960 .......... . 97 120 

Afncab 
Value: 1959 .. . ........ 530 112 
Index: 1960 . ....... . . . 102 134 

.Ui.ddle East 
Value: 1959 .. . ........ 232 102 
Index: 1960 . ........ .. 113 93 

Soulhem and south-
eaJJem Asia 
Value: 1959 . . .. .. . .. . . 513 175 
Index: 1960 .. . ........ 123 154 

Oceania 
Value: 1959 ........... 43 56 
Index: 1960 . ........ 120 153 

Soura: Umted :'iation • Commodiiy Trade Sw-
1i,11c~. Statistical Paper~. Series D. 

• Metals are included w11h "other manufactures '. 
b lncludmg dependencies of we:.tern European 

of the year was in the category of manufactures other 
than machinery and ·vehicles. This increase came almost 
entirel} from western Europe. Imporb of capital goods 
may 'have registered a greater expansion later in the 
year: exports from the United States in 1960 were 
about 8 per cent above the 1959 level. Much greater, 
however, was the expansion in food . hipments from the 
United States: these increased by almost a third in 
\8lue between 1959 and 1960, a major expansion in 
grain far outweighing a contraction in other food items. 

There was a similar upsurge in United States grain 
exports to southern and south-eastern Asia: these totalled 

Toh/ Chan wt., and mamifa.<IUttr 
odiidu 

374 12,15i 1,523 5,608 5,025 
101 115 113 117 113 

97 3,&n 516 1,952 1,333 
95 105 107 109 97 

163 3,(165 313 1,279 1,493 
100 ]18 116 130 109 

50 1.635 176 774 686 
80 104 104 101 107 

49 2,[,97 406 1,111 1,080 
133 122 ll5 121 125 

15 1,039 113 492 434 
110 40 133 132 150 

countrie, in the Caribbean and South EaM \sia . 

The coverage 10 1960 differs ehgbtly from that 

of 1959. 

almo t SO 5 billion in 1960 compared with lcs, than S0.3 
billion in 1959. There was also a doubling- to nearly 
S0.2 billion-of raw cotton hipments from the United 
States as •veil as a large increase in shipments of capital 
goods and most other manufactures. In southern and 
south-eastern Asia, indeed. imports in the first three 
quarters c,f the }'ear were appreciably higher in all major 
categories and from each of the industrial regions. 

There was a comparable general expansion in imports 
into Ocennia, though this was concentrated to a far 
greater e·<tent on manufactures. 

The balance of payments 

In many ways the most notable development in the 
primary exporting countries in 1960 was the upsurge 
of imports examined in the previous section. Though, 
as indicated above, there was a further mcrease in ex­
port earnings, it was far outpaced by this increase in 
import expenditure. As a result the merchandise balance 
again deteriorated. As in past years much of the deficit 
was met by long-term borrowing and- on a more selec­
tive basu;-by an in8ow of private investment capital. 
In this the major institutions, international as well as 
national, again played an important part. 

But the need for the means of payment tended to out· 
run the resources available from export:. and long-term 

capital. 1 he r~ult was an increase in short-term debt. 
A good deal of this was in the form of a further expan· 
sion of commercial credit. but a number of countries 
had recourse to the International Monetary Fund (IMF) 
whose lending activities, after a notable reduction be· 
tween 1958 and 1959, increased again in 1960. 

Apart Crom these external resources, the primary ex­
porting countries drew on their own production of gold 
and on their reserves of foreign currencies to finance 
the growing deficit. Gold production increased by be­
tween 5 .10d 6 per cent, putting about S935 million at 
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Lhe disposal of the primary exporting countries, mostly 
in the Union of outh Africa. Nevertheless, total official 
gold and foreign exchange holdings were drawn down 
in the course of the year by about $429 million. 

As Lhe year advanced the strain on the balance of 
payments in a number of countries began to mount. 
In some the slackening in the upward movement of ex­
port earnings was the major factor: in others an outflow 
of private capital was more significant. In most, how­
ever, it was the rapid rise in import expenditure that 
exerted the strongest pressure on external accounts. The 
result was a reversal of the trend towards relaxation 
that had set in during the second half of 1959 in the 
wake of improving balances. By the end of the first 
quarter of 1961 there had been a number of devaluations 
(mostly implicit}, import controls were being reim­
posed or made more tringent, exchange re:;trictions 
were being tightened up, fiscal and monetary restraints 
were being re·introducc·d in order to curb internal de· 
mand, efforts were being made to postpone the repay­
ment of old debt:; and to raise new loans and new in­
centive-; were being offered both to encourage exports 
and to attract foreign capital. How to finance the ex­
ternal deficit was again the question of most immediate 
concern to a majority of the primary exporting coun­
tries. 

THE WIDENING OF THE PAYMENTS CAP 

The trend in export earnings of the primary export­
ing countries, vigorously upward throughout 1959, 
levelled off in 1960. Import expenditure, on the other 
hand, having been cut back in 1958, did not resume 
its upward trend until the second half of 1959. There­
after. imports rose more rapidly than exports and showed 
little sign of levelling off in 1960 (see chart 5-3). Con­
sequently, ha\ing reached its lowest level in the first 
half of 1959, the merchandise trade deficit of the 
primary exporting countrie:, increased steadily during 
the recovery phase of the cycle. By the second half of 
1960 the deficit-exports f.o.b. minus imports c.i.f .­
was approaching the annual rate of SS billion. This was 
close to the rate obtaining in the fin-t half of 1958, 
though well below the mid-1957 rate of S6 billion that 
precipitated the payments crisis of 1957/58. 

Between 1959 and 1960 the export earnings of the 
primary exporting countries rose by over Sl.6 billion. 
Expenditure on imports-mea!iured c.i.f .-rose by about 
twice that amount, however, so that there was a net in­
creast> in the passive balance of trade from about S2.6 
billion lo about $4.3 b1llion. The increase in the deficit 
derived almost entirel} from southern and south-eastern 
Asia and Oceania- in equal proportion -and Africa. In 
each of the e regions there was a considerable widen· 

· ing of the trade gap, the great expansion in import ex­
penditure ha\'ing been insufficiently supported by an 
increa e in export earnings. In the Middle East and 
among the primary exporting countries of Europe, ex-

Chart 5-3. Primary Exporting Countries: Moving 
Four-quarter Average of Exports and Imports 

(Billions of doUars, annual rates) 
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Source: International Monetar) Fund, lrnematiooal Fuuuicial 
Staci.sties. 

ports rose more than imports, increasing the surplus in 
the former and reducing the deficit in the latter. In Latin 
America. on the other hand, the expansion in imports 
exceeded that in exports and the passive balance-which 
bad been greatly reduced in 1959 was widened slightly 
in 1960. 

The only commodity-based groups among the primary 
exporting countries whose trade gap did not widen be­
tween 1959 and 1960 were those exporting mainly 
petroleum, sugar and fruit and wine. In the sugar group 
the principal factor was a cutback in imports- in Cube 
and the Dominican Republic-as a result of which the 
group's passive balance was reduced to less than 4 per 
cent of its total trade. In the fruit and wine group the 
rise in export receipts was both general and large 
enough to surpass a notable increase in imports. In the 
petroleum group, the rise in the active balance deri\'ed 
from a simultaneous expansion in exports and contrac­
tion in imports; the expansion in export receipts how­
ever was confined largely to the crude group. where it 
was universal ; the secondary petroleum exporters did 
not share in it (see table 5-6). 

Apart from the crude petroleum group the only other 
one with an active balance of trade was that whose prin· 
cipal export is rubber. In contrast to the petroleum 
group, however, the rubber exporters registered a 
t-izable reduction in their over.all trade surplus: in the 
wake of the remarkable rise in incomes they had en­
joyed in 1959 came a 21 per cent increase in imports 
in 1960. In absolute terms this was double the amount 
by which export receipts increased. 
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Table 5-6. Changt>it in the Balance of Trade of dected Groups of Countries 

Co,inlry gr .. upr 
rr~ling m,un/:, 

Petroleum, crude . ............ 
RuLh<'r . .......... . ... ....... 
Sugar . . 
Metals and ore!! ......... 
Cocoa . . ....... ..... 
Petroleum, ~econdar} ...... .. 
Coffer. .................. ... 
Rice . .. . ... ............... 
:\font . .. . .. . .. . .............. 
Imported ~nodsb ..... ...... 
Wool ....... ............. . 
Oil-seed~ and oil!. ........... 
Ve,;etahlr fibrt·s . ......... . ... 
Tea . ........ . . . . . ........ 
Fruits and wines . ....... .. .... 
Tobacco ........ ........... 

Total, ei~ht)'·:.even rountrie~ .. 

Ch,1t1Q< btlwr,11 1959 a11d 1!160 
(millfon, of d.,/lnr,) 

Erp,,rt, lmp .. ,t, lkJnnr, 
Jo .b. r 1.f. uJ tra<k 

02 -268 680 
139 278 - 139 

3 -107 110 
198 314 -116 
-3 48 -51 

-91 -121 33 
19 206 -187 
60 89 -29 

l?" ~· 2·12 -115 
127 215 -88 

-16 1.015 -969 
45 253 -208 

20·1- 615 - ·HI 
46 1-10 -9t 

347 291 56 
-31 13:3 -167 

1.MS :t370 -1.725 

Sourrf': Dhision of General Economic Research and Policies 
of the United Nations Secretariat, based on International Mone­
tary Fund, lntrrnational Financial Statistic.,. 

Among thf' remaining groups of primar) e:<porting 
countrie:. there was an iocn·a,-r- antl generally a suh· 
stuntial increa.,e- in the mcrc-handise defi<"it bet ween 
1959 and 1960. In all ca ... es the cause of the increase 
,\as the rxpansion in import expenditure. Onl) in the 
tobac<"o and <'Ocoa groups wa" tlw efT eel of the upswing 
in impo1 ts enhanced by a reduction in export recd pt.,,; 
in all tlw other groups the widrning of the gap look 
place de-.pile a rii-e in l':'l.pOrL-.. Proportionately. the 
,\idening was greatest in th!' case of the t·ocoa. wool 
und cofTee t•xµorling groups. hut th(•re wa~ also a large 
increase in the rdatiH' deficit of the oil-seed. meat, vege­
table fibre and metal t'Xporting group,. in the face of 
appreciably higher export earnings. 

The widening trade gap wai'i a fairly general pht•nom­
cnon. Betwren 1959 und 1960 the trade halance in 
o, er t,\o-thirds of the primary e.xporting countries be­
came less active or more passive; this was more than 
twite the proportion rct·ordcd bi-tween 1958 and 1959. 
In 1959 lh<• largest calegor) ..... 14 per cent comprised 
countries who~e trade balance wo,- )<',.,., pa,.sive than in 
the pre, iou~ year; in 1960 the lorgrst categor) __.ig per 
cent- \\a~ of countries whos<· balance had becomr more 
pas,-ive. Though the proportion of countries \\ ith an 
active balance wa, much the same in 1960 as in 1959 

belwt•cn a fourth ancl a third of all the primary export· 
ing countries- tht• relative size of the balancl' wa" sig· 
mficantlr ~mailer. 

This ,·iolt'nt i,wing in the balance of trade- from an 
impro,ement of O\'Cr S2.3 billion betwt>en 1958 and 
1959 to a deterioration of about Sl.7 billion between 

Bakmr, t,f 1/'tld, 
o• J>l'rrr1"11,1r 
of lo/hi /rach 

.''liu , ,/,., of rounlri,. in u,hi,·h. ,n '"'"parilOll u,ilh /!159. 
ti.- 1,,,/,111,, ,,J /m,l, i11 l!HiO 

\'1ar.d \forrd 
II o, from W,u 11 ,u from a ... 

195.9 1960 Mt>l't' /JflUitt lo /,., ku ,u-1,,,, lo m°" 

27 
16 

-8 
-1, 
-1 

-, 
-3 
-6 
-7 

-12 

-3 
-9 

-11 
-18 
-35 
-30 

-4 

:H 
10 
-i 
-6 
-7 

-, 
-7 
-7 

-10 
-13 

-13 
-15 
-16 
-19 
-30 
-38 

-6 

ndi~ ,uliN JJ'lHIW" 

5 
2 

2 
3 I 

IO 5 

2 

2 
1 

13 

orliN' p,,1uir, f"'UIIN" 
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2 
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2 
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) 
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1 

l 
2 
l 

2 

3 
l 
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2 

12 

• For countrJ Nmpo,ition of p;roups, ye footnolr, to tab!!' 5-2 

h !long Kon11 and Singapore. 

1959 and 19<>0- was accentuated by change;; in income 
payment;. frCtm foreign-o,~ ned as:,;et!'. The 1958 rete.,­
sion had m,u lted in a marked reduction in profit tranf,;· 
fi:r:.. in 1959. particularly from mineral and ruhher 
companies; l,y the ,ame token the recovny in demand 
and prict':-. in 1959 was followed bJ a sizable increase 
in di,idend pa}ments in 1960. 

Among th,, fow countrie ... in w hirh the t.>arning, trans· 
milled by foreign inw~tor:.. did not increase het,,een 
1959 and 1960 were Au,tralia. Colombia and lndo· 
nc,ia. In Australia Lht• outllo,, of im e-.tmenl income 
was al a lll'ak- tA 115 million or U per cent of import 
t>xpenditure, measured c.iJ.- in the fiscal )'t.'ar ending 
in mid, 196. ; it cleclined somewhat in the seC'ond half 
of 1960. In Colombia net pa)mcnt:; on foreign inv~L­
mt>nl. ,,hich hod dropped back sharply 111 1959 from 
a 1958 peak n•ct•ded further in 1960. In lnclone:-ia where 
e'-tatr produ<•tion has tended to decline in !ht• <'ase of 
rubber h) ahout a fifth bt'twr1•n 1955/ 56 and 1959/ 60 
- the net outflo,\ of ime:-tment inl'ome \\Ss a),o soml'· 
"hat lo,\er in 1960 than in 1959. 

THE MO\ EME!';T Of C\PITAL 

In tlw aggregate thl' flo,\ of long-term capital from 
tlw indu,trial to the primar) ex porting countries dol's 
not appt>ar to ha,e increa,ecl ,err markrclly liel\\et·n 
1959 and 1%0. The mo,em1·11t of puhlic funds con­
tinued al a high rate hut there were potent factor,, mili­
tating a;rainst an incn·a:,,e in tht· How of pri,ate funds, 
induding. in particular. the upsurg<' in investment op­
portunitit•, in \\Cstern Europe and Japan and the con-
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Li 11ucd exic;lt'11ce of id!(• cnµacit} in many field,'I of 
primary commodity production. 

Tlw mowmt·nt of pri\'ale capital wac; al!-.o alTected by 
th1• <'mcr"'ence or intcm,ification of political or economir 

o I . uncc•rtainty in a numht•r of 1mporlant lrac ing countne. ... 
including tht• Congo. Cuba, the nion of 'outh Africa 

and\ t•1wzu1·la and on a :-mallt•r ,-cale Ecuador. the Fed· 
eralion of Hhoclc ... iu anti Nyu'-aland. Honduras and 
k1·nva. ln thc~t· counlrie'- not only \\a:, the amount of 
new. fort>ign in,1.>:,lmt•11L greatly rc·duced hut there was 
ul,o a flight of r.ipilal. domcl'Lic us well as foreign· 
011m·cl. Tlw n·:-ult in mo:,;l of tht·:-1• c·a,c•c; ,1a:,; a net oul· 
1101\ of pri,atc capital. 

Thi ... oulflm1 \\a:,; olTsl:l b) tlw mo,cml'nl of pri,al!· 
capital to other primary t•xporling counlri1•:,;- most 
notably into .\rgenlina. l\uslrnlia and Brazil and, on a 
sma ll1·r ;.t•alt•. into ,ucl1 rou11lri1·:- U!-i Colomhia, Grecc<'. 
hrael. tlw Philippines, Thailand and t\1·w Zealand­
" 1th the re,..ult that 011 hulanee long·lt•rm capital move· 
m1·11t:-, ~t·t·m to haH' lie1·11 i.ustui1wd mon· or le~s at the 
J 959 lt•H• 1. 

From the Unilt'd Stall':.< th1• 1wt outflow of pri-.ate 
long·ll'rm rapital to the primary exporting countries was 
of thl orcll•r of 0.7 hillion. Thi,. \\a-. much the sum<· as 
in 195() in total. though more of it- t•,.pt·rially in lhe 
l'U"C off uncl, 1no\i11g tu Luti11 \merira- \\as in tlw fonn 
of sulii-criplions Lo Ill'\\ i1-M1c, n11cl ll'"!- of it in tlw form 
of tlw tl1H·cl tn\e.slnwnt of nill'd Stale" corporation" 
.11111 other long·Ll'nn c·upital mo, cnwnt,.. Din·cl private 
in1t·stn1l'11t in tlw primar) c:xporling countrit•!'> wai. le" 
than .,.IU hillion in 1960. ha, ing dropped progrt'""i,ely 
from it~ 1950-1957 a,eruge of o,er SUI hillion ,\hen 
pC'Lrolt·um irl\e,tment in Vem.•zuela \\U · al its peak. 
Since there was an npprt•t'iable increa,c in total direct 
prirnlt· im eslmrnt lwt l\l't'II l 9S9 and 1960. thP move· 
ment lo\\ artl!- tht• indu-.trial ('OUntri<'.s noted in the pre­
, iou:, intcrrnl \\Us l'\ ich·ntly still running ,.,rongl). 

In contra~! Lo tlw c·unlraetion in di reel pri rnle im est­
ltlcnt in the pt imur) exporting counlric.s. long-term 
k11Jino ll\ the nilt·d 'talc,-. Go\C•rnmcnl continued to "' . . 
t':\(IUllll: it "a" alioul (1 pt>r cc11l grt'aler in 1960 than rn 
195Q. and a, rc·pa}meut, \\ere :-izable in both years. the 
in<"f('Ust• in ,wt advance., 11us ,oml'wlial larger than that. 
Of the net amount of 0.(1 billion in 1%0. «uh:,lantinlly 
l<'e-s- a fifth in 1960 compared with twice that propor­
tion in 1959 "ent to Lalin \ mcrira and rorrei,pond­
ingl) mon· to olht•r primary e:\porting counlrie~. Th(':;e 
couutr it•"' notably India und Pakistan as "di as other:; 
in the i\[iddll' Ea!-t aud ,outlwrn nnd south-l'aslt'rn A-.ia 

also gained from the -.upply of ... urplu ... rommoditie:; in 
e,change for local curn·ncies. The amount inrnl\'ed in 
I 960-aboul SO. I hi Ilion- has co11-:id(·rnhly grl'aler than 
m the prl'\ iou:; )"l'Or. Though essentially a form of 
:,;horl·tcrm liability i11 the first in-.tanct', a large propor· 
tion of tlw lorul l'urrl'ncy holding:,. of the Unilt'd Stutes 
\\Ue- intcndl·<l for re-lending\\ ithin the country in quc:;· 
tion. thus being con,ertcd lo longer-term borro,1 ing. 

' uh,-tantiallr larger than public lending \\3:-, the total 
of puhlic grant,.: t''«·luding military trnnsfrrs. thrse 
amounted to about I.:~ hillio11 in 1960, slightly more 
than in 1959. Tlw largest recipil'nts of l oiled Stales 
public capital loan and grant \H'rt'. in de.srt'nding 
ordt•r. lnclia. thl' Ht•JHJl.ilit· of 1'.on·a. the Ht•public of 
\ iel· am. Pak.islun. the Unil1•cl A rah Hcpublic and 
Turke). but sizaLIL· amount,. also "rnl to other A:,;ian 
and 1\licldle [a:,.ll'rn countries as well as lo Argt·11trna, 
Brazil anti .Morocco. 

Though aggn•gat1· figures are not arnilahle, it \\Ould 
upp(•ar that the irnc tmcnt hoom in ,, cstern hr rope 
militated against an) great increase in the outnO\~ of 
pri\alc capital to the priman e,porting countnes. 
\\hile puhlic capital mo,cmt'nb appt•ar Lo have been 
on u -.omt·,1hal largl'r ,call' than in 1959, Lhr total flo\\ 
was probably not much abo\e the 1959 figure. There 
was a small increase in official capital lrunsf<•rs from the 
United kingdom lo tht• rest of the ~lt'rling arc·a. includ­
ing a 1:6 million ril-C in gowrnment grants to the de­
pendent Lcrrilorit's. t·l pri, ate long-term irne:-lmenl, 
ho,\e,er. dropped furlht'r- from C18-t million in 1958 
lo £15 t million in I 959 and £136 million in 1960-
whereas the income from past im eslmenl recovered 
from its 1959 decline. The outflow of private capital 
from France to the primary exporting counlriei. also 
declined. Thi was not fully off set b) public capital. for 
while grants to franc zone countric:; 11ere somewhat 
greater than in 1959. ne\\ lend111g was on a reduced 
scale. The principal increase appean; lo ha, e come from 
the Federal Republic of Germany: inve<:tments in the 
under-de, eloped counlrres b) the Rt'construction Loan 
Corporation rose from D1il 270 to OM 580 million and 
there was also an increase-from D:\1 UO to 0,1 280 
million-in reparation pa) men ts lo Israel. Tlw le, el of 
multilateral aid through the European Economic Com· 
munil) {EEC) ,~as al~o !-Ubstantially higher in 1960 
than in 1959: Lhl' total amount commille<l rose from the 
equhalent of ~67 milliou in March 1960 to 126 million 
111 :\larch 1961. 

Tht• role of ~elected i11sltlution.~ 

O,er and alioH' the funds flowing lo the primar) ex­
porting countries h} wa) of din•ct pri, ate invt'stm<·nt or 
go,ernment grunt or loan arrang1·d hilaterall). acce~ 
to foreign ,·,chanl?e was al:,;o obtained through borro,\· 
ing from one or other or the inll'rnational financial in· 
,;ltlulion!:-. ,tost important among thc"'e in ... tilutio11~ from 
the point of , it•,, of long:Lcrm fin::rnre ,,a<- the lnter­
n,1tio11a I Bank for He!'on~lrurtion and Dt>, elopment 
t lBHD). 

'\'< ith the renc·,,al of t•xpan~iou in marn primaq l'X· 

porting countrit·~ in the rour~e of l 1)59 160 borro,\ ing 
from the IBHD nM ,lwrply hl'lwt'l'tl ]959 and 1960: 
nP\\ loan~- at s1n 1mllion- ,1en· almost hack at the 
record 1958 le, el. Tlw increai.e inacti, il) wa~ facilitated 
U} tlw enlargement of the Bank's O\\rt resources -capital 
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and borrowing powers- but in most lending countrie:. 
the capital market remained tight and loan charges con­
tinued at the higher rates introduced in 1957. 

Partly as a result of the decline in new commitments 
in 1959, actual disbursements of the IBRD in the pri­
mary exporting countries were somewhat lower in 1960 
than in 1959: S3·14 million, or about 15 per cent below 
the 1958 peak. Since repayments were about $28 million 
higher than in 1959, moreo\'er. the net outflow of fund-. 
from the Bank to the primarr exporting countries-at 
$220 million- was about 13 per cent below the 1959 
level. 

As in 1959 the main recipients of new funds in 1960 
were in Africa and southern and south-eastern Asia. Net 
African receipts in 1960 totalled $88 million, somewhat 
less than in 1959. These figures, howe\er, include a 
large switch in the transactions of the Union of South 
Africa with the Bank: from borrowings of $21 million 
in 1959 to repayment of Sl2 million in 1960. i'et draw­
ings of the rest of Africa amounted to SIOO million in 
1960, 1-0 per cent above the 1959 figure. The largest 
disbursements in Africa in 1960 were in Algeria and the 
Federation of Rhodesia and Nyasaland; sizable amounts 
went to the Congo, Gabon, Nigeria and the Sudan, and 
smaller amounts to a number of other countries. As in 
1959. the principal new loan was for mineral develop­
ment: in 1959 it was in Algeria and Gabon. in 1960 in 
Mauritania where new iron ore deposits are being 
opened up. 

Net disbursements in southern and south,eastern Asia 
in 1960 totalled $84 million, less than two-thirds of the 
1959 figure. The bulk of the funds went to India, though 
Pakistan and Thailand also drew substantial amounts 
on earlier loans and there were smaller disbursements 
to Burma, the Federation of Malaya and other countries. 
India and Pakistan were the largest new borrowers in 
1960: at the end of the year about Sl55 million was 
a\'ailable in undisbursed loans to the former and about 
Sl36 million to the latter. These two amounts were by 
far the largest of tho!'e still to be drawn on: together 
they accounted for almost a fourth of the total credit 
~till &"vailable to all borrowers from past loans. 

Gross disbursements to Latin America were wide­
spread : no less than thirteen of the twrnty republics 
were in receipt of funds from the Bank in 1960. But only 
in the case of Brazil, Colombia and Ecuador did the 
amounts exceed S10 million and as repayments were 
relativelr large, the net outflow off unds to Latin Amer­
ica was only about S3l million, S3 mHlion below the 
1959 figure. In the Middle East, Iran and the United 
Arab Republic were the principal recipients of Bank 
funds in 1960; on a much smaller scale disbur.;ements 
were also made to Lebanon and Turkey. Repayments 
reduced the net receipts considerably but- at $3+ million 
-they were substantially greater than in 1959. As in 
1959, Australia repaid a portion of earlier loans. 

PART II. CURRENT ECONOMIC DEVELOPME TS 

In the prim:iry exporting countries in the aggregate. 
the sum of new loans negotiated in 1960 exceeded the 
amount disbursed in the course of the year by about 
$129 million. As a result, the total of pros1>ective funds 
standing to the credit of borrowers at the beginning of 
1961 wac: in exce~ of Sl billion. 

On a much smaller scale were the operations of the 
International Finance Corporation (IFC). Disburse· 
ments on inv<·,.tments made by the IFC in the primary 
exporting countries amounted lo about Sl4 million in 
1960 compared with only SB million in 1959 and less 
than S6 million in 1958. Most of the enterprises in which 
the Corporation participated in 1960 ,,ere in Latin 
America. the largest amounts going lo Brazil. Peru and 
Venezuela. Among the commitments of Sl4 million un­
disbursed al tht• end of the year, however. were partici­
pations in industries in other regions, including India, 
Iran and Tanganyika. 

Among the major national institutions, the Export· 
Import Bank of Washington was a much le:, · important 
source of funds in 1960 than in 1959. This reflects a 
marked slowing down in the number and size of loans 
negotiated in the fiscal year 1959/ 60 as well as a 
marked incr'l!ase in the rolume of repayment. The main 
contraction in net disbursements between 1959 and 
1960 was iu Latin America: the amount paid out in 
other regio11s- though relatively smal I- rose consider­
ably, from about S25 million to almost $59 million. 
The chief recipients were India and Spain. Net disburse­
ments in Latin America declined from $156 million in 
1959 lo less than SS million in 1960. Only Argentina 
drew a net nmount of much the same order as in 1959: 
$.11 million as against more than S58 million. Mexico 
received considerablr less, Brazil's receipts were entirely 
absorbed by repa)ment.s and the other main borrowers 
- Chile, Colombia and Peru, whose combinrd net draw­
ings had amounted Lo $88 million in 1959- paid back 
a nel sum of $1.5 million in 1960. 

In contrast to the contraction in net disbursements, 
the amount of new Ex1>ort-Import Bank lending to pri­
mary expo rting countrit-s in 1960 was more than double 
the 1959 fi gure. New loans were negotiated with Indo­
nesia, Iran and the United Arab Republic (Egrpt) 
bringing the total made available to the Middle East 
up to S53 million ( compared with Sl 7 mi Ilion in 1959) 
and to southern and i-outh-eastern Asia up to $131 mil­
lion (compared with a mere Sl2 million in 1959). 
Similarly, new loans arranged for Latin American 
countries- at about $418 million- far exceeded the $239 
million nEgotiated in the previous year. Significantly, 
of the total of $727 million committed, over S530 mil­
lion was nrranged in the second half of the year. This 
repre. ent• a notable stepping up of operations in re· 
specl of Latin America and, on a smaller scale, Af nca 
and the • liddle East and it reflecb both the increase 
in pre:-suie on the balance of payments of a number of 
countrie:. and a marked easing in the lending policy of 
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the Bank. The latter \\as most noticeable in the case 
of Latin America where the problem of current account 
imbalances was accentuated br the heavy 1960/61 
11chedule for repayment of earlier loans. The Bank 
helped to meet the situation not only by negotiating new 
loans but also by re-phasing repa)men~, most notably 
for Brazil. 

Of rapidly increasing importance as a source of 
United States credit has been the Development Loan 
Fund (DLF). Though the loan~ arranged for primary 
exporting ,·ountrie~ totalled somewhat less in 1959/60 
than in the previou~ fiscal year. there was-as in the 
case of the Export-Import Bank-a marked acceleration 
ln the second half of 1960: the amount negotiated in 
this period was not far i;hort of the total for the whole 
of 1959/60. While lagging far behind the amount nego· 
tiated, disbursements ro e more steadil}-f rom less than 
$66 million in 1958/59 to almost S203 million in 
1959/60 and an annual rate of S24-3 million in the 
second half of 1960. By the end of 1960, after three 
years of operation the Fund had allocated about Sl.84 
bill ion; of this about Sl.37 billion had been obligated 
but less than S0.4 billion actually disbursed. 

Well over half of tl1e amount disbun;ed by the DLF 
in 1959/60 was in southern and south-eastern A!:ia, 
much of it in India where the Fund has been an im· 
porlant vehicle for the United States contribution to 
the external support of the development programme. 

mallcr sums were paid out in the Middle East (about 
S38 million, including Greece), Latin America ($25 
million) and Africa (S8 million). Concentration on 
southern and south-eastern Asia was even greater in the 
second half of 1960 $82 million of the total of about 
Sl08 million disbun,ed in primary exporting countries. 
l'\e.,., lending to the other regions was '-lepped up 
,harply: Sl 72 million was committed in the \1iddle 
East, $72 million in Latin America and S.14 million in 
\frica. But the actual release of funds in these regions 
remained relatively <.mall-about Sl6 million in the 
\1jddle East, $5 million in Latin America and rather less 
than that in Africa. 

THE INCREASE lN SHORT·TERM DEBT 

A large proportion of international trade is financed 
by relatively short-term commercial credit, and in a 
number of primer) exporting countries changes in the 
How of imports in 1960 were reflected in changes in 
the volume of outstanding foreign liabilities accumu· 
lnted in the banking system. Thus a decline in such 
liabilities-as reported in Ceylon, Cuba, the Dominican 
Republic and Venezuela, for example-was associated, 
with a reduction in imports. More commonly, however, 
with the wide-spread expansion of imports there was a 
rise in foreign liabilities. In a number of countries­
including Haiti, the Philippines, the Republic of Korea, 
the Republic of Viet-Nam, South Africa and the Sudan 
- foreign liabilities followed the course of imports 

downwards in 1959 and upwards in 1960. In others­
the Federation of Malaya and Ghana, for example-these 
movements were upward in both year!". Larger imports 
in 1960 were alt.:o reflected in increa:oed short-term debt 
in such countrit'S at.: Brazil, Chile. Ecuador, El Salvador, 
Iraq and the United Arab Rl•public. 

One of the rnstruments through which the volume of 
short-term borrowing has been expanded is the system 
of export credit guarantee insurance. The extension of 
this system continued in 1960: more countries et up 
machinery to assist exporters in this way, in several 
countries the nature and numbPr of insurable risks were 
enlarged and there was a tendency lo lengthen the 
period for which credit would be granted, especially 
to importers of the hea\'ier capital goods. 

In the United States the Export-Import Bank intro­
duced-in May 1960-a scheme for insuring exporters 
against non-payment brought about by political devel­
opments. This pro,·idcd 180-day cover and was the 
Bank's first essay in short·lerm guarantees· by the end 
of 1960 about Sl20 million of United States exports 
had been in!'lured in this way. In April 1961 the Bank 
enlarged its operations further by extending its facili­
ties to government-owned petroleum companies, which 
had not previoui:;ly been eligible. 

A counterpart to the increase in foreign liabilities in 
man) of the primary exporting countries in 1960 was 
the growth in short-term capital movements from most 
of the industrial countries. From the United States to 
the primary exporting countries, for example, there was 
an increas1:. from less than S0.2 billion to over S0.6 
billion in the outflow of private short-term funds and an 
increa!-e from le~s than S0.3 billion to nearly S0.5 bil­
lion in the outflow of government short-term funds. 
Much of the latter reflects the expansion in snles of 
surplus wheat and rice for local currency, as well as 
an increase in loans- particularly through the DLF­
repayable in local currencr. In addition to the rapid 
rise in short-term credits in 1960 there was a rapid 
decline in short-term debits; in 1959 the primary ex· 
porting countries' short-term claims on the United 
States increased by about S0.7 billion, in 1960 they in­
creased by only $0.4 billion. 

In some primary exporting countries short-term Ua­
hilities were reduced by a proce~ of consolidation and 
deferment which con,·erted them, h} agreement with 
creditor countrie~. into longer-term loans. To some ex­
tent this has occurred in the case of the local currency 
claims accruing to the United States from its surplus 
dispo,,al programme. though in recent years such cur­
rency has bren acquired much more rapidly than it has 
been re-lent. In 1959/60 Brazil, China (Taiwan), 
India, lsrael, Pakistan, the Republic of Korea and Spain 
were among the countries recei,·ing food or cash loans 
in return for local currency, and commodity sales alone 
yielded the equivalent of over $-100 million in the cur­
rencies of the recipient countries. In the ca.~e of India, 
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agn•t'ml'lll "as rea!'hed in 1960 on th<' tli po .. itio11 of 
the H .... l.600 million ($966 millio11 eq11ivale11l) 1·ounlc•r­
part fund that had l,l'l'n built up as a rc,ult of Public· 
La" 180 ,hipmcnts in tlw period 1956-1959: Il,. 2, 120 
million to he IPnl to tlw CoH·nrn1enl. Hs. l.000 million 
to l,e gi\en to tht• GoH•rnmcnl a, a grant. lb. 7:iO mil­
lion lo lw used for local expt>nditun• It) tlw Unill'd 
Stall',, and H,. 150 million to he resrr\'t'd for loan, lo 
husine:.s enlrrpri~,.. in India. hoth Indian and Unitt•d 
Stales-owned. 

Not" ithslonding the dt•ft'fmcnt of .. ho rt-term debt and 
othrr udju4nwnb lo the rapital acrnunt in a number 
of primor) exporting r:ou11tri1•,. problm1s of financing 
tlw 1·urn·nl account remaim•cl. With import,. continning 
lo rise, uncl export pri,·e:- heginning to fall again. µrl':-· 
sun· on reserw · lt·ndt•d lo mount as the yrar ad\ani:ed. 
The re.,ult \\U" n·cour:-t• to the 11\IF b) a number of 
rountrie ... In the Ii T!->l half of the year sland·h) arrange­
mt'nts '"·re ,ought by Guott•mala. Honduras and Vene­
zuela; in the final tJUarter of tlw yl'ar. Argentina. 
Colombia.Fl ',a(vodor. Haiti. I ran. \ icaraguu and Para­
gua> join,·d till' list of ,-urh countries. The amount of 
credit a, ailnhle in terms of stand-by agret'mt•nt.. ,tood 
nl S:i56 million al the l'lld of 1960. compared \\ith SlS:i 
million a ) l'ar l'arlil•r. 

In the course of the }Car twcht· primary exporting 
('ounlrie-. drew on the Fund's re.,ourre~-Lhe same num· 
hrr a,- in r.arh of tlw prt', ious two p•ar,. Lut tlw amount 
borrow rd I $273 mill ion J was substantiall) greater than 
in 1959 {Sl80 million) or 1958 ($181 million). The 
largc,t dra\\ings in 1960 were by Argentina \$70 mil­
lion}, the United Arab Repuhl ir IS 19.8 million). Brazil 
CS17.7 million) ancl Iran l 15 million): ,mallt•r 
amounts wen• drO\\ n h) Iloli\iu. the Dominican Repuli­
lie. El Sahador, Bondura, and Paraguay. The only 
upl'rations out~ide Latin America and the i\.liddle Ea~l 
1H•re dra\\ ing,- of 12.5 million b) Paki!->lan and the 
U11ion of outh Africa and a ~mailer amount hy the 
Philippines. In southern and south-eastern Asia. Burma, 
India and Indonc,-ia all made n·pa)menb 011d the net 
return of fund~ from the region amounted lo almo!'-t S80 
million. Though <;everal olhl'r C'OUntries made repay­
ment-. on previous loam,- among them Chile. Colombia. 
Haili, tbc udan and Turkc} - lhl' otlH'r rrgions all i11-
l'reased tlwir net drawing,- and for the primarr export­
ing countril''- as a group the nel aC'C'ommodaLion afforded 
h} the fund-at $98 million-approadwd the leH·I of 
the reression year 1958. Thi, pro\ ide.:- a ,harp eontra~l 
\dth tht• lo" le\t•I of net drawing, in 1959: repa)ment-. 
of Sl07 million Ly other primar} exporting countrie~ 
had almost off!IBt Lill' amounb dra,\n hy Argentina 
:ind Spain in conjunction ,, ith their stahilization pro­
grammes. 

The hight•r rate of clra1dng l'ontinm d into the ne\\ 
)'t•ar. In the fir,L l)Uarler of 1961 Chile. Colomhia and 
the Union of outh Africa borro,H'd ,..jzablt• amounb 
and new slancl-by arrangem1•11ts \\ en• enten•d into ,dth 
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Peru and Turk1·, a-. \\CII as Chili•. Ami in April. Aus­
tralia callc,l on tht• Fund- for th1• fir,;t timl' sinrt• ]952-
dra\\ ing Sl 75 million and arranging- a ,tand-hr l'redit 
of 100 million to mrl'l po,!->iblc nt•t·tl-. in the folio" ing 
t \H·h e month .... 

STR \I\S o, RESER\'l:,S 

The romliinl' I eff C'cl of the almo,t uniwr ... al up,-urge 
in 1•xpenditun• on import.. by thr primaq exporting 
1·ou11trie,. the i1l<'n•a,..p in profit, rarnt•tl and tran ... millrd 
li) foreign inH ,tors from !'ome of tht•,.,e eounlri1•,. and 
tht• flight of 1·apital from tht'"l' and otlwr:,; wa .. l'onsidcr­
alilt· pre,-.,-un· on the owr-all t·,tl'rnal balance. And not· 
\\ ith ... tanding tlw ,upport pro\ ided by a continuing nl't 
inllm, of pri, ate C'Upilnl. an appr('ciahle innt·a~e in 
mownwnt" of public· t'apital. both loan and grant. and 
ant•, en more" 1li,-tantial expan,ion in ,hort-t1·rm ('rt•dits. 
comnwrcial an<l ofli,·ial. the primary exporting countrit>s 
had to dra,\ on their rt•st•ne ... to finance the pa)'mcnb 
clt·firil. Till' d1·cli11t' of 1957 an<l 1958. \\hil'h had been 
reH•r,l·tl in 1959. \\ a,, thus r('sumed in 1960. 

Tht> large"l lo-.,-t•-. in re,erves in 1960 wt•re regislrrrd 
in Oceania. Afril-a and Latin Anwriea; there \\ a, a 
,mall d1·rlinc in th<' 1iddle Ea,-t (l'xcluding Km\ail and 
Saudi Ara bin. "ht·re they probahl r rose) \\ hilc in 
...outhern anu ,..outh-ca .. tt>rn Asia and, e\l'n more. in the 
primarr exporting t'Ounlrics of Europ1· rcsen t>:- wcrt· 
au~nwntcd a!ain (see. table 5-7). The ri,r in re~rrves 
in this F.uro ,ran group \\a~ large!) tlw rr:;ult of de­
,elopml'n~ i11 pain wht>re the 3labilization programme. 
,1 ith ii.. acn,mpan) ing de, aluation and external hor­
ro,\ ing. \\ u, u ... ,oriated ,dth major improvt'menl in the 
balanct• of tradt•. In i;outhern and south-eastt•rn Asia. on 
the other ha id. the innea,c in n•:-er\'e,. wa., mon• a re­
flection of capital mo,eml'nts: then• \\ii'- a rise in long­
tt-rm l,orro\' ing ond a <·on,iderable increasl' in other 
forms of l'rrJit ,1 hich lwl ped to finann' the expan,ion 
in imporb and the r1·,-ultanl \\Or,-ening of the merl'han­
di,e balanct. 

Oceania 1lso t·njoyed a further influx of long-term 
capital anti a major incren,t· in '-hort-term nedit con­
ncctPcl \1 ith a similar upsurge in imports. But the bulk 
of the dt'll•rioralion in the halanre of trade was financed 
from domt·~ti<' n•,..1•ne:;: the:-e M're drawn do\1 n to the 
low leH·l ti ,•r had reached after the 1955 import boom. 

In :\f ri< a. excluding the Portugu~<· and former 
Fn•nch territo1 i1•,. about thret·-fourlh~ of the large in· 
crea,-e in I e trud,~ deficit b<'l\\l't·n 1959 and 1960 wa, 
paid for ftom rf',ene,, Lhc remaining fourth U) an in­
nea,1· in thl' 111·1 inflow of capital. fhe hul" of tilt' 1960 
Lradr tlefi< it ,1a, an:ounltd for h) outh ·\fric a \\hl·re. 
along ,\ith a ma ... she outllo,\ of l'apital, it al,,;orhed nol 
only S718 million of rtt',d) mined gold hut al~o $181 
million of official fon•ign l'Xthange n·st•ne.... · 

In Latin Anwriea a,- in AfriC'a. the outllo,\ of capital 
\Hh full} off ... et: in contra.,t to the -:ilualion in 1959. 
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Table 5-7. Prima11 Expor ting Countries: Regional Changes in Trade Balances and Re!'erve 
(Millions of dollan;) 

llrgiun 
&,kmu o/ lrtid,a Chanur in QDieia/ n•rr•~• Nrt r,-=nu in olhrr it,,rru 

t958 1959 

Latin Amrrira . .. . ..... -890 -]15 
Excluding \ enezur.lu . . . . . -1.612 -907 
Exdutling \ enewela and CuLa ..... , -1.187 -842 

Africai. .. ..... .. -808 -152 
Excluding South Africa .......... -220 12-1 
Excluding South Africa um! Congo . -261 -57 

Outt•r hurop1•• . . . . . -1 ,099 -1.069 
facluding Spam ... -713 -775 

\li<ldle f.a,td . . . . ... . ..... ' .. -51:i -5-11 
outhern and south,eastern Asia ... -1.821 -1 ,197 

Oceania ... . .. .. ......... -530 w 
Total, abo,·e region~ . . . . . . . . . .. -5,66-1 -3,05i 

Exduding Orean1a .... . ........ -5.13-1 -3.071 
F t·luding Oceania, Europe and 

outh Africa..... . .. -3,1-ti -1,729 
Exclutling Oceania, Europe, South 

Africa, Venez1lt'la and Cuba ... -I.OM -2,556 

Sourct: International \1onetar) FunJ, lnttrnationa/ Financial 
Statul1c~. 

• Exports f.o.b. minus import~ c.i.f. 
1, Excluding Alp.cria, former French Equatorial Afri<'n. former 

Frt'nch We,t :\frica an,1 Portugue,e anti :;pani,h terriwri<•:.; 
changes in official re~en·es of United Kingdom dcpendrncie. 

the dl'cl ine in rcsene.; in 1960 ,,as smaller than the 
o,-cr-all trade dcfirit. This o,er-all change was eom­
pounded of oppos1tr movemt•nt,-, howe,-er: in Vene­
.:uela a large irnprovem,•nt in the balance of trade was 
accompanird by a largt• outllo,\ of capital. ,,hile in the 
rest of the rl'gion a corresponding 1,or-.c.>ning in the trade 
aerount was more than olT'-'el hy the inflow of capital. 
Outside Luba and \ rnezuela, 1ndeecl. there wa an ap· 
prrt' iahll• increase in oflidal re.,1•rvcs. notwithstanding a 
trade deficit almo~t as large a,- Lhat i1wurred in 1958. 

In the a~gregalc. Je,,, than lO per cent of the trade 
dt'11rit of the primar) exporting countries "as financed 
from oflicial n•st'T\l'"; for the under-dewlorwd group 
of count rie,-. thr proportion was on Ir 6 per cent. The:-l' 
uggregat~. however. lt•nd lo conc·eal the nature and 
magnitude of the changt• brl\H't'tt 1959 and 1960: the) 
n•flecl the net result of a number of unu..,ualh largp 
transal"tion". particular!) on capital account. Among 
th<'se wu., not onl> the oulllow of funds from such coun· 
tril'" a ... tl1e Congo. C.uba. the Dominican Hepublic. the 
Union of 'outh Afrirn and Vl'llezuela. reforrcd lo abo,e, 
hut also a major inflow of fund.., into ,-urh countrie; a,. 

rgrntina, India and Pakistan. 

A rompari"on of end-of-year figure, al,o tends to 
hidt• tlw st•,crity of the drain on n·,ent•-. in thi• s1•cond 
half of the year ,,h1•n the rapi,I cxpan,ion in imports 
c·ontinm•d in the face of declining t>,port prier:-. Aftn 
n gain of o, er S300 million in tht· fir,t half of 1960. 
official re~cnec. ,,ere drawn do,,11 br ahout $810 million 
-or almo:-t 5 pt•r rent- in the sec-0°nd half of the yt·ar. 

In 1959 almo,..t two·thirtJc, of the primary exporting 
t•ountrie.<. had added to their n·~ene;; in 1960 about 

1960 1958 195!1 t960 1!158 t959 1960 

-I 11 -695 -205 -115 195 - 90 29 
-1.361 -310 Ui 10 1,302 1.osi l.101 
-1.111 -236 263 161 1,251 ],105 1,602 

-565 118 27 -300 926 179 265 
-109 106 -S.t -116 326 -208 -7 
-308 96 50 -92 360 107 216 
-921 8 238 373 1,107 1.ao1 J,29-1 
-925 48 86 1 761 861 926 
-559 3,1 25 -55 5-1,7 566 soi 

-1,917 -211 1-H 12-1 1.583 1.638 2.071 
-730 -172 176 - 156 358 156 2H 

- 1,866 -9~ 702 -129 1,7)6 3,756 t, 137 
-4,136 - 776 526 •r l,358 3.600 1-,163 ~, 
-2,759 -796 177 -162 2,651 1,906 2,597 

-l-,056 -337 MS 11 t 3,707 3,201 1,170 

(S25 m11lion in 1958. $9 million in 1959 and -S\13 million in 
1960) have been allocated 10 Africa. 

• Greece. lrelanJ, Porlugal and Spain . 
J Ethiopia, Iran, Iraq, hrael, Jordan, Lebanon, udan, Turkey 

and the United Arab Republic. 

60 per eent of the primar) exporting countrie,- had to 
finance a halance of pa) ments deficit by drawing down 
their re,.enes. :\or \\ a;. the reduction a small ont•: W 
per cent of the primar) e>.porting countries lost more 
than 10 pt•r cent of their rc::-erves and one-fourth lost 
more than 20 per cent. \\'ell over double the proportion 
of eounLric, in the e categorie,, in 1959. At the other 
end of the ,<·ale. the proportion of countrie:- int·reasing 
their rt'St>ne;. b) more than 20 per cent dropprd from 
a third Lo an eighth. I II total, re;.erves 1, ere increased 
by about I per cent in the course of 1959 and reduced 
by about 3 per cent in 1960. 

By the beginning of 1961 the owr-all ratio of reH·rves 
to import e,pencliture at current annual ral~ had 
dropped well helo\\ a half. lo a post-\\ar lo\,. In , il'w 
of th1• largr and <'Onlinuing increase in thr accumulated 
debt of the primary exporting rountrie-. and tht> grow· 
ing burden of sen icing and repa) ing it. international 
liquidiL) had again bt•come a pressing prob lem. posing 
a :-eriou,-. threat to economic dc1elopment programrnt•s 
in a number of countries. 

AUJL TMJ::\TS I"\ TR.\l>E \\D P\YMENTS POLICIES 

In general lht• pri rwipal c-au!'e for the rise in short· 
term liahilitit>,. the running down of foreign <'X(' hange 
resenes and the re-t•mt•rg<•nce-towards the end of 1960 

of ha lane·<' of pa) mcnb :;trains wa" the 1•>.pan'-'ion in 
imports. Thi,- t•xpansion \\as largely the n• .. ult of t>vent,.. 
and dec1,.ion.;; of 1959: the rewr:-al of the 1958 down· 
;,wing in primar) rommodit}" price!, and the holding 
back of imports had. hr the end of 1959, re::-tored ex­
ternal equilibrium and replenished reserves to the 



Table 5-8. Elements in the Balance of Payments of Selected Primary Exporting Countries 
(Millions of dol111,s) 

G mup and """ nJry• 

Balance 11/ trade became less actfre or mare pa.,.<it·c 

Entirely because·of an incrrfil>e in import.i,: 
Argentina •.•....................... 
l!<racl ......•............•... . ........ 
l\1orocco . . . . . . . . • . . . . . . . . . . . . . . • . . . . 
Phil1ppi0f'.S. , , .. , .... , , ..... . 
Viet l'liam (Republic of) . . . 

:'.\10:t.ambh1ue . . . . . . . . . .•.............•.. 
Lebanon ..........................•.. . .. 
Korea (Republic of) . •....••....• . ..... 
Uruguay ., .. , •................• , , 
China ('raiwan) ......•.... 

Pakistan .•.•.•...•..••..... . ..•.. . . 
Haiti . . . . . . . . . .......... , , ·.,, · · 
British Wc'-t Indiesh............... , , .. . 
Jordan ............................ . 
Re-union .... . . . . . . . . . . . ....... . ... . 

·\lgcria ... . ........•...••......•..•. 
Portupl ...... , .......... .... •.••....... 
Marti1iiq11e . . . . . . . • . . . . . . • . . , .•. 
Sin~af,ore . . . . . . . . . . . . " 
Bri tis 1 f.as l Africa amt Aden ..... 

British West Afrirak •.........•............ 
Formt•r French Equatorial Africa .......... . 
Ghana .. , .. . ....................... .. 
Guadeloupe .................. . .... . . . . 
l\lexico . . . . . . . . . . • • . ......... . 

I long Kong .......................... . 
J:,:C-uadur . ......•. , .. , .. , , . . . .. , . . . , .. . 
India ........ . . .. .. . .. . . . . . • . .... . 
lra11 .. , . . . . . . . . , , ...... . 
El Salvador ... , . . . . . . . . . . . . . . . . . . . . . .. . 

New Zealand . . . . . . • . . . . • .......•..... 
union of South Africa .. . ................. . 
Cambodia . . . . . . .. .. . . . . .•.......... 

Largely Lecau~e of an increase in import,,: 
Sudan ..•................•..•..•••...... 
Honduras ............................... . 

Trwk b,J,.,.,,, 

t!l59 

16 
- 2-li 

- 3 
-72 

- ]50 

-52 
- 22) 
- 2M 
- 62 
- 7,1-

- :12 
- 2 

-8-1 
-103 
-15 

-77, l 
- 18.'i 
-12 

- 153 
- 15 

- ss 
-:n 
- 30 

- 7 
- 257 

-292 
31 

- 671 
280 

13 

17,1 
-27t 
- 10 

28 
- 2 

f!l(j(/ 

- 110 
-276 
- 59 

- M-8 
- 155 

- 5:1 
-262 
-297 
-115 
- 133 

- 260 
-3 

- 91-
- 109 

- 15 

- 87-1 
- 219 

- JS 
- 196 
-3 1 

-1:\5 
-55 
- 68 
- )3 

- 426 

-337 
3;1 

-791 
279 
- 6 

(i.'i 
-4fl6 
-::!6 

1 
- 19 

195,9 

8 

1 

6 

18 
l 

-1 

- l 

8 
,1 

l 
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88 

- I 

21 

20 
l 
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11160 

2 

3 

8 
l 

50 

- i 

• 
9 

9 
59 

1 

- 12 

7 
3 

.Vt.t /ro,uadio,uo wilh 

1959 

73 

- 6 

2 

6 

- 36 

1 
~ 

IMP 

1!160 

19 

:J 

13 
- 1 

-73 

6 

13 

1 

E.r~:(;porl 

1959 

58 
5 

7 

-1 

-1 

10 

-2 
12 

-1 
- 13 

1 

1960 

41 
- 6 

9 

- 1 

- 1 

3 

- 2 
33 

-13 

(>tNr lro11H<liona, 
Ml btJanc, 

1959 

73 
273 

9 
61 

165 

51 
2:35 
265 

61-
75 

101 
2 

56 
102 

15 

775 
215 

12 
153 
10 

25 
3:i 

8 
7 

287 

290 
-35 
651 

-275 
-18 

-103 
413 

5 

20 
-1 

19'iQ 

329 
388 
120 
161 
19:t 

53 
271 
~i07 
128 
137 

2-18 
:J 

100 
110 
15 

82-i 
205 

15 
196 
23 

105 
16 
52 
13 

102 

33l. 
-4.3 
628 

-3 1.3 
- 12 

- l :i8 
281 

17 

19 
17 
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1959 

220• 
:u 

6• 
- 2• 

15 

- 1• 
18 
l 
I e 

l 

86 
3• 

-281 

-1 

32• 
I 

- 61 

-22i 
j 

-22 

41• 

-2• 
5 

83 
5 

70 
ll l 
-5• 

69 
3 

1960 

:i09• 
106 
61•,1 
30• 
38 

-· 12 
10 
12•· ' 

1 

8 -· 61 
l 

-14• 

I 

-121 

-231 

- )61 
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-3• 
-3 
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Indune:,ia ............ . ........ .. • ..... . .. 413 265 - - -9 -19 -5 - -316 -205 83• ·11· I (') 

Greece .. •..•.. •.•..•. . ...••.••• • ••.•. • -363 -499 - - - - -1 -1 405 517 41 }71 • ;:: 
Tuni~io . •........................ • •.. .. . -11 - 72 54 70 •13 -2' 

I ;,.. - - - - - - ~ Brazil . ••.•. .. .•.•.... .. ... . .... . . ... .. . -92 - 19,3 12 7 -20 18 - 8 1 84 122 - 21 -15 ('l 

Surinam - 5 -12 - - - -. ........... . .. . ..... . . .. ....... - - 5 12 J I = 
UAR (Syria) . . . . . . . . . . . . . . . • • . .....•.... - 71 -119 15 

~ 
- - - - - 90 99 19 -5 

Burma . . ............••... . ....... ... I - ·l2 5 2 - ·l -4 - - 17 29 19 - 15 = Chile ....• .. . . . . . . . . . . . . .. . ....... J • •• 82 - 10 5 5 - -12 23 -6 - •.M i 66 - 16 ~ 

Panama .............. . ............ . ..... - 80 -98 - - - - 1 2 71 90 - 8 -6 I~ Col~m,bia . . • . . • . . . . • . . • ...... . ... ... .. . 58 -51 - 1 ~ - 15 -15 18 -21 - 8 21 52• -59• ' 
t\u!-tralia . .. •... . .. . .............. . .•. . . -121 -7·16 - 8 -17 - - -1 -1 236 381 106 -38.3 = Paraguay . . ... . .. . .... . .••..• . .• . ....• - - 11 -1 - -2 - 2 - 4 9 3• -2• l'l 

2 
Lil.ya , . . . . . .. ..... . ............ . .•.•... . - 102 -153 - - - - - - 113 141 11• - 12• c:, 

v, 

EntirclJ becau~e of a decrease in export,, : -..: 
Bol,rain .•.•...... . .. . ..... .. . . .. ... ... 32 27 - ,_ - - - - - 32 -27 I I 

"Cl 
:,:, 

Turkey .. . . . . .. . . ... .. .. . ....... .. • . .•... -115 -1,17 - 1 - 3 -3 -3 -2 -1 93 137 -28• - 17• :: 

Largely hecau,:-e of a decrease in export-. : I~ 
gatar ...•................. . ..... . . . . . ... 96 91 - - - - - - - 96 -91 I j l'l 

;i,c 
,.ameroun ... .. . . . . . . . . . . . . . . .. . . .. .. . . 26 13 - - - - - - - 26 -13 I j "Cl 

Nicaragua . . ............ . ...... . ..... .. . . . -2 - ]7 - - 1 -2 - I 5 4 13 I 
0 - :,:, 

Bolivia ...... . .•... . .... . . . •.. .. ... .. .... -8 -18 - - 2 -2 - - 12 H- 6 -6l ::l 
Mauritius . .... . . ...... . ...... ... . . ....... 1 - 31 - - - - - - -1 31 j j I ~ 

(") 
0 

Balance of trade became more artit-e or less passit-e c: 
'7 

Entir<'ly because of an increase in exporb : 
~ 

:':? 
Peru . .. . • . ......... .. .. ... ....... .. .. . .. 19 55 l -2 -10 - 19 

l'l 
- 47 - 12 - 15 15 19 t, 

Guatemala .. . . . . . ........ . . . ...... .. • . .. . - 27 - 23 - - 1 - - - 1 -1 20 35 - 8 10 
Thailand .•.• . . .. . .. .. . ~ . .... .. ..... . ... -68 -38 10 9 - - 6 5 57 81 5 601 

Federation of .Malaya . . . . • . • . . . . . . . . . . . ... 2-IO 252 1 3 - - - - - 92 - 117 H9 138 
Borneo territories• ..... .. ..... . .. . ....... 113 112 - - - - - - - 71 - 59 ,12• 53• 

Former Frenc h West Africa m • • •• • • • ••••• • -39 - 24 - 1 - 1 - - - IO 25 
Ireland . ' ..... ... .............. - 229 -207 - - - - - - 2·l2 206 13 -1 
Rhode,-ia nnd Nyasaland •.... . .....• . .....• ·19 82 28 16 - - - - -63 - 123 14.•· r -25•,1 
' f.ro· • -181 - fH 31 - 3 25 9 1'11 -76 - ·l3 -95 t.;AR ( pt) . .. ................ . . • .. - -

Largely becau~e of an increase in exports: 

Spam .. . ....... ... . .. .. . .... . ... . ... . .. . - 291- ·1 - - 50 - 7 21 389 3 l7 152• 372• 
Ethiopia . . ..... .. ... . . .. .. . . . .... . ... . . . -18 - 2 4 3 - - - 1 - 10 3 -5 ·l 
KU\\'ail. . ••... •. ... . . . • . . . ......•• . •••• . . 650 765 - - - - - - -651 - 765 - 1• -· Col:>tn Rica ...... . .•. . •. . .. .. .. . ...... .. - 26 - 22 2 1 - - 2 - 16 19 - 6 - 2 
Iran .... . .... ................... ... 109 160 2 3 - 12 .15 10 - - U9 -2:38 -!O - 30 

Dominican Republic . .. . • •......... .. . • . .. . -5 75 - - - 9 - - - 5 -91, -10 - IO 
Ceylon .. . .. .. . .. ... . .. . ...... . . . . . . -53 -27 l 1 - - - - 9 -15 -,1.3 - ·H 
Saudi Arabia .•.• ,, . . . . . . • . . .. .. . . ........ 515 592 - - - - -3 - -461 - 685 51• - 93• ...... 

(Continued on following page) 0:, 
-.J 



Tablt~ S-8. Elements in the Balance of Payments of Selected Primary Exportiug Countries (continued ) 
(Millions or dollanj) 

Group and rt>Unlry• Trude bll/onr.• 18111) 

1959 1!160 t959 

Balance of iradt! b,x,w,e more flctire or le . ..s 1ms.<in> 

Entirdy berau,,.c of a ,1,·crra..,e in imports: 

Angola .... . . . ..... .. .. . ...... .. ... . ... . . -(i 6 -
:\~?_daga,-car . . . . . . . . . . . .. .. . ... . . .... - ,1,1 - :n -
hjl , . ,, . ,, . •• . •... , ...... , .......... , ... - 10 - 9 -
Netherlamb Antille,, . . . . ... . ...... 22~ - 170 -- i 

ConAO" . ............. . .... . .. . .. . . .. ... 181 199 10 
Cuba . . .. .... . .......... .... ... - 65 80 -

Largely bccau~e of a ,ll'crra.-.e in impnrh: 

Cyprus .... • .... . . . . . ...... . ...... . .... , . - 62 - 56 -
\' ,•nc1:uela .... .. ......... . .... . . . . . .• • • . • 772 1,217 -

Tnnr. ,·.,unlries lis ted -2,575 - 4.301 25 1 

Soum,,: Oivi,-ion of General Economic Rt-search and Policie,i of the United .i:\alions 
Secretariat, hased on International Monetary Fund, lnU!rnational F1'1tancial Statislic.s; 
United Statt,s Export-Import BanL., Snni-Annual &port to CongrPs.s (\\'a~hington, D.C.); 
Board of Governoh of the Federal Rcsene Srtem, Frd.eral Rrsert"t! Bulletin (Wa,bington, 
D.C..); United Kingdom Colonial Office, D1gfst of Colonial Su1.ti$lu;3 (London); replies 
to the United Nation;, que;;tionnaire of No,·ember 1960 on economic trend!<, problems 
and poli,·ie,.;. 

• Within 1:ach _group countries a~e array.ed art'<>rding to change in reserves, from 
greate,-t relative n>'e to greatest relative decline. 

b E:xport,; f.o .b. minus import~ c.i.f.; estimated in !IOme countries on the ba"is of 
le;;s than t"elve months' data in 1960. 

• For ea<'h institution, di,;burbement.s minus repayments. 

t!JfiQ 

-
- -
-
-
10 
-

-
-

220 

:v,1 lmn«Vlio- with 

l.\1F 
F.rporl -lmporl 

Ran It. 
Oth•r lrnn«u'tinru. 

n•I bula11r~ 
Chnngt ,n 
f'Ut'""'r! 

1!159 1960 11159 / 91;(1 195.9 /960 19!'>9 1960 

- - - - 6 -6 
- - - - 4-l :n 
- - - - IO 9 
- - - - 2:H 160 7• -10• 
- - - -- - 325 - 233 -lJl• -2-l • 
- - 5 - -56 - 201 - 116 -121 

- - - - 62 56 
- - 1 :, -) ,125 - 1.:-\75 -352 -15:i 

16 98 176 59 2,927 3,5·16 798 - :381 

d Gold and foreign exchange holdings of monetary authorities, other official entilie~ 
and ,Jeposit money bani~ except as noted. 

• Exrluding deposit money banks. 
Provisional e~timate. 

I Change in short-term liabilities of United States hanh to foreigners. 
h Barbados, Briti5h Guiana, Jamaica and Tnnidad. 
I Change~ in sterling balances. 
• Changt' in re~erves includrd in "Olber transactions". 
k Gambia, Nigeria and Sierra Leone. 
• Brunei, North Borneo and Sarawak. 

m Ex.duding Guinea. 
O Including Ruanda-Urundi. 
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CHAPTER 5. REC£i\T TREND L"i PRIMARY EXPORTING COUNTRIES 189 

degrre lhought nect.,..-:ary ... in many rountrie:-, to warrant 
some relaxation of re.,traint on <lome."tic demand, par· 
ticularly for inve:-tmi•nt, and on import expenditure. 
\\ here imports were slill 11nd1•r quantit.alive control, 
there was a gt'neral tendenq for quotas and currency 
al locations to be on a more liberal c:cale in 1960 than 
in Llw pre, ious two years. In other countries- particu· 
larly those exporting rubber or tin or. to a less extent. 
\,ool or cop1wr- thr ri-.e in prices and earnings in 1959 
was !-ufTicient to ew,urt that. in the ab:;enre of controls, 
imports would expand in 1960. 

Import t•xpenditure,.. ro;.e between 1959 and 1960 in 
almost 80 per rent of the primary exporting countries. 
And in 80 per cent of thc!-lc countrie.:, the ri-,e in imports 
contributed entirdy ( 15 per cent), largely (25 per 
rmt) or partly ( 10 per cent I to a dett>rioration in the 
l.,alancc of trade (sre table 5-8) . 

,ot all the countrie:s in which the trade balance 
deteriorated-because expenditure on imporb rose to a 
greater extent than income from exports- had to draw 
upon their rest•ne,... Half of them. indeed, entered 1961 
with larger holdings of foreign exchange than they had 
had at the beginning of 1960. In man} ca:;t·s this reflecl5 
the results of borro\\ing. though in !'C\eral t•ountries 
donation:-- and other rt'reipt:- abo helped Lo finance the 
additional import!<. Then• wa:. an increa~ed Aow of 
prh att' capital into Argt"nlina. China (Taiv. an), Jordan. 
Pakbtan and the Philippines. and these countries. a 
\,ell as Israel, l\lorocco, the Hepublic of Korea and the 
Hcpublit· of ViN-:\am, al~o receh·ed more in the ,,ay 
of grant<1 and other imisible:. than in 1959. Lebanon's 
invisible earnings ro:.l' al!'-o. l\ot,dthstanding the rise in 
resenes. measures to restrain imports became common 
in this group as 1960 advanced. especially in those coun· 
t.rie in ,, hich the expansion in foreign exchange hold­
ings \\OS largel} the result of additional borrowing. 

Pakistan and the Philippint>s \\ ere among the coun· 
tries deliberotdy increo:sing imports, al lea.:,l at one 
... toge in the year. In Pakistan import quota, in the 
,t•cond half of 1960 were tht• mo:;l generous 'lince the 
inslltution of control in 1952: raw malrrials for local 
rn<lu'-try \\en• part1cularl) f a,·oured hul there was a 
large increase in altof'ations for consumer goods. too, 
intcn<led to bl.' <Ii inflationary. In the Philippine_. the 
spt•ciol import tax on United Stales goods was reduced 
earl) in thl' year and in May a general n·laxation of 
credit "as accompanied by a sub~tantial reduction in 
nth anre deposit rNJUirements for importers. At the 
..;amt' time a dt·,·aluation of the pe:-o buying rate was 
dl' ... ignl'd lo stimulall' l'xporb. The upsurge in imports 
,, us checked to some extent towards the end of the year. 
howe\er, ,\hen. as part of a d1·control programme, the 
proportion of import granted quotas al the lov. official 
rate wa.., grt>ally reduced. With foreif,n exchange hold­
in8s Jee lining stead ii) from a September peak, th(• 
proportion of import ... eligible for the preferred rate was 
again reduced in March 1961. 

Adjustments of the effecti\e exchange rate were al~o 
u~ed by other countrie"' in this group. both to !'timulate 
exports and to curb imports. The Republic of Korea 
<lcrnl ued the h,~an in February I %0 and again, more 
sharply. 111 Januaq 1961. EITorb to ew·ourage e~ports 
also took other form~: in April restrictions on trade 
,, ith Japan \\ere relaxed. in July an t•xchange retention 
!'chemc. medium-term rredit facilities and sclectiw sul.,. 
sidies wcrr all 01T1·n•d as export incentive!<. A more 
liberal investment law was enacted early in 1960 in order 
to attract foreign capital. In China tTaiwan) there was 
also an increased inllO\\ of capital following the promul­
gation of a more farnurable foreign ime!:'tment la\\ in 
1959 and tht granting of further conct•ssiorn, to inves· 
tors in Septrmber 1960. Ho\H'ver. largcl} as a result of 
a poor l 959 60 rict· hnrwst, exports lagged until late 
in the yt•ar ,, hen a heller 1960/ 61 rrop pro,·ided sup· 
plies for a recovery; in the meantime imports were 
discouraged to some <•xtent b) a 10 per cent devaluation 
of one of the elling rate:- of the :\T dollar in July. In 
hrael a 20 per cent premium \\Os offerrd on foreign 
currenc) brought in h) immigrants and tourists and in 
the coursr of the year there were several substantial in· 
creases in duties on impor~. The Hepublic of Viet-Nam 
also u~cd duties alon~ with a .. stabilization surtax" lo 
keep import« in check as "ell as to increase the protec· 
lion of loC'al indu,.tries. 

Argt•nt111a and Uruguay had de,alued and simplified 
lht>ir t•xchange '-tructurPs in 1959. Though in hoth coun­
lrit·s the f rec markPt rate fluctuated onl} ,, ithin rela­
tiwl} narro" limib during 1960. adjustments were 
made to the t'fTecli,e rate from time to time by altering 
the rate of tax on major exports and the calegory and 
rate of surcharge on imports. One such adjustment in 
Uruguay was a redurtion of the retention tax on \,ool, 
fall' in the yc>ar: this lioo~ted shipments "hich had been 
lagging since the opening of the 1960/ 61 season with 
lower world prices. Evrn with these adju1olment~ import 
expenditure incn•ast•d to a much greater extent than 
export earnings in both rountries. Tht• fact that re,t•n·es 
continued lo rise reflects the re~ults of incoming caµital; 
it also hides the ri~e in short-term and medium-term 
obligation,., This ri'-e and the impending maturity of 
debts inrnrn·d earlier forced both countries to 1oeck new 
credit:; toward..; tht> end of the year. \rgentina arranged 
with the I \ff lo defer n•payment of its l 958 borrowing 
of $12.5 mirtion to March 1963 and to ha,e repayment 
of it,; 1959 borro,dng of l 00 mi Ilion stretched out over 
fivr years. This. along with accommodation arranged 
with other creditor,., including tlw ·'Paris Club·· of 
European exportrrs. :served to reduce the 1961 repay­
ment hurdt•n from $:375 million more than half of 
t•nd-1960 re,en<·s and u third of 1960 export earnings 
- to ahout S75 million. Urugua) ne)!otiated an increase 
in ib line of crl'dit from United States banks, from $28 
million lo S52 million. It al~o arranged a .;tand,by 
credit of $30 million \\ith the IMF but ,,as not able 
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imm,·<liately to comply with the financial conditions 
go\'erning eligibility. 

Among th<' remaining countrirs in which the expan· 
sion in imports was entirely responsible for a deteriora, 
tion in the balance of trade. <'apital inllo\\ and net 
rt'ceipts from ~urct's other than trade were not -.uffic1ent 
to prevent a reduction in reserves. In thi-. group. indeed, 
were -.everal countrie~ from which there was a capital 
outAow. 

Mo~t notable among them ,~a.., outh Africa where­
thc merchandise deficit being covered by gold produc­
tion-the lo~s of reserH's in 1960 was wholly accounted 
for hr an outward movement of prirnte capital, much 
of which took the form of the purcha'-e of foreign· 
O\\ ncd !'hares in local concerns. In August interest rates 
wne raisrd to narrow the gap ht'lwren local and Euro· 
pean rates; the administration of exchange control on 
resident's capital movements was tightened; in Novem· 
her it wa"- drcided to reduce quite drastically at least 
in rt'5pect of othl•r than <'apital goods-import quotas to 
ht• allocatt•d in 1961: a small credit ,\·as negotiated with 
the nff late in 1960 and a largl·r one I S25 million) 
1•arl) in 1961. 

Similarly. though on a much smaller ~cale. capital 
llighl from Kenya was a factor i11 n·ducing the external 
n•,-encs of the Briti~h Ea,-t Af ric(ln territoric .... though 
in thi'- ca,t• the ri"l' in imports and the decline in 
robusw colTt•e prict>s and earning" played the major 
rolt'. In Ecuador the merchandise balance remained 
1.wtin· though import, e,paniled lo a somt•\\hat greater 
1·,tent than export,. Banana "hipm<>nts contributed most 
to till' ri ... t· in receipt"- but some t•ncourugemcnt \\'8S given 
lo minor items hy an incn·a,e in the proportion eligible 
for conH•r ... ion at the free rate of exchange. which 
II\ eraged ahout a -.i-,.th alioH· the oflicial buying rate 
during the year. Ft·ar:- of inflation in the wake of de­
e I in i ng price for cocoa and coll t'l' e, porb and rising 
i11H·,tml'11t n:pl'nclitum, in till' public "Cclor st•em to 
lrnu· contributed in ... omt• measun• not onh· to the ex­
pan,-ion in import!:- l,ut also to the outflow ~f capital. A 
11on• significant stimulant of imports. however, wa., a 
reduction. in pril, f rorn 50 per ct•nt lo 25 per cent. in 
the prior dt•po ... its n•quired for a numlwr of items. 

Prh ate <·upital also regi!-tered a ,mall net outflow 
from India: it ... rff<•ft. howt•,cr. ,~ac; for outweighed by 
increased <lonntion". With re ... rrvts failing ... teeply in 
the first three quarters of the )Car and ,~ith a growing 
(lppreciatiun of the foreign rxc·hange gap in the fi. 
nancing of th<' third de, elopmenl plan clue to start in 
1961, increasing efforts \\Cre made to improve the bal­
ance of trade. August saw the abolition of export controls 
on about . e,ent) itrm • \\ hile import allocations for the 
!'ix months bC'ginning in Octoher were ~cvcreh cut. Allo­
cations for the following period, in l 961. wire reduced 
still further. To attract more fon·ign J•ri\iate capital the 
1961/ 62 bu<lget-\\hile providing for a sizable increase 
in total tax re, enue-reduced the rate-. of tax applicable 
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to certain income accruing to foreign-owned companies 
and to foreign technicians. At the ~ame time a consor· 
tium representing the IBRD. the federal Republic of 
Germany, the Unitt'd Kingdom ancl the United States 
bl•gan marshalling the cn•dit necesc;ary to finance a pros· 
pecti\'e external deficit of 6.5 billion o,er the next five 
} ears. The So, iet Union. having provided the equivalent 
of S378 million in 1960. offered a ne,\ credit of about 
$126 million for industrial projects to be financed 
largely in 1961. Contributions of SSO million by Japan 
and S56 million hr Canada raised the amount available 
from the IBRD consortium to $2.23 billion for the next 
two fiscal year!'! and to at least S3.5 billion over the five 
years of the plan. 

The rise in imports into Iraq and New Zealand re· 
fleets. in part. tht• rdaxation of import controls imposed 
in 1959. DeVl'lopments in 1960 prevented this proce!-c; 
from brmg ext<"ndt'd, howe, er, an<l later in the year it 
was the decline in reserve:. that dominated policy. In 
Iraq the exte nal balance was affected by the weakness 
of petroleum price:, and by the poor domestic harvest 
w hi<·h made it nt•ce~~ar), in the third quarter. to prohibit 
the export of barley and arrange for additional imports 
of wheat. Trude agreements nl'gotiated towards the end 
of the }'t'ar offered dates and cement in exchange for 
:;elected imports. In New Zealand a precipitous decline 
in re:-enes in the second half of the year-as imports 
continul'd to rbt•, in the face of falling export prices­
induced a tightening of domestic credit policy. an 
incrcast• iu import duties and an cfTort to raise external 
loans. 

Concern about external balance influenced the policie,,. 
pun;ued by most of the other countries in this group. 
In Mexico, though the decline in foreign re:,erves was 
re,ersed in the last quarter of the year, the relationship 
between dollar assets and dollar liabilities wru; far less 
fa\'ourable at the beginning of 1961 than it had been 
at the begirining of 1960. The Government was given 
authority to adjust tariffc and establish import controls 
in order to proh:ct industr) and minimize the inhibiting 
efTect of the paymtnts position on internal indu,,.trial 
de\elopment. In Cambodia laws relating to foreign in­
\e•-tment were liberalized in an effort to attract new 
capital. In Ghana, in the face of lo,\er export prices. 
discrimination against dollar and Japane. ... e goods ,1 as 
ended in a mo,e to reduce import prkes. In Nigeria 
funds were borrowed from the United 1'.mgdom under 
the new syi;tem of '·Exchequer loans" and there was a 
general increa e in tariffs. partly for rercnue purpose!., 
par ti} to pt otect ne,\ industrie11 and part!) to slo,1 down 
the rate of increa."e in import:- in thr. light of the lower 
cotoa pricts. 

Mo~t of the countries in the group experiencing both 
an expan. ion in imports and a C'Ontraction in exports 
(mi table 5·8) registered a decline in foreign exchange 
holdings. These were generally countries in which in· 
flationary pres:;ures had been-and in some cases still 
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wen•-portirularly strong and in which efforts to t·orrect 
the external imbalance were complicated by the lack 
of inkrnal halann·. At the one extreme of this group 
M're some of tlw Latin Amt'rican countrit",-notabl) 
Brazil. Chile. Colombia and Paraguay-while at th<• 
otlwr end were the United Arab Republic (Syria). 
Tunisia. Burma aud Australia. 

ln Brazil, 1960 opened with an effort to encourage 
secondary exporb b) allowing their proceeds to be con­
wrtcd at the frt't' market rate-about 200 cruzeiros per 
dollar-of whil-h 130 cruzeiros was in cash, the re· 
mainder in the form of a negotiable bill on the central 
bank. The import rate for fuel. wheat and equipment 
wo, hdd al 100 rruzeiros. though the auction rate for 
otlwr imports wa.<t bid up ::.tcadily-by a weighted aver­
age of 32 per cent 111 the course of the year ~'ith imports 
rising and rxport rec<'ipts tending to lag. the free rate 
of exchange depreciated in tlw :,erond half of the year. 
To compl'nsate for ri8ing cost~, the export rate for coffee 
and cocoa wai- raised from 76 to 90 cruzeiros per dollar. 
In 1958 and 1959 the l'ffect of tl1e growing imbalance 
on the country\ foreign exchange holdings had been 
rna,-ked b} a sizabll· inflo,\ of pri,ate capital and further 
oOicial borrowing \\hich together had financed more 
than a third of total imports. In 1960, ho,\ ever, the 
imhalance w~ greater and the inflow of capital smaller. 
B} the end of the year deliver} of foreign exchange 
bought at :iurtion was having to be deferred. As in the 
ca.-:.e of Argentina. the cri,;is was precipitated by the 
ltca,y 1961 schedule for repayment of external debt: 
against earnings of l<'ss than $1.3 billion in 1960, re­
serve:, of about $110 m1llion and a pas~ive balanre of 
trade. debt,; of over Sl billion were failing due in 1961. 
The situation was met in part in !\larch 1961 h} a further 
dt·valuation, tht• mo,t ,ignificant a.-.pt•ct of which was the 
abandonrnrnt of the auction S}st1•m for importen;' ex­
rhang1· n·quirement" in favour of the free market and 
u changl· in the preferential rate for e;.,ential imports 
fiom 100 to 200 ciuzeiro, per dollar. :\t the ,ame time 
1ll'gotiations began for the t·on,olidation and stretching 
out of the variou,. :-egrnl'nts of the country's debt-to the 
1:\H', to the United Slat~ Government. and lo com· 
mercial creditor,- in the Unit1·d State~. Europe and Japan 
- and for new credits to re,tore the inflow of capital 
lo al h•a,t its 1959 ll'vel. A third elt>mrnt in the pro­
gramme \\OS the opening up of new marketi;, if neces· 
,ur) b) means of bilateral agreemrnts such as tho~e with 
the Sovirt Union in 1959, ,\ith Czechoslo,akia and 
Poland in 1960 and with ) ugoslnvia in April 1961. 

Colombia. 1 ike Brazil. had a pa<:si\ e balance of trade 
in 1960 and n smaller inflo,~ of private capital. Never­
thel<''>'- lhe decline in rt~serves was not much greater than 
the amount by whid1 commercial indebtedness was 
rt>duced. In an effort lo preserve the external balanct'. 
the domestic re,-traints of the 1959 i.tabilization pro, 
gramme \\ rn· rontinurd and the export pe,.o was de­
HllUt•d lir about 6 pn c1•nt in May. Exports were also 
t•xpandt•d by means of l'o!Tee and cotton barter agree-

mcnt<; with the Federal Repuhlrc of Germany. Japan. 
the Sovit•t Union and the United Kingdom. Coffee sales 
w<•n• stimulated late in the year hy a n·duction in export 
tnx. A rontribution to t>Xport t•arning, was also made 
h) bt·ef, shipments of ,~hid1 were no longer prohibited. 
\'( ith imports rising to a n•cord level in 1960. however. 
re:-enes declined steadily throughout the )t'Or. A new 
stand-by agreement was entered into with the IMF in 
,o..-ember. and earlv in 1961 S25 million was dra\\ 11 in 
support of thr bala~ce of pa) mt•nt;, 

Chile also drew on its IMF stand-by credit early in 
1961, after a year in which reserve~ had fallen rapidly. 
in the wake of a record rate of importation. The rxpan­
sion in imports wa.'i an rlement in the domestic stabiliza­
tion programme: it wa:; induced by a relaxation of quan· 
titative control. a reduc lion in the prior deposits required 
from importers and a further movement toward.; control 
by tariff. 

In Australia internal demand pre,-sures \\Ne rela­
ti,·ely much milder than in th,• Latin American countries 
in thi., group. and di~inflationarr policie:, were follo,1t•d. 
at least in the .;ccond half of the year. '\one the le:-s. 
in combination with a general r<'laxation of import con· 
trol in Februarr 1960, they helped to induce a tre­
mrndous upsurgt• in imports. Though tax and other 
incentives were olf ercd to exporters. the steady decline 
in export price, wa~ sufficient to pre,ent <•arnings from 
increasing. D<•,,pite a further large inflow of C'apital. the 
n•sult was a dramatic running down of re!'en e:, that had 
b,·cn acC'umulated in 1959. Thr drain continued into 
1961 and. adhering to its more liheral trade policy. 
thr Gowrnmenl had n•rnurse to the IMF "bile further 
tightt-ning domestic en•dit condition,., 

In the Unitrd Arab Republic (Syria) the expansion 
in imports in 1960 from the relative!} low le,el of 1959 
was financed in part by arrangements und<•r Public Law 
180 of the United Stntes. Siner. in the wake of another 
poor honest. howl·ver. PXport earning,- receded further. 
to thl' lowe.L Ind sinet~ 1950, rc,erws bore a large 
proportion of the strain. The free rate for the pound 
dcprcciatrd. de,pill· :-.tricter import controls and re­
straints on dome:-tic cn•dit. Exchangl' holdings were 
booskd by borrO\\ ing from the Il\1F in the la.,t quarter 
of the year. but the exll'rnal balanc<.' remained under 
stress and in February 1961 gerwral e,cbange controls 
\\ere irnpo:-ed. 

The rise in imports into Burma 1·amc in the wake of 
increa,ed export earnings in 1959; whereas earnings 
fell away in the ,econd half of 1960. howc,er. imports 
ro,-e still further a-. a re,ult of ,omr ,elective incn·ast~ 
in import lieente,, relea,ed in mid-} ear in an effort to 
rever,t• the upward moH•ment in th!' co,t of living. This 
objccti\e wa:, achieved hut only l,y drawing hea.,·ily 
on re~nves. The inflo,\ of privak rapital ,eems to ha,e 
bern !'Omrwhal le,s than in 195(), 1le,-pitc the pa,,sagc 
in February 1960 of a new investment law de ... igned 
lo attracl foreign cnlt•rprist•,. Hl·t'eipt" of aid. howe, er. 
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\\Cfl' '-Orne\\ Jrnt greater than in } 959. parll} a'- a rc>sult 
of a ded--ion. taken in April. Lo ucc<,pt granb from l11c 
United Late,. The decline in export-; in the Sl'cond half 
of the year rellecb movements in rice sales: shipments 
of olhn eommoditics. entouragt·d hy an exchange re· 
tention rht•me inaugurated earlier in the year. werl' 
gl•nerall) \\ell maintained. 

In Tunisia. in the fact• of a poor oli,e crop and a 
60 per cent drop in oliw oil shipml'nt-i. import. ... rosl' 
\igorousl) from tht• lo\\ 1959 lc,cl. reflecting a marked 
incrt>a,(• in investment both in light industries in tht· 
private s1·t·tor and under tlw Cowrnment's expanding 
.. equipment budget". The increase in the trade deficit 
wa., more or less covered b} a c·omparable increa"e in 
donation:. and official capital receipts: although Fm1ch 
military di'f,bur,ements M'fl' furtlwr reduced as local 
·--tahlishments were scaled do,\ n. then• \\ as a more than 
compensating ri:;e in fund,; from the United State~. A"" 
a result, rt~cncs- whirh had been greatl) strengthened 
hy the import restraints in 1959-\\Cre drawn do,rn only 
marginal!). 

Among the fe\\ primary exporting countrit•,, who:-e 
re,erves ,,en• higher al the end of 1960 than at the 
hl'ginning. d~pite an expansion in import:.. and a con· 
trartion in export,-. I ndone:-ia ancl the udan ileriwd 
part of th1• inl'Tea,-t· from an acli\ c balance of trade. 
Hondura, n·inforred its exchange holding b} borrowing 
from the IMF, and Greece had a largN inflow of public 
capital and non-trade inconw. 

lndonc,ian H'H'ne:-. ro,-e rapidly afkr the de\'alua· 
tion of Augu ... t 1959 and under the influenC'e of high 
rubher p1 frr.s. After reaching a peak in ~larC'h 1960-
the highc,,t since that of the Korean boom-they were 
dra,\11 down .. 10,,ly during 1960 as imports increased 
and export receipt,.. turned downwards. A reorganiza· 
lion of the exchange C'Ontrol c;},t<>m early in the year 
",1\ l' r,porl and import -~a, ing in<lust rit>S the highest 
claim to import allocations. Later. in Augu,t. ho,,en·r. 
tlw :-yslcm was relaxed in re,-pect of certain rnnsumer 
goods, in order to hold do\\ n the urban cost of living. 
For the same rN1,on :-.ugar exports wen· ... u,prnded in the 
\\ake of a smaller dome~tic crop. Again,t thi,-. howe,er, 
res,•rve, ,eem to ha, c gained mon· from tlw nrt move· 
nwnl of capital in 1960 than in most recent } ears. 

In the Sudan the :-.trong recoH'r} in export,, in 1959 
gn'atl) 1ncrt.'a!'-t·d tht• countr} '!> rc,-enes and madt• pos· 
sihle a general relaxation of economic control,- both 
internal and t•xternal. Though l'arnin_g, in 1960 "err 
uppm:iaLl} Ldo\\ the 1959 ll·,rl. roam import dutir~ 
m·rc rc<lucell in the middle of the vear and a substantial 
addition was made to the li,t or" ill'ms not ,-ubject to 
spl·cial licence. 

In Gr<>ece tht' deterioration of the mcrchandi~e bal­
ance \\ as mom than off~<'! b) larger net r .. reipt;; from 
shipping. transport and tourism. Resrryes "ere also rein· 
fom,d hy a net inflo" of public capital apprecial,1} 
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higher Lhan the low 1959 figurr. The effect of this was 
largely olT:;rt, hmH'vt'r. by u decline in the amount of 
foreign pri, ut" capital ill\'ested in Greek industnes 
1111dl·r the n•ce11tl) enacll'd incenti,e scheme and hr the 
purrha&• of foreig11-o,1 n<·d as.~ets in the electricity in· 
dustry. 

There Wt're relati\cly few countries-about 10 per 
rent of the primar) exporting group-in \\ hich a reduc· 
tion in export proceed.; wa:; e\clu-.iwlr or even partly 
re,-,pon~ible for a wor--ening of the external balance. 
Tht· \,eakenir g of the petroleum market cau~d the 
reduction in Bahrain and Qatar; the <lrcline in cocoa 
prices was the principal factor in Cameroun. In Mauri· 
tiu,-. sugar prc,duction was -.e\ercly cut by cyclone dam· 
age. In Boli,.ia tin e\ports :-.lumped badly and foreign 
t•xchange holding,-,. after ha, ing bt•en built up L) higher 
l'X('Orts in 1939. v.ere dra,\n down rapidly. despite an 
incrl'a~e in tlw inllo\\ of private capital. There was a 
similar <ll•cli11e in re,ene, in :'\icaragua. fol lowing a 
\ery poor cotlon C'rop and a hah ing of collon export 
earning,. tho 1gh in this case the drain was checked by 
an inC'rease i 1 o,cr~ea borrowing as well as a reversal 
in privatL· ca 1ital mo\'emcnt;;. 

In Turhy export rel·eipts were IO\\er in 1960 than 
in 1959 for almost all major items. mo~L . eriously for 
LoLacro, ,hipments of which dropped back a further 13 
pt•r eent to l 1• smallesl ,·olume since 1952. The lag in 
Louacco salt•i - mOsl notable in the 6r:-t quarter of 1960 
- \\as to ,.onw ,·,tent the result of the 1·xcl11sion of tobncco 
from the de,·aluation of export ratt•c: in Augu~t 1959; 
in the cour,-1' of 1960. the tobacco rate wa:- rabed from 
it, paril} of 5J.,O liras pt·r dollar. partly in February 
and complct I) in August \1hcn a unified 9.00 rate was 
t•,-tahli,-hed. The f ailun· of c\porl earning" to rise in 
1960 nere:-... itated a rever,al of import polic) : a con· 
siderable liheralization in the fip.t half of the }ear wa:, 

followed b) a sharp cutLac·k in the second half. acrom· 
panit>d by 11t'w n·c;trainb on domt·~tic demand. Or.icial 
holdings of foreign exchangr dec·lined for the third 
sun·b:-i,e ) Car, and with foreign liahilities substantially 
higher and a large amount of foreign debt maturing. a 
refinancing operation hecame neC'e, .. ary. f..arlr in 1961 
a sizalile ,-l ncl-h} credit was rwgotiatt>d \\ith tht' IMF 
and maturi 1g debt, o,\ing to creditors in the Organisa­
tion for Emopl·an Economic Co-operation ( OEEC l were 
consolidated and extended. 

About a third of the primary exporting countries 
,;lrengthemd their merchandbe balance between 1959 
and 1960. For almo,t three-fourth" of this group. till' 
improH·ment ,temmed from incn·a~ed t•xporl earnings. 
The improH•mt•nt in the trade ha lance iu these C'ountries. 
howt'H'r, ,, as not always accompanied br an increase 
in n•,-enes; indeed a majority of them registcn•d a de· 
clinl' in th,·ir foreign exchange holdings. 

A fr,\ t0untrit•s managrd to increase their exports 
to a dq_1.rcc that enabled them lo finance both an ex· 
pansion i11 imports and an addition lo re.~erH'S. ln thi,-
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group were British l\orth Borneo. the Frdrration of 
Mala)a, Sara,\ak and Thailand all of ,\hich sub!-tan· 
tially increased thdr earnin~ from rubber and tin. 
The group also included Peru. where the coming into 
production of the ne,\ Toquepala copper mine added 
H' r) considerably to total exports. as \\l'll as Guatt>mala 
"here there \\OS u major recovery rn banana export;;. 

In Guatemala and Thailand, the inflo,~ of prh ate 
capital also S<'t'ms to ha,e hren greatl.'f in 1960 than 
in 1959. Thi,- ,,as encc,uragt•cl in Thailand part!) by a 
n•\"i-.ion of custom, tariffs early in 1960, which lowered 
tlutir-. on im l'.Stment good, anrl ra,, malt>rialc, and rai-:ed 
them on consumer manufacture~. partly h} the e,emp­
tion for , arious pt•riods of ne,~ or expanding or export 
in<lu,trie-. from n r~ l'nt increa-.e in corporate and divi­
dt•nd ta\t"- and :-tamp <lutie, and al!'o by a simplification 
and rt•lnxation of exchnngt> controls. Rationalization of 
the tariff in fa,our of local indu,ctry al~o playt>d a part 
in e11<·ouraging im estmenl in Peru, and to a )ec;.s extent 
in the Federation of \1alaya. 

In the Federation of Rhode.,ia and Nyasaland- as 
in Pt•ru and the Federation of Malaya - there was an 
increa-..e in tht· lraclt· ~urplus despite an expansion in 
imports. I\<•, erthe]e,,, ... resenes were dra,, n do,, n u-.. the 
n'-..ult of a net outflow of privall' capital- enhanced by 
an increa~e in dividend payments by mining companies, 
follo,"ing the l 959 60 rise in ropp<'r price!'!. The thin} 
11uarlt'r of 1960 brounht -..ome monetarr re:>traints on 
internal demand, but the capital outflo,\ continued 
until. in Fehruar) 1961. a S),tem of exchange controls 
\\US introdut"ed lo protect tht• external balann·. 

In the united Arab Republic tEgypt ) 1960 opened 
with a hea\\ drain on resenes ns~ociated with ,.e,ernl 
major non-commercial payments chiefly compensation 
to the ~hareholdl'rs of foreign concerns that had been 
nationalized and to tht Sudan for the flooding of the 
art>a up~tream from the Aswan Dam. The"e payment,. 
arcenluated lh1• effect on the balance of payment,, of 
the rclati,ely low prier for long staple cotton prerniling 
in 1958 and 1959 and the poor ri('t' rrop in 1958/ 59. 
As a result. exchange holding-- reached their Jo,, e .. t level 
in Marrh 1960. With rotton prices recovering ,omcwhat 
in 1960 export earnings rose much f ru,tcr than imports 
and the trade deficit was hahed. Suez Canal earnin~, 
were about an eighth abo,e the 1959 figurr and Joane: 
from the IBHD, tlw DlF and th · Exporl-f mport Bank 
oil hdped lo rui .. c the h .. vel of n·,ene- a,c the )CUT 

progres. ed. The payment!- po~ition "a, also ,tn·ngth­
t•ned h) a dt•cline in the proportion or t•xporb mo, inl! 
in bilateral accounts. \t the end of 1960. howevrr. hold­
ing of <'On\ertible currencit·~ were still a fifth lo"er 
than a year earlier. As the cotton market rt·coven•d, 
the discount quoted on the cotton export pound ,1 as 
graduall) rcdurcd : from 23 pt•r cent al the beginning 
of the 1959 60 season it had ht'l' ll t·ut lo (i pl'r c·cnl al 
the beginning of tht• 1960/ 61 ~eoson. The premium on 
the import pound \\a n•duced mort· or Jes:,, in step-

from 27.5 per c·cnl in rpt<'mh<'r 1959 lo 10 per l·cnl 
in Jul) 1960. 

Among the countries whose halance of trade was 
impro,ed not only by expanding l'\porls but al!-o by a 
contraction in import,,. Ethiopia. kuwail and Spain 
rrgistt>red a risf• in re~en e:;. ,1hil<• Ceylon, Costa Hica. 
tht• Dominil'an Republic. Iran and audi Arabia all 
registered a decline. 

Ethiopia gained chiefly from a large increa,l' in 
coffee i-hipment,. but then• wa" al"o an inward mo,c­
ment of pri\ate capital, in tOnlrai:t to the out1\ard mO\'C· 
mcnt in 1959. Spani~h re~crvrs continued lht• rapid 
rbt· which had commenced after the promulgation of 
a stabilization programme in 1958: in 1959 foreign 
borrowing and import cuts had played the large t role; 
in l 9li0 the expansion in exports predominated. Re· 
strainb 011 imports \\ert• grad nail) rda,1•d: in the src­
ond half of 1960 import expenditure wa<. almost back 
to the corresponding 1959 le\el and b> April 1961 threc· 
fourths of imports ,1ere report,·d to lw UllrL':-l rir.tcd. Tlw 
inward movement of private funds also appears to have 
atTeleratt·d. part of it representing a rl'patriation of 
prl·, ious !light c·apital under an nm11C':-ty arrangt•ment 
in force earl) in 1960. A,- a re,..ult. exchange rontrob 
Wl' l"l' also relaxrcl during the year. 

The major influc·rtc·e on the external halanu• of the 
Dominican Rt'puhlic was a capital flight: d,•-..pite a S 15 
million innea,e in rxports. a s:10 million rut in imports 
nnd a draft of S9 million on the I 1£,. foreign exchangt'. 
holding~ at the t·nd of 1960 were 10 million J(';.s than 
at thl' end of 1959. Rc,enes \H're al:-o dra\\n down 
in Iran, d1-;;pile a siiaLle increa~t· in the trade surplus. 
a111l in Ce} Ion. dt•"pile a sizable reduC'tion in the track 
<ll·ficit. This was the st>cond )ear of drain on rest·ne:­
in Iran and thr fourth yt·ar in Ce) Ion; hcn('e, in hoth 
t·ountriet- a primar) aim of t•ronomic poliq in 1960 
was to dampt'II further the demand for import!'. Credit 
re,traint~ were inten~ified. import ilutie:- rai~ed and a 
S)',tem of ad, am·e deposits introduced. In Cc} Ion the 
export dutr on rubber was lowered m, its price fell, 
foreign exchang1• allo,\anres for travel were rut and 
effort:, were made to attract foreign capital into apprmetl 
industries. 

ln ahoul a tenth of the primar) c,porting countrit•s 
trade halam·l', \\ere improved entire!) or largl'ly a, a 
Tl"'lllt of a reduction in import,.., In thi, group. ho\\e\er. 
chang<•s in till' trade balanct' wen· gerwrally les, :-ignifi· 
cant than developments on capital account. 1 t wa~ lnrgl'ly 
as u re511Jt or an outflo,1 of tapital that resl'f,e, \\ en· 
dra\111 do,,n in mo,,t of the l'Otmlm·,. in this group, mo:-l 
notably in tlw Congo. Cuba and \ cnl'Zuela. 

ln the Congo there ,,a-. a net outflo" of capital for 
the third )Car in succe,,ion: a, a rl',uh offici,11 holding, 
of gold ancl t·omertilile rnrrencie,. which had ,toocl at 
S3:~8 million al the end of 1956, hacl chopped to $221 
million al tht' end of 1958, 87 million at the end of 
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1959 and nn estimated S63 million ut the enrl of 1960. 
despite a further decline in imports. In Cuba the drrlinc 
which had started in 1956 accelerated marked!} in the 
wake of politif·al changl'!\: the lo,s in reservt•s in suc­
ces~ive years was Sl6 million, $15 million. S7'1 million. 
Sll6 million and $121 million. 

In Venezuela changes in re~rves, which had been 
due to large transat'lions in the petroleum ,ector in 
1957-1959, were influenced more by de,elopments in 
othrr sectors in 1960. There was a large outflow of 
capital which Wll!:> ~lowed down only in the final quarter 
of the year with the in,titulion of exchange control. 
This was accompanied by a measure of selecti,e devalu-
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ation: !'econdnry exports-particularly coffee and cocoa 
-bt•came eliuiblc for a more fa-.ourable rate of ex­
change. In addition. more private trangactions were to 
he efft.ctt'd on the free market where, b} the end of 
the year. the holi var had dcprt>riakd to 4 .28 per dollar, 
compared v. ilh the official rates of :·t35 for most im­
porL,. 3.33 for iron ore and 3.09 for petroleum. Under 
the influence of a large active balance of trade and 
control over exchange tran-.actions, rt•serves recowred 
rapidly a£tcr the turn of the year: L~ the end of March 
official ex<'hangt· holding-, v.ere 7 per cent ahoH' thl• 
corr~pondin!! 1960 figure. The -.tand-by credit of SJOO 
million negotiated \\ith the ll\1F in April 1960 had not 
been used. 

Internal balance 

There were wide-spread increases in production in 
the primary exporting count1ies between 1959 and 1960. 
In total, howe,er, they probably amounted to a slightly 
maller rate of increase thnn was record\•d between 1958 

and 1959. The principal rea on for the ,lackening in 
the rate of growth was a somewhat poorer out-turn of 
a number of important nops in ~ome major countries, 
a-; a re .. ult of which total agrirnltural output regi-.tere<l 
a smaller gain than in the previous period. 

In the other sectorc;, by contrast, gain,. between 1959 
and 1960 v.ere generally grt'atcr than in the preceding 
interval. Furthermore, c;inn• the lag in agriculture w~ 
off :,el Ly a :-izable increa"P in import~ of foodstuffs. 
the cxpan:,ion in total aYailable :,upplie · was apprrciahl r 
greater than hetv.een 1958 and 1959. 

The ric;e in imports not on!) supplemented local 
production of foodstuffs and -.upported the expan,ion 
of domestic industry. but it also pro,,idrd a much larger 
\olume of capital good ... Thb reflect, the chang~ in 
policy which occurred in many primary exporting coun­
trie towards the end of 1959: the restrainb on demand 
that were imposed in 1958, ha\'ing reduced imports 
and rrlievcd the pn:sc;urr on the balance of payments. 
were gencrall) relaxed and in the cour~e of 1960 there 
wa:; a renewed buildup of import demand, particularly 
for ime,-tment good'-. 

By the end of the year the strains v.hich. as indicated 
in the preriom, section. had re-emerged in the area of 
external pnymPntc;, were al o showing signs of reappPar­
ing in t.he clome:;tic economy in a number of rountrie-,. 
Effort:. lo restrain dt·mand were again in e\idence; in 
mo,t instances the,e were aimed al relie\'ing the external 
balance by reducing the demand for import.. Lut in many 
case, the need for restraint reflects the f ai I ure of do­
me<:tic production to keep up with the growth of pur· 
chasing flO\H'r released by the new higher level of 
inve.,tment. ~ ith re:-ervt•, falling and the terms of tradi> 
again mo, ing against the primar} exporting countrie-. 

relief L) \1 a~ of a further inerea ·e in import'< beramc 
le,,, ft·asihle und by t·arly in 1961 disinflationary action-. 
\1cre being taken in ma11) place,. 

E.XP\NS!O:"i IN SUPPLIES 

DomNic production increased betv.een 1959 and 
1960 in mo, primary exporting countries: in the aggre­
gate. lio\\cH•r. the expansion was probably i.;lightly less 
than in the precNling inter\'al. The proportion of coun­
trie in ¥.hirh per capita output failed lo rise between 
1959 nnJ 1<160 "'a" about one-third-<:omewhat greater 
than Lct\H'Cn 1958 and 1959. The principal reason for 
the slackt·ning in the rate of growth was the changing 
agricultural situation: 1957/58 wa .. a year of poor 
crop,. so that the reco, er) in 1958/59 yielded a much 
larger incre.a,e-relathe to the pn·ceding year-than did 
1959/60. 

Thu .... although production of the ba-.ic food rrops 
l'ontinued to rise, it was at a much slower pace. Ar:1ong 
the cereals. increa~es in the rice crop-of about ,1 per 
rc·nt-and, o a le-...; extent. the wheal crop were offset 
in some mrnsure by rather smaller crop,; of the coar,-e 
grains. There \1 a, a further advance in ~ugar production 
in the primar) exporting c:ountrie" hut it was only a 
:-light one, made in the face of cutbacks by some of the 
major exporters, notably in Australia and Latin America. 

Though 1hc expanc;ion in Ct'rcal production was fairly 
general, there \\ere significantly smaller crops in Cey­
lon. China (Taiwan) and India in the case of rice, in 
the t\lrditrrrancau countri~ and the southern hemi­
"J>hcre CXJ'Orters in the case of wheal. in Argentina, 
the United Arab Republic (Eg) pt) and Indonesia in the 
cac:e of maize and in Au,tralia and \orth Africa in the 
case of barley. These cereal re,ults reflect, in large 
mcai;;urc, the incidence of poor \\Cather, the conc;equence 
of which also show:, up in the fact that reductions in 
total food output v.ere concentralt·d largdy in Latin 
Amnica and the ~le<literranean region, the mo~t notable 
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occ-urring in Argentina and Spain from record le\'els 
in 1958/ 59. Food production also dropped sharply from 
a record level in Australia, while Iraq, Ireland and 
Tunisia experienced their second successi\'e decline and 
in the United Arab Republic (Syria) production 
dropped further from the lo\\ le-vel to "hich it had been 
reduced by drought in 1958 and 1959. In southern and 
south-eastern Asia the only country' not enjoying a 
higher level of food production in 1959/60 was China 
tTaiwan) where typhoon damage affected both sugar 
11nd, ll'"" .. e, erely, rice output. 

Apart from the basic foodstuffs, the overwhelming 
hulk of \\hich is consumed domestically, most of the 
other agricultural crop~-among which export products 
are more prominenl- rt'gistered a \\ide-spread increase 
betwern 1958/ 59 and 1959/ 60. The largest over-all 
gains were in respect of coffee (27 per cent), cocoa 
(12 per cenl) and tobacco (10 per cent). but there were 
also increases in the output of tree oils, wool and the 
agaves, though the-e \\Cre generally small in the aggre· 
gate. Against this. ho,1ever. the out-turn of several of 
the major industrial crops was lower in the primary 
exporting countries in 1959160. Both India and Pakistan 
reaped poor jute crops and total production was down 
8 per ce11t. There \\ ere significant reductions in the 
output of t·ouon in India and Central America. not fully 
off !!et by t•xpansion elsewhere and total production was 
down 5 per cent. A dra!ltic decline in Indonesia was 
large I) respon!lible for the fact that natural rubber 
output in 1960 was 5 per cent below the 1959 level. 

As a result of the rdative lag in food production and 
the decline in vegetable fibre and rubber production, 
the o,er-all increru:e in agricultural output was very 
small. The proportion of primary exporting countries 

registering a reduction rose from a fourth between 
1958 and 1959 to a third between 1959 and 1960 while 
at the other end of the scale the proportion with increases 
in exc~ of 10 per cent declined from about 18 per cent 
lo about 4 per cent. In consequence the over·all increase 
in agricultural production dropped from about 6 per 
cent lo less than one per cent (see table 5-9) . 

In contra.~l lo agriculture, mining production in­
creased to an appreciably greater extent between 1959 
and 1960 than in the preceding interval. Among the 
major minerals only copper registered a smaller gain 
than between 1958 and 1959. 

The most significant increase was i11 petroleum, pro· 
duction of which rose by 11 per cent in the primary 
exporting countries compared with about one per cent 
in the industrial countries. The expansion was general, 
but there was a marked contrast between the Middle 
East, where the increa~e was 11 per cent, and Latin 
America. where it was only 5 per cent. And within Latin 
America there was a marked contrast between the C'oun· 
tries seeking to raise local production in order to reduce 
imports and tho!le whose output moves mainly into 
world market!:. With a 14 per cent increase in produc· 
lion, Argentina moved into third place as a regional 
producer. and there was a 26 per cent increase in Brazil. 
In Colombia on the other hand output was only ~ per 
cent higher and in Venezuela le s than 4 per cent higher. 
The most dramatic increa~e- at least in relative terms­
was again in Africa where many new wells were brought 
into production and total output rose from less than 3 
million to over 10 million tons. 

Partly as a result of the increase in petroleum pro· 
duction and con11umption, coal output declined in a 

Table 5-9. Primary Exportio~ Countries: Indicated Change between 1959 and 1960 
in Total Supplies and Selected Components• 

Gron 
Group and rounlryb tiome,tie Agri- Mam~ae- Et«- DWr, Imporu Tola I 

p,vdud cu un luring /\fining lr~ily bulion •upplit,. 

Group I 
Argentina ............ A -BJ B F B B E B 
Chile .............. .. A -B -B B B E B 
Australia ........ . . .. B - B c c c B E c 
Mexico ... . ...... . .... c B c B c B c c 
Portugal ... . .. .. ..... B -B c -B c A E B 

union of South Africa .. B A B• c c B D c 
Israel ... . .. . ........ c c, D E F c D c 
Venezuela .......... . . A c -8• B c -B -F -B 
Puerto Rico• .. . ....... c Bb D D c D c 

Croup JI 
Brazil .. . .. ..... ..... B Ad c D c c D c 
S~in ..... . •....... -D -C c B B -B -B 
P iilippines. . .. . .. .. . . 8 B B -B D c D c 
Turkey . .. . . . . . . . . . . . B B B -c D c A B 
Colombia.... . ... . .... B B B c D c E B 

(Continued on followinB pa1e) 
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Table 5-9. Primary Exporting Countries: Indicated Chanµ;e between 1959 and 1960 
in Total Supplie11 and elected Component,• (continued) 

c:roup C1nd rom,(ryb 
Gro,1 

d,,m-.(ic 
produr.t 

,igrt· 
cuUutt 

MC1ru.ifor· 
luring 

Cmup_Jl (ronlinued) 
UAR (F.gypt) •.•.••... 
Fcuador •••. . ....••.• 
China (Taiwan) ...... . 
Greece ..... . .•...•. .. 
El Sah:ador .... ... . .. . 
Morocco ..•.•..••.... 
Peru ....... •......... 
l'ie" 7..ealand ......... . 
Ireland .•..••..•..••.. 

~Yi'~~~=i~ ~;;J Ny~ai~~ti 
Croup III 

Algeria ....•....•..•.. 
Kenya .. .. ........ .. . 
Iran ........•...•.... 
lndone,ia ........... . 
India .••.••.•....•. 
Uganda ............. , 
Paki,tan• .•..•.....••. 
Korea (Rrpublic of) .• •. 
Cambodia ..... . ....•.. 
Viet-Nam (Republic of) 
Ira11 .•..•..•..•• ... •• 
Nigeria •..•.•..••..... 
Sudan •..•.••......•. 
hnry Coast. ...•...••. 
Thailand ............ . 
Ghana .........•..... 
Guatemala ........... . 
Tanganyika ....•. ... .. 
Burma a• .•••••••••••. 
Tuni,ia .......... . 
UAR (S) ria) ......... . 
Fedt'ralinn oDlala\aa . 
Panama. .... · 
Ce)lon ...... . 

TonL 

c 
c 
B 
B 
B 
B 
c 
c 
B 
c 
B 

n 

A 
B 
c 
B 
B 
D 
I) 

c 
r. 
B 
c 
c 
D 
B 
B 
B 
A 
A 
c 
B 
B• 

B 
Cd 

-B 
-C 

B 
A 
B 
B 

-Br 
c 
B 

B 
Ab 

-c 
A 

-B 
c 
B 
Bk 
D• 
D 

-B 
c 
8d 
B 
Bh, 
E 
B 
Bu 
Bk 

-B 
-C 

Ch 
A 
B 
A~ 

Snurcr: Oivi inn or General Economic Re•earch 
an,I Policirs of the l nitcd i\ation. Serrctariat; 
Stnti,t1t'al OffiN> nf tlH' l.:niteJ :,;ntion•. Mon1hly 
Bullrtin 11/ Stt1l1stir<: Fond und \~ieulture Orgam­
zatinn of the IJni11·d . .'.'iation,, Uor~lhl) Bulleti,, of 
.Al!rirnltuml £ron11m1c< 11nd Sta1i,11r< (R•Hnc); re­
plies tu the nitl't) ;'\;ation- 1p1c,1ionnaire of "°' t'mllt'r 19<>0 1111 cronom1c trend•, prnbl"m' and 
polirit:s; national publit·.1tinn~. 

• B.1 .. r.,J on preliminan ulfu ial e,timates of the 
natinnal nccounb nr on ''111,li,·ator," ,lcnved from 
official or ,emi-oll1rial •tRti-ti,.., nf pro,l11r1ion, 
trade and tran~port . Whcrn "in,lirator,' "ere used, 
change in !(ro•, rlome tir product and it rom, 
pnntmt reflcrt chanj?t' in tlw output of all the 
llt'm" nf ~1101.I- arnl ·l'n-ic .. ~ for whirh data wl're 
obtainable. comh1m·cl in 111·,·or,lan,·c "ith ""ight, 
1lt·ril,·d from national a,·rnunh of rt'rent yt•ar,. 
Chungt in 1hr nutp111 nf distr1hut1.,n ,,·n ic1"5 "ere 
mlc'a,urr,,I h) 1nd1ca1<,rs of tra,I,· (foreign 11n,I 
tlunu·,tw) a111l tran,por1 an,l rnmrnuniration, (11n,o. 
luw run 11mpllon, Inn-mil,·,. of railll'ay frdj?hl, 
rargoc ltnndle.J, po,tal.1r.ll'i;raph-1dq,hone bu,I. 
j?eh). The 1mlic111t·,I rhang,.,. arc n!'re,saril) tt•ntu. 
th"• l,,.1n11 lia,t',l III some ca•,. on lc,s than a full 
VPur'a fij?urt•,, both for t hr ~1·ct11rs sh 01, n nnd for 
other ,•rtor, for 1,hirh r 11mato'5 1,err mn,lc. The 
,, 111111,I• 1111lic,1tlc' a llf'rt~·ntllf(f' range 11f inrreasc or 
•lcacusc (-): \a -1 to I; B-2 to 5; C•o tu 10; 

D 
C• 
D 
c 
c 
c 
c 
c 
c 
B 
c 

c 
C•· I 

D 

B 
B 
F 
F 

B 
c 
c 
Il 
L 

Mining 
££y,. 
tr icily 

lli,Jri­
bulion 

TmJ>(Jrll Tol4l 
1uppliuc 

E 
Al 
D 

B 
F 
c 
A 
F 
c 

F 

B• 
c 
D 
F 
B 
F 

Di 

F 
B 

D 
B 

-B 

F 

D 
D 
c 
c 
c 
H 
D 

C· 

c 
B 

D 
E 

A 
E 
c 
E 
F 

D 
B 
c 
c 

-B 
F 
c 
D 
c 

c 
c 
B 
c 
c 
B 
D 
c 
B 
c 
c 

B 

B 
B 
c 
B 
B 
F 
D 

D 
B 
B 
c 
D 
B 
c 
D 
A 
B 
c 
B 
Co 

A 
c 
F 
F 
E 
E 
F 
E 
c 

-B 
B 

c 
F 

-8 
F 
c 
B 
F 
D 
F 
B 
E 
F 
c 
B 
B 
E 
B 
D 
F 
F 
F 
c 
c 

-B 
Do 

D-11 to 15 E=l6 to 20; F-21 and o,er. 

c 
c 
B 
B 
c 
c 
D 
D 
B 
c 
B 

c 
B 
B 
c 
c 
B 
E 
c 
c 
c 
B 
c 
c 
D 
B 
c 
c 
B 
c 
c 
B 
B 

1, Cn11ntrie1 ha\C been grou~ in three broad 
,·att.'gories rcflt'Nini; the relative contribution of 
manufacturing to thr ~oss dome tic product: 
itmup I is th• mo~t "industrialized", group lll the 
lea~I. \Vithi11 t'ach ~roup rnuntric~ are nrrB)t'd in 
a,crn,ling oroler of 'import-tlependenc-e", &!' mea, 
•urrJ l,v 1he avera11:e ratio of import e:itpenditure to 
i;ro~s ,Jom,!!ilir; product in the period 1957-1959. 

• Cro,s Jnme,tic product plus import~. 
J lndu1lin11: li,e,to,·k. 
• lnrlu,ling con,trurtion. 
I lnclu,lin11 lhe,totk and fishing. 
• Year en,linp; 30 June. 
b lnrlutlir g lh,· tori,, fishing anil forestry. 
I lnclu,iiq~ mining. 
I Petroleum only. 
k lnrl111ling fi,lung anti for~try. 
I lnrlu1li1111, lhestod, an,I fore,try. 
"')t•ar cn,hng 30 Septl'mber. 
• lndu,li11g Singapore. 
O Bl e,I on th" cou111rit•, for "hich ymbols arc 

imlio-at .. tl, 1,,·i1d1t1·,l l,} an•ragc net nat1om1I pmducl 
in «1,11lu11 ir l<JS2,11hL 

P Ih,1>tl rn th,• count rit•, for whkh oymhol~ are 
ind1t'11tctl, wr.1ghtl'cl h) the aver.If(<' output of the 
•e•·tor in 111.;e,tton in Jollar~ in 1952-1951. 

~ Hd•f'd, n cnuntm•s fur whir.h ~ymhob are indi­
cat~J. w,·1g~1ctl Ly 1%0 value in Jollar•. 
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numlirr of countric,. most notably Algeria. Ireland. 
\lo1ot·1 o. \ew Zt•aland and \igcria. Coal production \\O" 

aJ,.o cut hark in ~outlwrn Hhodc:;iu. as the demand for 
elcctricit} was s,~1tched from thermal !-lations to the 
nr.\\ I} OJH'nrd kariba h) dro,.tation. \mong the major 
<'oal producers. hm, e, er. production continued to ex· 
pand. as in India ,dwre there was a 10 per cent incrrruae. 
or re~umed its earlit•r growth. as in ;\u,.tralia and the 
L 111011 of ~outh ·\fnC'a. \\ here 1960 output was up 11 per 
tent and I J)l'T cent respt'rth Pl}. There were al"o gain~ 
among ~ome of thr ::.mallt'r producer!i-surh as China 
1T-1hH111), \lcxico. Pakbtan. the Repuhlic of k..ort>a 
arul ~pain-and. in total. production in thl· primaq 
l''\portinp; 1·ountrie" \\a,; 6 pt'r tent abo\e the 1959 lt>vel. 

Production of thr. major non-f nrou~ metals increased 
oppr •t•iahly mort> than hl'lween 1958 and 1959. except 
in the ca..,t' of copprr. output of \\ hkh had rben dra­
matkal ly in 1959 in the \\akt> of reco\ering demand 
in th, mrtnl-using indu,-tries and lengthy strike among 
Unitl'<l late, produrers. In the primary exporting coun­
tri<•,, the 1nnt>ast' in copper produC'Lion hetween 1959 
and 1%0 \\Us about 6 per cent, a ~light decline in Chile 

Ot'ra,-io,wd by strike,- ha\ 1ng heen more than offset b} 
expan,-ion t>Js,.,~bere. rdatiwl} modest in the Congo (7 
per cent) and the Fedrration of Rhodc:--ia and ~yasaland 
15 per eenl). hut !-flt:dacular in Pt>ru "hrre the Toque­
pala mint• 1·ame into op1•ralion raising output from 
about ~5.000 Lons a year to 165.000 ton:.-. Peru was the 
main rontributor to ~n oYer·all incrca'-e of about 5 per 
rent in till' production of lead and iinc. alc:o: there 
'H'n• small ~ain.., in Au~tralin and pain but the!!c \\ere 
off set Ii) a dt·cline in Mexican production. 

" ith the rrmornl of export 'luola" and a reco, ery in 
,\orld demand. mine production of tin ro,e by about 
an l'ighth. The incn·a,e wa · t·onct•ntrated nry largely 
in South East Asia: tht•re \\l'Te gains of almost l-0 per 
n'nt in the Fl'clnation of l\lalaya. 25 per cent in Thailand 
anti 5 pt·r c1·11t in I mlom·sia. Af ric:an production rose 
also a'\; igc·rian im reast' making good a !-mall reduction 
in tlw Congo hut there "a:-- an 18 pc·r c·ent decline in 
Boli, ia whrnn.• mo:-t of thl• 1959 expansion had come. 
facn thi"' innt·a-.c· lt·ft total production about an eighth 
lwlo,\ the pn·-rc1·e,-sion le, 1•1. 

The output of iron ore in tht> primary e,porling cou·n· 
tries in 1%0 \\Os almo"l a fifth abo,e tht 1959 level. 
Thi" \\ as luq~t·I r tlw ronsequencr. of the ri..,t" in import 
deman,I in tlw indu,trial counll ie~: the mo~l notable 
l'\.pan,-ion on-urred Ill v em•zul'la, tht' Frderation of 
Malu}u and P,·ru and on a ,mailer sral(•, \lgeria. Chilr. 
and Spain. IIO\H'H'r. tlll'rl' wa,- al~o a large-one-third­
increa"e in India. ha,c·d on tlw incn·a~e in dome,.tir 
requi rt•mt>nh. 

Thi, expan,ion in tlw output of the major minerals 
j,- rl'lkrtl'll in l'hongt in tht• over-all le\el of mining 
ucti\it) . Brt\\l'l'll 1958 and 1959 mining production 
lailcJ to increase iu about one·third of the primary 

exporting countries and innea~ed h} more th:m 10 per 
ct>nt in another third. 13rt\\l'en 1959 and 1960 the pro· 
portion of countri1•:-. n•gistc.>ring no increase was only 
ahout a !lixth and the proportion registering an increase 
of o,er l O pt>r cent had risen to lO pt>r cent. 

The acct>leration in thr groy. th of manufacturing in· 
dustry noted in 1959· c·ontinucd in 1960. Though the 
proportion of primary l'Xporting countries in which 
manufacturing output increased hr more than 10 per 
rent was much the c;ame about a fourth-in 1960 as 
in 1959. the proportion in which output was no greater 
than in the preceding year dropped from 27 per cent 
to 6 per cent. ~s a re,,.ult there was a doubling in the 
average rate of increase: from ,1 per rent betwt>en 1958 
and 1959 to about 8 per ct•nt het\'.een 1959 and 1960. 
\ !' in the previou" interval tlw rate of growth betwt'en 
1959 and 1960 seem,- to han~ been greatest ( over 11 
per cent) in southern and south-eastern Asia and lea-st 
( under 4 per rent) in Latin America. 

The lagging industrie~ in Latin America were te'<tile" 
and pap<•r: these c;howed no increase in production in 
1960. In thr co:-c of texti)('!-1. 1960 \\OS the fourth suc· 
cN<i\l' }ear of dedinl'. Thi!:1 Ytas also a logging industry 
in ~outhern and south-ea"tern A"'ia: after a 5 per cent 
increase in 1959 it dropped hack to a 2 per c·t>nl in­
crt>ru:e in 1960. affected b) the ~hortfall in the Indian 
cotton crop and the poor jutt> out-turn which forcl'd the 
closing of a !,Ubstantial number of mills as a method of 
rationing supp 1 ies. 

The outpl)l of the non-metallic minerals indu5tries 
also registered \'ery little increase in Latin America. A 
major factor in this was the decline in construction in 
Venezuela. though cement production was only 5Jightly 
higher in Chilt'. Guatemala and Peru. In southern and 
~outh-eastern Asia, output of thest> industrie!i ro e by a 
further 9 per C'c.>nt; cement produC't ion wa."' an eighth 
above the I 959 Jew!. ha\ ing declined only in Thailand. 
Cement production inneasetl sub"tantially in the othrr 
regionc: al~o: by 1 per cent in Africa. 7 per cent in 
Oct'ania. and by 10 per cent in the Middlr East. Only in 

pain. Tunisia, Uganda and the United Arab Republic 
(Syria) wa, produC'lion lo,\er than in 1959. and the 
over.all rate of expansion in the primary cxportmg coun­
t rirs was about 7 pn crnt. approximately the same as 
111 the two previous years. 

The contrast between Latin America and southern 
ancl south-l·astern Asia was r \en more marked in the 
ba~ic m('lals indu!ilfle'-: produc'lion increased by over 
30 per c·ent in the A«ian region hut only moderately 
in Lalin America. Onl' of the rea!'Ol\s for the vigorous 
gro,\ th in ·outhern and ,-outh-ea..;lern Asia "as the com­
ing into operation of more iron and steel making ca· 
pal'ity in India: in 1960 the output of pig-iron in India 
exceeded I million ton,. for the fin.t time. There was 

2 See llnitt'd Nations, ir'orld Economic S11rl'ey. 1959 (Sales 
No .. 60.II.C.l), page 204. 
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also a substantial in<·rease in pig-iron production in 
Australia ( 15 per crnt) and the Union of South Africa 
( 11 pn cent l and. on a $mallt•r scale, in '-teel production 
in Turkey ( 24 per cent) and in Argentina where a rise 
of 29 per cent from the depre:-sed 1959 level carried 
output to an eighth above the 1958 record. In the aggre­
gate, steel production in the primaq· exporting countries 
increa!:ed by about 1:3 per cent between 1959 anc.l 1960. 
somewhat more than in the pre, ious inten·al and ratlwr 
more than it increased in the industrial countrie:<. 

In general, the growth in manufacturing was greater 
than that in agriculture. This was almo"t invariably 
thr case in the less developed, predominantly agricul­
tural, countries in which the industrial base is relath·ely 
narrow. Among the few exceptions were Guatemala 
and Turkey-countries in which disinflationary policies, 
put into effect in 1959 to protect a deteriorating external 
balance, exerted a deprt>!-sing influence on local industry 
during most of 1960. Chile and Venezuela were the 
principal exceptions among the countrie" in which in­
du,try i. relatively more important: there was a declinr 
in manufacturing production in Chile and in the con­
struction industry in Venezuela. The!;e declines were also 
largely a h}·product of stabilization measures, aggra­
vated in the case of Chile b) labour strikes. 

Among the countries in which industry makes a rela­
tively large contribution to ·total production, increases 
in manufacturing in Argentina, Australia and Portugal 
helped to olfset the effect on the gro . ., dome:.tic product 
of lo"'er agricultural output. This also happened in se\'· 
eral of the countries in which manuf aC'luring is less 
developrd- notablr China (Taiwan). Greece and India 
- in which there were particularly large gains in tl1e 
industrial sector. and to a le"s extent in Kenya, ~orocco 
11nd Tunisia. 

Electricity production in the primary exporting coun· 
tric:., increa_c;.ed b) about 10 per cent between 1959 and 
1960. as it had done in the previous interval. The in· 
crease wa!'I virtually univer:-al and though it "a · often 
do;;ely related lo indu"-trial and mining expansion it 
--howed a steadier and more uniform rate of growth. This 
was associated to some extent with a rapid extension 
11nd expansion of residential consumption, particularly 
in urban areas, but al!:o- and increasingly in some coun­
tries- among rural and village population,-. 

The distributive :.ector- 11s measured hr the turnover 
of foreign and domf!>lic trade. railwar and port traffic, 
the consumption of motor--.piril and the budgeted ex­
penditure:. of government communication" depurtmenh 
- also registered a sub~tantial increase between I 959 
and 1960. Its growth stemmed largel) from increasing 
total dom~tic production hut in many of the primary 
exporting countries it was _c;.trongly aff eded Ly mo\'e· 
ments in foreign trade which were gcnerall) morr ex­
pansionary, partl> in moving a larger export output and 
partly in handling the upsurge in imports. 

PART II. CURRENT ECONOMIC DEVELOPMENTS 

This upsurge in imports added substantially to the 
volume of supplies a\ailable for internal use in most of 
the primaq exporting countries. The proportion of coun­
tries in which total ~uppli~ failed Lo increase between 
1959 and l %0 was only about half of the proportion 
in which domestic production failed to increase. Cor­
respondingly. while about one-third of the primary 
exporting countrie,, registered an expansion in domestic 
production of more than 5 per cent. the proportion of 
countries in\\ hich total ~upplies .!,O increa'-ed was almost 
60 per cent. 

In about three-fourths of the primarr exporting coun­
tries the relatiw increa.~ in import quantum exceeded 
the relative f,!rowth of domestic production. The excep· 
lions were s0me of the countries in which the external 
balance was under heavy .!-train and some of the coun· 
tries in whkh the expansion in local production wa" 
particularly large. Among the latter were the Ivor) 
Coast. Republic of Viet-Nam, Thailand and Uganda 
where there was only a mod~t increase in imports. 
Among the former. imports were under restraint in 
rran. Turke)' and the United Arab Republic (Eg)pt), 
anc.l, le, dir·ctly. in Guatemala and Venezuela. In Ce} · 
Ion they dropped back from the record 1959 lewl as 
liquidity declined and in the Congo (in 1959/ 60) the} 
1, ere n•duced b} political uncertainties as well as h) 
capital outflo,1 . 

The principal reinforcement to available supplies 
brought by imports was in the category of capital goods. 
As indicatecl earlier in this chapter. well o\·er half of the 
increment in imporb from the industrial countries com­
prised mac.hinery and transport equipment, while a 
sizable proportion of the large increase in import of 
other manuf aclures consisted of metals and metal good~ 
and other products for use in construction and other 
industrial activities. From the industrial countries, par­
ticularly North America. there al~o came a substantial 
rnlume of food. supplementing imporb drawn from 
other primary exporting countrie'l. notably the rice pro­
ducers of South Ea~t Asia and the wheat and maize 
produt·e~ of the !'OUtht m hemi~phne. Ra,1 material 
supplies. espl·ciall} cotton and synthetic ruhber. were 
also augmt<nted b} import!'! from the industrial couu­
tril'!l, while there was a further increase in movements 
of fuel among the primary exporti11g countries them­
,elves. 

While the expansion in imports of machinery and 
, chicle~ W'1S widely distributed, the expan!'.ion in im· 
ports of foodstuffs, raw materials and fuels was much 
more ~ele<tive. reflecting in some case a shortfall in 
dome~tic production. By means of trade with tl1e re.<.t 
of the wor d. the primary exporting countries were thus 
able lo compensate to some extent for the relatively 
low rate of increase in their combined agricultural out­
put. Imports not only supplemented local supplies of 
food but also furnished some of the raw material~ for 
increa::.ing the output of local industry. At the same time, 
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most of the primary exporting countrie.., provided them­
,ehe- with the capital good, neres.,ary for stepping up 
their rntl' of invei;tment. 

INCREASES IN CONSUMPTION ANU JNVESTMENT1 

The effect on dome::-tic expenditure of the slight slack· 
(•ning in the average rate of growth in production in 
the primar} exporting countries was off ~rt by a contrary 
1no,ement in external trade. On the one hand, as indi· 
rated in the prec-eding section. the addition lo supplies 
from imports in 1960 was much greater than in 1959. 
On tlw other hand. the volume of goods sold abroad 
incrca!"ed to a t-ignificantly smaller extent than in 1959. 
A!< a re,ult gros.., domt·stil' expenditure increased be­
twern 1959 and 1960 rather mor<' than in the preceding 
inter\ al and ratht>r more than gross domt>,.tic production. 

The proportion of c·mmtries in whil'h expenditure 
failed to ri~e above the previous year's le,·el dropped 
from a third in 1959 tc, a tenth in 1960. Conversely, 
the proportion of countrie, registering an increase in 
expenditure of more than 5 per cent almost doubled. 
to O\ er 10 per cent. The countries in which expenditure 
tlt>dint'd or "as barely hl'ld at the 1959 level were C'OUn· 
lri1•s in which austerit) stahi I ital ion programme:; were 
in operation- as in tht• case of Spain and Venezuela, 
for example. The:;e wen• among the countrie,:; in which 
donwstic produrtion had faill.'d lo increase as fast as 
population (.~ee table 5-10). 

ot nil countrit>s in which production failed to rise 
\\t're fom·d to keep expenditure down to or below the 
1959 lr\'el. howe,er. In a number of ca&'s expenditure 
wa" sustaint>d h) imports. as in Chile. Indonesia, Kenya 
and tht> Unitt•d Arab Hi>public ( yria). In some-notably 
tlw United Arab Hepuhlir ( Hin) and to a le"" extent 
India 11nd Turkt•y- a 1·ut in exports also played an 

3 l'hi, ,•c1ion j, ha,t·d I rµtly on tentative lip:un·~ of "indi 
t•nh·tl rhunp:c·"; lhe com·lu ions arc thu, sup:ge\tivt' rathrr than 
,lefinitive. 

important pnrl in maintaining, or even increasing, the 
level of "upplie~ retained for domestic Ust', in the face 
of a very modest expansion in domestic production. 

~otwithstanding the smaller average increa"e in agri­
cultural output. con~umption in the primary exporting 
countrie~ rose to a somewhat greater ex.tent between 
1959 and 1960 than in the pre\'ious interval. The pro· 
portion of countries registering a dtcli11e in per capita 
consumption dropped from about a third in 1959 to 
about a sixth in 1960. while the proportion registering 
a rbe of more than 3 per cent doubled to well over a 
third. 

The countriec. in which per capita ,per ·onal c-onsump­
tion declined between 1959 and 1960 were mostly those 
in which domestic production fai led lo expand-Argen­
tina. 1'.enya. !:>pain and the United Arab Republic 
(S} rial. for example. But there was also a reduction 
in a few countrit-s in ,1 hirh output wa." higher-Greece 
and Tanganyika. for example. and lo a lt'$s extent Portu· 
gal: in these cases tl1c increase in production went 
largely into exports and the increase in imporh largely 
into l'apital formation. Conversely, not all countries in 
II hich production failed to rise registered a decline in 
per capita pri\'ate consumption. In Chile and Vene· 
zuela, for example, consumption was just about sus· 
tained - with the aid of imports in the ca~ of Chile. 
from local farm and factoq output and from inventories 
of imported goods in the case of Venezuela. In these 
countries in\'estment fared les~ ,1 ell. In Indonesia, the 
expansion in imports not only "ut-tained per rapita con­
sumption but fac-ilitated a recO\ery in investment from 
the low figure of 1959. 

Among the countrie:, in whirh dome:,;tic produrtion 
increasc>d more or le~s in line ,1 ith population. there 
wa.s a similar ri,-e in total prr,:;onal con"umption. In 
Guatemala and the Republic of 1'.orea the maintenance 
of per capita private consumption inrnlwd the cutting 
back of both current puhli<- consumption an<l total 

Table 5-10. Primary Exporlin~ Countrie11: Indicated Change betwt'en 1959 anti 1960 
in Expenditures on Gross Domestic Product• 

Grou rnpilnlf<>rl'lll1'ion 
Grou Erporu 

Gronp ar,d ro1111tryh CM1umpiinn lftlu:of dom,11tr 
Firtd rlor~ ,rp,nditurt' In 1!159 In import 

,n.nlmrnl nttumu.lnJion prit'(fl tquu,altnl 

Countries in u·lifr/, per 
capita production 

Declined: 
Venezuela ..... , ....... B -E -B c B 
Spain ... •..... .. ...... -C B -B I I 
Arf'nti1!a . . . ......... A c B ,\ c 
In one~in. . .......... B c + B n -8 
Chile .. . .... .... ..... B A R - 8 -B 
Kenya ................ B B B R A 
UAR (Syria) ........... A E + c -l) -C 

(Continued on Jof/owin.g page) 
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Table 5-lO. Primary Exportinµ Counlrie : Indicated Clinnj!e hetween 1959 and 1960 
in Expenditures on Grot-~ Dome~tic Produ<·t" ( continued) 

lirw• mpilal Jorm,iJir,n 

Groop nnd n,unlryt. 

Co11ntrie., ill u /,ic/1 per capita 
production (c·nnlinurd) 

Rcmain<'d constant: 
China (Taiwan) .•.....• 
Korf'..a (Rcpul,lic of) .... . 
Guatemala ........... . 
India •.......•....... 
Sudan •..•...•..•...•. 
Colombia ....•.. , ... . . . 
Portugal ............. . 
Greece ....... •......•. 

Ro~" ~lightly: 
Ceylon •....... , ... , ... 
Turkey •..•........•. 
Rhod<'~ia and Nvasalnn<l .. 
Ireland ...... .' ... .. •... 
Philippine~ ........... . 
Australia ..•...•...•... 
Tanganyika ........... . 

nion of outh Africa .. . 
El Salvador .. .... . . . •• 
Pakistan• ............. . 
1'1Pxico . ••• . .•.•..•.... 
Brazil ....•............ 

Ro c ~ub,tantiallv: 
AR (ErJpt) . '. ...... .. 

Thailand ........... . 
Ft·deratmn of Maiava. 

and Sin~apore .. '.. . . 
Con"n . . .....•.... 
Ecuador . .......... .. ,. 
hrael ..•............. 
Burntad ...... . ....•.. 
Ivory Coa,t. ..........• 
Puerto Rico• ......•.... 
Iraq ..... . ....... . 
\'irt-l\"am (Rt>public of) .. 
Ne"' Zealand .. . . . . . . . . 
Pt•ru ..... . .......... . 
Chana .............. . 
Cnmhodia ...• 

TOTAL 

Con1umplirm 

8 
,\ 
A 
B 
B 
8 
B 
A 

B 
B 
c 
B 
B 
c 
A 
8 
c 
B 
c 
c 

B 
B 

c 
c 
c 
c 
c 
c 
c 
B 
c 
D 
B 
c 
c 
B 

f'tud 
i"rt•lni,nJ 

D 
-B 
-8 

D 
G 
c 
B 
F 

B 
D 

-C 
c 
B 
D 
D 
B 
D 
D 
c 
B 

F 
B 

f 
-E 

D 
A 
A 
E 
c 
c 
c 
F 
D 
G 
I 
c 

Scmr<I.': Oi, 1 ion of Grn!'ral ffnnomic• Rt•,earcb 
and Polit·ics ol thc• l nit!'•I :\ations St-crelariat; 
rt"plie lo thr L:nited ~ation 11ue,tionnaire of 
No,·emher 1960 on economic trencl , problem, and 
politi~. 

• In the nb,rnrc of offirial fi11ure, man) of the 
~ymhoJ,. 111 thi~ table arc ha,ed on "mdicators" 
tleri,ed from national statisti1• of trade, produr­
tion ancl pul.thc linRm·e, Where "intlirotor~" "ere 
u,rd, rhan,i:e< in expenditure rt'flect ''apparent di,­
appearan<·c'' (pro,lurt1011 minu, e,pori. plu~ im­
port , \\ith rhw ollo"aocc for imentor) cl1&nftc, 
"hr1w, ,•r po,,il,11'). Consumption was mra~ured by 
tlw appan·nt ,li~appearann• of major food items, 
major textile item and major con umt"r durabl("l. 
Fi'.'<ed rapital formation \\O~ mea~un•,I by the 
apparent disap\iearancc of c1·nu~nl, ~ted, marhinery 
and major pro, uccr durablt·~. In ~omr cnuntries an 
index of n,n~trul'tion acth it) "as abo u ed in 

ltuJ,, nf ., ..... 
,u-rumul«l,cm 

+ 

+ 
+ 

+ 

+ 
+ 
+ 

+ 
+ 

+ 
+ 
+ 
+ 

(j,..,, 
r1,.,.,,.,,;. 

rz~rulilul'f' 

B 
8 
A 
B 
c 
B 
8 
n 

B 
B 
B 
B 
B 
c 
B 
B 
c 
B 
c 
c 

B 
8 

c 
B 
c 
c 
c 
D 
c 
c 
c 
D 
c 
D 
D 
B 

Erporl• 

In 11159 
prier, 

c 
11 
8 

-C 
-F 
-B 

c 
B 

B 
-8 

c 
D 
B 
A 
E 
B 
B 
G 

-n 
A 

E 
E 

A 
F 
D 
f 
r 
D 
E 
D 
E 
B 
F 
E 
F. 
c 

In impor/ 
rquiMlcnl 

B 
n 
c 
8 

-D 
-C 

c 
c 

B 
-C 

c 
D 
B 

-8 
D 
B 
B 
I 

-C 
B 

f 
D 

c 
F 
B 
E 
E 
A 

D 
c 
B 
G 
A 
c 
c 

a••c-•in,i: i1ne,tmcnt changes. In mo~t ca•e• the 
"inclicatnr•" "ere compu tf'<I in rl'al (phrical) 
ttrm. ; \\hcrt• ~aluf'S 'l'iert. u,e1l. tht') '-Cr~ reduced 
to a con~trnt (1959) price bMi, hy mean, of thr 
most appropriatl· a~ailohlt> rlt·flator, \\ here official 
e-timatt "ere u•ed, thr) "rre preliminary figurrs. 
In Aennol, the '"indfrator~·· \\l'n· ba,rt! on a com­
pari,on of hi;urt-s for nt lt•ast I hr first three, quarler• 
of 19()0 \\ilh those fnr 1he corre,pondin~ p!'riocl in 
1959 The svml,ol 111rlicate a ptrrenta~e rani:e of 
inl'rca•c· or ,lecrea,e ( - ) : A • - I to I; B-= 2 10 5: 
C=6to JO D=ll to 15;E=16to20;f'=21 to:JQ; 
r.-:n to 10; H =41 to 50: 1-51 to 59; J =60 
a111l o,·er. 

b Withi1 the ,:roup the countrie, are arrayed in 
a~cenrlin~ order of innea•r in total ~uppl) a~ ind1-
ratc,I in table 5-9. 

' Fi,ral yrar ending 30 Jun!' 1 %0. 
d Fisral )tar ending 30 September 1960. 
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fixed capital formation. In China (Taiwan) and India 
the co<;l of maintaining ronsumption levt>ls was a rt>duc· 
lion in cxporl5 and a drawing down of inventories; but 
in these countries fixed investment was raised to a grealPr 
extrnt than in 1959. Colombia and Turkey al<;o main· 
tained p<.'rsonal consumption leveb and incren ... ed th<> 
rate of investment; part of the latter. howe, er. reflects 
the accumulation of l'Xport crop,- and a dt•<·line in thr 
\'Olume of material sold abroad. 

Apart from Tanganyika, the countries in which do· 
meslic production ro .e moderately bet \H'en 1959 and 
1960 all registrred comparable increa-.e:; in con,;ump· 
lion. Except in the ca~e of Ceylon. the-.e countries rr· 
rt>ivE"d a substantial accretion of supplies from import .... 
This enabled most of them to raise the levrl of ime,t· 
ment lo a greater extent than consumption and generally 
to a greater extent than in 1959. The exception wa" the 
Federation of Rhodesia and Nyasaland whrre capital 
movrd out and investment again declined. The higher 
lr\'t'l of hoth consumption and investment in Australia 
and Mexico was achie\t>d, in part. al the expense of 
export~. which \\ert• at a lower level than in 1959. To a 
le:;s extent this was aJ ... o the case in Brazil and thr Union 
of outh Africa: exports absorbed a ,·er) small frattion 
of the increment in total supplies. In Paki,tan a notable 
ri. e in private consumption-following a reduction i:i 
1959-,\aS ofTsPt to somt• extent b, a cutback in cum•nt 
public expenditure; but the Go~ernmenl was largely 
responsible for a -.izable inrrca,.c in imcslment. re· 
,er:;ing the 1959 de-dine. Paki~ton ol<:o regi,-tered thr 
large"l increa,e in export..; in this group. Thi,.. was from 
the low level to whkh exports hnd fallen in 1958 and 
1959. however. and it wa-: achie\'t'd in part by drawing 
down stocks, particularly of jute, current output of 
which was well bPlow th1· 1958/59 f,g,m. 

Among the countrie" in which dome;;tic production 
expanded most. there was a genfral and sub. tnntial ri:-e 
in consumption. Availabh· supplie~ increased h) al lt•a<;t 
5 per cent in each of the countrirs in this group. ancl 
only in Iraq, Peru, Thailand and the Unitrd Arab 
Republic (Egypt) did personal consumption rise b) 
less. Foreign trade was particularly huoyant in this 
group: not onl) did the increment in imporl5 add eon· 
siderabl) to total supplies but in grnrral th" ,olunw 
of exports as well above the 1959 level. In some coun· 
Lrics in the group. incleeci. it "as expansion in export 
industries that contributrd mo~t lo the growth in do· 
me tic production- coffee in Ecuador. cocoa in Ghana 
and thl' I, or) Con. t. prtroleum in l raq. copprr and other 
minerals in Prru and cotton in thr l nited Arab Republic 
(Egypt) . The only countrie, in ,\hich thr quantum of 
goods shipped abroad \\Q<; little if at all greater than in 
l 959 werr the Federation of \lalaya and 'ew Zealand: 
in these countrir· the largr increment in supplirs went 
into consumption- especiall} private con:;mmplion- and 
investment. both in new fixed capital anci in inventories. 

I mcstmrnt ro,e , i~orously in most othrr c-ountrie-. 
in this group as ,,ell. The only countrir:- in \\ hich invest· 
ment increa-.ed by Jc-. .. than 6 per rent \\l'rr Burma, the 
Congo. J .. rael and Thailand. In Burma the lag \\8" in 
the pri\'all' ,ector not,dthstanding thr Gowrnmenl's de­
clared intrntion of giving more !'l'O(ll' lo indig<'nous 
enterprise. In Thailand it was in the puhlic Sl'Ctor: 
pri,ale in,e!"lmrnt ros1• ~ubstantialh 8" the indu,trial 
t'ncourag<·menl measure,- tah'n in 1958 began lo c;ho,\ 
tangil.ile re,-ults. In J.,rael a decline in outlay on agrirnl· 
lure and public housinE? ,,as onh just offset hr mereased 
inve!-Lmrnl in transport. pnrtirularl) in the marine 
~ector. In the Congo capital formation in 1959/60 
,-howt>cl a further -.harp cleclinr as funds continued to 
Ao" out of the country. 

In thr other countriPs in the group much of the in· 
crea~e in inve,..tment,.. \\a~ in the public sector. as in 
the Fedrration of Malaya. the hoq Coa<;t and the United 
A rah Rt·public ( Eg) pt). or at least partly in re~ponse 
to governmrnt action cle-.igned to stimulatt• pri\'ate in· 
ve;;tmcnt. This was thl' case in f.hana, wherr special 
"tax holiday" pro\i'-ion-. \\Cre rxlenclrd. in :\'t•w Zea land. 
when· the tax on retainrd profits \\ a~ lo\\ ereci and mun· 
rapid depreciation permitted. and in Cambodia, whcrP 
the intere:-t charged on drH•lopmenl loans from tlH' 
i\alional Equipment Fund \\Us cul to a pn rent for 
agriculturr and ·1 pt>r cent for indu,tr). 

Thr expangion in fixed capital formation heh\een 
1959 nnd 1960 "a" b) no means eon fined to the coun· 
tm"' in \\ hirh domrsti<' production ro,r mo~t deci;;, \'cly. 
therP · were i-ignifiranl incn·a"r" in im e.-.tmcnt e,en 
amonu the counlrie" ,\hO~l' output failrd lo k1•1·p parr 
"ith tht• gro,\ th of population. a~ in the ra~r of i\ rgen· 
Lina. lndone,ia and the United Arab Republic I Hial. 

Tht•) ear thu., hrought a re,cr-,al of the do\\ n\\ arc! mo, e· 
menl ~o noticeable in 1959. ThP proportion of primar) 
exporting rounlrie, in ,,hirh fixed imt·~tmrnt failt•d to 
ri,e abo, e the Jt,\'el of the pn•, iou, ) ear dropped from 
50 1wr crnl in 1959 lo 20 prr rent in 1960. ,\hill· tlw 
proportion in ,, hieh fix1·d inwstmcnt increa .. rd by more 
than 5 per rent ro'-e from le-.;; than ~() per cent to more 
thnn 60 per crnl. 

DOMESTIC \l)JLSTm:,rs TO EXTER:\ \I. l\1lt\L\'1CE 

The higher lewl of r<·onomic activitr in 1960 ,, as 
a,.soriated in mo;.t of the primary e.xporting fOtmlries 
,dth a further innease in the o;;upply of monry. A"' incli· 
cated in the fir,t portion of this rhaplt•r. howen·r. tlwrr 
was a marked contra."l hrtwl'l'n 1959 and 1960 in the 
impact of dewlopmcnls in thl' external ~ector. In 1959 
the ,dde-"'pread impro,ement in the balance of trade 
genrrall) had the rff rct of increasing the supply of 
mone\ from this !-ourcr. In 1960. on the other hand. 
there. wa .. a gerwral deterioral ion in the tradr ha Ian re 
and the efTecl of thi;; on the morll')' ~upply w a<: significant 
in man} of the primary exporting countries and in a fe,\. 
prrdominanl. 
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The wid<'ning of lilt' trnd,· gap Yt a" hriJg,·d to a large 
r.xtt'nl liy an increa,,.t'd i111l0Yt of foreign l'apital and 
rredi1. While this-Ii} pro, iding additional inlnnational 
liquidity-les,erwcl the impa1·t of tlw deficit on the g(llcl 
and fon•ign exchange ri·scrvc-, of the primar) 1·xporting 
countries, it m,-ulted in a '-izahlt· e,pam,ion in foreign 
liabilitfr .... Tht' ac<'umulation of the-.1· liahil itic,, recltll t>d 
the co11tril,ution of forrign e,l'hnnge n·< 1•ipt-. to th1· 
domestic <iupply of monq. 'IllU, in 70 per r1•11t of thl' 
prima.r} e,porting countrie, mo, t'rm·nh in nl'l foreign 
asset -a mea-.urc of the impart of foreign tranc:action, 
on domt·-.til' currenry-were relati,cl} rontrartionary in 
1960: in a third of the l'OUnlrie, an <'Xpan-.ion in 1959 
turned to a contrartion in ) 960. in a fourth th1• cxpan· 
sionaq effect Ytas !es~ in 1960 than in 1959. and in a 
tenth the contractionary effcrt wn!'l 1•nhanred. ln tlw 
remaining 30 prr cent of th<' primary exporting ('Olin· 
tric·s, movt·menb in net foreign usseh \1 ere Pxpnn-.ionar} 
or ll·~s contractionarr than in 1959. In ahout half of 
the"!' l'U'-e:,. howeH·r: the change 11as not the result of 
mercantile tran actions-on ,,hich tlw halanrc actually 
worsened-but of an incn•ase in foreign donations ,~ith 
no a-.,;odated liability. 

The ~wing in the external qertor wa. thus tht• prin­
cipal <'BU!-e of change in the monet,ir) ~ituation in mo~t 
of the primary exporting countrit·"· In 1959 the propor­
tion of countries registering an expan,.ionar} ( or le,, 
contrac-tionary) change in monc} "llJlply \\U" double 
the proportion in \\hirh there v.as a contrurtionar) I or 
less t•,panl-ionary I change. Thb dHribution ,,as r<'· 
ver-.ed in 1960: th,. c·ontractionar) changes \\en• l\\ i<'e 
a« numerous as the expan-.ionar} ( .11·e tali le 5-11). I 11 

1959 the concentration of txpa11sio11ary rhang<'-. \la, 
largely ( 75 pn tf'nl) among Lill' l'OUntric.-. in ,,hich 
the relathc contribution of fon•ign a,,et to total mone~ 
:-uppl) had ri~en. Conver,t•I), in 1960 the rnmcnlration 
of contractionar} c·han~"" wa, largPI) (8:{ per rt>nl I 
among the countries in ,,hic·h the n·lalhe rontrihution 
of foreign a"•wt, had tledirwd. !\lort·m·er. 11 lll'n' tlw 
rhangc in foreign a!''-Cls "as a furtor. its rontrihution 
lo the chan"'e in total morwy ,upply 1111. it-.1•lf a laq~,· 
om•: in hoth year~ it arrnunted for mon• tha11 half the 
change in more than two-thirds of lhe cot111trir-., 

i\otwith:-;tancling the n·,training influence of tb1· e,­
tcrnal sector. the mone} -.uppl) ro,-1• in 80 per Ct•nt of 
the primary exporting rountri1" in 1960-a,- again..,t 92 
per rent in the pn•vious )ear. °" ith indu,,trial lll'li\'it} 
generall} at an appreciahl} hight·r leH•I than in 1959 
and imc tment inrrea-.ing ,harpl). hoth tlw prhatr and 
thr public sector tended lo horro\\ more from th1· bank· 
ing sy. tem. Credit to tlw pri\.nte -.erlor 1·xpand1·d in all 
but an righth of tht· countrie,- and that to th<' puhl ic 
,ector in all hut a fifth. 

Government horro\\ing from the hanking "'}"'tern 
added to the mon1•y ,uppl) rather more frl'quentl) in 
1960 than in 1959. And the proportion of co1mlri1·-. 
in ,1hich thi,- \18.., 811 important factor in th1• incrca-.p 

PART 11. ClJRRENT F.Co'.'io:·1-11c DE\F.r.OPl\1F"i1·, 

Table 5-11. Primary Exportinit Countries: Db,tri· 
hutio11 A rcunling to Change'!' durinf!; 19.59 ancl 
19611 in till' ::Supply of Moue} and in Forl'ign 
Ai;. <·t~· 

11,.1,11 of rhunge I fnrrign nutl• 
1for,n9 th, ve,,r /, mo11r) •upp/y 

t1/ //t, "'u•nnir,~ of /he yrur 

l.mccr 1ha11 11 preceding 
)l'flr 

1959 
1960 

lliglrcr tlum III prt•r,:,/i11f{ 
)ear 
1959 . .. . . 
1960 .. .. 

Total 
19.59 
1%0 

\'umb,-r of roun/ria 111 uhidi 
111 u£.dwn la iJ.,. pr,rrdinu .Y"'•'". 
I~ 11ukz ,,f monn ,upply "'''' 

J.,,.,.u Sim1bir lf11lvr 

8 l 6 
JS 10 .1 

i :J 18 
3 :i 6 

12 f 2f 
lR 13 I) 

LS 
28 

25 
L2 

io 
l-0 

S,mrfi': Ili,i~ion nf C:rnPral E<·nnornic Re-.earch and Policies 
nf thf Unite,! :\atinns Srcrrtariat, hosed on International 
Monctarv t't:nd, lntrrnatronal Fmannal Stati5tics. 

• ~foney reprc enls holdin~s of notl'.S and rnin out~iJe thr 
monetary sy1:.tem anti dcm,md depus1b of thr pri\·ate ,crtor tn 

c·ornmrrcial uml rt'ntral hanl-. ford~n a. ,ct>< rt'pre rnt a. far ~ 
pos ible tht' dome,tir: monetary effect of foreign transaction&; 
net of fnrrit II liuhil1ties in th~ majority of rast'•, gros~ in the 
remainder. 

in tlw mot'il')" supply rose ,-harply-from 37 per C'enl to 
6:{ prr 1e11t in thl' aggregate and from 31 per crnt lo 
50 per cent among Lhe counlri1·s in ~hich money i-uppl) 
rose h} 15 per cent or more. On the other hand. among 
thl' counlt iP,- in \\hicl1 till' ,-uppl) of mont>y declined 
in 1960. a rl'durtion in crPdit lo thr public ~ertor \\Os 
tht· chief cause in ns man) rn,es as a n•durtion in foreign 
asset,., 

On the whole. th1· expansion in the ~upply of good• 
1nailabl1· in tlw prim8r) rxporting countries was !'Uffi· 
cit•nt to accornmodatt• tlte riw in demand g<'neratecl hy 
the incH'O!'t' in imestment and otht'T <'<'onomic ac·tivity. 
,o thut m nement~ in pric'l' h·vcls were not abnormally 
larg1·. ln rather more thau a fourth of the primar} ex­
porting countrie~ the cost of Ii\ ing remain<'d more or 
le-.s :,,lab I • or regi~tne<l a dt'r li111• ( see table 5-12). In 
ratlwr !cs:- than a fourth tilt' rosl of living continued 
to climl, in 1960 at murh the same rate as in 1959. And 
in a ,light!) ~mailer proportion there W8:- a measurablr 
"IO\\ing !0,1 n in the rat<· v; incrca!-e. Ho\\l'\ er. th~ 
proportien of rountries in which the C'Ost of lh ing be­
gan to ri,c or ro!-ie more rapi<ll}-about 29 per crnt in 
all wa apprf'ciabl) greater than the proportion in 
"hich tlll'n· wa, "'omc dt·<l'lcration of a pre,·iou~ly ri,,ing 
trntd. 

In the rritiral group of countrie.!>-about '10 per cent 
of thr to al-in ,1 hich prires ro~c br 6 per cent or more 
in eithl't yrar.4 tlw distribulion was not murh more 

4 In ailrlitiun lo the fift,·l'n 1·uun1rirs inrlicatc.'d in tablr 5-12, 
tllC're ,1er ninl' countries in which thr rost of living ro~, by 6 
pn cent ,r more in 1%9 hut Ly Jes rhan 6 prr rent in 1960. 
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Table 5-12. Primary Exporting Countries: Oit!tribution of Change 
in the Cost of Li\in~ 

Num/,tr <if rounlrit1 ,n uh,rh lht ind,:, in th• hut qu arlu of 1960 "'u 

Trt11d in 1960• 911 or k11 

Stable ..... . ............. . 11 
i 
2 

Decline began . • . . . .... . 
Decline decelerated .......... . 

9 
14 

Rbe began . . . . . . . . . . . 
Ri~e continued at 1959 rate ..... . 
Ri"e decelerated ............... . 13 
Ri~c acceh:rated .. ........ . .... . 9 

TOTAi.. 62 

Sauret: Di,ision of General Eronom1c Research 
and Policies of the United Nations Secretarial, 
based on Statistical Office of the United ~ahon,, 
Month/) 8111/rtm of StatiUiCJ. 

decisiH·, though the proportion in which there was de· 
celeration ( 16 per cent) was :;lighth greater than tht• 
proportion in \\ hich a rise began or accelerated ( 42 per 
cent). And prrhap:; more ~ign1ficant. Ill the small group 
- about a 'iixth of all the primary exporting tountries­
in whitl1 prices ro~e hy more than IO per cent in the 
cour~ of 1959 or 1960. tht.>n• was some evidence of the 
df Ptls of disinflationary polirie"': in almo-:t three-fourth-. 
of thcqe rountrie<: there \\a~ a di. cernible slackening 
in the rate of increase. In thi<: group the most notable 
t•hange OC('urred in t·ountrie<: such a"' Argentina, Chile. 
Peru and Turl..t>y in \\ hich tht• rate of price increa!-e 
wae- redured from Liu.,,,. uppt•r brackets in 1959 lo a 
mon• ntanagcahle figure in 1960. 

• 
• • 

The countri~ in ,\hich the price le,el remained more 
or ll"'" ~table in 1960 were for the most part countries 
in \\hirh there \\as a modl'Tate increa<.e in domestic 
C:\penditure. t-U'-tained to a degree by a largn ,oluml' 
of imporb ,d1irh helpl'<l in all ca~c!, to raise the auil­
ahll• ,olume of -.upplie,.. al ka~l 6 per rent above tlw 
1959 le, el. The consequt:nce was a general deterioration 
it1 thl' halanre of trntlt.>, except in Tangan) ika and the 
Unitrd Arab Hepublir. ( Egypt) - \\here exports ro-.c 
sharply- and a ,mallt·r increase in the money <:upply 
than in 1959, except in brad. "'h<'re the inflow of aid 
and other fund. \\3S a major item (sec table 5-U l. 

Except in Fl Salvador. go,ernment expenditure was 
an e pansionary force. c~pecially in the United Arab 
R<·public (Egypt) where. under the inllut.'nc:c of go,· 
ernmeut dt•rnlopment plum,. fixt•d inw ... tment registNE"tl 
a major increase. The re-ultant increa~c in consumer 
demand \\as contained by 011 incrt"a~e in imports, 
notabl) grain. and later in the year by a better dome tic 
ric-e crop. Import supply ~as not only grratcr in volume 
but, b} \irtue of succe .. ~he redurlion" in the premium 
payabll' on foreign exrhange. it was al,o lower in local 
currenry cos.I. 

3 

1 

,j. 

!19 lo IUI fOZ lo (05 106 lo 110 111 lo /'l(J 120 or our 
(corN"1ponding quarter of 1959 • 100) 

11 
1 
2 
1 6 2 
1 7 2 l 
5 4 1 2 

2 t 2 l 
21 19 8 3 

• Chan11,e lwt ween th,• last quarter of l 1"159 and 
the last <tUOTler of 1960 lb COlllrareJ With the chan11,e 
beh,een the la~t quarter o ltJ58 and the la~I 
quarter of 1959. 

In Israel. where inve~tment remained ut much the 
same level as in 1958 and 1959, lht•rc.> \\U" a general 
ri,e in ,,age-. in mid·} 1·ar folio\\ ing an adj m,tmt'nl of 
the cost of lh ing all<"' ance. Parll} as a n·~ult of this, 
price:, began lo edge upward, somt'\\ hat more than sea­
sonalh in the ,econd half of 1960. There \\Us al-.o a rise 
in \\age!< in Chana-a ,ub!'tanllal ont• of about 17 per 
tt·nl in the c-asc of tlw effecti,e rate for un.,killcd labour 
- Lhc immediatt• effrc·l of \,hid, \\as borne b) 1·mployer,.. 
as the ,,age• me~ure \\a ... follo,,e<l by a fn•eze of the 
prices of e,-:,ential goods. 

In the Lnion of South Africa the principal expan· 
sionary sl1mulus ramt' from the budget of '.\larch 1960 
'"hich c-ontained a variety of lax conces!'ions-both for 
commmer:i and for bu~im·ss including. in particular, 
an increase 111 depreciation allowance'- intended to en· 
courag<· pri\alt• inve',[mcnt. In the course of the ,ear 
there ,,as a gl'neral ri ... e in um-killed wagt' rate-:, but 
development." on the ext1·nrnl qector continued to reduce 
liquidil) : and in Augu,L intt•rc~t rates were raised in 
an eff orl to slow down the· outflow of capital. 

• 
• • 

Among the rountrie:; in whith the retail price level 
declinc<l in 1960 there \,ere signs of reces:,ion. lmcst· 
ment \\O~ rcdured or rose only slightly nbo,e the 1959 
ll'vel and. with imports lo\\t·r in real terms-except in 
Tuni~ia "here there "a~ an incren::-e large enough lo 
!-Ustain the per capita kvel of :,upplics in thl' face of 
smaller domt:-tic crops-available supplies rcgi!;tered 
only a !'.-mall increa~l'. Jn the Dominic·an Hepublic the 
mom·y :,upply reco,ered from its 1959 decline, in the 
"ake of an incrfru,e in export receipt:; and go, ernmcnt 
borrowing; hut imports declined again-to the lowest 
le,el since 195-1.-and though tht•re was a large outflow 
of capital. the private !'etlor borrowed less from the 
banking system as economic adi, ity ~la<"kened. ln C,uate· 
mala, on the other hand, the principal deflationary in· 
fluence was the Government's austerity programme, 
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Table 5-13. Primary Exportin j!; Countri(•i,: Chan,res in Doml'bl ic E xpt>nditurc, Co11t 
of Living. Balance of T rade and \Toney Supply and its ComponentR" 

r.0<mlry nnt/ ffl61 of /irillg lrtnd 

Stable• 
Kenya ... .. .. . ..•..... 
Uganda . . ..... . ... .. .. . 
Union of South Africa . ..... . 
Mnuritiu,; .................. . 
Tangan) ika . . . . . . . . . . . . . . . . . 

Ilondura:, .. . ......•......... 
Ghana . . .. . ..•..... . .... 
UAR (Egypt) . . .. . .. .. .. . .. 
El Salvac.lor . . . . . . . . . . . ... . 
Singapore ......... . . .... . 
hrael . .. ..... . ... . ....... , . 

Decline began' 
Hong Kong .. . .... . . . . .. .. . 
Ceylon ......... . ....... . 
Guatemala ............... . 
Dominican Republic . . . .. . 

Decline decelerated• 
Tuni~ia . ... .............. . 
Haiti . . . ....... . ........ ,··· 

Ri.te begnn r 
Federation of Malaya .... . 
Ecuador . ..... . ...... . 
Jrclaml .............. . 
Costa Rica ............. . 
Viet-Nam (Rrpublic of) .. 
Nicarn~ua . . . . . . . . .. . 
Thailand . . . . . . .... . 
Sudan ... . ........ . 
Burma. . . . . ..... . 

Rise continued at 195<> rate• 
Lebanon .............. . 
Portugal . . . . . . . . . .. . 
Grcecr .......•... . ......... 
C)'pru, . . . . . . . . . . . . . .. 
Ne,, 7Ralancl. . . . . . . . . . 

Trinidad anrl Tobago ..... . 
Netherland Antille,- . . . . .. 
Puerto Rico . . . . . . . . . . . 
Rhode,ia and l'i va~aland ..... . 
Ira11 . . . . • . : . . 

Korea (R<'public of) . . • . . .. . 
Colombia ........ ... .... . 
Iran . .......... . 
Bolhia 

Rise decelerated• 
India .................... . 
Spain .. . .. .. .. 
Cru~nay .. . . . . . . 
Paki,tan . . . . . . . ...... . 
Camcrnun ........ . 

Brazil . . . . . . . .. 
Vcnrzuela . . ......... . 

t~W'ts; r0ia) . . ....... . 

Pt'ru .... 

Change b<lwr,n t959 nnd t!IGO in 

non~,,,., 
op,ndi· 

lttrt 

B 

R 

B 

D 
B 
c 
c 

B 
A 

c 

c 
c 
B 

c 
B 
c 
c 

B 
R 

n 

c 
R 
c 
B 
B 

B 
-R 

R 

c 
-H 

c 
c 

n,.t,,nc, 
of 

IN1tk< 

-C 
-B 
-C 
-F 

c 
-D 
-C 

c 
-C 
-B 
-B 

-B 
B 
B 
F 

-F 
-R 

A 
A 
B 
B 

-8 
,-D 

B 
-C 
- C 

-0 
-B 
- F: 

B 
-C 

\ 
B 
B 
B 
A 

-0 
-0 

B 
-C 

-B 
F 

-F 
-G 
- C 
-B 

D 
- c 
-F: 

c 

A 
A 
B 
B 
A 

-B 
A 
A 
A 
A 
A 

-B 
-8 

A 
-B 

-8 
-8 

A 
A 
A 
\ 

A 
-B 
- B 

A 
D 

B 
R 
A 
A 
A 

B 
B 
B 
B 
8 
c 
B 
c 
D 

B 
,\ 

c 
c 
c 
f, 
B 
B 
B 
c 

l>il! rtnu b-1,-11 chnnge during 191;0 
a.nd rhan9, durin9 1959b 

\ fo11ry For,ign -
Crtdit IQ 

1uppl_-, 1U11tl1 (;or,rnm,nl Prieat, 

-C 

-B 
A 

-8 
-c 

D 

-c 
-C 

F 

-B 

-c 
-8 

B 

A 
B 
c 
B 
F' - . 

-C 

A 

JI 

- r 

-n 
-JI 
- 1: 

\ 

- D 
B 

- 8 
-8 

- C 
- 0 

+ 

+ 

+ 
+ 
+ 

+ 
+ 

+ 

+ 

ttrlor 1ttlor 

+ 

+ 
+ 
+ 

+ 

+ 

+ 

+ 
+ 
+ 

+ 
+ 
+ 

+ 

+ 

+ 

+ 

+ 

+ 

+ 

+ 

+ 
+ 

+ 
+ 

+ 

+ 
+ 

+ 
+ 
+ 

+ 
+ 
+ 

+ 

+ 

+ 

+ 

+ 
+ 
+ 
+ 

(f.ontin,m{ on fol/01dnl( pa,,.J 
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Tahle 5-13. Pramar) E-..porlinl! Countri<'1i : Cltan!!e" rn Dome!;ti<· Rxpenditur<', Cost 
of Ii, in!!, Bulunce of Trade an<l 1\Jon<') • npµly and it~ Component ... ( contin uC'd) 

r.h11ngr btlwt'M 1!15!1 nnd 196(1 ;,. 

IJi{Tttmrr l,r/11 ttfl rhnn9r ,lurifl,1 1960 
,wd rh,111gr during /959~ 

Crrditlo C:out1lr:, nt1d r,111 of 1,, ,,.9 lrtnd 
D"1trrilir 
urwndi· 

furt 

nnltmrt 
of 

lrub< 

Ri.«> drrelernterl• 
(rontinurtl) 

Turk!'}" ... . ................ . B 
B 
B 

-B 
Chile. . . . . . . . . . . . ........ . -C 
Argentina ...... ... ........ . -B 

Rise n.cceleraletl• 
Moroct'o . . ........... . c 

D 
c 

-C 
Camhodia . . . . . . . . . . . . . . . . .. -D 
A1 .. :tralia ... . ..... .. ...... . -D 
Poragua\ . . . . . . . . ........ . L' -,·, 
Jamait'a ... . .......... . ... . R 

China (fai\\,tn) ... . ..... .. .. . B 
B 
c 
B 

-D 
Phi Ii ppi111·-.. . . . . . . . . . . . . . .•. 
l\lrxi!'O . . . . . . . . . . . . . . .. . 

-C 
-C 

I ndonr~ia . . . . . . . . . . . . . ... . -D 

Smirre: On i,ion of General b·nnom c Re•ean·h 
and Poli<'ies of the l'nih•J ations Secretariat, 
h11srJ on S1a1i,1ir11l Offi<'C' of the LniteJ Nations. 
Month/.)· Bullttin of SMti~tics; !ntcrnalional :\lnne. 
tary Fund. /11trrr1atinn11/ Finanrial Stn.ti,tirs; table, 
5-7 and 5.q • 

• The ymliol~ indit'ate the lull11wing perN'nta~e 
111terval~: .\--1 to I: R=2 to 6: G=6 10 10: 
0=11 to 15: E•L<> to 20: F•21 to ~0; G-31 tn 
10: II= 1l to 50. 

h Computed fur each vtar n~ the ratio (pl'rrcnt­
af!e) nf the change during the ye.tr lO the mon('} 

instituted in 1958 lo protect thl· Lalancl' of pa) ments 
in the fare of the dcclinl' in C'ofTee pril'e,.. In 1960 tlw 
foreign :,;('<:tor \\8S again <•xpansionaT). hut im c!>tment 
,,as cul back furtht•r and though import dutit•, had heen 
raitaed in 1959 their impact \\Qs more than ofT~et h) 
the ~lackcning of demantl. 

The go,ernmcnt H'Clor in Ce)lon ,,a,; ah,o le,.:,; ex· 
pansionary in 1960 than in 1959. It l>rrame incn•a,;ingly 
conrerned about the continuing decline in re-.enes: in 
Augu,;t interest rate, wrn· raisl'd and ~del'liw nedit 
c·ontrols imposed ,,ith n·-.Lraint on import,.. their main 
object. Import duties were raised on a "idP rangt' of 
consumer good,. but th<' dominant inOuencc on tlw cost 
of lhing \\BS tht> price of rice: on the free market this 
decltntd in the fir:-t half of thl' year ancl in April thr 
,;uhsidy on rationed riC'e was inc-rt•a;,cd. Oe,.pite an in­
crea~c in borrowing. fht•d ime!'trncnl in the private 
!'ector laggNI, howe,er. and unemplo} ment continued 
to ri-.e : lhe number of applicanb for \\ ork "a" a fifth 
gr<'ater al the rnd of 1960 than a year t•arlicr. 

• 
* • 

The feature common to the countril'-. in whil'h prici.... 
began to rise in l 960. aftt·r hu\ing ht•en stationary or 
declining in 1959. wu,; a ~tl'pping up in their rale of 
capitol formation: in a numher of ca~t·~ EC"uatlor. the 
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~uppl) at lht' beginning of the year. 
' Difforcnrc het"ren thr balanrc of tratle (ex­

ports f.o.h. minu~ imports r.i.f.) in 1960 onJ the 
balarwe of 1ra,ic in 1959 e~pre,~cd as a f>('rrentage 
of tot~! trade (exports plu, import ) in 1959. 

d ~1onthly 11,erage: in m11ny ins1ancr,- in prin­
l"ipal d tiC>,,. 

• Countries are arrayed in 0~1·e11Jing order of 
JifTerenet• lwt"ren the change in th,, co~t of living 
during 1959 and tht· chang1· ,luring 1960. 

f Cnuntrie~ am arra;eil in a•rending or.Irr of 
rhangl' in thl' co,t of li.ing during 1960. 

F'edcralion of Mala)a and the udan. for <'XOmple- this 
had been rut back bt'lw<'t'n 1958 and 1959. In most of 
th,,,.e countrie:;-with the exception of Burma, Ireland 
and the Rl'public of \'ict-:",am thert' wa · ~ome rrla:..a· 
tion of credit to tlw pri,all• sector latr in 1959 or earl) 
in 1960. Go,ernmt>nh abo tended Lo increase their bor· 
ro"" ing. exC'ept in Burma and in Thailand "hrre-in 
t·ontrasl to the ot.lwr rnuntries in the group-inve;tmcnt 
in Lh«• public ~ertor did not increa~e and tax rates wrre 
rail-ed al the beginning of 1960. In Burma, wherr the 
iiwrrn;;t' in prirc,-. b) far the ~hurpesl in the group 
orcurred largely in the fir,.t half of the year under the 
combined influence of tight import controls, relaxed 
pric-r tontrols and a rero,er) in fixed imestment in the 
public ~rctor, a number of pol ides \\ ere re,er;;ed in 
July: certain prire, ,, ere again !-ubjeC'tecl to control. 
railway rate, \\ere cut and import licrnc~ increased. 
The m:ult wa,- a ~tabilization of the co~l of Ii, ing hut 
sharp drterioration in f orrign exchang1• re.:en·es. 

Concern about the impa<·t of rising dome~tic demand 
on the external halance began lo influence fiscal and 
monctar) policy in ,om1• of the other countries in thr 
group a~ the year ad,anrrcl antl-a;; in Ecuador, the 
Federation of lala}a and '\i« aragua-exporl pric·es cJe. 
clined. Tlw Federation of Malaya tightenrd credit con­
dition, in July hr rai~ing inlncst rate, uncl the rr<:t>n·e 
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requirements of commercial banks. But liquidity was 
also reduced in Ecuador "'hert> the CoH•rnment also cut 
back it-. inve lment plans in order to ,-Jo"' down the 
rate al which domestic demand was expanding. 

* 
• • 

In almost all the countries in which price. continued 
to rise in 1960 at much the ame rate as in 1959, tht> 
external sector played a restraining role. Only in the 
case of Cypru!!, the Federation of Rhodesia and Nyasa­
land and Iran did exports rise more-or fall )e;;s-than 
imports, and in th~e countries other factors provided 
rt>slraint: in the Federation of Rhodesia and Nyasaland 
a large drain on capital and in Iran disinflationary 
government action. ·ew Zealand was the only country 
in the group to register a more expan!"ionary movement 
in money supply in 1960 than in 1959. 

The rise in imports facilitated a higher le,el of in­
vestment in mo,-t of these countries-the chief t>xcep· 
Lions being the Fedt>ralion of Rhodesia and Nya. .. aland 
and the Republic of Korea-and although dome:;tic de· 
mand continued to pre s heavily on available supplies, 
it wall only in Bolivia. Iran and the Republic of Korea 
that the ~train was reflected in a rate of retail price 
increa!'.-e of more than 5 per cent. '1everthc)ei:;s, most 
of these countries took restraining action at some .stage 
during the year. e,.pecially when the expan .. ion in domes­
tic demand became a threat to external equilibrium. 

The Federation of Rhode ia and Nyasaland entered 
the year with the reAationarr policies of 1959: credit 
conditions were further relaxed and bank re-ene re· 
quirement.s lowered. The:-e measur1•,; were reversed in 
the !!econd half of the year. not becau~ of any undue 
ri,;;e in internal demand- fixed capital formation wa ac· 
tually below the 1959 level-but because of the deteriora­
tion in the external accounts occasioned by a continuing 
outflow of capital. As indicated earlier in this chapter. 
this was finally countered- in March 1961- by the im· 
po. ition of exchange controls. 

In Colombia. changes in policy were in the oppositr 
direction: the tight control of credit carried over from 
the 1959 tabilization programme was relaxed ,ome· 
what in the second half of 1960. Thus the deflationarr 
influence of a sharp deterioration in the balance of trade 
and a slight reduction in government borrowing from 
the banking system wa,; more or less offset by an upsurge 
in private credit, accentuated toward_ the end of the 
year by the financing of the coffee crop. The prec;sure 
on prices was contained partly by an appreciable in· 
crease in available supplies-both domestic and im­
ported-and partly by the fact that the stabilization 
programme itself wa aimed largely at curbing con· 
sumer demand, particularly for import'!, and had rr­
. ulted in a reduction in the wage earners' shart> of the 
national incom<'. 

The deflationary effect of an expansion in import · 
was also off set in varying degree by the growth of 
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domestic credit in Greece. Iran. Iraq and l\ew Zealand. 
In Boli\ia. on the other hand, the effecb of the stabiliza­
tion programme started in 1958 were still predominant: 
the rate of cxpo.n,ion in both public and private credit 
wa, again ndured. This was also the case io the Repub­
lic of Kore where, in February. a ceiling was placed 
on total bank advance!i and investment was cul back. 

In Iraq there was a large increase in public capital 
expenditure under the interim economic plan. ei;pecially 
in the fields of housing and transport. The threat posed 
to price stabilitr by another poor harvec;t was met by 
a ban on barley exports and a considerable inrrea...~ in 
imporb of rrain. Greece also registered a large increase 
in im·e.stmenl. e p<'cially in the public sector; although 
this and a rise in payments under the wheat support 
scheme contributed to a sizable go, ernmenl deficit, this 
was smaller than in 1959. On the other hand, partly 
under the inllurnce of lower inten~st rates, private bor· 
rowing exr anded lo a greater t•xtenl than in 1959. 

In New Zealand. where personal disposable incomes 
had been raised by tax concessions in the 1959/60 
budget and by higher export prices in the 1959/60 
ea.on, the central bank began to rxert pressure on the 

high lf'vd of commercial bank liquidil) early in the 
year. The primary object was to reduce the demand for 
imports, int·rc.>asingly so as the year progrC!- ed and the 
external balance grew more precariou . But fixed in· 
vestment \\ hich had declined in 1959 recovered strongly 
in 1960, with the Government also borrowing more 
from the l anks. The demand liability·resen e ratio was 
raised to a very high figure- from 22 per cent to 38 
per cent- n the course of 1960. and in March 1961 in­
terest rates were raised and government expenditure 
cut in a further eff orl lo restrain demand. 

In Iran the main attack on the inflationary rise in 
import demand \\a.s made m the course of the second 
half of the year. It started with re:,traint.s on borrowing 
by importer but was extended to a ban on borrowing 
by government departments and local authoritif'l- and 
on lending by the Mortgage Bank and by the Ministrr 
of Indu»try and Mines as well as to a cut in public 
c>xpenditure in the 1961 budget. 

• 
* • 

A" ind coted above. one of the mo. t notablt> features 
of 1960 was the increase in the number of primary 
exportin:: countries in which there was a measurable 
slowing clown in the rate at which prices bad been ris· 
ing. Thi• wns partly a by-product of the upsurge in 
import,- in contrast to the efft•ct of import cuts in the 
pre,;ious year- but it also reflect · the result of various 
stabilization programme. . Most of tht>se involved 
restraint on tlomt>stic demand; but many of them had 
started l 1 1958 or 1959 with a devaluation, the effects 
of which on the internal price ~tructure had been largely 
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absorbed before 1960. There v.ere thus ~me particu­
larly ~harp contrasts betweC'n price trends in 1959 and 
price trends in 1960. 

In Spain and Venezuela. the deceleration in the price 
ri e wa<s not the result of any increase in the anilability 
of imported goods: it "'as brought about by a reduction 
in domestic expenditure, largely in consumption in 
Spain, in ime!-itment in V1·nezuela. With the recovery in 
external resent'~ in Spain there wai< a change in policy 
in the second half of the year: credit conditions were 
eased in an effort to "timulate the lagging economy. 
Unemployment innf'as1•d rapidly. however, and at the 
beginning of 1961 thc number of registered unemployed 
was more than a third greater than a year earlier. In 
Venezuela there wa al:,.o a "ubstantial increase in 
unemployment, and when. with the aid of exchange 
control. the outflow of capital was halted in the final 
quarter of 1960, a programme of public works and 
credit relaxation wa<i promulgated in order to hasten thl' 
recovery of the conc:truct ion industry. 

Re!ltraints on domec;tic expenditun· also played an 
important part in the decrleration in price increases in 
Argentina and the United Arab Republic {Syria}, where 
pt:r capita consumption declined, and in Chile where 
fixrd invec:tment was held bark. In these countrie~ the 
problem was complicated hy the inadequacy of the 
gro\\ th of local production. 

In the United Arab Republic (Syria) local crop!­
wl're again \ery poor and dome,tic consumption would 
have droppt'd more :-harply had not suppliec: been signif­
icantly augmented by import:,. This imposed additional 
external strain and it was largely to mret this that 
monrtary and exchange policy was directed in the 
erond half of 1960. Though the liquidity base of the 

commercial bankc; was reduced hy the removal of fundc; 
belonging to i;emi-puhlic bodies and by an increai;e in 
re~rve rrquirements, the expamion of credit to the pri­
vatr eclor was greater than in 1959. The Government 
also borrowed more, to finance a higher rate of invest· 
ment. 

There was little growth in production in Argentina. 
but significant gains in one or two import-saving indus· 
tries- notabl) 1wtroleum- combined with a large inflow 
of capital helped to increase the supply of investment 
good, without imperilling external equilibrium. Inter­
nally, perhaps the most hopeful sign was a further 
reduction in the Government's cash deficit- from 34 per 
cent of the money supply in 1958, before the stabiliza. 
tion programme was inaugurated, to 18 per cent in 1959 
and a mere 2 per cent in 1960-rven though part of this 
was achieved by def erring debt payments. This defer· 
ment had a rr training effect on the Government's 
domrstic crrditor!l whose liquidity was also reduced by 
the ri~ in prices and wages that followed the devalua· 
tion in 1959. The tight money policy in force through· 
out 1959 and 1960 did not pre\'ent a further large rise 
in bank lending to the private c:ector and, in order to 

lessen the inimical effects on production of any shortage 
in working capital, the nedit base was enlarged to . ome 
t>xtent late in l 960 by a reduction in the reserve require· 
ments of the commercial banks. 

Inadequate gain. in production also hampered the 
stabilization effort in Chile where the efl'ect of high levels 
of unemployment and frequent strikes was aggravated 
hy the disastrous earthquake that occurred in May which 
not only disrupted communications and hampered agri· 
culture but also helped to unbalance the government 
accounts. Some of the strikt'!> reduced export output and, 
together with the downturn in copper prices. this had 
the dual effect of weakening both thr external balance 
and governmrnt revenue. Wage increases granted in the 
second half of the year and early in 196] also tended to 
complicate the stabilization effort. 

There was also a notworthy slowing down of price 
increa!'eS in some of the other Latin American countries 
-particularly Brazil, Peru and Uruguay-in which in· 
flationary pressures ha,·e been extremely powerful in 
recent yea;s. Though there was again a large monetary 
<'Xpnnsion it was appn•ciahly less than in 1959. re· 
strained b} a decline in foreign assets in Brazil and by a 
reduction in government borrowing in Peru and Uru· 
guay. The gain in stability was mo:-t convincing in Peru 
,.. here it wa" underpinm·d by a large increase in domeil· 
tir. production and exports \\hich made po.sihlc a con· 
siderahle expansion in imports, a sizable growth in 
resen r'- and a major ri~t: in capital formation. 

In Brazil there wru: a more satisfactory growth in 
clom(•stic production than in 1959 particularly for local 
u. e and a substantial increment in supplies from 
abroad. Against this, however, pri,ate credit again 
increa!'('d considerahl) and- ewn more important- there 
was a greater expansion in government borrowing, 
al'centuated by the need to finance another large roff ee 
suq,lus. Though the rise in retail prices was somewhat 
less rapid in 1960 than in 1959, it was again very steep 
and an increa~e of 60 pt'r cent in minimum wages was 
decreed in October. Partly as a re ult of this there was 
a jump in the cost of living to'l'!ard:s the end of the year. 
With the pressure of domrstic demand as strong as ever, 
the importance of increasing-or at least maintaining­
the Oow of goods from abroad became crucial. As indi· 
l'8ted earlier in this chapter. the crisis of external 
disequilibrium wa!l met early in 1961 by a consolidation 
of debt:., new borrov.ing and a devaluation. This had a 
stabilizing impact on the dome tic economy, ab orbing 
some of the excess purchasing power through increased 
availability of imports and higher cruzeiro costs. 

In Uruguay, where co~l:s had been raised by the deval· 
uation of December 1959. the deflationary effect of a 
'lub~tantial expansion in imports and an enlargement of 
the budget surplus was more than offset by product.ion 
los.ses through strikes and drought. Higher costs and 
increa P~ in wagei. in se,eral sectors v.ere followed by a 
rapid rise in the provision of credit to the private sector. 
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In contra"t to the course of private credit in tlw other 
countrie:- in this group. ho\\ewr, the risl' in Uruguay 
\\ ag le,s in 1960 than in 1959. 

Among th,• remaining countrit•,.. in this group an 
expan ... ion in imporb in 1960 abo played a strategic 
role in re,training the ri:-e in priers. In India and Pak­
istan the result \\lb a levelling olT in thl' co-.t of living 
trl'nd. de,,.pite a considf'rahle increa-.e in im e:,tment. 
especially in the puhlic sector. In Paki~tan a good ,,heat 
crop nl"o helped: in April it \\lb po~,.ihle lo end ration· 
ing in tht• we.,tern province. In !\larch, howt•vcr. both 
India and Paki~tan took ,tep,- lo limit tht· expansion of 
credit lo the private c:1•ctor. In India. creel it" a, tightened 
further in May and again in Octobl'r, hut relaxed c;ome· 
what towards Lht• end of the year. In Paki,tan, the 
restraints having been directed chirfly against import· 
ers. some stimulu,. was latt·r provided to pri,ate inw:;t· 
mrnt through a reduction of corporate taxes and other 
tax conce ...... ion~ granted in the mid·)rar bud<>t•t. In both 
countriec; pri\"at<· credit expandl'cl lo a greater t>Xlenl 
than in 1959 in line with the incn•a:'-e in trade and 
imestment. 

Imports were al::io of crucial ignificance in Turkey 
in 1960 though ther did not rise much above the high 
le\"el of the pre, iou year. An appreciable increac:r. in 
dome ... tic food supplies was supplemented hv rt'Ct>ipts 
of Puhlic Law mo \\hrat from the Unitrd talt'S and 
the CO!'.t of living ,, as held more or le,s constant- com· 
pared with an increa~ of about a fifth in 1959. After 
a temporary rela\ation of crf'dit condition" in Jul} 1960, 
re<:Lriclivr nwac;ure!' were reintrodu<'ed in the second 
half of the year: government imestment was cul b) 
about 7 per cent of the hudgeted figure and intrrest 
rate .. -to other than agricultural horro,\rrs-were sub· 
c:tantially raic;ed. 

• 
• * 

In most of the countries in which there was a measur· 
ahle acceleration in the ralt' of increa e in retail prices. 
the ri.e in 1960 took plact• in the face of a greatlr t>n· 
largeJ inflo" of imported good!". Local production was 
generally higher than in 1959 and with the rt•sultant in· 
crra. r. in the volumr of ,upplit•:. a,·ailahlt• there ,rns a 
eonsiderable ri:>t' in im·estment and a !-mailer-but ap· 
pr<'ciable- rise in ron!'umption. In contrast to thi« ex· 
pan,.ion in acth it}. tll!" ralt' of increa-.e in money supply 
was grnerally lo\\er than in 1959. lareely hecause of the 
drcline in foreign a~,ets but al~o- in some ca~,-in re· 
c;ponse lo rr.,-trainh on go,t>rnment horrowing and on 
prirnle credit. general!) imposed in ordrr to protect tht• 
external halanre. 

In Cambodia the policy of granting lo\\·inter!",t loan, 
to rncourage agricultural and industrial development 
was continued. and im~tmt·nt- public as "ell as private 
- \la, conc;iderably higher than in 1959. In China 
I Taiwan) im e,tmrnt ,1 a,- also increased sub~tantially. 
part)) in terms of a new four·p•ar cle,elopment plan 
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\\hich hcga, in mid-19()(); crop,- ,,ere generally poor in 
1959/ (10 hul the inflationary impact of thi-. \\as:;oftened 
hy a ,harp cut in rice export... and an increa,r in foorl 
imports. 

In lhe otlwr countrie, in the group thPn• wa!-. a further 
sizahlt• increase in fiw·d l'npital formation. espt'cially 
in tlw pri, ate '-eCtor in ~u,tralia and in the puhlir 
senor in ~l<Xico. Thi!': \las accompanit•d hy a relaxation 
of control o, er import'-. dampe1lt'd to ..amc extent in Par· 
aguay and the Philippines by devaluation. The process 
of relaxation continued in the Philippine~. foreign 
1' xrhang1• re,r ne,- ha\ing rec-o,erecl hy July to thr high· 
<"·t point ,inct• early 1957. ~s tlome,tic crrdit condition 
,H·re rased. price, brgan tori~ more rapidly. rellecting 
not only th,· growth of demand hut also the risf' in tht· 
pe,o co,-t of imports. 

In Australia the rise in liquidity wa" Tf",trained by a 
"Jlectacular derline in foreign re ... erw, 111 the second 
half of the year and it ,, as largl·ly to protect the e\.lernal 
halant·e that monrtarr and fiscal policy wa~ directl'd. 
An elT ort "as made to check the flow of crrdit to 
importer , md tax measun•s "ere t'nac-ted to discourage 
Llw clrmancl for motor-cars and tht> u-.e of hire-purchnse 
arran 11eme11b. With the "'uppl) of imported good~ 
greatly au«mented and a bl'ttc•r out-turn of dome:;tic 
agriculturr. tlw ri-.,• in the ro~t of living gJackened 
again to\\ a rrl, the <·nd of thr yt' ar. ~ age pre,,,,ure al,-o 
ea,ed ,ome" hat a~ unemploynwnt ,, hich had dropped 
to an Octobn figure that wa ... thr lowe~t since 1956-
ht•gan to ri,(• again: h) F ehruary 1961 it wa~ nho,·e the• 
correwonding 1960 level. By that :-tage thr "hobale 
price of domt•,tic goQds had al,o rrct•ded from ii~ Aug· 
ust pt'ak to helo" the corrr,;ponding 1960 figure. 

In Indone,ia tht> monetary reform of • .\ugu,t 1959 
"hich cut the , olume of note,- in circulation bv ahoul 
a third prnwd to ha,e had on!) a H•ry trmporary elTecl: 
prices ro!-1• ,tel'ply in the first half of 1960. A marked 
,lackrnin in the ~cond half of the year wa" largelr 
the rc. ... ult of a major incn•ase in import,-. though it wa. 
fac-ilitated h) a notable change in the Go\'ernmt·nt\ 
cash posit ion: thic: folio\\ ed a ~ub!-tantial increase in 
nwenue from highl'r taxc~- partirnlarly on petroleum 
- and from stall· trading activitie:,. An elf ort was madf' 
to reduce liquidity by raising the re, t·n·e requirement, 
of the commercial bank,. but lending to the private 
"cctor co11tinued to incrf'ase. t•wrting a powerful expan, 
sionary impul,e on thr !lupplv of money. 

Change" in the rate of mcrra~e in retail prices pro· 
vide onl) an inadequate mea. ure of the variation in 
inflationary pre~"ures. ,e,erthele,..-, they are related to 
the :-late of intnnal balance. not onlr to the extent that 
they ma) indicate change'- in the reiationship brtween 
consumer demand and the a,ailable ..,upply of goocb. 
hut also hecau,e in many counlriell they are an impor· 
tant drterminanl of official economic policy. especiall) 
"here th~rc is a close !inf..: het,,een wage rates and the 
cost of lh ing and ,, hc•re urban populations are gaining 
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in ,iit• an1l political influf'nC<>. For thi!> reu;:on ~me 
,ignificnnrt• att.1dw .. lo 1h1' fact that 1960 sa,\ a diminu· 
lion in the c,t1•nt lo \\hid1 th<' rosl of li\ing in the pri· 
mury «>'I.porting countries ,, as prolcctt'd from advt'r!-lr 
d1·,·clopme11t~. 

Tlwn• ,,a-.. for example. a greater readiness than in 
prcviom, }l'Ur~ to Ol'C<'Jll lhe ronseqncnces of dcHtluation 
as far us inll'rnal prit'e,.. arr concerned: thus the local 
rurn·11<~) co,t of irnpnrted good, tt'nded, on the whole, 
to hc·c·omP more r<'ali:;tic t'\ rn though thi,; entailed a 
more or le,:; imnH•diat<' ri.;e m the domc,-ti<- ,, hole,.:ale, or 
rH'n retail. prit't' indt·x. Similarly. the tl'ndency to 
sh1•lt1•r tlw u,crs of particular produrts or sen iccs­
nntal,ly thu,1· operatt•d hr government. :,urh as tran.;. 
port. po,1 er and l'ommunication-from inflationary 
forrrs in the n·,t of the t•conomy was much less in evi­
drnc1•. The t!e::.ire to rcducr budgetary defi1·it;: and bring 
tlw liquidit) of the econom) as a whole under hellrr con­
trol h•nded to pn·, ail more f rcquently OH'r the fear of 
tlw ron ... equt>nce:, of lo,,ering suhsidie,- and raising 
pric1's in kt•) wctor, fht> pursuit of a betl1•r budgetary 
bnlanre nl"o led to ,1 ,, idening or deepening of the tax 
,tructure inn numlll'r of in,.tnnce-. 

This incrt'ase in the ,dllingne,s of goH•rnments to 
rh-k actions. the initial effect of 11hid1 was lik<'ly to be 
a ri,<' in the cost of Ii, ing. reflects in part the working 
out of stabilization proJ!rammc·s adopted earlier. In most 
c-ac;t•s tht• primary ohjective of these programmes was 
thl' improH•ment of the external balance and in varying 
degr<'c this imohed ,ome rurhing of the demand for 
imports. A ri,l' in con:,unwr price" would contributt> 
to that t•nd pro, ideil it did not ad,ersely affect produc­
tion. This was not alway" achieved. for in several coun­
tries tlw riS<• in prices provoked strikrs as ,,orkers 
n"-i,ted th<' impli1·d threat lo real "age:;. Ho11 ever. in 
man} countrit•s the risk st'emed somewhat smaller in 
1960 than it had in 1959 11hen reserve" were generally 
1011 and imports 11id!'ly restricll•d. With re<:ern)s higher 
and import-. rising. the chance-. of ah!lorbing parl of the 
impact of such action "l'Cmed more favourable. al lca~t 
in the earlirr part of the year. ,\ 1960 advanced, how· 
eH'r. thr '-C'Ope for action to improve internal balance 
,,a, ,teadily narro11ed: increa,ingly. policie:; had to 
t·oncentratt· on the deteriorating external situation. B} 
thr rnd of the year the criterion for action wac; again 
its potential effect on ex<·hange re,t•rve;; rather than on 
domestic production 

Outlook' 

By the end of 1960 the primary exporting countrie 
a.; a group were ap11roaching one of the limits to their 
l'Ollecti\·c rate of gro\\ th. nami>ly. the means of inter­
national pa) ment. Rest•nes had been dra\\ n do,\n: debt, 

short·ll'rm as \H•II as long-term had bt'rn pil1'd up. 
Continuation into 1961 of the relatively high a, t>rage 
rate of growth that rharac-tt•rized 1960 is predicated in 
the lir,-t instanre on a C'Onromitant expansion in the 
mt'ans of payment. Economic trends and de, elopments 
in the t>nrl} months of 1961 sugge ·t that such an l'X· 

ponsion 1s not impo,-sible: though a rist• in tlw total 
proret·d, likely to he derivt?d from the exports of the 
primar) exporting countries i,; contingent on a Tl'COH'f) 

in demand in 1orth Ameril'a, the ,olumr of capital 
a,·ailablt· Lo supplemrnt export earning:- ~eems like I} 
to bt• apprrri-ahly greater than in 1960. 

Thi· claims likel) to be made on the available mt>an_ 
of payment will depend on the course of local produc­
tion, the sizt• and distrihution of incomes ancl thr con· 
trols-fiscal or quantitative-exc>rci~ed o, er the pattern 
of imports. On all t}w:;e !'cores 1961 claims are likely 
to ht> more productive of eronomfr gro,\th than those 
made in 1960. Dom1 .. ,tic food crop,- nre rt'ported to be 
generall} better in 1960/61 than they ,\ere in 1959 60 
and tlw prospects for a higher output of maol indus­
trial ~oods in 1961 ,hould reflect the highrr lrvel of 

\ Thi~ !-t'Ction i .. ba,.ed in part on replie. ret'ehed from Go,­
ernmrnts to thr United ations que~tionnairr. of Novrmber 1960 
on economic trends, prohlem5 and policies. 

ime:>tmcnt of 1960. ln man} t·ountries the import de­
mand of th<' export ~rctor is likely to be lower than it 
wac; in 1960. And the rationalization of tariffs in a 
number of countries. along II ith the reimpos;ition or 
tightening up of import controls. \\ill probably tend 
to f uvour ra11 material,- and capital goods over ('Oil· 
,umer good:-. \loreowr, claims on tlw means of pa}· 
ment arising from capital Right will probably be at a 
much lo11er le\el in 1961 than they wert' in 1960. 

E~PORT PltOSl'ECTS 

The foreign exchange earning" of tbe primary ex· 
porting countrie:; depend o,·erwhelmingly on the import 
demand for primary commodities of the industrial coun­
trie!I. The c-our:-.e of e,ent!I in the first quarter of 1961 
suggests that for the year us a whole thi demand i,.. 
unlikely. in the aggregate, to fall bt>low th!' 1960 
level. One of the rea~ns for this lie:, in the fact that 
l 960 sU\\ '.'\orth America drop out of phase" ith western 
EurOJ>l' and Japan in term,- of business cycle timing. 
ln 1960 tl1e con-.<'qul•m·e \\OS the petering out of the 
recover)' in commodit) prircs that had begun in 1959. 
In 1961 the consequenc-e may well be that the resumed 
recoveq in l\orth American demand will compensate 
for such ~lackening in dt'mand in the other indu trial 
countrie,- as mav be eau!-(•d hr either the changed inven· 
torr po;1ition o~ a slowing down in the high rates of 
growth that characlt·rized 1960. Thus the over-all 
stability in primary rommodil) prices that emerged 
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from the grntle ri:-e in 1959 and the equally gentle de­
cline in 1960 ma} well continue through 1961. 

A consideration of -.upply conditions and policies 
leads to a similar conclusion. On the one hand. supplies 
-in being or potential from exi ting capacity-are gen­
erally appreciably in exres!I of probable ronsumption. 
On the otht'r hand. where the imbalance is greatl':-1, the 
rate of capacity utilization and the flow of supplies to 
world markets are generally under the firme,t control. 
Thu!I while the possibility of a marked rise in average 
price is reduced by the availability of supplies- from 
stocks, if not from current production- the po ibility 
of a substantial fall is reduced b) markrting policies 
which in general have been internationally acceptt'd. 
tacitly if not in term of a formal agreement. 

O,·er-all stability of prire and an ayerage rate of 
offtake at least up to the 1960 level would serve to set 
a floor to the total receipts of the primary exporting 
countries. But thi« \\Oultf not ensure stability or rxpan­
«ion in the receipts of individual countrie. : herr, pros­
pect, are by no means uniform, difTerenn•s in market 
condition-. among the various traded commodities being 
compounded by the usual diversity in production out­
come and dome:,tic demand. 

By and large, the degn•e of uniformity i" highest 
among the countrie" e porting main!) fooJstufTs. partly 
bccam,1· total demand for fooJ Auctuah':- less than total 
demand for indm,trial materials and partly because it 
is among the major food items that the largest iiurpluse!I 
ha,e recently been accumulating. But even among the 
food exporter~ pro,pecb differ widely. 

In the case of cereals there are now more net im­
porter~ than net exporter:- among the primary export· 
ing counlrie · and crop changes are of more con~e­
quence in terms of local food supply than in terms of 
their repercussion!I on foreign exchange earnin~. More­
over, in view of the large and :-till increa!.iing stock -
held predominantly in orth America- the possibility 
of a significant rise in price i,- virtually ruled out. The 
chief determinants of the course of cereal earnings in 
1961 are the l;ize and quality of the wheat and barley 
crops in western Europe- as the major importing region 
-and in the principal source of supply among the pri­
mary exporting countries. Subject to a difTer1•nt set of 
forces. but nol wholly unrelated. is the market for rice 
in Asia. 

The European import demand for \\heat i" likely to 
be appreciably greater in 1961 than it was in 1960. 
the 1960/61 crop having been about 3 million ton!\ (7 or 
8 pt>r cent} below the 1959/60 level and. because of 
the wet weather, of a generally poorer quality. Thi. 
reduction has been accentuated by a relative!) poor 
out-turn of spring crops. It is probable. howc,er, that 
the shortfall wilt be made good by 'forth America: 
among the primary txporting countrie:,. the principal 
exporters of Latin America and ~orth Africa have had 
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poor crops and on!) Australia and Turkey are like-Ir 
lo incrt>ase their wht'at earning<: to any t1-ub tantial e~­
tent. 

A largt>r European barley crop and the u e of a larger 
proportion of local wheat as ft'ed will tend lo reduce 
import demund for the coarse grains. Both Argentina 
and the Union of South Africa have more maize to 
sell but, as production outc:ide the centrall) planned 
countrie:- was up a further 3 per cent in 1960/ 61. prices 
are likely to be lower. Au5tralia. Iraq and Turkey may 
export mon barley, but probably also at somewhat 
lower prir~. A:! in the case of wheat, th& market for 
coarse grain will continue to be affected by the exist· 
ence of huge <;locks. but support policies pursued by 
major prod ircrs are likely to keep pri<'es relatively 
stable. 

The changes in rice production between 1959/ 60 and 
1960/ 61 arc likely to induce a higher rate of consump· 
tion but a ! mailer volume of international trade: the 
reduction5 in oulpul are concentrated mainly in thl' 
exporting countries, notably Burma. Cambodia, main­
land China, the Republic of Korea and the United Arab 
Republic ( E~ypt) ; the importer, ha, e all reaped an 
appreciably larger hane<:t. Tht> principal exception is 
Pah,ton \\here the crop is somewhat below the high 
1959/ 60 le, l'l: this mar tend to raise import require­
ments ,inn· the whl•at crop- because of drought in the 
We;t- al!lo promises to be ,mailer than in 1960. The 
principal uukno\\11 in the rire situation is the impact of 
the crop reductions in mainland China: lo meet domes­
tic net·ds ,-ome 2 million tons of wheat and a large 
quantitr of barley were purcha ed- from Australia and 
Canada- l•arly in 1961.6 About l00.000 tons of rice were 
al'-o ordered from Burma; but this may be used- at 
least in pa1 t- lo ._Jiip against previous commitmt•nts to 
other countrit•s. Exports from mainland China had 
dropped hack in 1960 from a high level of the previous 
} ear. but l is did not prevent an appreciable decline 
in price; in , iew of the larger crop~ in mo~l deficit coun­
trie~. a f urlhl•r reduction in net exports from mainland 
China may not greatly affect the market. Neverthele:-i~. 
as in the CJse of \\ heat and barley. prices in the fir:-1 
quarter of J 961 \\ere lightly above both the correspond­
ing 1960 ll·rel and tht• a,t'rage for !ht• preceding quarter. 

Sugar exporter~ face an unusually uncertain «itua­
tion in 1961. The most definite development is one that 
is likely to deprec:s the international markrt: a bumper 
European l'rop in 1960/ 61 will greatly reduce import 
demand. The impact of Lhb will be ~oftened. howe,er. 
to the extc•nt that purchas~ of Cuban ~ugar by the 
l'entrally I lanned countries repre:.enl a net addition to 
total demand and are not off set h) a rise in exports. 

II In '\fay 1961 Canada agret>d to provide mainland China with 
6 million 101,; of wheat and barley o,,er a pt'riod of two and one· 
half year~. Tbt'@I' purl'ha~e-. though large. need to be compared 
with ihe t'n J-nf,,ea on ~tol'h in 1he hand~ of major exporters i£ 
their impart i to ht- a-.e,sed: in mid-1960 ,urh ,tc•ck~ totallerl 
66 million Ion,, with a furlher larl[t' increast' in prospect for 
1960/61. 
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Production outside Europe is also well above the 
1959/60 le\'e) and free market prices in the first quarter 
of 1961 were below the average for both the preceding 
quarter and the corresponding quarter of 1960. For 
Cuba. therefore, unit \'alues in 1961 are likely to be 
appreciably less than in 1960. By the <:ame token. unit 
\alue:, for the countries that haw obtained a larger 
share of the protected United States market- particu· 
larly Peru, Mexico. Brazil. China (Taiwan). the F't>d· 
eration of tht> West Indies and British Guiana and the 
Philippine,.,. a well as India and Au<:tralia which have 
been allotted quotas for the first time- will be higher 
than in 1960. Commonwealth exporters-notably Aus­
tralia, Fiji, Mauritius and the West Indies- will also 
earn more from sal~ to the linitt>d Kingdom as tht' 
re!-ult of a slight increase in the• negotiated price. but 
this may well be off set if the free market price falls 
lower. 

Exporters of meat and dairy products are unlikely to 
earn much more from this trade in 1961 than they did 
in 1960. The !-itate of herds in Oceania is such that no 
great increase in the volume of exportable meat is ex­
pected; in Latin Amerita an increase in Argentina will 
probablr be offset to a degree by a reduction in Uru­
guay; and with local ,.,upplies still rising in the United 
States a further increase in beef prices seems unlikely. 
In the ca~ of butter, the market has weakened sub· 
stantially under the pressure of large stocks and an 
imbalance between production and domestic consump· 
lion in many European countries: in the first quartt>r 
of 1961 international prices were about 30 per cent 
lower than in the first quarter of 1960. In these circum­
stances the earnings of the primary exporting countries 
from butter in 1961 are not expected to reach the 1960 
level. 

The pressure of stocks is also likely to be felt by the 
beverage crop exporters. In the case of coffee, however, 
these stocks have been succeg,sfully i,-olated by the prin· 
cipal producer . and prices- at least of arabica typ~ 
- are like)} to be su~tained in 1961 as they were in 
1960. Tht• fact that the 1960/ 61 Brazilian crop was a 
third smaller than the preceding one ;,,hould not prevent 
coffee earnings from being fully maintained: stocks on 
hand are in exec:,._, of a normal year's world trade. ~orth 
American imports, which receded in 1960 from their 
high 1959 level. ma) well ri«e again, thus increasing 
Latin American earnings. However, a further increase 
in African production of about 8 per cent-mav bring 
robusta prices, which weakent>d considerably in 1960 
and early 1961, under added stress. notwith<;tanding 
the agreement to limit exports. In expectation of this. 
some countries reduced the prices paid to growers for 
Lhe 1960/ 61 crop. 

While arabica coffees were yielding much the same 
price in the first quarter of 1961 as a year earlier. cocoa 
was yielding about a fourth less. In 1960, cot·oa ex­
porters were able to maintain their earning~ by increas-

ing the amount shipped; but the re:-ultanl increase in 
importt>rs' ,-tock,. has made a repetition of this very 
unlikt•ly. Though an appn•ciable-7 to 10 per cenl­
ri~e in con<:umption 1s forecast. a large :-urplus will re· 
main from the record 1960/ 61 crop-evt>n though the 
mid-year crop!- are reported to be ,-mailer than in 1960 
- keeping price and earning,- below the 1960 It>, el. As 
in the ca~e of coffee. grower ' prict>s havt• been reduced 
-wry sharp!} in Nigeria. 

Compared with coffee and cocoa stocks. stocks of tea 
are at normal levels and, with production and consump­
tion both expected to register a moderate increa. e in 
1961. export proceed" may well exceed tht> 1960 figure. 
Price!- in the first quarter of 1961 were about 5 per cent 
above Lhe corre,..ponding 1960 average. 

E1trnings from oil-seeds and vegetable oils are likely 
to be higher in 1961 than in 1960: this reflects a con· 
tinuing growlh of demand, especially in Europe, a larger 
output in several of the primary exporting countries­
notably ground-nuts in West Africa and copra in the 
Philippine<:- smaller !-locks of soya beans in the United 
Statei- and the radicall} changed position of mainland 
China. The failure of crops in se\eral area., converted 
mainland China early in 1961 from an increasing seller 
on world markeH to a large bu)'er. The immediate im· 
pact was on ~O} a beans, the price of which in the first 
quarter of 1961 averaged a fifth or more above the cor­
re ... ponding 1960 figurt'. But Chine~ purcha!-~ al~o in­
cluded ground-nuts, rapeseed. sesame seed and linseed 
oil-prices of which all rose well above the level of the 
fourth quarter of 1960- and their repercussions are 
likely to be felt throughout the soft oil market and per­
haps to some extent in the market for hard oils, where 
prices, after declining rapidly in 1960, levelled out at 
about the low 1957 a,·ero.ge in the early months of 1961. 

A further small incre~e ts expected in total con· 
-,umption of tobacco and e\'eral primary exporting 
countries should benefit. Production is higher in the 
Federation of Rhodesia and Nyasaland, Greece and Tur­
key. for example; the alisbury auctions ha,•e opened 
with higher prices than the) did in 1960. though in 
Turkt•) prices have been lower; Greek tobacco earnings 
should gain from that countr) \ access to the European 
Common Market when arrangements for association are 
completed. 

Earnings from raw material exports are subject to 
much more erratic impulses from the demand side than 
are those denved from food but, as suggested earlier in 
this section. the differences in cyclical phasing among 
the industrial countries may provide an unusual degree 
of stability in 1961. 

In the case of the fibres, the rate of growth of the 
textile indu<:try outside the centrally planned countries 
slackened measurabl)' in the course of 1960, output in 
the fourth quarter actuall) falling below the corres· 
ponding 1959 level. De.pile thi:,;. net cotton earnings of 
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in intt'rnal d,•mand. Although this gt>neratt>d c;trong 
pressures on the external halance and .;ome countrie, 
\\ere forced to nppl) restraints to\\ ar<ls the rnd of the 
year. it wa.; by no mean.; rxhau,tt-d; if li')uidit} diffi­
cultie;: do not '-UJ)f'r\'ene. the· expansion of dome tic 
expenditure will again be a dominant influenc,· in 1961. 

Whatevt'r its magnitudt>, the structure of domec.tic 
rxpenditure in 1961 may differ c;ome" hat from \\ hat il 
wa.., in 1960. ~pe:ciall) in ih impact on import demand. 
The expansion in 1960 follo.,..ed a li•ngthr period- up 
to two year, in ,;ome countrie~-of more stringent con­
trol, o,er import,..: as a re~mlt. part of the demand in 
1960 wa!I for repltnishmt>nt of inventories of mor-;t types 
of importt"d goods. The expan!lion al o cam,• in the wakt• 
of a marked rise in the income:- of . e\'eral groups of 
exporterc;- most notably th,· product•rs of rubher and to 
a c:mallrr extent the> producers of long i,taple ('Olton, 
wool, butter and copra- whose e Jl<'nditurf' in 1960 
helped lo ,hape the pattern of importc;. Th,• sizr and 
pattern of import,.. \\as al. o influerm·d by the fact that 
1959/ 60 crops - partirularl} food cropc;- were gener­
allr ,ery little nho\'e tho,.e of the pre,ious year. 

In all these r<'"P<'Cts the fore~ influencing demand ar<' 
,Hfferent in 1961. Imentorie5 of imported good, are 
generall) high. Apart from jute gro\\er-.. few producer 
group!! ha\'e rnjoyed any suh~tantial rist• in inrome. 
while C\'eral important group,-notahly tho,e produc· 
ing wool, rubber, butter and robusta roffee- ha\'e exper· 
irnced a ~harp declinr. And, by and large. food.fuel and 
raw material requirement~ will he met to a grealrr 
rxtent from dorne,tic produrtion. In one rt"'pect. ho\\· 
t•wr, the trend in 1960 is likrly to he n•inforred in 1961: 
in mo. I of the primary exporting countries fiwd capital 
formation-and hence the demand for ime;;.tment good~ 
from abroad-is being stepped up. e~pecially in Asia 
and the :\1iddle Ea. I. 

Xew de\'elopmr.nt plan, go into effect in ~eHral 
countries in southern and south-ea~tl'rn A:-ia, including 
mo~t notahl). the Fc•deration of Malaya. India. lndo· 
nesia, Paki:itan and Thailand. In India, lht• third five­
)t'ar plan entail. an increase of l,etween 6 and 7 per 
cent in public ime,tment in 1961 and pri\ate ime .. t­
rnent b al o expl'rted to increa. r. In Indonesia. 1961 is 
the fir ... t year of an t·ight·yc>ar de\'elopment plan \\ hich 
cmhodiC! a wide-spread expansion in invC!ltment. A 
imilar "cctoral halance- with ~mt' empha,i~ on rural 

deH•lopment in puhlir c;pending-i heing aimed at in 
the new fi\'e-year plan in the Frderation of \ttalaya, as 
.... ell as in the new c.h-year plan in Thailand which. Cf'b 
to rai.;c the over-all rate of growth in production from 
l to 5 prr cent a year. In Pakistan the ~econd fi,e-year 
plan imoh es a greater effort than tht• first: the increa,;e 
in fixed capital formation, for example. i!I to he 50 per 
rt>nt larger than it was under the original plan and there 
will be a :-omc\\hat greatt•r concentration on agricul· 
tural impro,·emPnt. 

Among most of the other countrit•s in the region a 
further expansion of investment is contemplatrd. Cam-
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hodia i" in the ,erond year of it~ fi\C·}ear plan of eco, 
nomic: diH•r,ification. one of the main purpo~e., of which 
i~ to reduct• tht· rountry', dependem·t• on imports. In 
China ( 1 aiwan I and in th1· Republic of Korra an 11 
per rent incrpa,;c in gro,, capital formation i I .Pdicted. 
In tlw Plailippint·, the rela,ation of c:rrdit re. triction 
in 1%0 i~ expect1•d to n-:-ult in an apprt'Ciahle rise in 
pri\·ate imc•stmenl in 1961. In tht• Hc·public of Viet· 
!\am. where 1961 marks tht• t'lld of the fir,t fi,c-yrar 
plan. thl' hudgt·t has pro, ided for inrreased expendi· 
lure on puhlic \\Ork.. and communications. while in the 
prhatr. ctor ime.-.tment i" experted to continue it 
expnnsio11. t•xcept in the rase of rubber where the 1960 
pric,• der irw ha!' .11 tt-d a, n deterrent. In Burma, where 
im t' tmer I had ,.larkl'ned in 1960. '()me reco\l'ry i~ in 
c.ight, ari ,ing partly from a stren~thening of the Eco· 
nomic D •\elopmrnt Fund for a~ri1·11ltural impro\t'· 
m,·nt. and partl} from new raih\a} e,pan .. ion. financed 
largPI) h an IRRD loan. 

A general incrrase in imestment is also foreseen in 
th,· Midd 1• Ea.c.l and the Meditt•rranean region. A wide­
-.prPad expansion is -.cht•duled in tht• United Arah 
Ht·puhlic <Egypt) when• a ne.,.. fin·-yrar plan-aiming 
al a 1-0 p,·r rent increa e in national income-came into 
01wralion in the second half of 1960. In Greece, the state 
irnr,tment programme involvec. an increa~ in public 
Pxpenditun, of ahoul a fourth hetwern 1960 and 1961, 
with a ~ome\\ hat grPater 1·mpha.i;is on 'ICCOndary indu~· 
try. In Iraq incn•ases in inw-.tment in hou .. ing and 
Iran port st•hedulrd undn the 1959-196.3 Interim Eco· 
nomic Pl n may he e,ceedrd as a new de\'elopment pro­
gramme gel under way in the course of 1961. In [c;rat>I a 
further 10 per cent rise in fixed capital formation is pre­
dicted: the development huduet provide· for increa Pd 
c,prnditurt• in ,everal fi,·lds. notably irrigation and 
Iran port . :\forocco plan .. an appreciable ri~e in public 
in,e,tmrnl. rhiefl) in to .... ·co~t housing and other con­
,trurtion. In tht• Sudan. where the development hudgt•t 
douhled hf'tween 1960 and 1961. rural ime;tment con· 
tinue:- to predominate. Puhlic in\'estmenl is also being 
innea'-f'd "uhstantiolly in tht• Unitt·d Arab Republir 
r S) ria I , here a nt'\\ fi,e-yt•ar development programme 
- with e 1phasis on tran-.port and communication~ and 
irrigation- has be('fl inaugurated. In Turke) a rise of 
mort' than a fifth i~ predicted for total capital forma· 
lion: it j.- e,pected that a large increa~ in public invest· 
mrnt will he accompanied h) a "mailer increase in the 
private :- ctor . 

In thi n•gion the only countr} likelr to register a 
red11ctio11 in rapital formation in 1961 is Iran: here a 
dellationar) polic) \\&s adopted in thr second half of 
1960 ancl. in an rlTort to stabilize both the internal and 
the f'Xte10ul halancl'. public imestment was cut back. 
In Tuni~ia it i:; probable that neY. fixed capital forma· 
tion will rt'lnain more or It'"" al the 1960 level: public 
capital ,•,p1•nditun· i~ due to rise. hut mo"'I of the 
inrrea~e i~ to be <lc>,oted to the acquisition of Frrnrh· 
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owned farmland and shares in private phosphate con­
cerns. 

In the other regions expansion is less likely to be as 
nearly universal as plans indicate it will be in the Mid­
dle East and southern and south-eastern Asia. In 
Oceania, for example, the deterioration of the external 
balance seems likely to have a restrictive efTC'ct on the 
course of domestic capital formation. In Australia, 
credit restraints are aim<'d at reducing total demand. 
and government capital expenditure in the year end· 
ing in mid-1961 has been budgeted at a lower figure than 
in the previous year. In New Zealand, the budget for the 
year ending in March 1961 provided for a sizable 
incr<>ase in capital expenditure, but here again, disin­
Oationary measures began to dominate towards the end 
of the period. 

In Latin America efforts to restore external equilib­
rium also exercised a l'ltrong influence over policies at 
the beginning of 1961. In Ecuador planned government 
capital exprnditure was cul back; in Guatemala the rate 
of public investment under the 1960-1961 development 
plan was reduced below the level of the previous plan, 
while in Brazil it is reported that "some decline in the 
rate of growth is probable'' at least until the purchas­
ing power of the cruzeiro has been stabilized. 

Elsewhere in Latin America, however, investment is 
planned to recover or increase further. In Argentina. 
road and house-building and private manufacturing are 
likely to be the leading areas of expansion. In Chile 
where investment lagged in 1960. a 55 per Ct'nt increase 
in gross fixed capital formation is the target for 1961; 
this is within the framework of a ten-year development 
programme, adopted in November 1960, which is de­
signed to raise, permanently. the proportion of resources 
devoted Lo investment. with considerable emphasis in 
the early stages on agriculture. Venezuela also plans to 
raise investment from the low level of 1960, chiefly by 
expansion in construction. In Colombia the 1961 cap· 
ital budget indicates a 16 per cent rise in investment; 
as in Chile this is part of a longer-term plan to raisi> 
the ratio of capital formation to gross product. In Cuba 
a five-year plan, inaugurated early in 1961. has set tar· 
gets in a number of sectors; this should raise invest· 
menl above.> the 1960 le, el de:,pite reported :,hortages of 
some materials and components occasioned by the dis­
ruption of established trade patterns. Mexico intends 
to maintain the rate of expansion of recent years; the 
pace is set by public inve tment plans, but the outcome 
for the year will also depend on the volume of foreign 
capital available. 

In Africa, prospects are clouded not only by the bal­
ance of pa) ments strains generated by high import ex­
penditure and a drastic decline in key export prices-for 
cocoa, robusta coffee and merino wool, in particular­
but also by the flight of capital and by other economic 
repercussions of the profound constitutional and ad-

ministrative changes that occurred in 1960 or are due 
in 1961. In East Africa it is probable that more will 
be invested m 1961 than in 1960: capital budgets for 
the year ending in mid-1961 were appreciably above 
the level of the preceding year in Kenya and Uganda 
and considerably higher in Tanganyika, while for the 
1961/ 62 foical year substantial aid has been promised 
by the United Kingdom. Ethiopia reports that "draw­
ings on foreign credits in 1961 are likely to be much 
higher" than in 1960; and this presages a higher level 
of capital formation. In West Africa the immediate 
trend in investment is more obscure. The fall in cocoa 
price has severely reduced the flow of development 
funds in Ghana and Nigeria. In Ghana, where external 
reserves declined in 1960 to the lowest level since 1952. 
the Volta power and aluminium project is being inte· 
grated into the existing development programme and 
this may result in some temporary slowing down in 
1961. In the formrr French territories an indication of 
trend is given by the fact that French aid-which sup­
ports the development budgets in these countries-ap· 
pears in the regular French budget for 1961 at much 
the same figure-NF 670 million-as in 1960. 

In southern Africa the outOow of capital had been 
brought under control by early in 1961; but an increase 
in domestic investment seems far from assured. 
Budgeted figures indicate a lower rate of public capital 
formation in 1961 both in the Federation of Rhodesia 
and Nyasaland and in the Union of South Africa. In 
South Africa railway investment is being reduced, but 
the impact of this may be off set by an expected rise in 
the capital expenditure of other publicly-owned cor­
porations, particularly in energy and steel. The budget 
introduced in March 1961 provided special incentives 
to private investment, including a reduction in corpora· 
Lion tax rates and provision for accelerated deprecia­
tion, but the strain on the external account may pre­
vent this policy from exercising its intended effect: in 
May interest rates wt>re raised and the liquidity of the 
rommercial banks reduced. 

IMPLICATIONS FOR INTERNAL BALANCE 

The wide-spread growth in development expenditures 
planned for 1961 is likely to increase still further the 
magnitude-both absolute and relative-of imports of 
capital goods. It will also increase total domestic de­
mand and, hence, in some cases, reinforce the strains 
on internal equilibrium. As a result of earlier deOation­
ary policies. better food crops and an enlargement of 
industrial capacity, some primary exporting countries 
may find it less difficult to contend with such strains in 
1961 than in earlier years. The extent to which sup· 
plie:, can be increased. however, remains the critical 
factor. An adequate increase in domestic output is by 
no means assured, especially in those countries in which 
the attempt to curb the growth of excessive monetary 
demand has tended to inhibit economic activity. In· 
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flationary forces remain powerful in many of these 
countries and not all of them have had satisfactory 
harvests. 

The scale of any supplementary flow of supplies from 
abroad depends on the state of external balance and in 
most primary expc:>rting countries this remains pre· 
carious. With the means of payment severely limited 
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and with the highest priority being accorded to im­
ports of materials to keep the economy running and 
equipment to expand and extend its productive capacity, 
the scope for increasing the flow of goods to match thl' 
rise in money incomes is closely circumscribed. Hence, 
the state of internal balance is also likely to remain 
precarious. 



Chapter 6 

RECENT TREND IN CENTRALLY PLANNED ECONOMIES 

Thr average pace of economic expan"ion in the cen· 
!rally planned economies slackened somrwhat in 1960 
all compared with 1959, but it remained at approxi­
mately the level of the latter part of the nineteen fifties. 
The ~lackening was due largely to a decline in the rate 
of growth of national income in mainland China. Bul­
garia. Hungary and Romania. In Poland and the Union 
oC Soviet ocialist Republics, national income increased 
at virtually the same rate as in 1959 and in Czecho­
slovakia, at a higher rate. 

The rate of gro\\ th in industrial production increased 
in Czechoslovakia, Hungary, Poland and Romania. but 
it declined slightly in the Soviet Union and to a greater 
degree in Bulgaria, F.astc'rn Germany and especially 
mainland China. The latter country, nevertheless, con· 
tinued to record the highest rates of growth among the 
centrally planned economies. 

Developments in agricultural output were far less 
fa,·ourable than thost- in indu!'trial production. Farm 
production declined in mainland China and Hungary 
and the rate of increase in output wa considerably 
reduced in Bulgaria. In the Soviet Union. where out· 

put had remained stationar) in 1959, and in Poland 
and Czechoslovakia, where it had fallen romewhat, pro· 
duction increased in 1960. 

IO\·estmenl activity decelerated in most countries; an 
exception was Romania where it accelerated substan­
tially. In the Soviet Union, the rate of increa.,e in fixed 
investment remained almost unchanged. In some coun­
tries the rise in retail "ales also slackened very sub­
stantially, but in the Soviet Union and Romania, it 
increased at a higher rate than in 1959. 

The over-all balance between supply and demand 
improved in some countries and prices of consumer 
goods were con$Cquently reduced; in most of the other 
countries, the balance was generally maintained, though 
in some certain pressure continued lo be felt, either on 
total supplies or on supplies of specific goods. At the 
.;ame time. the supply of . ome goods exceeded demand 
and involuntary stock accumulation occurred. In main­
land China, the pressure of demand upon suppl) seems 
to have inrreased in 1960, especially with respert to 
food. 

Agricultural production 

ln spite of bad weather in the early part of the year 
and hea, y rains during the harvest sea.c;on, gross agri· 
cultural output increa ed in 1960 in Bulgaria, Czecho· 
slovakia, Poland and the Soviet Union. It fell. however. 
in mainland China, Hungary and apparently also in 
Eastern Germany. In general, the results attained were 
much bcurr in crop production than in the production 
of live lock and animal products (see table 6-1). 

In the Soviet Union the small increase in agricultural 
output was due to the recovery of crop production from 
its 1959 decline. Thi increase was far below the averagr 
annual rate of almost 8 per cent foreseen by the seven· 
year plan. Since the annual rate during the first two 
years amounted lo about one per cent. the fulfilment 
of the seven-year plan for agriculture would require an 
average annual rate of increase in output of more than 
10 per cent during the remaining five years of the plan. 

In mainland China, where output had increased in 
1958 and 1959, the fall in 1960 was attributed largely 
to natural calamities. Crops on over half of the area 
under cultivation were reported partly or wholly de· 
stroyed by unprecedented drought, typhoons and floods. 
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A common feature in 1960 was the generally better 
performance in production of crops than of liv~ tock 
and animal products. In Czechoslovakia and Poland, 
crop production increa~ed by 12 per cent and 9 per 
C'ent, respectively, wherea" the output of livestock and 
animal products expanded by only about one per cent 
in both countries. Similarly, in Eastern Germany the 
performance of crop production seems to have been 
better than that of animal hu~bandry. In the Soviet 
Union the ri~e in crop production appears to ha,e been 
accompanied by a slight fal I in the output of livestock 
and animal products, while in Hungary the former ap­
parently declined less than the latter. 

Data relating to the production of major crops are 
presented in table 6-2. In three countries, Bulgaria, 
Hungary and Romania, grain output fell. In Poland it 
remained at about the peak level attained in 1959, and 
in Czecho!!lovakia and the Soviet Union it increased by 
about 4 and 5 per cent, re pecti,ely. In the latter coun· 
try, grain output ne\erthelc , remained more than 10 per 
cent below the peak level reached in 1958. The output 
of sugar-beets genrrally rose steeply in 1960, exceeding 
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Table 6-1. Iodice of Agricultural Production 
(Preceding year= 100) 

Counlry and ittm 

Bulgaria 
Gross agricultural output.. • . . . . ... 
Crops . .• . .•............ . ... . .... 
Livestock and animal products ...... . 

Czerhoslot•akia 
Gross agricultural output. . . . . . ... 
Crops •.. . ........ . .. . ............ 
Livestock and animal products ...... . 

1956 

93.6 
9U 
98.0 

102.4 
99.2 

106.6 

Eastern Germany 
Gross agricultural outpul ...... . . . . . 96.6 

Hungary 
Gross agricultural output ........... . 

Poland 
Gross agricultural output ..• . ...... 
Crops . . . . . . • . . . . . • . . . . . . . . . . . 
Lh cs tock and animal products ...... . 

Romania 

87.5 

107.1 
108.l 
106.1 

Gross agricultural output . . • . . . . . • . 80.3 
CroJ>"..... . .. . ....... . . . . . . . . . . . 74.7 
Li ve ... tock and animal product!< . . . . . . 93.5 

China (mainland) 
Gross a~ricultural outpu1 ..... . . . . 105.0 

USSR 
Gross agricultural output. . • . ... 
Crop" ... ... .....•.........•.. 
Livestock and animal product~ . . . . • 

113.5 
114.8 
110.6 

Sour~: Report~ on fulfilmf'nt of plans; national 
stati~tical yearbooks and stati~tical bulletins. 

• Data announced in the report on the fulfi lment 
of the flan for 1960. Ho.,.c, er, accord in~ ro the 
reply o the Government of Czecho,lovak1a to the 
United Nations questionnaire of Noveml>E'r 1960 

thr. pre, ious year's production by as much as 40 per 
cenl in some countries. The potato harvest in Czecho· 
slo\·akrn and the Soviet Union was poorer than in 1959. 
hut in Poland it wac; higher. Data on output of crop. 
are nol arnilable for Ea. tern Germany but averag<' 
} ield11 of mo,t <'rop:- increased suh!-tantially. 

1!157 1958 

116.5 99.3 
122.5 93.6 
105.:i llU 

" 
99.1 102.6 
96.] 101.6 

103.5 100.3 

l l 7.1 109.2 

113.1 105.5 

lOU 103.0 
101.9 102.0 
107.6 10-t3 

12,1-. l 85.2 
13,t.8 78.4 
101.9 101.7 

103.5 125.0 

102.J 110.7 
98.5 111.6 

110.7 101-.6 

t959 

J 18.0 
125.8 

• 104.4 

98.9 
95.2 

JO.M 

103.7 

106.0 

99.0 
98.6 
99.'i 

121.l 
128.8 
106.8 

I 17.0 

100.0 
95.6 

106.:{ 

1960 

102.0 

107.0• 
112.0• 
101.2• 

95.0 

105. t 
108.8 
100.7 

102.01• 

104.0h 
99.0b 

on economic trends, prohlemN and policies, af?ri­
cultural output rose by 6.5 per cent, crops by 
6.8 per rent and livestocl. and animal products b) 
2.3 per cent. 

b Estimar,-d on the basis of incomplete data. 

Statistic, concerning 1·rop~ yields an• prr::.ented in 
lahlr 6-:i. In Hungary and Poland. in contrast to Eai-tern 
German). Czechoslovakia and Bulgaria. the yields of 
11 heat per hectare drclined in 1960. although they re· 
mainrd far abo,e the average for the period 1954-1959. 
Sugar-bert yields increa.;ed markedly as compared with 

Table 6-2. Output of Major Crop~ 
(Thousand~ !If tons) 

GMitU• Sug,1 r-""14 Potalht, 
Country Aurar Artmg' Artragt t95H 58 t959 1960 t!IH-t 58 t959 t960 1951-1 5R 1959 /96(1 

Bulgaria .... . ....... • .. 3,700 5.000 1.800 900 uoo 1.600 250 100 
Czecho•lonkia . . . . . • . 4.962 5,515 S.760 6.012 1.916 8, 10i 8,2-10 6,334 5,251 
F.astern Germany . • ...•. 5,9H 5,9-18 6,086 1.659 13.261 12,4.% 
Hungary . . . ... . .•....... 3,228 3,702h 3,3ll 1• 2,012 2,680 2,36! 2,366 
Poland . •. ... . ....••. . . 12,558 11,123 l i,242 7,31,2 5.975 10,220 3U28 35,698 37,766 
Romania . .. . . .. .. ....... 8,699 10,632 9.800 I,7'1-0 3.410 3,.t.00 2,703 2.896 
USSR . . ... . ... . . 113.200 125,900 13:J,200 35.189 l-.'i.9l2 56.900 83.425 86.561 81-.000 

So11ru: Reports on fulfilment of plans; n11tional statistical • Whut, rp\ barley, oats and corn. 
yearbooks and bulletins: Prat-da (Mosco.,.), 21 January 1961. b Exduding corn. 
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Table 6-3. Yield of Major Crops 
(Quintals per hectare) 

Whfflt Sugar-~tl• Polalot• 
Country 

Aotrt'!}t A.,rag, Ao,ragt 
1951-1958 1959 1960 1951-1958 1959 1960 195~-1958 1959 1960 

Bulgaria . . . .. .... ........ 14.2 17.3• 19.0• 166.0 216.7 238.5 80.6 102.7 
Czechoslovakia .... . . . . . . ' 19.3 22.9 23.J 270. l 205.6 3 t7.0 132.3 108.7 92.3 
Eastern Germany . .... . . . . 29.7 32.5• 35.6• 282.3 198.9 298.1 161-.2 161.3 192.4 
Hungary . . . . . . .. . ..... 13.8 17.1 16.9 191.3 219.5 101.3 102.8 
Poland .......... ........... 11.8 17.3 16.9 201.0 159.0 285.0 125.6 128.0 131.0 
Romania . ..... . .............. 9.9 13.4 131.3 171.l 103.3 103.6 
USSR ............ . ...... . 13.l• 15.2• 174.0 159.0 90.0 91.0 

Source: Reports on fulfilrnl'nt of plan~; national ~tatistical yearbooks and bulletins. 
• Winter wheal only. 

both 1959 and the 1951-1958 average. Potato yields fell 
in Czechoslovakia but rose in Eastern Germany and 
Poland. 

The rise in livestock production in 1960 was restrained 
in most countries by a shortage of fodder. This hortage 
resulted from the drought lhat had a!Tectcd the area for 
Lwo consecutive year:., particularly in Hungary and 
Eastern Germany. In addition, in the countries ac­
celerating the collectivization drive, especially the two 
countrie just mentioned, output may a)<:o have been 
affected by initial difficullies in organizing animal hus­
bandry on the collective farms. In the past, the initial 
pha<:e of colJectivizalion was commonly arcompanied 
hy a Lemporary fall or deceleration in the rate of growth 
of lhestock production O\\ ing to incrt"ased rates of 
q)aughtering of privately owned stock and lo the re­
duced care given lo the collectively owned ~tock by thf' 
peasants joining the collective farms.1 

In Hungary the number of cattle fell by about 2 per 
cent, the number of pigs by H per cent and the number 
of horses by more than 12 per cent, but that of sheep 

1 The timing of ~laughtering may be an important factor. If 
the dates of ~laughtering are advanced, the live weight of the 
slaughtered livestock will fall. 

rose by 16 per cent (see table 6-4). In Czechoslovakia 
the number of cows and sheep fell, but the number of 
al I cattle rose by about 2 per cent and that of pigs b} 
5 per cent. In Eastern Germany the increase in the num­
ber of cattle was greater than that in Czechoslovakia 
and that of pigs smaller. while the number of sheep 
fell. In Bulgaria, Poland and the Soviet Union, the num­
ber of cattle rose by 5, I and 2 per cent, respectively, 
and the number of pigs increa!led by 8, 13 and 10 per 
cent. 

The output of livestock products increased substan· 
tiall} only in Romania, where the production of meat 
rose by 7 per cent and that of milk by 14 per cent. Meat 
output rose by 2 per cent in Poland and 3 per cent in 
Czechoslovakia, but fell by 8 per cent in Bulgaria and 
2 per cent in the Soviet Union. Milk output remained 
almost •stationary in all countries except Romania. 

The changes in the volume of agricultural produce 
procured by the government agencies were, in most 
countries. not directly influenced by changes in output. 
As ~hown in table 6-5, the procurement of grain in 
Czechoslovakia rose by 5 per cent in 1960-that is, by 
somewhat more than the 1 per cent rise in output- but 
in Hungary it increased by 6 per cent, although output 

Table 6-4. Indices of Livestock umbers and Production of Animal Husbandry, 1960 
(Preceding year= 100) 

Num~rof 

Country Catt~ 

TOMI Cou,• 

Bulgaria 105.1, 101-.l 
Czechoslovakia ... . .... 102.0 98.8 
Eastern Germany ....... 101.8 100.8 
Hungary ...... . ....... 98.3 98.6 
Poland . ............. IOU 97.7 
Romania .......... 
USSR .. .. .. . .. .. 102.1 103.0 

Sourrc: Reports on fulfilment of plans; national 
statistical yearbooks and bulletins. 

• Livestock data based on livestock counts during 

Pig,. 

108.0 
104.8 
103.5 
86.0 

112.5 

109.7 

ProdiJdion of 

SMtP" MMI Mi/It Eg91 

101.6 91.7 100.0 127.7 
88.9 103.0 101.6 101.4 
93.0 

116.1 
96.9 101.7 100.0 107.8 

106.6 113.6 
97.6 97.7 99.5 103.1 

the following months : Eastern Germany, Septem­
ber; Hungary, \1arch; Poland, June; USSR, 
Czechoslovak1a and Bulgaria, January. 
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Table 6-5. ln<lirell of Procurement of Major Agricultural Producti-
(Prt<·<"ding year• I 00) 

Graen 
Co,,n/ry 

1959 /!hiO 1959 

Bulgaria ....... 101 
Cuchoslo,·akia . 105 103 
Eastern Germany ...... 
Hungary . ....... .. .. lOi 106 111 
Poland .. . . . . . . . . . . . 116 85 9-1 
USSR .......... .. . . 82 Q8 132 

Source: See table 6-1. 

rleclined. In the Soviet Union, where output increa?-ed 
hy about 5 per cent. procurement was 2 pn cent lo\, er 
than in 1959. while in Poland it frll by 15 per cent. 
de,-pite the fact that there was no change in the level 
of output. The reduction in procurement relative to tht> 
output of grain in the Soviet Union and Poland was 
partly determined by a wish to inrreasc the proportion 
of grain left on the farms. in order to incrt•a1-e tht• 1,up· 
ply of fodder and thus rai'-<' the output of livrstock and 
animal products. In the Soviet Union. for example. cer· 
lain regions were temporarily exempted from the obli­
gation to deliver grain lo the state agencies. 

Bulgaria wa~ the only country in which meal pro· 
curement was lower in 1960 than in 1959, the dt>cl ine 
amounting to 18 per cent a~ compared \\ith a fall of 
only 8 per cent in the volumt> of output. This \\a~ due 
largely to a government dt>cision to redure deli\'ery 
quotas in order to a\'oi<l a fall in liH·~tock number.- and 
lo lay the ground for acceleration in the gro\\ th of meat 
output in the future. In Poland the procuremt'nt of meat 
remained al the same len•l as in 1959. whilt' output ro~. 
In the other countries. whrre meat procur<>ment in· 
crea,t>d. the output of meat either fell , or incrt'ased by 
a smaller percentage than procurement. In most coun· 
tries the procurem!'nl of milk and egg:- increased in 
relation to output. the ri~e being considerahle in the 
case of egg,-. Czechoslovakia and Hungary were excep· 
tions. procurement of egg,- ri~ing by le"" than output 
in the former countr) and failing by 14 per rent in the 
latter. 

The l;Upply of producer good» to the agricultural 
:;ector increased during l 960 in all centrally planned 
economie'-. The amount of f ertilizn made a\'ailable ro:,e 
by 5 per cent in Czecho!'llornkia and by 15 per cent in 
Poland. In mo~t countrie,- there \\ere al. o significant 
increac:es in the quantity of marhim·ry and equipment 
deli\·ered to agriculturr. In Romania. for example. the 
number of trartor., supplit•cl lo agrirulturt• irtcrt'a~·d hy 
ome 53 per cent. from 7.250 in 1959 to 11 ,500 in 1960. 

Czecho~lornkia reported a 20 1wr rt•nt incr<>n~e in the 
quantity of farm machinerr drli\1•red to agiicultun•. In 
Poland the stod..: of tractors rose hy rnon· than B per 
cent. Similarly. the "Uppl} of agrirultural rnachirwry 
and equipment inneased suhstantiall) in [a'.'-tern Ger-

,.,,.,, \fi/lt E111 

l!Hi<I 1959 f9(j(I 1959 1960 

82 142 116 97 164 
]()j 103 106 103 
110 105 105 12:3 
103 106 103 112 86 
100 107 100 120 ll5 
105 11~ 105 12i 114 

man,. where the tractor ~tock of the -.tate and collective 
farn~~ inrn'a?-ed hy 50 per cent over 1960. Although a 
large part of this increa!'t? may reflect only the transfer 
of tractors from private to collertive ownership. there 
ii: little doubt that tlw total stork rose, even if to a con· 
~iderably smaller degree. In the Soviet Union the num· 
bn of tnctor~ delivered to agriculture ro~e by 13 per 
C('Jll, from 23 U>OO in 1959 to 266,000 in 1960, whilt> 
deli,erie:; of tractor-drawn serdni. more than doubled. 
On tlw o her hand. deliverif's of trucks, harvesters and 
tractor-drawn ploughs and cuhirntor:; f<>ll. 2 

Th<> difficulties encountered in raising agricultural 
producti<,n in accordance with government plans were 
reflected in policy mt>asures designed to accelerate the 
t·xpansion of agriculture or to reduce the effect of 
naturul calamities. ln mainland China the efforts in· 
tt•nded to O\ercome the efff'ct of the fall in the harvest 
ind uded an <'n largement of the acreage under late 
autumn crop:-. tran:-fer of manpow<'r from the cities to 
the country:;ide ancl bringing ne\\ land under the plough. 
During the fir"t half of 1960 thc> cultivated land was in· 
rrea,1·d l,y at lrast :t3 million hectares or about 3 per 
cc·nt. Then• was al~o a further reappraic;al of the policy 
of collecti\ ization. continuing a trend which began in 
1959. The rolt• played hy the "communes'' was further 
re;.tricted in fa\·our of '·producth·e agricultural bri· 
aad1•, ". e,,entiall} similar to the collective farms exist­
ing in other countries. Brigade, "hich formerly were 
lo be do,-eJr integrated into the "communes'' became 
independent economic and financial units. The man· 
power t•mployed b) the communal entt:rprises was con· 
"iclernbl) reduced and the releac;ed workers were 
tran~f err~d back to the hrigades. In order to stimulate 
inrentiH'S to work. tht· members of the brigades were 
to n•rdw about 70 per cent of their pay in money and 
\\ere to he permitted to retain small plots of land for 
rai-..ing food for th1•ir own consumption. 

In the ~o,iet Union the rfforls to arcelerate agricul· 
tural production \\en• directed towards increasing agri· 

: The numher of trurh delivrred fell from 77,000 in 1959 to 
66,000 in 1960; that of harve•ter~ from 57,000 to 54,000; plough~ 
from 144,000 to lU,000 and cultivator, from 122,000 to 80,000. 
Dflherit', of ,t>Nler, ro,e from 52,000 to 107.000; of grain com· 
hine~ from 52,000 to 55,000 and o( tractor-drawn rake~ from 
) 5,000 to :?4,000. 
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rultural imestment and creating additional incentive 
for agricultural producers. According to official opinions 
expre'l:,ed during recent meetings of the Central Com· 
mittee of the Communi~t Party. the slo\\ rate of increase 
in agricultural production cannot be attributed exclu· 
"ively to adverse weather conditions in 1959 and 1960. 
Other reasons were the short supply of machinery. 
huilding materials and fertilizer. as ,\ell as inadequate 
incenti,e5 for agricultural producen,. In order to stimu­
lat<· agricultural ime,;lm<·nt and output, several mea· 
sures tending lo raise the profitability of collective farms 
were prepared. Prices charged on sales to collective 
farms of agricultural machinery, equipment and fer­
tilizer were lowered in degrres ranging from 9 per cent 
for tractors to 10 per cent for spare parts and ga!.oline. 
It was decided lo increase thr !lupply of agricultural 
machinery and frrtilizer !;Uh<itantially beyond the 
amounts foreseen in the seven-year plan. At the same 
time it was decided to grant sub ·tantial tax reductions 
to agricultural producers. lo lo" er interest rates on 
long-term and <ihort-term loan<i. and lo defer for five 
years the repayment of loans previously granted to 
collective farms. The anlicipat<'d cumulative effect of 
the.'-C measures has brm e!'itimated at aboul 9 billion 
rouble<i per year, or some 7 per cent of Lhe gross money 
income of collective farms in 1959. In addition, a far­
m1ching reorganization of supply agencies is to im· 
prove the delivery of machinrr}, repair parts. fertilizers 

and other goods to collective farms. In order to elimi· 
nate those elements of instability in the work of col· 
lective farms that are caused by thr annual changes in 
their delivery quotas, and to enable them to plan their 
output for longer periods, it was decided that the- con· 
tracts for delivery of agricultural produce should en­
compa,;s a period of up to five years. It should al~o 
specify the volum<' of deliveries and their timing, the 
officiall} hed prices. and the advances to be extended 
to the collective farms during the period of the contract. 

Thr collectivization drive, which in several countries 
was intensified in 1959, continued in 1960. In Eastern 
Germany the share of stale and co-operative farming 
rose from about 36 per cent of the total area in 1958 
to 46 per cent in 1959 and about 90 per cent in 1960. 
In H ungar} the share of the stale and co-operative 
sectors, "hich declined in 1957, rose from 29 per cent 
in I 958 to 53 per cent in 1959 and reached about 80 per 
cent in 1960. Similarly. in Romania the proportion of 
land cultivated by the :,tale and collective farms rose 
from 55 per cent in 1958 to 71, per cent in 1959 and 
!H prr cent in 1960. In Bulgaria and Czechoslovakia, 
wherr these two sectors had already accounted for more 
than 85 per cent of the cultivated area, further increases 
in their share in 1960 were relatively small. In Czecho­
.,(ovakia. the structural changes consisted mostly of 
further agglomeration of the collrctive farms into larger 
unit~. 

Industrial production 

Unlike agricultural output, indm,trial production con· 
tinued to increase rapidly in all centrally planned 
economir in 1960. The rates of growth, as indicatrd in 
table 6-6,_ ranged from 8 per crnt in Eastern Germany 

to 19 per cent in mainland China. The average rate of 
increase in the European centrally planned economies 
was only slightly lower than in 1959. 

In mainland China, although the rate of increase in 

Table 6-6. Indices of industrial Production• 
(PreC'ed1ng year -100) 

COl11tlry 1957 

Bulgariab . . . . . . . . . . . . . . . . . . . . . . . . 115.9 
Czecho:;lovakia ...................... 110.2 
Eastern Germany . . . . . . . . . . . . . . . . . . . . 107.7 
Hungary . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1) 1.8 
Poland . . . . . . . . . . . . . . . . . . . . . . . . . . . . J 09.5 
Romania . . . . . . . . . . . . . . . . . . . . . . . . . . . 108.5 
USSR. . .. . .. . . .. . .. . .. . . . 110.0 

Total, above countries 109.8 
China (mainland). ..... . 107.1 

Source: Report.'< on the fulfilment of plans; 
national stati•tical yearbooLs and bulletins. 

• For the Soviet Union, China (mainland), East­
ern Germany and Czecho~loval.ia, totnl industry; 
for Bulgorio, Poland and Romania, ~tate and CO· 
operath·e iodu~try; for Hungary, state industry 
only. Croup indices are weighted averages of coun­
try indices. The weights used "'ere the averages of 
the ratios of output of electric energy and indus­
trial employment in each country in 1956 to the 
totals of the group. Thl!<le indices should be con­
sidered only as broad approximations of the 
changes in aggregate output. 

b The indices for the years 1957 to 1959 refer to 

1960 
1958 1959 1960 (p/annd} 

115.0 120.4 113.4 115.3 
111.3 110.9 111.7 110.2 
111.2 112.0 108.3 107.9 
112.9 110.8 112.5 108.0 
109.8 109.0 110.9 107.6 
109.5 110.2 116.9 114.0 
110.0 111.0 110.0 108.1 
110.3 111.1 110.3 
166.2 139.3 119.0• 129.0 

total industry and are not comparable with the 
indicet. for 1960, which refer only lo ''planned 
industrf' since 1960 data for total industry are 
not available. The announced percentage increases 
for industrial production in "planned industry" in 
1959 was 24.9 per cent. 

• According to People'., Daily (Peking), the aver­
age rate of increase of industrial output in the 
period 1958-1960 amounted to 40 per cent annually. 
Since the ratios in 1958 and 1959 were known to 
be 66.2 and 39.3 respectively, it follows that the 
rate of increase was in 1960 approximately 19 
per cent. 
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industrial production declined hy a" much as 20 per· 
centage points in 1960. it neverthek, remaint>d the 
highei;t of the group. In mo:-t countrie.-. indu~trial pro· 
duction exceeded the planned quotas; but in Bulgaria 
and, e\'en more so. in mainland China. it failrd to 
achieve the targets c;et for 1960-in the laller countr) 
by 10 percentage points. This discrepancy beh,een plam 
and achievements in mainland China resultrd in part 
from exceptionally poor "cather. "hich impeded the 
growth of all sectors of the econom) but wa~ especially 
important in industries depending on agricultural rav, 
material ... The output of consumer goodc;, as shown in 
table 6-7. rose by only 8 pa cent a<> compared to the 
21 per cent increase set h) the plan. 

A.,, in the preceding years the output of producer 
goods increased everywhere at a higher rate than that 
of consumer good", although the difference between the 
n·lati\'e rates of increase in th~e two "t'Clor. was in 
most countrie..i. smaller than a year earlier. Among 
countries for which complete data are a\'ailable. tlw 
only exceptions were mainland China and the Soviet 
Union, where the re\'erse wac: true. In the latter country. 

PART JI. CtlRRF.NT ECO!'\'OMIC DEVELOP.ME!'ITS 

hoM:ver. t "as decided towards the end of 1960 to 
accelerate the rate of expansion of consumer goods out· 
put rrlath ely to that of producer goods. 

A comn on characteristic of indu!.trial growth in the 
CPntrally planned economies wac; thP tendency for the 
output of< nginrering. chemicals and. in moc:t countries. 
ron~lruction matnial-. to C\pand at a subc:tantially 
higher rate than producer goods as a whole (compare 
tat.I,· 6-8 1\ith talile 6-7). A" compared with the pre· 
,·e<ling ) t>nr. the growth of output in the engineering 
indu,-trit•,, accelerated significant!) in Hungary. Poland 
and Romania hut slackened in Bulgaria and Eastern 
G1•rman) . The output of the chemical industry expanded 
at n fa,,tn rate than in 1959 in the Soviet Union, Hun· 
gar) and Poland. In all countrie,, the output of fertilizer 
incn•a,-.ed ub~tantially in 1960.~ Within the engineer· 
ing indu~tri,·,-, the pattern of change in 1960 varied 
consitleralil) from country to country. In Eastern Ger· 
many the liighe~l rate-. of increa!<e were achieved in the 

8 Jn Uulgcria by 34 per ct'nt, in Eastern Germany (pho11phate 
f!'rtilizrrl by 19 pn cent and in Poland by 11 prr cent. 

Table 6-7. lndice11 of Output of Producer and Con1>umer Goodi,1 
(Pre<"eding year -100) 

Counlry 11nd it,,m 1956 /!Ml t!J58 
t960 

11159 t!l6Q (p/nnn,d) 

B1fraria 
roducer good~ ......... 116.7 112.3 117.0 126.0 ll8.0 

Consumer goods ....... . . 11:tJ 1 ]9.0 113.5 l 16.0 113.0 

China (mainland) 
Producer good, . . . . . . . 112.0 112.0 203.0 113.3 126.0• 132.0 
Con,umer good,, ... . .. .. 122.0 102.0 131.0 131.0 108.0• ]24.0 

Czechoslorakia 
Producer goock ........ ll0.8 ll0.1 l 11.8 112.9 113.l 112.0 
Con~umer good,, ....... 108.1 110.3 110.6 107.i 109.6 107.l 

Ea.item German) 
Producer good,b ... . . . .. 108.5 !07.5 112.3 11 t.2 )08.i 
Com,umer good,,• .... !03.2 107.8 109.6 109. l l03A 

Hungary 
P.roducer i:;ood,,b ........ 93.l 109.0 118.4 112.7 111.:i 110.0 
Con,umer goocls• ... . .... 89.0 115.0 106.8 ]07.8 109.5 106.0 

Poland 
Producer good .. . ...... 110.6 107.8 109.l I 13.2 111.5 107.9 
C:n~umer good . . . . 107.2 l 12.2 110.8 lOl.9 110.3 107.2 

Romania 
Producer good . . . . . . . 11 l.3 109.l 110.l 11 L ~ 114.6 
Con. umer goods ........ 106.2 106.7 108.8 JO I. I 113.0 

USSR 
Producer goods lll.9 111.0 I l l.O 112.0 111.0 108.8 
Con umer good, 109.l 108.0 !07.0 110.:J 107.0 106.1 

Source: See table 6-1. b Ilea,) 11uJustr). 
• Estimated. • l.i~ht 111,lu,try. 
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Table 6-8. Indices of Output of Some Major Branches of Producer Goods 
(Preceding year"" 100) 

Coonlry 

Bulgaria ................ . 
Czechoslovakia .. .. ...... . 
Eastern Germanv ......... . 
Hungary . . .. : ........ . . 
Poland ................. . 
Romania ............... . 
USSR ............. . 

Source: See table 6-1. 

f959 1960 

143.2 
116.0 
118.5 
114.7 
113.3 
115.6 
115.0 

12·1.0 
116.0 
ll0.4 
ll9.2 
116.0 
122.0 
116.0 

• For Bulf!,aria, EaMern Germany, Romania and 
the Soviet l nion, engineering and metal-working 
industries. 

production of consumer durables! In Czecho,.lovakia. 
Hungar) and Poland the greatest expansion occurred 
in the output of industrial and electrical machinery .5 

In the last two countrirs particular attention was de· 
vott>d lo the production of machinery and equipment 
for export. In Hungaq these exports increased by 24 
per cent in 1960 and accounted for about half of the 
increment in export re<·eipts during that year, while in 
Poland they accounted for 22 per cent of the increment. 
In the oviet Union. in accordance with the priorities 
assigned by the five-year plan. the highe!lt rates of in· 
creast' were attained in the output of chemical equip­
mrnt. in equipment for oil extraction and in consumer 
durables. The output of "everal kind!< of agricultural 
equipment declined for a third con .. ecutive year. hut 
that of tractors. self-propelled grain combines. win­
nowers and tractor-dra\\n mowing machines increased 
by from 5 to 12 per cent. In Bulgaria. the high rates of 
growth in output of agricultural machinery were largely 
inlluencrd b) the further mechanization of agriculture 
and the desire to reduce the country's dependence on 
imports of agricultural equipment. 

In most ca!'es tht> expan<:ion of output of fuels, power 
and basic materials. indicated in table 6·9, proceeded 
al a :;mailer rate than that of engineering and chemicals. 
In the ea<.tern European countries the rate of expansion 
of coal and crude oil remained practically unchanged 
in 1960. the rate for <·oa I amounting to about 1 to 2 
per cent. The output of natural gas expanded in both 
1959 and 1960 al a much higher rate than the total 
output of fuel and power, and iL rate of increase ac­
celerated during the la<.t year both in the Soviet Union 
and in the other countrie!' taken as a \~hole. In tht> Soviet 
Union the rate of expansion of thr coal industry has 
declinrd during the Ja.,t three year!-, reflecting a c:hift 

4 The output of televi~ion sets, refrif!,erator~ and waqhing: ma· 
chine~ in Ea~tern Germany waq higher in 1960 than the com­
bined output in 1955-1958. 

r, In Poland thr highcqt rateq of incrt'a~e were achieved in lht> 
produdion of the following items: shipbuilding. 36 per rent; 
agricultural machint"r), 39 per cent; elcetru·technical equip· 
mcnt, 23 per cent, tran~port equipment, 20 per cent. 

lndtulry 

Clu!mirol Corulruclion maltriau 

1959 1960 1959 1960 

126.0 118.0 144.4 115.6 
116.0 114.2 116.5 116.5 
110.0 
113.0 118.4 118.3 110.6 
118.5 120.0 113.5 109.0 
120.4b ll6.0b 104.0 
109.0b 112.0b 123.0 118.0 

b Chemical and rubber indu~tries. 

Table 6-9. Indices of Output of Fuel, Power and 
Selected Basic Materials 

(Preceding year= l 00) 

USSR 
OIMr t<Ukrn Eurol'ffltt 

rounl.ri~• 
lltm -----

1959 1960 1959 1960 

Coal ............. 102 101 101.8• 102.2• 
Crude oil .... ........ 111- 114 102.4 102.3 
Natural !lll!i . . ...... 125 127 111.8 113.6 
Electric power ....... 112 110 109.8 110.3 
Pig-iron . . ...... 109 109 111.5 109.6 
Rolled steel .......... 109 108 108.5 112.0 
Cement .. 116 ll7 114.0 114.8 
Mineral fertilizer. .... 104 107 116.0 

Source: See table 6-1. 
• Hard cool, brown coal and lignite on a ton-to-ton ba8i~. 

in priorit) towards oil and natural gas. The share of 
these latter two fuels in the total fuel supply of the 
Soviet Union rose from 34.5 per cent in 1959 to 38.2 
per cent in 1960.0 In mainland China the output of coal 
inrrea~cd by about 20 per cent in 1960. reaching a total 
of 420 million tons. Although this rate of increase ap­
pro>.imatrl) equalled that of total industrial production, 
it remainrd substantially below the rising fuel require· 
ment<. of the producer goods industries and of other 
sectors of the economy. Pig-iron production increased 
in the So, iel Union by 9 per cent in 1959 and again in 
1960, while in the remaining countries the rate of in· 
crea~ fell from about 12 per cent in 1959 to 10 per 
rent in 1960. In contra~!. the rate of growth in the out· 
put of rolled steel acct>lerated in these countries in 1960, 
\\ hereas in the Soviet Union it decelerated slightly. 

The changes in the output of selected consumer goods 
~hown in table 6-10 indicate that both in 1959 and in 
1960 the highest rate<. of increase were achieved in the 
production of durable:,,. The decline in the output of 

II The ~even-year plan foresees that the share of crude oil and 
~as in thr fuel l,alance should increase to 51.3 per cent by 1965. 
Tht' output of oil and ga~ in the first two years of the plan in· 
,:rea,e<l in accordance with thr planned schedule. 
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Table 6-10. Indices of Output of elected 
Consumer Goods, 1959 and 1960 

(Preceding year • 100) 

Ihm 
ussn Otlt,r f<Ul•rn 

EuroPfflII roun1r.,.~ 

1959 f 91,(1 1959 1960 

Pas~enger cars ......... 102 111 126 123 
Motor cycles . . . . . . .. 125• llS J13b 
Bicycles . .. .......... 90 109 
Washing machine ..... 13·l 132 128 121 
Radio~ ......... . ..... 103 103 96 89 
TeleYision set:; .. . . .. 131 135 169 143 
Refrigerators ... . ...... 118 121 142 11-1 
Sugar .............. 111 106 91 I05" 
:ti.feat. . .. . ............ 112• 105• 99 102 
Butter .. . ... . .... . . . 110• 102• 102 1081· 
Shoes ........ 109 107 129 109J 
Cotton fabrics ... . . . .. 107 105 108 104 
Woollen fabric:, ........ 108 106 107 10:i 
Silk fabrics ........... 96 102 108 105 

Source: Reports on fulfilment of plans: naiional slatistir.al 
bulletin 9 . 

• Including motor scooters. 
b Excluding Eastern Germany, for which data for 1960 art> 

not available. 
O Industrial output only. 
d Excluding Romania, for which data for 1960 are not 

available. 

radios as well as the reduction in the· rate of increase 
in the production of textiles and shoes seems to have 

P .\RT II. CURRE~T ECONOMIC DEVELOPMENTS 

rt'.,ultt•d from government decisions taken in anticipa· 
lion of changes in dt>mand for thei:e good~.7 

In mo"t countriel'I the rise in industrial production 
wa-. nchi ,t>d mainly or entirely through substantial in· 
creases in output per man ( ~ee table 6-11). In Eastern 
Gnman} and Poland industrial employment remained 
~tationary and the riS<' in production was achieved a]. 
most entirely through increase~ in output per man. Only 
in Bulgaria did employment incre9.$e at a much higher 
ralt• than output per man. In the Soviet Union, these 
t,,o factor:- contributed about equally to the increase 
in proclui·tion; hoth increased by about 5 per cent. How­
ever. output pt•r man-hour increast>d by 10 per cent. the 
difference being due to a 5 per cent reduction in average 
working hours. In Poland and Romania the rate of in­
creas1• in output per man rose from about 7 per cent 
in 1959 lo 11 pn cent in I 960. In the remaining erutern 
European countric~ tht' growth of output per man either 
-.lowed down or exceeded only !llightly the rate achieved 
in 1959. 

In mainland China. judging from the transfer of 
manpowt r from indu!itry to agriculture, there was ap· 
pan·ntly lf1 increase in the output per man of industrial 
workrrs. [n 1958 and 1959 Lh1• rapid increase in indus· 
trial employment l'1Cf'ms to have been associated with a 

7 By and lar~r. the production target& for the e goods were 
achieved h mo~t countrir,. 

Table 6-11. lndice~ of Industrial Emplovment and Output per Man 
(Precedin~ yi•ar • 100) 

CoonJry and ihm 1956 1957 1958 1959 f9(jl} 
196() 

(plol)md) 

Bulgaria 
Industrial employment ... 105.2 115.1 107.0 116.9 110.7 109.0 
Output per man ......... 107.2 99.3 107.l 103.0 102.7• 105.7 

CzechosI-ornkia 
lndui,trial employment .. 102.4 103.7 103.6 103.5 101.4 102.7 
Output per man ....... . . 106.8 106.3 107. t 107.l 106.9 107.3 

Eastern Cermanr 
lndu~trial employment ... 96.7 103.6 102.6 102.1 100.l 
Output per man ... . .... 109.9 103.9 108.7 110.0 108.2 

HungarJb 
lndu!-trial employment ... 102.l 100.9 101.0 106.l 106.5 10.1-.0 
Output per man ......... 89.0 111.3 108.0 10.1.7 105.6 104.0 

Poland 
Industrial employment .. 10-1..2 103.5 101.0 101. J 100.l 100.1 
Output per man . ........ IOU 105.8 108.l 107.6 110.8 107.0 

Romani.a 
Industrial employment .. 101.6 100.2 103.6 103.8 105.3 103.0 
Output per man . . ....... 108.7 108.2 105.8 107.0 11 J.O 111.0 

USSR 
Industrial employment. .. 104.0 103.0 102.6 103A 101.8 
Output per man ..... . ... 107.0 106.5 106.0 107.-J 105.0 105.0 

Soum: See table 6-l. h Statt• indu~try. 
• Output per production worker. 



CHAPTER 6. RECE"<T TltE'VDS I:\ CENTRALLY PLANNED ECONOMIES 225 

fall in a,erage output per man rei,ulting from lack of 
skill on the part of newly employed labour; in many 
instances the new workers served as trainee. rather than 
a!; production worker,-:. But even apart from thi!I. the 

number of workt-r!i hirf'd during that period comider· 
ably exceedrd requiremt'nls. The reduction of this re· 
dundant labour force seems to ha\'t' bt'en a factor raising 
the average output per man in industry in 1960. 

National income. investment and retail trade 

The rate of increase in national income in 1960 was 
the "amt• as in 1959 in the Sovit't Union but it was higher 
in Czecho!-lovnkia and lower in all other C'OUntries. The 
decline in growth rate was very small in Poland but 
more <.ignificant in Hungary and Romania. and espt'· 
cially markt'd in Bulgaria. In mainland China. for 
which comprehensive data are not available, the slack· 
ening in the expansion of indu!'.try and the fall in agri· 
cultural production probably reduced the ratt' of 
increa e in national product \'ery !<harply. In all coun· 
tries, except in Czechoslovakia. the actual rate.·~ of in­
crea.c:e achieved in 1960 were lower than the rates 
planned for that year. These differences were i-ignificant 
in Hungar}· and Romania. and e'<pecially great in Bui· 
garia and mainland China (see table 6-12). 

In mo!'<t countriei-. fix,•d investment increased at a 
eonsidPrably slower rate than in 1959, tht' grt'atest de­
releration occurring in Bulgaria and in Hungary-by 
27 and 31 percentage point1=. respectively. In the Soviet 
Union, the rate of increase in invel'tment remained 
practically unchanged. The onl) country where imest· 
ment ac(•elerated in 1960 was Romania. where the rate 
of increru;t' ro!'<e from about 17 per ('ent in 1959 to 
26 per cent in 1960. A slackening in the roll.' of growth 
in inn· .. tment wa:; provided for in the plan!'1 of moi-t 
countrie • hut, in fact. the rate, actually achie,ed were 
in mo!-t case:; lo,\er than anticipated. In the o,iet Union 
and in Romania, the plan for 1960 provided for an 
acceleration of imei:tment; in the former country the 
difference between planned and actual increase in in-

\'C"-tment was ~tight. but in the latter, it was significant. 
In the oviet Union. tht• ~light under-fulfilment of the 
inve-.Lmt•nt plan was largely due to tht' fact that de­
li\.eries of marhinery and equipment were 5 per cent 
lower than planrwd: tht' construction targets came cloi:r 
to being fulfilled. 

Thr allocation of imestment by industrial branch 
underwt'nt significant rhnnges in most countrirs in 1960. 
In thr Soviet Union the changes in the rntes of increase 
in in\'estmenl in 1959 and 1960 are shown by tht' fol­
lowing ind ires ( preceding year = 100): 

Chemical indust11 . . . . . . . . . . • .... , 
Metallurgiral indu~try . . . . . . . . . . . . . .. 
Oil and gas indu!.try ..... .... , ........ . 
Electric po\\ er stations. . . . . . . . ...... . 
Ma_rh!ne huildi!1g industry...... . . . . . . 
Building matt'nals............. . ..... . 
T!mbe!, paper and wood-,.~orking industries 
Light industry and food industry ....... . 
Transport aml communirations ... , ... . 
Agriculture• . . .. . .. .. . ..... .. 
Cultural and health ~ervire~ ....... . 

1959 

159.0 
122.0 
11 l.O 
104.0 
139.0 

117.0 
13,t.O 
121.0 
87.0 

118.0 

1960 

133.0 
112.0 
110.0 
101.0 
123.0 
116.0 
106.0 
115.0 
112.0 
119.0 
120.0 

• State investment, excludin~ investment of collertht" farm , 

There \\a,; a sharp deceleration in the gro,\th of in· 
,e ... tment in the chemical and metal industrie". a"' well 
a<. in engineering. light indu<.trr and food production. 
Statt' in,estment in agriculture increa~d by 19 [)f'r 
rrnt in 1960. \\hereas in 1959 it fell by about 13 per 
rent. It ,;hould he noted that. despite the deceleration 
in in,estment in almO!,t all industrie,. listed in the table. 

Table 6-12. lndicf'B of National Income, Retail Sales and Investment• 
(Pn•reding year= 100) 

.'Vatioool wrom, 

Counlry 1958 1959 1960 1960 
(plannta) 

- -
Bulgaria ...... ....... 106.8 121.6 107.0 121.5 
Czechoslovakia ...... 107.9 106.0 108.8 106.0 
F.astern Germany• ..... 110.9 108.5 
Hungary ..... . . . . . 106.2 108.0 105.5 109.9 
Poland . ........... 105.6 105.~ 105.0 105.7 
Romania .......... 103.-i 113. l 108.0 112.5 
USSR. ........... 111.3 108.0 108.0 109.0 

Sourrt: National 11ta1i~tical yearbool..!1; repor1, on fulfilment 
of plan8 and n•11lit~ of Go,·ernmtnt,; tn the Uniteil l\a1ion!I 
que;tionna,re of l\o,emher 1960 on t"t'nnomk trend~. prohlems 
ancl polides. 

• Jn ronstant pnrcs r.xrept where othrrwi e indiratt"J , 
b For Bulioria, centrally planneJ invtslmf'nt; fnr C:zerho-

/Mail,alu fnM1lmtn/b 

1958 1959 1!160 1960 1958 1959 1960 
(p/nnMd) 

110.7 118.9 111.6 11 k2 11 t5 118.0 121.2 
101.l 107.2 107.·1 102.7 113.7 119.6 112.6 
109.6 )10.2 107.0 116.9 115.1 109.0 
101.6 112.6 110.0 105.2 115.3 140.8 110.0 
105.·i 110.4 102.0 105.0 110.7 117.2 106.5 
98.3 106.0 115.7 106.0 109.l 116.7 126.·1 

106.2 108.0 111.0 107.0 J 13.6 112.0 111.5 

~lovakia, Eaatern Germany and Poland. total investment: for 
Hun11nry, Romania ancl th1• Soviet Union, state and ro-operativ~ 
im estment. Fi~re~ for r.2echoslo1·a.kia are of a somewhat 
narrower rn,era~e 1han 1ho•e ~i\'rn in United ~aliom, Worlil 
Eronumir Surtl'), 1959 (Sale, No.: 60.11.C.l) 

• In rurrent pricts. 
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total !-late investment increased at approximatt>I}' the 
Qame rate in 1960 as in 1959.8 

Changes in the rail'." of incrrast> of i"' estmcnt in 
rnriow, indul'triC's in other rt•ntrally planned economie:; 
an· "hown in tahle 6, l:t It appear:- from the:-~ data that. 
as in the O\'iet Union. the -.hare of agriculture in total 
inw.:tment incn•ao;e<I in Bulgaria. Hungary and Poland. 
hut it foll in Romania and Cz<'choo;lovakia. 1 n the first 
two countries and in Romania. there \\8" al~o an increase 
in the share of hou-.ing. The ~hare of indm,tr) incn•ased 
in Hungary and Romania. hut fell in Bulgaria. Czerho­
~10,akia and Poland. 

The rnlume of retail tracfe increased at n lo,\ er rate 
than in 1959 in Bulgaria. Eac;tl'rn Germany, Hungary 
and Poland. In Czecho•lovakia, thr rate of increase was 
virtually unchanged. whill' in the Sovil't Union and in 
Romania it excet>dt·d the rate of 1959. In ~veral coun· 
trie,-. the actual increases 111 :sales were greater than 
planned. but Bulgaria and Poland failed to fulfil their 
plan, for the expansion of retail sale~. In most <'OUntries 
the ri"<' in retail salt's was associated with continuing 
shifh in dC'mand from food to non-food consumer goods. 
This is clrarly indicated hy the indict·::, of retail sales 
shown below ( preceding year = I 00) : 

Pooo Non·f-1 

1959 1960 1959 1960 
Czechoslo, akin • . . • 106.4 102.4 109.0 113.9 
Eai;tern Cermanv • . 107.8 104.3 111.6 110.3 
Hungary . . . : .. 110.7 109.8 114..1 110.2 
Poland .•........ 105.8 105.3• b 116.'1 96.7• 
Romania .... . .... 102.0b Ill.Ob 108.0 120.0 

• Computed on the basi~ of the fir~t nine months of the year· 
b Excluding public ratering. 

In mo!-t countrie.: for which data are availahle. the c.ales 
of t'onsumer goods other than food int'reased in hotb 
I q59 and 1960 al a ron-.irlerably hight•r rate than 11ales 

8 The apparl'nt di•rrepanry cannot be readil> .. xplainl'd owing 
to lark of adt!quate data relating to othrr industrie,, notably 
roal, huu,ing and !oral indu,tries, The ri e in invt>~tnll'nt in asrri, 
culture could not compenMte for the decline in othn ~l'Ctor 
~au,e of it• relativl'ly low •hare in the total. 
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of foorl. Durin~ preceding yean;, a <;imilar trend wac; 
noticeahl,• in thl' So\it>t Union and Bulgaria. for which 
countries no data are available for 1960. 

Tlw indict's of national income. retail sale!< and gross 
liwd invc:-tmenl a!-:;t•mhled in table 6· l 2 do not provide 
information ,;uflirienl for estimating changes in the 
alloratior of national product in any detail. For Czecho· 
-.Jo, akin. apart from the data on gross fixed investment 
and retail salr-,, there are al~o available indkes of per· 
~onal ron umption. inrlirating an increase of 9 per cent 
in 1960 or ahout the same ric;e as in national product. 

The onl} two countries for which more detailed in· 
formatior on the allocation of national income could 
he derived from available statistit's were Bulgaria and 
Poland. In Bulgaria. as shown in table 6· 11, total con­
<.urnption increased hy ahout 5 prr cent, accumulation" 
hy about ,I per cent and national incomr hy 7 per cent. 
the high1•1 increasl' in national income being accounted 
for h) a clerline in net imports. The differenre between 
the 12 1wr cent increa"-e in retail sales and the 5 per 
c1•nt incrl'aH' in consumption may have been due to a 
shift from on·the·f arm consumption to the purchase of 
food from co·operatives and the state network of trade.10 

Tlw dilTer nt'P lwtwt·en the 21 per cent increase in gross 
fi:xed irn t ,..tm<'nt. a:. depicted in ta hie 6-12. and the 
3 per Cf'nt incn•a'-e in accumulation in table 6-1 i is not 
easil) exp ainahlc o,, ing to lack of data.11 

In Poland. consumption in 1960 increased only 
:;lightly l<'i'- than retail sale.c.; net fixed irl\'r~tment rose 

I Arrumulation is defined as net fixed inve•tment plus capital 
rt>pairs and chan!(l'• in inventories. 

in It ,hou cl lw nott>d that data on consumption in 1960 relate 
to total l'on umption, which include~ per;onal as -well as sorial 
ron,urnptio1. Pt'r1<onal consumption might havt' incrl'a~,.d S<lme· 
what more lhan 5 per crnt. 

1 1 Cro,, I :H·d inve•tment relate, only to outlays of centralized 
fund,, whcr-as accumulation include• total net fixed inve~tmt'nl 
plus capital repairs and rhang~ in inventorie~. The difference 
brtwt'•·n the twn figure, may, thf'refore. be due to changes in 
inv1·nto11 au·umulation and to lower rates of p:rowth of outlay,; 
frnm non-rentraliled fond• in the state as well as in other sector 
of th,. ecunnmy, 

Table 6.13. Indices of Gro . Fi:\.cd Imc~tment, by ector 
(Preceding year• 100) 

,'wlor 
Bu/91Jr111 <:11dwh,r,;/d1i 

1959 l!Jli/J 1960 

Industry .......... .. ·····. IH 119 112 
Agriculture• .•.. .... .. . 177 159 112 
Trade ............ ..... . . . . . 
Tran-.port and communication~ ... 129 IJ2 107 
Hou,.ing .................... 

) 161 12tt Puhlic utilities .... . . . . . . .... 
Social and cultural ~t'r\'ice,. , .. . . . 122b 

TOT\L 118 121 113 

Source: Rl'ports on fulfilment of plans; Roc.znik Stalptyr:nt·, 
1960 (War~a1>) ; Sta.li.<:tikai H11ri Kozlrm"nJ"k, ,'fo. 2, 1961 
(Budape,.,1). 

Hu, ,nr;r PoilJnd Romania 

t!i59 /!l(;Q 1959 l!JliQ 1959 1960 

135 ll:J 117 101 109 129 
211 132 107 1)4 131 110 
110 }Q6{ 135 103 
150 126 116 
116 121 l lO 100 110 150 

}11s I 137 102 90t 128 113 119 111 
1:37 1 JO 117 !07 117 126 

• Exrlucling rrivatc and rollrctive farms. 
1• llcahh 11111 sorial ~ccurity only. lnve,itment in education, 

physical culture and the lile inrreased by 18 pl'r cent. 
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Table 6-14. Bul~aria and Poland: Allocation of ~ational Income 

/km 19,11 t9MI · 1960• 
(billion, nf km nl f9:i7 pril'f'1) 

Consumption. . . . . . . ..... 27.3 30.!'i a2.o 
Personal consumption ... 25.2 28.l 
Social consumption ...... 2.1 2..1 

\ccumulation. . . . . . . . . . 6.!l 13. l 13.5 
Net investment. . .. . ... 
Increa~e in stock .. 

Total, above items ........ 33.8 13.7 15.5 
Balance of foreign trade . 0.5 -2.0 -0.9 
National income .. . ... . .... 31.3 11.i i1.6 

Sour~: Try·buna Ludu (Wur~aw), 9 Febrnary 1961; Robot. 
nickd<o Drlo (Sofia), 17 Decembl>r 1960, 28 January 1961; 
ROC"znik Stat)'st:;-czn). 1960; Stalistirhr~lti G<Hl.i,hnik na l\arndna 
Rrspublica Bulgaria, 1960 (Sofia). 

• Estimate~ of components of national income in 1960 werl' 
derived from data on nationul income, accumulation and the 

by ahout 3 per cent and the change in inventorie11 by 
15 per cent, bringing about a 6 per cent increa8e in 
accumu lation. The sum of investment and consumption 
increased much less than national income. reflecting a 
sharp fall in net imports. Accumulation increased in 
1960 in relation lo both national income and consump­
tion. 

The effect of these changes in the allocation of na· 
tional income on the "-Upply and demand i;ituation can 
not bf' ascertained, owine: to lack of data on dispo!<ahle 
personal incomr. It :-et'Tlb, hO\\ e\ er. that in mo"I coun­
lriel> the increases in income payment!' and 1h1· demand 
for con-.umer goods did not excec>d the rise in supply. 
In some countrieg, re~trictions impo~J on the grO\\ th 
of income seem to haw rrduced or even eliminated the 
prc>-.sure that had de\doped in the preceding yrar. In 
other centrally plannrd rconomie;. however. certain 
pre--sure continued Lo be felt. either on total supplie'­
or on '-Upp) ies of speufic goods. As in the precrding 
) car, the rising demont.l for mrat could not b1• fully 
i;atisfied in several countrie", owing to a less than pro· 
portionale increase in supply. 

Po/nntl 

lrn,r..ue IMN'att 
from 1959 1958 1959 1960 /r<Jm 195!1 

to 1960,. (billion• of :l<>tv, nl (958 pr1u•) lo l.?60 
(~rrtnlogr) (~N'tnlag~) 

5 255.3 271.6 275.7 l.5 
230.6 2-iu 
2-l.7 27.5 

;3 77.5 8U 89.1 6.0 
53.8 62.9 H8 3.0 
23.7 21.2 21.:J 11.6 

~ 332.8 :355.7 :J6-1.8 ') ~ -··"> 
-11.5 - 17.1 -9.6 

7 :12u :1:m.3 :155.2 5.0 

balance of trade in foreign trade pr ire,- whi<'h ha~ heen re, alued 
in dome,tic price~. Con,-umption "a,. dt•rhed a, a r<'. idual. The 
e~timated figures are lo be viewed a, approximations showing 
th<' direction of change~ rather than indieatini: thr,r r:xaC"t 
magnitude. 

In most countries, a factor n·~trainmg the ri-.e in 
demand in relation to suppl} of t·onsumcr good!'- was 

the fact that average money wa~es wen• not allowed 
lo increase as rapid ly as output pt·r man. As !-ho\, n in 
lohlc 6-15. Bulgaria wa-. the only counlT} in which 
monc) \\ages ro e morr than output per man. The risr 
in output per man relathe lo wagrs was most i::i~nificant 
in Hungary and Poland. In the lattrr country. output 
per man rose in 1960 by almo,-t 11 prr cent, while 
a\erage money wages increa..;ed hy onlr about 2 per 
C'l'lll. The total wagr bill. \,hich in 1959 increa~d by 
.ihout 11 per cent, ro!'e in 1960 hy about ,1 per cenl. 
But since the total of pensjons. stthsidies an<l . ocial 
srcu.rity benefits declint•d slightly in 1960, total non· 
farm income increased It's,, than the wage bill. Money 
iucome of the agricultural population drrivrd from 
..;ale-- to the !-late purcha,-ing agencies doe, not ~t'm to 
han~ increased mon' than non-farm income, since de· 
lhrries of grain declinc·<l and tho~<' of meat and milk 
remained at their 1959 level. It appears, therefore, that 
lotal mone} incomes ro~e only slightly more than sup· 
plies of con:-umer good,;. Prices in ~late aml ro·Op<'ra-

Table 6-15. fndice11 of Output per l\1an and of Money and Real Wa~es in Ind ustry' 
(Prrceding year= 100) 

l!l5H 1959 1960 

Counlr:, Outpul \Inn'> Rtal Output Mon,y Rml Output Monry 

p,r ""'" UVlg,., UVJUt• p,r ,,,..,,. ll'(JI}•• ""'9r• JJl'r mtlll 1m9,1 

Bulgaria ... . ..... 107.1 102.2 102.1 106.2 103.5 101.S 102.'i' 106.9 
Czecho,lo\akia .... 107.1 102.l 102.l 107.1 102.2 101.6 106.9 103.011 

Eastern Germany . . 108.7 103.2 101.9 110.0 108.2 105.0 
Hungary . .. 108.3 101.3 101.0 101.7 103.0 lOl.3 106.2 101.7 
Poland . .. !OR. I 105.6 103.8 107.6 107.8 103.7 110.8 102.1 
Romania ... ...... 105.8 11 l.0" 107.0 105.0" 111.0 109.0h 

Sour<Y: Rl'Jlllrls on fulfilment of plan,; national 
stati,tical yearbooL., and bulletin~. 

• ~·8J1:~s relate Lo avero~e earnin~, per worker. 
b Average earnings in all •ecl<1rs of the econtJm), 
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ti\'e retail trade. ac well a" on the free markrt, increa.,ed. 
on the average. by about one per cent. Demand for 
ct•rtain good;.. ho,1 e\'er. caused cubl'tantial pre,cure on 
"'Upply; thu" food price;. in c.tate trade ro,e by about 
5 per cent and prict>s of meat on the free market in· 
l'rea!-ed a,.. much a,.. 12 per ct·nt. The co ... t of living of a 
worker\. family appear" to have increased more than 
2 per cent and real wages seem to have hren c;Jightly 
reduced. 

In Hungary. ~ in Poland. the much !'moll,•r ri.;e in 
,1age:- than in output per man wa,.. a factor lt'nding to 
re-..train the demand for consumer good" in rdation to 
the supply. Average 11age..; in i-latP industry increa~ed 
uy (~,.. than 2 per cent. hut real wages may ha,e risen 
even less becau,..e of inrrea,,c:. in the co,t of living which 
in the Budape1-t area amounted to l .•l pn cent. The 
change:. in the money income of the farm population 
cannot be ascertained o,1ing to lack of adequate data. 
As in Poland. the pm;sure of demand for particular 
foods was reflected in price increases on the frre market, 
as indicated by the lt1 per cent rii-e which ocrurred in 
1960 in Budapest. 

In Bulgaria, unlike Poland and Hungary. average 
money wage.c; in industry increas<·d in ] 960 more than 
output per man, tending lo raise demand relatively to 
supply. Average wages for the economy a,; a whole i;eem 
to ha, e risen about 8 per cent. The ri. c in the total wage 
bill was eYen great<>r, probably excei•ding the 12 per 
cent advance in retail sales. But money inrome of agri· 
cultural produrers ,-eems to have increased le~s. partl)· 
in connexion with population shifts from agriculture to 
non-agricultural orcupations. It <:eems. ne\'erthele,,c., that 
total money income of the population derived from the 
c;aJe of good~ and servicec. to the Stat<> ro,e in 1960 more 
than retail sales. although the magnitude of this dif. 
fcrence cannot be ascertained. The pm,,ure of demand 
upon supply of con,umer good,. or more specifically. 
on food, was reflected in price increases on collecti,e 
form market, which. aftt·r falling in 1959. rose in 1960. 
a, ~hown hr the following indices (preceding y<'ar = 
1110) : 

19.~11 t9fi(I 

First quarter .... . . . . . . . . . . . . 95.0 105.7 
Second quarter . . . . . . . . . . . . . 98.8 I M.5 
Third quarter ......... . . 90. l 11:U 

The:-e increases indicate that suppli<·s of particular 
foods. 1-,;pecially meat. did not inrrease in line "ith 
ri ing demand. The difficultie:; encountered in increas· 

PAn r II. Cunn£~T Eco,o,11c DE\'ELOP:\tENTS 

ing tlw i-upply of meat in Bulgaria are best indicated 
lir the fact that, while the 1960 plan provided for a 
17 per cent increase in sales of meat. actual sales in state 
and rn-operative tradt> in the first six months of 1960 
incr!'n,ed l,r onl) 3.3 per cent as compared with the 
eorrt"-ponding period in 1959. 

In Czrchoslornkia and Romania, the supply and de­
mand ,ituation "eems to have impro\'ed substanliaJJy. 
hringing about a reduction in the prices of consumer 
µo01J .... In Czccho~lo\akia the c;avings to consumers due 
to pricl' re lurtion amountl'd to 1.8 billion korunas. or 
,.ome 2 per n·nt of rt•tail salrc. Averag<· real earnings of 
\\!tge and ;;alary earners increa:.,ed uy more than the 
;\ pt•r Cl'nt ri,e in money wage rate.;. !\part from the 
ri,.c in wage,, the real income of the urban population 
1\a .. augmrnted through increases in pen:;ions and re· 
tlul'tions i11 certain school fees. The personal money 
mcomr of agricultural producers increased subc;tan· 
tially in 1960 as a result of higher output and increased 
,.airs. The avrrage n·muneralion of members of collec· 
ti,e farm.., (in cash and in kind) ros<> in 1960 hy 10 
per cent. 

In Homania also. the improvement in the supply of 
consumer goods relative to demand was reflected in a 
rcdurtion in retail prices in state and co-operative trade. 
Awrage m mey wagt·, inrreased by 9 per cent and real 
1,age:- hy 11 per cent. In addition, pensions were raisrd 
on tlw ave, age b) 26 per cent in 1960. 

In the Swi(•I Union, th<' rral a,erage per capita in­
C'ome of th<· working population increased by 5 per cent 
in 1960. This incr<'ase included. however. not only the 
mon1>y rarnings of urban and rural workers (net of 
taxe, I hut also incoml' in kind. pensions and aid. and 
tlw romputed ,alu1• of housing _c:.ubsidie.s and state­
prodded service,- such as education and health. It ic; 
prolrnhl1· that the real income of the urban population 
incrca-.ed I y more. and that of the rural population by 
(,,,.,. than the 5 per cent average. This is ~uggested by 
the fact that agricultural output increa~ed by less than 
;1 pn c1·nt. Since the number of agricultural producers 
cloe:- not stem to ha,e changed appreciably and since 
price, recei1ed for sale-.. of agricultural products. as 
well as thf' c:hare of income distributed among members 
of colle<'liH· farms. '-Cem to ha,e remained relatively 
~tahl<·. it is prohable that the per capita income of agri· 
culturul pr,,duc('t'- did not increase more than the total 
output of rgriculture. 

Foreign trade 

The turnover of foreign trade ( e'<porls plus imports) 
of all the centrally planned economic<: excepting main· 
land China expanded by 8 per cent in 1960 (see table 
6-16). Although considerably le!',~ than the rate of 
growth of 19 per cent experienced in 1959, the 1960 

growth rat· ,,·nc none the le!-S higher than that of 1958 
and ,, ac. al,out equal to the awragr for the second half 
of thr nitll'leen fifties. 

The <lec<'h·ration was common to all countrie~ of thr 
group cxc1·pt Romania. \\hrre the ratC' of increa!ie in 
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Table 6-16. Foreign Trade Turnover• 

195/J 1959 1960 Volut Qf lralk 1960 
(miUio111 of roublu)b Country 

Bulgaria ....• . . .. .... .. .. . ...... . .. . . 105.3 
Czechoslovakia. . . . . . ......•.. . .•.... 10t6 
Eastern Gennany . . ...•.... .......... 101.l 
Hungary ......... .... ... . . . . . . 112.3 
Poland ......................... 102.6 
Romania ..•................ . ..... . .. 105.0 
USSR .. ... ...... .... ......... 103.9 

TOTAL, COUNTRIES LISTED ABOVE 101.5 

So11rre: Reports on fullilment of plan11; national 
statistical yearbooks and bulletins; Statis;tikai llat'i 
Kozlemen )tk, I\ o. 2, 1961. 

• Exports plus imports. Indices for 1958 and 

foreign trade turnover in 1960 was 3 percentage points 
greater Lhan in 1959. The slackening in the rate was 
grcall'st in Bulgaria. where a ti per cent increase in 
1959 gave way to a 16 per cent increase, and in Lhe 
o,iet Union. '"here lhe increa5e in 1960 was onlr 

5 prr ccnt as compared with 21 per cent in the preceding 
year. These were the two countries that had experienced 
lhe gr<'atest acceleration in the rate of advance in 1959. 
Ea.;tern Germany was another country where the slack-

Table 6.17. Exports and Imports 
(\fillione of roubles) 

r. ounJry ond iLtm 1958 1959 ----
Bul~aria 

Exports .... ... . ..... l, 191 1,869 
lniorts .. . ....... 1,467 2,319 

alance . ........ , 27 -440 

Czrchoslova~ia 
F.Jtports . . .... . ..... , 6,053 6,908 
Jm'3::rts .... . .. . ..... 5, t29 6.410 

lance •. . ........ 62·1 498 

Eastern Gem1any 
Exports ..... . ....... i,559 8,486 
Jm&Jrt:.- .. .. ... . . ... . 6,719 7,969 

ance ........... 810 517 
Hungary 

Exporb .. .. . . . ... .. 2,767 3,102 
lm/C:rls ....... .. •.. 2,554 3,196 

lance . .. .. .. . ... 213 -94 
Poland 

Exports . . . . . . . .. . ... 4,238 4,581 Im8ar'"· ........ ... 4.907 5,678 
alance ....... .. - (i69 - 1,097 

Romania 
Exports .. . . ......... 1,873 2,090 
lm&t~··· ··· ...... l,927 2,007 

lance . . . . ....... -54 83 
USSR 

Exports . ..... . .... 17,191 21,763 
lrntrts ........... 17,398 20,293 

lance ..• . ..... . . -207 1,470 

Source: See table 6-16. 

1960 

2,321 
2,526 
-205 

7,976 
7,262 

714 

3,506 
3,885 
-379 

5,303 
5,978 
- 675 

(/ndiu,. prectding yto.r-100) 

141.4 
115.9 
115.2 
118.3 
112.l 
107.8 
121.5 
118.5 

115.7 
112.1 
106.0 
117.3 
109.0 
111.1 
105.0 
108.5 

4.847 
15,238 
17.410 
7,391 

11,282 
4,556 

4i,159 
101,913 

1959 differ from those in United Nauons, World 
Economic Survey, 1959 because of revision of data. 

" Converted into rouble~ at offirial rates of 
exchange. 

ening of growth in foreign trade turnover was consider· 
able in 1960. In Czecho,-lovakia. Hungary and Poland. 
the rate of advance was between one and 3 percentagr 
points lower than in 1959. 

Separate data on imporls and exports are available 
for only four countriC!->, three of which improved their 
trade balances in 1960. Bulgaria and Poland, each of 
which experienced tratle deficits in l 959 amounting to 
24 per cent of exports, succeeded in expanding their 
export:; in 1960 al a greater rate than imports, thereby 
reducing their deficits by 50 and .rn per cent respec­
tively (see tahlt- 6-17) In Hungary. on the other hand, 
the relatively minor dl'ficit of ] 959 increased fourfold 
1n 1960 because of a con!-iderable rise in imports. In 
Czechoslo,·akia. exports advanced more than imports, 
with the result thal net exports, which had declined in 
1959, rose substantially in 1960. 

Data oh changes in the commodity composition of 
the trade of the centrally planned economies in 1960 
are available for only three countries (see table 6-18). 
Tht>se data indicate a further increase in the share of 
machinery in the exporb of all Lhree countries, as well 
n.'- in the imports of Czecho lovakia and Hungary. The 
increasing importance of trade in machinery and equip­
ment seems to be common to all Lhe centTally planned 
economies. and i~ partly attributable to the general 
tendency towards a greater division of labour among 
them, which has been reflected in increased national 
specialization in the production of different types of 
machinery and ~quipmE'nt. 

In Czechoslovakia and Hungary the increase in the 
share of machinery and equipmt'nt in exports "as asso­
ciated with a decline in Lhe aggregate share of food. 
agricultural raw materials and manufactured consumer 
goods. In Poland, however. the share of manufactured 
consumer goods continued lo ri!'e whereas that of fuels 
and industrial raw materials declined. 

Changes in Lhe geographic distribution of trade among 
tht- centrally planned economies in 1960 cannot be ade· 
quately assessed because of limitations of the available 
data. Concerning countries for which data are available, 
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Table 6-18. Commodity Composition of Foreign 
Trade of Centrally Planned Economie~. Selected 
Countries • 

(Percentagt's of total exports and total imports) 

Country Rlld it,m t95R 

C::cchoslornkia 
Export~: 

Machinery and equipment . . . . l,3.4 
FuelQ and indw,trial raw 

matcriab. ....... 31.I 
Food and a!Zricultural ra\\ 

materials. .... . . . . . . .. . 7.1 
Manufactured con~umer ~ood• IR..1 

Imports: 
.Machinery and equipmrnt 18.7 
Fuels and induqriaJ ra"' 

material,. ..... . . .. . . . . 54.7 
Food and agricultural raw 

material:,. ..... . . . . . . . . . . . . 23.l 
Manufactured con~umer !ZOOdo 3.5 

Hungary 
Exports: 

:Machinery and cquipmPnt . . . 35.8 
Fuels and indu~trinl raw 

materials ... . ,... . . . . . . . . . 23.5 
Food and agricultural ra,, 

materials. . . . . . . . . . . . . 22.8 
Manufactured conl'umer go0<ls 17.9 

Imports: 
Machinery and equipment 16.8 
Fuel,- and industrial raw 

material~ . . . . 70. l 
Food and agricultural ra" 

material~ .... . . . . . . . . 8.5 
.\fanufactured consumer good, k6 

Poland 
Exporb: 

Machinery and equipment 26.8 
Fueh and indu~trinl ra\\ 

material~ . . . . . . . . . . . . . . . 50.8 
foon and agricultural TOI\ 

material•. ... . . . . . . . . . . . . 16.9 
Manufactured con!lumer gnod,- 5.5 

[mporb: 
Machinery and equipment 26.7 
Fueh and induotrial raw 

material~ ... . . 3:t9 
Food and al?l'icultural ra"' 

materials ..... 11.0 
\fanufactured con,umcr i,:oods 8.1 

Sour«!: See table 6-16. 

1959 

44.l 

29.l 

6.5 
20.3 

20.3 

53.0 

23.9 
2.8 

34.6 

23.6 

22.7 
I CJ.] 

25.4 

60.9 

9.0 
1.7 

26.3 

,JQ.O 

18.2 
6.5 

27.5 

1-8.5 

16.9 
7.0 

1960 

44.6 

29.5 

5.5 
20.4 

21.6 

53.l 

22.0 
3.3 

37.9 

23.1 

20.8 
18.2 

26.7 

59.7 

8.5 
5.1 

28.0 

43.8 

18.] 
JO.] 

27.l 

51.5 

16.0 
5.1 

tht• <.hare of the Sonet Union in the trade of Eastern 
Germany declined from about •16 to i2 per cent of the 
total and in the trade of Cz<'choslo\ nkia from about 36 
to 3,1 per cent. In Czrchoslornkia thr !-hift was both 
toward.; trade \\ilh thr other European centrally 
p tanned economie .. and "ith thl' re<.t of thr. \\ orld I wr 
table 6-19). The geographic pattern of Polish and Hun­
garian trade rrmainrd \'irtually unchan~ecl in 1960. l'X· 

cept for a slight inrrea..."<· in the <.han• of the re;t of the 
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world in the trade of the latter country. In the aggrrgatr. 
the proport on of the trade of the,.e four countriec; that 
j,, conducted with the So\;et Union fell from about 37 
per cent in 1959 to 35 per cent in 1960.12 

A com pat igon of data on the total trade of the Euro· 
pran centrallr planned economies ),hown in table 6-19 
with the in !ices of the trade of the<.r rountries with 
the re,;t of thf' world shown in table 6-20, indicates that 
the ,;hare of tl1P rest of the world increa5<'cl in the total 
trade of hoth the Soviet Union and thf' other European 
rcntrally planned economies. Thu,;, whcreac; the total 
trade of the So,iet Union in 1960 was 5 per cent higher 
than in 1959 .. it .. trnd<' with the rec:t.of the world wa!! 
!?renter b) comr 22 per cent. Similarly. the total trade 
of Europl'an centrally planned economic" othl'r than 
the ~ ov1d l nion ros<' hr 11 per cent \\ hile their trade 
with tht rc•t of the world rose by 16 per cent. 

Tht· trade of all centrally planned economies with the 
m,t of the world expanded in l 960 al a con,iderably 
!!renter ratC' than in 1959 and its percentage increa~e 
wa" gn•ater than that of world trade a!\ a whole. The 
accelf'ration in the rate of growth from 6.5 per cent in 
1959 to ow1 16 per cent in 1960 wa« due in large part 
to the expnn ion of the trade of eastern European coun­
tri1·, at a rate of increase which was about twice that of 
1959. The ac ·cp)nation in the tradr of the SoYit'l Union 
with tlw re,t of the \\orld was con,;iderahly c:maller hut 
none thl' It·"· ,uh,tantial. On the other hand. the trade 
of mainland China with countries not belonging to the 
rrroup of centrally planned economieQ, which had fallen 
liy W per cent in 1959. ro;:;e by about 6 per cent in 1960. 

Wh<"rea" in 1959. for the group as a whole, the rate 
of grO\\ th of export, to the rest of the world came quite 
clo<-e to the rate of gro\1 th of imports. in 1960 it "ac:: 
,i 0 nificnntl) lower. In elTect. net imports ro~e from 
ahout Sl :i m Ilion in 1959 to S230 million in 1960. This 
1ncrea"1' resulted from the emergence of a deficit in 
So\-iet trade and a rise in the trade deficit1, of the other 
ra'-lrrn European countries. which wrre only partly off­
s1•t h) the ,rr all e,port surplus of mainland China. The 
deficit incurred Ii) the SO\ iet Union wa!- brought about 
main!) liy a fall in tb net export~ in trade with we<-lt'rn 
Europr and a ris1· in its import .surplu" in trade with 
Latin America: the deficit in it" trade with Asia and 
the Far I:a~t dt•clinecl. The larger trade defirit-. of other 
1·ct~tern Europran countrie::; \\ere due mainly to hi{lher 
,wt import" in trade "ith Canada and the United tate:­
and with A"ia and the Far East. The slight export sur­
plu!- of mainland China reflected mainly a fall in ib 
net import~ in tracl<• with western Europe and an in· 
crease in it• nl'I export~ in trade with Asia and the 
Far Ea,1. 

The wry ron~idrrable cxpan~ion of trade with th<' 
n·~t of the \1 orld "a, a~!'ociated with some chang1><: in 

1~ In 1959 t 11• total trudr. of tht··e four countries S<'C'ounlt-d 
for shout 88 JI• r rrnt 11( tht" total trade of "other ra•tnn F.uropt>'" 
and for nliout 80 p..r t't•nt of the ~rou11', tradr "ith ht "°' i1·1 
l nion. 
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Table 6-19. Geo~raphical Oif!trihution of Trade of Cen trall} Planned Economies 
(Export~ plus importA in million» of rouhlt>~) 

Crnlral/y plnnMd rronomir, 

f:()rtnlry und .vmr 

Bulgaria 
1958 . ...... . ... . .......... . 
1959 ................... · · 
1960 .................... · , · · · · 

C:cchoslor:akia 
1958 ........ .. ..... . 
1959 ..................... . 
1960• ................. · · · · · · 

}:astern Germany 
1958 ... .. ............. . .. . 
1959 ...... . .................. . 
1960 ............... . ......... . 

Hungary 
l 958: ..... . ............... . .. . 
1959 ....•. .. ................. 
1960 •...•. . •.. . •..•.. . •.. , · ·. · 

Poland 
1958 ......................... . 
1959 ..................... . 
1960/ ...................... . 

Romania 
1958 ... . . .... , . . .... . . ... .. . . . 
1959 ...... . •.... . ........ ·. 
1960 ...................... . 

lSSR 
1958 
1959 
1960 

Total, ahovf' countries 
1958 . ... . .... . ......... . ... . 
1959 .................. . .. . 
1960 . . .... . ... . ... . ...... .. . 

l,575 
2,185 

3,796 
1.7·11 
5,126 

6.160 
7,644 
7,-1-00' 

1,429 
1,853 
2,195 

2,397 
3,061 
3,422 

1.957 
1,939 

17,314 
21, 123 

Sourrr.: Rl'p<,rt• on fulfilm<'nl nf plans; national 
•tall•tu·al rrarhooks und hullt'lin~. 

• lnrludin11: trmle w11h Yugn,lovia. 
1• China (moinlnnd) ond North Korl'II onlv . 
• Data on di,;triliution estirnatetl on the baRi• of 

rle\'rn months. 
d BPcou~e of lhl' lark of adequate •tatifilir,, the 

tradl' with ''othl'r A,ian 1·oun1rie~" am! Yu,;o,la\'ia 
is include,!. In 1959 the \olume of the Czecho· 
,lo\akian trade "ith Yugo•lavin "a< ec1ual to 
131 million rouble• and with "other \<ian coun-

it» gt>ographical di·<tribution. The~<· wt·re brought ahout 
h) more than proportional incrra~e.-. in trade with 
Canada. lfit, Unill'd tat~. Latin America. ~frica and 
Y u~osla, io. and le:-., than proportional incre.1'-<'S in trade 
"ith tlw l\licldl<' Eac;t. :\:,in and tlw Far Ea~t and Fin· 
land. Traclt• \lith ,1est1 rn Europe. Au!ilralia and Ne,, 
Zt'alnnd 1•xpand1•d at only a sli1?htly highrr rate than 
total 1·o~t-we:-I trade. 

\ parli<'lllarl) high ratt• of increa!-e wa,; achit·\'ed in 
lraclt• ,1 ith Cu11,11la and the Unikel tale,. Tradt• with 
thi, region had ri~en sub!-tantially in 1958 but thl· t•xpan· 

Olhu m1lnn 
Euro~ 

818 
1.118 

3,221 
3.763 
·l,73}d 

3,172 
3,854 

1.737 
2,013 
2,3S.I 

2.238 
2,703 
2,967 

775 
1,033 

18.103 
21,879 

30,091 
36.363 

Chinn n11d 
ollw A1i1J 

78'· 
78lo 

912 
976 
8-11 • 

1,037 
1,009 

427 ,o., 
,102 

•179 
473 
167 

190 
271 

7.001 
9,377 

10.121 
12.591 

llr,t of lht 
ll'Or/tP 

460 
807 

3,553 
3,838 
i,5·10 

3,909 
3,9·18 

1,729 
2,028 
2,410 

4,031 
4,022 
4,426 

878 
851 

9,485 
10,800 

21,015 
26,294 

ToltJI 

2.961 
4.188 
4,847 

11,482 
13,318 
15,238 

14,278 
16,455 
17,440 

5,322 
6.298 
7.391 

9,145 
10,259 
11,282 

3,800 
.1,,097 
4,556 

3-1,589 
42,056 
44,159 

81,577 
96,671 

101.913 

trie~" (Mongolin, , orth Korra and North Viet 
Nam), 181 million roubll' . The 1·orre,ponding 
figure~ for 1958 were 160 and 122 million roublr~. 

• l\lainland China only. 
r Derived from the artide in Ekonomiche.~kaya 

Ga:l'ta (Mo~cow), 21, Februorv 1961, according.to 
which the trade of Ea~ll'rn ' Germany with the 
So, iet Union b to attain 1.9 hill ion ne" roubles in 
1961, or 13 pt•r rcnl more than in 1960. Theim, 
plied ,·alue of tratlc in I C)6Q, expres~ed in old 
roublr,. amount• to i, 100 billion roubl~. 

~ion came to a , irtual halt in 1959. The 50 per cent 
adrnnce in 1960 rrflecll'd an 87 per cent rise in imports 
,,hilt• export!' remained practically unchanged. Imports 
hy Europt•an rrntrall) planned economies, other than 
the Sonet Union. from Canada and the United States. 
alrrady relativrly f'ubstantial in 1959. rose by 75 per 
cent. ,~hilr the less significant imporlc; of the Soviet 
Union and mainland China rose about two and five time..~. 
rl'~pt·ctht•ly. Trade "ith Latin America al-.o expanded 
nt n ,cry hit,th rah· but ib exact magnitude cannot be 
a"rertained ht·1·au'-l' of lark of data on exports to Cuba. 
Trade with Af rka ro~e 25 per cent, or al a somewhat 
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Tnhle 6-20. Trade of Ccntrall) Planned Econ om· es with Re..c,t of the World' 
{M1lltons of clollars) 

,<;o.i,t llninn 
OU,n ftul,rn Eurnf)fOn 

n,unlri,~ • 
An,aandytar 

Canada and United Stale.! 
1958 ................. . 
1959 . . . ............ . 
1960 .................. . 

Latin Ameriroh 
1958 ................. . 
1959 .. . 
1960 ............... . 

Uiddle Ea.st 
1958 ................. . 
1959 ................. . 
1960 .................. . 

Western Europeo J 

Ezf)fll'U 

19.3 
30.6 
26.1 

19.1 
28.2 
18.l 

117.6 
111.2 
102.4 

Import. 

22.9 
20.7 
16.5 

18.3 
H.1 

111.7 

129.0 
113.8 
130.9 

5i.6 
62.0 
67.2 

81.l 
100.7 
91.1 

191.l 
15:u 
150.0 

1958 ............ . 
1959 ...... . ........... . 
1960 . .. . .. ............ . 

601.7 
738.2 
869.9 

172.8 
,&1..6 
710.0 

1,078.8 
J,163.9 
1,372.8 

Finland 
1958 .. ...... . .... . .... . 
1959 . . .. . ............. . 
1960 . . . .. . .......... . . . 

Yugoslavia 
1958 . . ................ . 
1959 ................. . 
1960 ........ . ..... ... . 

Asia and the Far &.~t 
1958 . .. .. . ... . ... . .... . 
1959 . . ... .. . . .... . .... . 
1960 .. ... . . 

Australia and Neu Zealand 
1958 ..... . 
1959 .... . . .... . 
1960 , ............ . ... . . 

Afric.a 
1958 ...... . ...... . .. .. . 
1959 . ..... .. .. . ...... . . 
1960 . ... ... . •......... 

Total 

129.2 
147.3 
118.0 

57.8 
57.6 
57.2 

100.4 
113.8 
158.8 

1.5 
1.0 
1.2 

5.0 
9.3 

30.0 

133.7 
1·1-0.0 
l lO.O 

36.6 
1-7.2 
52.8 

146.2 
253.2 
225.0 

1.9 
12.3 
39.1 

2·l.5 
18.8 
65.8 

51.0 
55.5 
60.0 

136.9 
112.5 
155.6 

53.0 
62.5 
71.7 

10.3 
7.8 
9.7 

12.J 
46.0 
·18.0 

1958 .. . ..... 
1959 .... . 
1960 ........... . 

1,051.6 
1.21-0.2 
1,111.7 

l.015.9 
1,1ou 
l,525.l 

1,702.2 
1.76.U 
2,026.l 

Sour«: United Nations, Dirraion. of lntmuuional Tr<Uk, Sta· 
ll~llcal Papers, Series T, a joint publication of the tatistical 
Office of the United Nation~. the International ~onelar) Fund 
and the lnternatiooal Bank for Reconstruction and Develof>-: 
ment (Sales No.: 60.\Vll.12); e tirnates of the Division of 
General Economic Re,earrh and Policies of the United Nation~ 
Secretariat; Statische" Bundcsamt, Wir~afl und Sta1i..,1ik, No. 3, 
1961 (Mainz). 

• Exports from and import. to the centrally planned econo-

lower rate than in the preceding year. Thi~ expansion 
reflected a 30 per cent increase in imports and a 17 per 
cent rise in export ·. The 23 per cent growth in trade 
with Yugoslavia resulted about equally from increases 
in exports and import!!, and stemmf'd mainly from a 33 
per cent rise in trade with the eastern European countries 
other than the Soviet Union. 

-
Import, 

11:t r. 
106.0 
185.0 

99.4· 
10t4 
131.9 

1:n.f, 
138.:? 
11-2.f, 

1.008.3 
1,186.5 
1,301.Z 

50.7 
I0.2 
ll.l! 

87.(} 
100.:! 
127.~ 

68.11 
8:i.h 

132.0 

55.l 
57.0 
SH 

18. 
18.(• 
21.5 

J,63 Li 
1,831.l 
2.116.7 

5.7 
.'>.2 
5.6 

2.t 
0.2 
0.7 

22.5 
26.0 
35.7 

183.1 
213.0 
252.9 

'3.9 
t 7 
6.0 

1.5 
2.6 
0.5 

t37.6 
351.2 
:H6.0 

9.t 
BA 

11.i 

24.2 
21.4 
12.0 

690.6 
635.7 
701.l 

7.3 
l.7 
8.7 

llA 
2.3 

18.0 

1-3.8 
39.3 
58.6 

~52.4 
393.9 
:no.i 

8.4 
16.5 

5.5 

1.6 
u 
1.2 

208.8 
170.9 
178.0 

29.8 
37.0 
31.0 

12.7 
21.5 
25.9 

779.2 
68-i.5 
697.3 

79.6 
97.8 
98.9 

102.9 
129.l 
109.9 

331.2 
293.1 
288.1 

l,863.9 
2,115.1 
2, 195.6 

187.1 
207.5 
214.0 

196.2 
172.7 
213.3 

591.0 
530.5 
606.5 

21.2 
17.2 
22.6 

71.3 
76.7 
90.0 

3,414.4 
3,640.0 
4.138.9 

lmPor/1 

lti.7 
128.4 
240.2 

159.l 
150.8 
261.6 

306.6 
291.3 
332.3 

1,933.5 
2,065.0 
2,38t6 

192.8 
196.7 
190.3 

128.2 
1•18.8 
181.5 

123.9 
507.7 
535.0 

86.8 
106.3 
121.1. 

55.2 
88.3 

116.2 

3,429.8 
3,683.3 
i.369.l 

mies, a Jnived from data publi~hed by their trading partners 
oul1<ide the group: data relate to the whole year. In some ca~es 
~timate.~ ,1ere made on the ba~i~ of i;everal months of 1960. 

b lmporu from Cuba m 1960 e.~timated on the basi5 of the 
ugar lradr exdu~ively. Exports to Cuba not included in 1960. 

• lnrluding lrade between Ea~tern Germany and the Federal 
Republir of Germany. 

d General export~ included for the Unjted KingJom. 

Trade with western Europe, the most important trad· 
ing region, ro:,e b) about 17 per cent, reflecting an 
inrrea~ Clf 18 per Cf'nt in exports and of 15 per cent in 
imports. The:;e changes differed significantly from those 
in the preceding year. when exports rose by about 14 
prr cf'nt hut imports by only 7 per cent. Soviet exports 
to ,n•stern Europe, which rose by 23 per cent in 1959, 
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were 18 per cent higher in 1960 but imports grew br 
l7 per cent as compared with 3 per cent in the preceding 
year. Oppositt• change~ occurred in the trade of the 
other eastern European countries; the rate of growth 
of their exports accelerated from 8 to 18 per cent. but 
the growth rate of imporls decelerated from 18 to 10 
per cent. Mainland China expanded its t•xports to the 
area al n slightly greater rate than in the preceding 
year. while its imporb continued to de.cline, although 
at a lower rate. Trad" \\ilh Au~tralia and New Zealand, 
having shown a 11 per rent increase in 1959, increai;ed 
b) 19 per cent in 1960 8'- n result of an increase in trade 
of the o,·iet Union that was only partly off set by a 
dt•cline in the trade of the other centrally planned 

t•conomics. 

The rate of ~ro,\ th of tht• trade of the centrally plan­
nt'd economies with Asia and the Far Ea~t, which 

expanded at a te,,s than u,erage rate, accelerated from 3 
per cent in 1959 lo about 10 per crnt in 1960. This rise 
\\as mainly accounted for by the trade of t'a<itern 
Euopt'an countries other than the Soviet Union, which 
enlarged their imports from that area by 58 per cent 
and their exports by 15 per cent. oviet exports to Asia 
and the Far East rose by ·10 per cent but imports fell 
h) 11 per cent. Mainland China\ export.s lo this area 
advanced h) 6 per cent and imports hy I per cent. The 
import,- of all the centrally planned t•conomie!l from this 
area ro~r by over 5 per rent and exports by more than 
14 per cent. Trade \\ ith the Middle East, following a 
decline of 8 per cent in 1959, ro!'e by 6 per cent in 1960; 
this wa~ due to a l l pr.r cent increase in imports, the 
eff erl of which was partly offsrt by a 2 per cent con· 
traction of e-xportc;. Trade with Finland. which had 
ri<:en by about 6 prr rent in 1959, remained constant in 
1960. 

Table 6-21. Compo8ition of Trade of Centrally Planned Economies with Re t of the World" 

(Million of dollar~) 

Suritt Union 
0/J~r tn1~rn EuroprtJn 

tauntri'I China (mtJtnlnnd Total 
l~m nndyt0r 

E.rporll 1 mporl• Erporu Import, Ezporu I mporll Er port, I mporll 

Foo,i!.tujfs 
1958 ......... .. 
1959 ......... .. 
1960 ......... . ... . 

Fats and oil., 
1958 . ..... . ....... . 
l959 .......... .. 
1960 ............ . 

Raw materials 
1958 ........ . .. . 
1959 ................... . 
1960 .............. . 

Mineral fuels and lubricant1 
1958 .. . .............. . 
1959 ................. . 
1960 ....... . ........ . 

Chemical,< 
1958 ..... .. 
1959 ............ . 
1960 .. . 

Machinery and transport equipment 
1958... . ....... 
1959 .. 
1960 

Other manufaetured goods 
1958 . . . . ....... . 
1959 .......... . . . 
1960 ........ . ........ .. 
Total 

1958 
1959 
1960 

17.9 
103.3 
83. i 

0.2 
0.1 
2.5 

78.6 
102.3 
138.2 

9 l.3 
133.5 
155.0 

12.6 
12.9 
23.8 

18.0 
11.3 
19.6 

73. i 
59.7 
79.1 

:{25.0 
426.5 
501.7 

50.1 
35.3 
43.0 

4.0 
3.3 
u 

31.l 
21.7 
63.6 

0.2 

13.0 
ll.l 
28.l 

73.9 
98.2 

174.0 

105.4 
98.3 

175.6 

277.5 
268.1 
188.4 

Source: l..niteJ ation~. Commo,lit) Tradr Stali.~ic,, Statistical 
Paper!!, Serieq D, January-font 1960. 

• Export~ from and impurt~ into the rentrall) planned econo-

150.6 
162.7 
205.2 

2.0 
2.9 
5.3 

50.9 
57.6 
85.8 

75.6 
79.5 
8.~. l 

:w.9 
t-4.5 
59.2 

66.9 
63.9 
86.1 

ll0.2 
115.8 
166.l 

196.1 
526.8 
691.1 

9:t9 
90.8 

121.1 

12.0 
10. i 
i.5 

135.2 
113.7 
I i?.9 

1.7 
1.2 
2.2 

12.8 
51.2 
69.1 

76.3 
98.1 

131.3 

162.8 
156.1 
223.5 

521.7 
521.5 
702.7 

32.0 
26.l 
50.6 

5.5 
3.3 

11.3 

29.8 
57.6 

108.7 

0.1 
4.5 

5.5 
1.9 
5.0 

0.3 

0.5 

24.3 
19.5 
18.5 

9i.1 
111.7 
229.0 

6.5 
0.3 
3. l 

0.1 
2.3 

l7.2 
15.6 
61.S 

0.1 
0.2 

3,t8 
12.5 
51-.9 

10.l 
24.0 
23.i 

24.4 
97.1 

1 m.6 

123.0 
179.8 
286.3 

230.5 
292.1 
339.2 

7.7 
6.6 

19.l 

159.3 
217.4 
332.8 

169.9 
213.1 
2-12.7 

58.0 
62.l 
87.9 

85.2 
78.2 

106.5 

207.9 
l9t9 
293.7 

918.5 
1.065.1 
1,121.8 

150.5 
126. l 
167.5 

16.0 
13.8 
13.9 

213.5 
151.0 
273.l 

1.7 
1.5 
2. 1 

90.6 
101.9 
152.1 

160.3 
2..?0.3 
328.7 

292.6 
351.5 
539.7 

925.2 
969.5 

1,477.0 

mies. a.~ recorded by their trailing partners, ,luring January-June 
of rach year. Trad!' between Ea.~tern Cermnny and the Federnl 
Republic of Germany not included. 
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Dato on change, in the t·ommodit) compo,ition of the 
trod,· of the l'entrally planned eronomie,.. with the rest 
of the Mrld ( ee table 6,21) are available only for the 
fir,;t half of 1960. Tht', are ba,ed on information from 
a limitecl number of 

0

partner countrie.,. th,· trade of 
\\ hich "ith tlw 1·t•ntrall) planrml eronomi,•,.. amounted 
to only about three-'luarter:; of total t>n,;t-,q·~t trade. 
\otwithstunding tlw,-(• limitations. tht· a\'ailablt' infor­
mation permit:- a fe,i general conclusions about the 
1·ompo-.ition of I.his trade, all.hough the preci,e magni· 
tudc,.. might perhap, have been different if mort• com· 
plete data had been available. The most :;ignilicant 
change i11 the composition of commodit} trade during 
the fir. t half of 1960 as compared to the f'Orrt."'ponding 
period of 1959 \\ as a decline in the ,hare of foodstuffs 
and a ri~ in that of row materials in both the imports 
and the exporb of the centrally plannt'd t'<'Onomies. 
Another "ignificant rhanite wa::, a fall in I.he !'-hare of 
mineral fuel, and lubricants and o corre::,ponding ri!-e 
in I.he share of mi~ccllaneous manufactured goods in 

PART JI. CURRE~T ECO'.\O!lfIC DE\ ELOP'\1ENTS 

the nport,; of th1• ct•ntrallr planned economie::, to the 
rC'!->l of lht• \\Orld. 

In 1960 the centrally plnnnt>d economies were again, 
as in 19:i9. net importer::, of cht•micals, machinery. 
lran,portution equipment and other manufactured goods 
and net exportrr, of food tufTs. raw matt'rials and e:-pe· 
cially mireral fuPls and lubrit'anb. Changt>s in the trade 
balance::, of '-pt•cific commodity groups as measured by 
their relation to exporb were most significant. during 
the pcrio,l undt.·r review, in tlw trade of the raw mate· 
rial, group: the export balance fell in absolute terms, 
while ii!' ratio to total exports of raw materials declined 
from 30 er cent in I.he fir,;t half of 1959 lo about 18 
per cent in the corre ponding period of 1960. ~et ex· 
ports of I ood increa!it'd slightly and their ratio to total 
food exports f Pll. Whereas imports of fats and oils ex· 
cecded exports during I.he first six months of 1959, a 
net t'xport balann' wru; experient·ed in the first half of 
1960 l\ct import,. of chemicals and other manufactured 
gooJs increased sub,tantially in absolute terms, while 
net impo1 ts of machiner) and equipment rose sharply. 

Plans for 1961 

The plans for economic developnwnt in 1961 provide 
for a ~lowing clown of the rate of expansion in industrial 
production in all the countries listed in table 6-22. u In 
tht• o,iet Union, the planned deceleration is ,ery small, 
amounting onl) to ahout one pcrct·ntage point. but in 
Poland and Romania the planned rate is about 3 per· 
centagt' poinL-i, and in Hungary and Bulgaria. nearly 
5 to 6 percentage point,, below I.he rate actually achie\ed 
in 1960. Within the indu~trial !-ector. output of pro­
ducer good, is generally planned to rise at a higher rate 
than that or consumn goods. Tlw diff erenre between 

13 Data arc not a\·ailable for mainland China and Ea~tcm 
Gem1any. 

the planned rail"' of increast• in these two <::ectors is quite 
considt•rablt· in mo"l countries but in Romania il is 
ncgligiblt. 

The ad\'ancc in industrial production are lo be 
achi<'\ed argelr by further increases in output per man 
und to a much ~mailer extent b) higher levels of em­
plo) ment In Bulgaria. ho\\ ewr. I.he planned rise in 
output per man i, onl) slightlr to exceed that "Chedulecl 
for employment. B} contrast, in Poland. employment is 
to be onl} one per cent higher while output per man is 
planm•d to grow by o, er 6 per cent. In most of the cen· 
trally planned economies, industrial employment is 

Table 6-22. Planned. Targets for 1961 
(Indices, 1960-100) 

llnn Bulgaria Cucholto.a!i« llural}ur:, PwJ11d Romat1ia USS/I 

National income .. . . .. ....... 111.6 107.0 105.0 115.0 109.0 
Groi,,, fixed inve:.tment . . ..... 105.0 107.9 100.0 109.2 12-to 112.5 
Retail ,-ale,,, . . . . ... . ........ 107.l 10.:1.2 104.6 101.3 115.0 105.8 
lndu~trial production . .. . .... 107.8 109.3 107.8 107.7 113.5 108.8 

Producer goods .. . . .. . . ... 110.0 109.5 108.9 113.8 109.5 
Consumer good:. . 105.2 105.3 106.4 113.0 106.9 

industrial employment 103.5 102.6 102.3 101.l lO·t..l 102.6 
Output per man in induslr) ... 10-1.1 106.5 105.6 106.4 109.0 106.0 
Agricultural production ... . .. 107.1 108.0 IOU 119.0 
Housing con truction . .. . .... 114.0 110.0 132.0 114.0 
Foreign trade turnover . ... . .. 108.9 109.8 112.5 108.7 111.0 106.5 

Export~ . .. . •. .. . . . .. ..•.. 111.1 109.8 117.0 111.0 
Imports .. . .... .. .... , . . ,. 106.7 109.8 108.6 107.8 

Sourct: Plans for 1961; repli~ of Governments to the United Nation questionnaire of ~ovember 1960 
on economic trend,, problems and policies. 
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planned lo achance at a <.lowrr rate than in 1960. Thr. 
ric;e in output per man i" planned to accelerate in 
Bulguria and tlw o-. il't Union. lo remain unchanged in 
Czecho,..Jo-.akia and Hunp:ar) and to drrelnate in Polallll 
and Romania. 

All plans for 1961 plart' special empha,.is on the ex· 
pansion of agricultural production. e"'prcially animal 
hu:-bnndry. In the o,iet Union. the area under cultirn­
tion is planned to tncrease b} 3 million hectares or 
ahout 1.5 prr cent and grain production i!'. expected to 
t•\cred thr record crops for 1958. Vrry high rates are 
planned for meat. milk and wool. \\hose output is to be 
raised by 18, 13 and 12 per cent. re ... pectively. State 
investmt nt in agriculture is to rise by about 13 per crnl 
O'ver 1960. [n Bulgaria. the plan for 1961 provides for 
a further c;hift from bread grains to fodder and ind us· 
trial crops. While output of bread grainc; ic; to be about 
2 per rt>nt higher. output of fodder is planned lo rise 
b) 1 t per cent, that of tobacco b) 38 per cent and that 
of grapes hy t9 per cent. Considerable advances are 
also planned for animal hu-.bandry; cattle numbers arr. 
to be 9 per cent larger and output of milk and meat 16 
and 10 per cent higher. r~pecthel). Agricultural pro· 
cluction is to increa,e hy 4 per cent in Poland, 7 per 
ct>nl in Czechoslovakia and 8 per cent in Hungary. The 
highest over-all rate of growth in agricultural produc­
tion in 1961 i planrlt'<l by Romania; the planned ex­
panc;ion amount.., to 19 per <·cnl. In almollt all countries. 
national income ill planrwd to grow in 1961 at a higher 
rate than in the preredi11g year; the sole exception is 
Poland. "'hrre the planned rate remaint- unchanged. The 
planned acceleration i" particularly large in Romania. 
\\here the ratt' ic; to ri,e from 8 to 15 per cent. and in 
Bulgaria. where it is to me from about 7 to 12 per cent. 
In both countries the acC'eleration seems to reflect the 
ac·celerated rates of t'xpansion plannrd for agriculturr 
and ~ctors othrr than industry. since industrial pro· 
duclion b. scheduled to ad,·ance at a c;lowPr ratt> than 
in 1960. 

Gross fixed invt><.tment is planned to increase at a 
lower rate than in 1960 in most countrie-;. In Poland, 

ho\\eH'r. and to a le."!-1 r.xlent in the Soviet Union. the 
perrentage inrrrac;e in fixed investment scheduled for 
1961 iQ grt"ater than that achieved in 1960. Hungary. 
on tht" other hand. doP" not pro, ide for any inrrease in 
state fixed imec;tmenl. i\ common characteristic of in· 
vestment plan<; for 1961 is the concentration of outlays 
on romplet1on of project" already under conc;truction. 

The e,pansion in supply of consumer goods as re· 
Aectt'd in retail sales is scheduled to i;.low down in all 
countries with the exception of Poland. In Lhe Soviet 
Union tht> deceleration i!I planned to amount to more 
than 5 percentage poinb, and in Hungary and Bulgaria 
to about ~ and 1 percentage point!\. respective!). 

In tht• Soviet Union, as in the preceding year, real per 
capita income of the working population 14 is planned 
to expand by 5 per cent. In Bulgaria. real per capita 
income ic; to rise by 9 per cent. ~o information is avail­
able on planned incn·a~es in real wages except for 
Hungary; there the} are scheduled to be about 2 per 
cent higher in 1961. Thr efforts to improve the housing 
situation are to be continued and in all countrie<; which 
ha,e announced their targets for 1961 the planned rate 
of increasl' in construrtion is to br accelerated. 

Forl'ign trade turnover is planned lo increa!'le al a 
higher ratr than natioual income in Hungary and 
Poland. and apparently al o in Czel'hoslovakia, but at 
a lowrr rate in the rt>maining countries. In mo"t eoun­
lrie:- th<' rate of growth in foreign trade turnover planned 
for 1961 is lower than that achieved in 1960. In the 
So,irt l' nion. however. the foreign trade turnover is 
c;cheduled to aeceleratt> and in Romania the rate is to 
remain unchanged. The foreign trade plans of Bulgaria. 
Hungary and Poland, which in 1960 had substantial 
trade deficit'-, provide for much grraler expan<;ion of 
exports than of imports. "iet imports are planned lo be. 
reduct>d b) about 70 per l'ent in Hungary, by some 40 
per c·enl in Bulgaria and hy about 17 per cent in Poland. 

u As already statrd, thi~ concept includes money earning~. 
incomr in kind, pen~ion~. aid and the computed value 0£ state 
c;ervice, ,urh as eduration, hralth, housing sub<iidie;; and other,. 

Economic situation in Yugoslavia 

In acrordanct> with the national PConomic plan, Yugo· 
!ilavia\ national income ro ... e in 1960 at a considerably 
lower rate than in the 1m·,iouc; year. the rate dropping 
from 18.7 per rent in 1959 to 8 per rent in 1960 (sec 
table 6-23). This slackening \\as due mainly to a fall 
in agricultural output after the exceptionally good 
harve,t of 1959. Though agricultural output was ex­
pected to be lower than in the preceding } ear. the fall 
was largt>r than plannrd; in:.tead of the 3 per rent 
oecline fom,een in the plan, it amountt'd lo over 6 per 
cent The actual change .... in 1960 as compared to the 
planned change ... for diff t>rent branrhe~ of agriculturt• 

can be seen from the following indices (preceding 
)Car = 100): 

Total agricultural output . 
Crop~ . . . . ........ . 
Fruit. . . ...... . . . . ... . ..... . 
\inc~ ......... . ............ . . 
Animal hu~hamlr) 

1950 
(p/Dnn.,d) 

97 
93 
72 

116 
119 

1960 
(tirlunl) 

94 
90 
61 
89 

!08 

It should be noted that. although the total output of 
agrirulture ft,U in 1960. it wac: still 51 per cent higher 
than the a\erage le\l'I in 1951-1955. Whereas the output 
of nop ... dedined. the output of live:,tork and animal 
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Tobie 6-2.3. Yu~oslavia: Selected lndice of Economic Activity 
(Prrceding year - LOO) 

lltm 1958 

National income . • ....... 101.8 
Per~onal consumption . . . . . 105.1 
Gro~~ fixed inyc,tmrnt ... . .... 117.2 
Volume of retail sale, ...... . . . 105.6 
Value of retail salt•s . . . . . . . . .. . ...... 108.9 
Co,t of li,·ing index . . .... ...... 103.2 
Indu,trial production, total ... 110.9 

Producer good, . . . . . • . . ........ 113.l 
Semi-manufactured good, . . . • . . .. . 110.6 
Cc,nsumer good,- . . . . . . . . . . . . ...... . 109.7 

Electric power . . . . . . . . . . .... ...... . . 117.7 
Coal ....... . .. . . . . . . . . . .. . . . 105.4 
F.mploJment in in1hi~tr) ... ........ 109.8 
Output per man in industry ......... 101.0 
Agricultural output. , .•.... . . ...... 

Sollff": Reply of the Government of Yu!(o,lavia 
to the United Nations que,-1io11naire of 1 OH!rnber 
1960 on economar. trend,,, problt>TOh and policie,; 

pro<lucb ro e in 1960. although to a -.maller extent than 
had bet'n planm•d. 

Induc;trial production. in contra!-t lo agricultural oul· 
put. sli~htly eX('(!t•tled the amount plamwd. increasing 
b) mon• than 15 per cent a:- compared \\ ith the 1 i per 
rt•nl en\'h,aged in the plan . 

P1•r-,onal co1N1rnption in 1960 advann•<l at a slower 
rate than national income. the increa,e in 1960 amount· 
ing to t per cent a compared with 8 per cent for national 
income. On the other hantl. the rise in the rnlume of 
gross fixed inve:-tment kept pace with that in national 
income. In the distribution of in\'e:...tment. a shift towards 
the industrial ,ector occurrrd in 1960: the ,hare of in­
du:...trial investment in total inve!-tmenl expenditure ad­
van<·t•d from -t.l.l per cent in 1959 to 45.0 per cent in 
1960, and that of agricultural imestmcnt dt'clined from 
21.3 per cent to 17.3 per cent.15 

A ... in previous years. the rate of expansion in output 
of producer good ... exceeded that of ronsumer good~. 
but the discrepant) betM•en the indirc became rela­
tively ~mailer. 

Employment in industry. contrary to the experience 
in previous year,, ro~e le,,. ... rapid!) than output per man. 
The price len~l in 1960 wa" markedly higher than in 
1959, parLI} becaw;e of the deliberate gowrnment policy 
of rai,ing price:-. of service-., which wne <'onsidered ex­
cc,,.sivPly low. and partly because of pressun• of demand. 
The retail price index ro,e b} 6.7 per rent over 1959 
and food price;; alone increa!>ed by almo~t 10 per cent. 
Rents for re~id{'ntial how~ing, however, were raised by 
150 per cent, and this. together with considerable in-

16 According Lo the 1961 plan, thiR shift will continue in the 
currtnt year; the share of industrial inve~tment is planned to 
amount to 46.2 per cent in 1961 end that of agricultural invr~t­
ml'nl Lo decline to 16.8 per cent of total invei.tment outlays. 

1959 l9r.O 

118.7 108.0 
111.5 101.0 
117.2 108.0 
116.l 110.9 
117.3 118.7 
102.0 111.0 
113.3 I 15.l 
l lb.9 119.6 
111.5 112.8 
114.7 116.8 
110.2 110.'.! 
111.2 106.0 
108.0 l()(i.8• 
105.0 107.8• 
132.0 9l.O 

1960 l!HlJ 
( pfunn~d) 

108.1 112.6 
106.1 108.0 
111.0 105.0 
110.0 

114.0 112.0 
ll9.0 

llO.O 

106.0 
107.5 
97.0 115.1 

lndeb, ~o. :!. 1961 (Bel~aJe), Statisticki Codimjak, 
1960 (Belgrnlc) . 

• January.November. 

cn·a;.;e:; in p ricc•s of other ,-en ice,.., such as tran!-porl and 
l'lectricity. liftt•d the cost of living by about 11 per cent. 

T~e rise in tht> co"l of li\"ing index was more than 
off set by an incrra.--e in nominal wages. amounting on 
tlw u, erage Lo 13 per ct•nt. which rai;,;cd real wage·:- by 
2 pt>r cent.16 In . pite of a fall in agricultural output. the 
real income of the peasant population remained more 
or ,le .. , con-.tnnt. owing to an 8 per cent increa,e in the 
price, pai for agricultural procuremcnb. The value of 
turno,er in retail trade ro,-e b} 19 per cent in 1960, 
while the ,olume was about 11 per cent higher. 

Imports and expor~ both expanded in 1960 by ap· 
proximate)) 20 per cent {sPe table 6-21). and the trade 
dl'ficit in<"rt•ased corrt>spondingl}. Significant changes 
occurred in 1960 in the :-tructure of imported goods. 
The ,hare of food producb in imports declined con· 
siderably, from 19 per cent in 1959 to 9 per cent in 
1960. while the -.hare of machine1 y and transport equip· 
rnenl ro::.e from 28 per cent lo 37 per cent. The structure 
of e:-,porl,.. hoY.e\er. did not change significantly. The 
share of agricultural producb in total exports advanced 
from 21 Jwr rf'nt in 1959 to 23 per cent in 1960. mainly 
bcl'au;.;e of a ~harp increa;,;e in meat exports, while the 
,hare of indu:...Lrial products declinrd slightly. 

The Yuao,la, plan for 1961 fort>,-ees a rise of 12.6 
per cent in national income. Industrial output is planned 
to grow by 12 per cent and the output of agriculture 
by 16 per cent. The plan al!-o foresee,, an expan,ion of 
8 per cent in the volume of personal consumption and 
of 11 per cent m social 1·onsumption. Stall' and co-

1t1 Data 01 mon1·y and rral wage a~ indirated in the rrply of 
the Govcmrnrnt of Yugo•la\ ia to thr llnirrd "iation~ qur~tion­
naire of 'iovembt·r 1960 on 1·conomic trrnt!,, problem,- and poli­
cies. The data apply to aJI wag1• and ~alary eamer'l; rral wagr~ 
in industry and mining srrm Lo have increa~rd more than the 
average. 
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Tahle 6-24. Yugosla, ia: Ba lane of Payments 
(Billions of dinars)• 

""'' 
Exports of goods . • • . . • . . . • . . • . . . .••.•....... 
Imports of goods . . . . . . . . . . . . . . . . . . ........... . 
Balance of merchandi1<e tracle ... . . . . . 
Balance of other transnctiom on current account. ... 
Total balance on current account . . . . .. 

Source: Reply of the Government of Yu~osla,·ia 
to tbe United Notions que,tionnaire of ovember 
1960 on economic trends, problems and policies. 

operative investment are to increa~e by 5 per cent and 
agricultural invei-lment at a greater rate. 

foreign trade is planned to expand at a lower rate 
than in 1960, when exports as well as imports rose by 
20 per cent over 1959. In 1961 imports are planned to 
remain virtually unchanged and exports are lo increase 
by ahout 6 per cent. During 1961 the foreign trade of 
Yugoslavia will be influenced h} the r('ccnlly intro· 
du('ed currency and fort>ign trad(' r('forms. The system 
of multiple exchange rates. which wa1.1 effective until 
1960, is being replaced by a unitary exchange rate of 
750 dinars to the dollar. Since the multiple exchange 
rates for foreign trade tran~actions varied from 500 to 
1.200 dinars lo the dollar. the e!Tect of the reform on 
foreign trani-actions will be the same as that of a re· 
\'aluation on goods previously sold at a rate higher than 
750 dinars to the dollar and of a devaluation on goods 

1961 
1958 1959 1960 (plnnnttl) 

132.4 143.0 171.1 181.0 
205.5 198.4 241.4 243.5 

-73.1 -55.4 -70.3 -62.5 
26.l 19.2 21.7 23.2 

-47.0 -36.2 -48.6 -39.3 

• In foreign price~ converted into dinars at 
official exchange rates. 

old al a lower rate. One of the goals of the reform is 
to aboli!:h direct government controls O\'er foreign cur· 
renc}' allocation and to induce enterpri,,es to base their 
export and import decision on profitability at the pre­
vailing prices and custom,- dutie:;. 

On the import side. a custom!< tariff originally apply· 
ing only to capital good· is being extended Lo all im· 
ported goods. and fixed dutfos will be introduced during 
the currt>nt year. Concerning export~, the system of 
subsidies paid by tht> State to exporting enterprises will 
al~o gradually be abofo,hed, and the exporting enter· 
prise will ~a\'e to prove their competitiveness at the 
existing rate of exchange by cutting costs. In order to 
facilitate these reforms. the International Monetary 
Fund. the United States and some western European 
countrie have extended credits to Yugosla\'ia amount­
ing to $279 million. 
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