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FOREWORD

This repori, Woerld Economic Sarvey, 1960, w the
thirteenth in 8 series of eomprehensive reviews of warlid
eoomomic conditions published by the United MNations,
It is I.I'FI.EIj ill TES T fn ':.-hmrn-l Asmpimbly reanl-niog
LUE (1), in which the Seeretary-General was reqoested
b prepare an annwal ceview and anlves of world eco
nomie conditions and trends. The repon &= intended 10
meet the requircments of the Economic and Social
Coimedl and other organs of the United Matiop= for an
appraisal of world economic conditions which may
serve 8 8 hasis for recommendations in (he eeanombe
beld ; it = ulso designed 16 meet the needs of the general
puabilic,

The present report is the sixth in the series to contain
astudy of a particular problem in the field of economic
d-.u-l-»]-nn-nr. .-'Lmung the subjects examined in speves
sive Surveyy sinee 1955 have been a rrlmpn'hr-n.iil.-r 128
virw ol cconomic growth in the first post-war deciide,
balanee of poyments problems in relation te ssonomic
growth, inllation and economic growth and postoar
epmimaddity trade and policies, In the World Economie
Survey, 959, which preceded this repart, atlention wos
focused on post-war fnvestment trends and policies for
eoonomic development, As a complement to this study,
part | of the present Sureey contains an examination of
siving for eronomic growth and development. Chapters
I and 2 deal with the problem in the industrial and
itidet-developed countries respectively, Bath chapters
analyze the several sources of saving and explore the
Factors secounting for inter-country differences in levels
of saving. Trends in saving during the nincieen fifties
are also described and the nain forces afecting changes
in '\“‘th are jdentibhed. Both -:hajrlt-h close with a re-
view of the sapply of Bnance for investment and of
governmental policies to reduce financial impediments
to investment in the various branches of production. [n
chapter 3, problems involved in the mobilization of
saving in the centrally planned economies are disrussed
together with related problems in the financial planning
of investment. The chapter draws attention to new
tendencies in the field of Anancial policies,

Part Il of the Survey examines recent trends in the
world eeonomy. Chapter 4 provides an analysis of the
recent situation in the indutrially sdvanced private en-
terprse ceonomies, special sttention being paid to the
divergent trends in the North American and western
European countries sinoe the beginning of 1960, Chopter
& reviews recent events in the primary producing private
evdlerprize economic= in the light of the opsurge m im-
perris wind the deteriarating external balance, An dssess-
ment of the econamic outlosk at the beginning of 1961
in given for both ihese groups of countries; this is based
largely on replies by governments 1o a questionnaire on
cepmioimie (Tends, problems and pnlpriﬁ circallated by
the Secretary-Leneral in November 1960, Chapler 6 pro-
vides an account of recenl changes in the centrally
plhuaeed senmamies,

The Introduction o the Sureey considers pecent ero-
nagnie trends in the context of the broader issues of
veonumic growih and stability and relates iheis jseoes
to the question of the adequacy of saving.

The hasic dota ised in the Surrey are, in peneral, as
published inler-governmental
soutfees, of as alficially l1'|H|rqui 1o the Uintied Nations
pnd its specialized agencies. The significance of the
figures may vary fram country 1o country, depending on
the statistical roncepts and methods followed and on
the structure and development af the national ecanomy.
For this reason, the compilation of international staiis-
tical tables requires that attention be given 1o any im-
portant elements of now-comparability or qualifications
l!lll-l'h:iﬂg to the data : these are ||.:.Iu..||:|. shown in the
Lables of this report or in the publications of the United
Nations and of the specialized agenchs that contain the
basic data Trom which many of the twhles have been
prepared.

i ;ul.l'wrnlnrnlal O

The World Economis Survey is prepared by the Divi-
eion of General Eronomic Resenrch and Palicies of the
United MNaticns Secretariat,




EXPLANATORY NOTES
The fallowing symbols have been used in the tables throughout the report:
Three dots (...} indicato that datn are not oveilsble or are not separately
reporied
A dash |—|indicates that the amwount s nil or negligible
A blank in a table indicates that the item is not applicable
A minus sign | — | indicates a deficil or decrease, except us indicated
A full stop(.} s wsed to indicate decimals
A comma (,) is used to distinguish thousands and millions
A slash (/) indicales o crop year or financial year, e.g., 1955/56

Use of a hyphen {-) betwoen dates representing years, eg., 1953-1955, signifies
the [ll” |H'riu|{ i.hHr|'rl|'d, IH'L'EI.Idlllﬁ L |r:.p;|r.|m|1! qnd I"':I11l VEATE,

References 1o “tons” indicate metric tons, and 1o “dollan™ United States dollars,
unless otherwise stoted.

The term “billion™ 1i$!|jﬁ!l a thousand million.

Datails and percentages in tables do nol necessarily ndd 1o totals, because of
rounding.

Lertain abbreviations have been used: DLF [or Development Loan Fund; EEC
for European Economic Community; EFTA for Eiropean Free Trade Asocistion;
IBRD {or International Bank [ar Hﬂuminh:tmnmd u:'l.'eﬁ.q.lmml.; I]."l_: Tar lntemational
Finance Corparation; IMF for International Monetary Fund; OECD for Organisation
for Economic Co-operation and Development; OEEC for Organisation for Enropean
Economie Co-operation. “Hhodesia pnd Nyasaland™ stands for the Federation of
Rhodesia and Nyasaland ; UAR for the United Arab Republic.

The lerm "l'J:mE\n_' refer o Ehe H-rp-l.l.b-hr al the |:n'r|Eu- I.r'.:pl'!r.d.' [_,i':n-]:rnlrhl.ﬂ.:l.

Where statistical presentation has rendered it nocessary, “Malayn™ has been used
to designate the Federation of Malgya and Singapore; “South Africa”, the Union of
=auth Africa I_:inrr 31 Mav I';H'Jil the Hd-.'n.rltllr of Santh Hﬁil_'q:l, South West Africa
and the High Commission territories of Basutoland, Bechuanaland and Swariland.

The designations employed and the presentation of the material in this publication
da miat itrl]Jl:r the r.:nprrniun af any 1.|-||5|1i.-u|| whalsoever on e jpari of the :"\g;rﬂqﬁl.i ol
the Lnited Nuotions :nnl:rmi.ns the il:E.l slatus of any oouniry or Izl:'r.ilnrj' ar of iis
nuthorities, or concerning the delimitation of its frontiers
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Introduction
GROWTH, STABILITY AND THE RATE OF SAVING
Economic slowdown in 1960

The new decade of the nineteen sivties apened on o
contradictory note, On the one hand there was o grati-
ying increase both in world économic activity and in
warld trade, The l.lri.'rq|r Ennﬂ'pr.ill_-. world nEi.l'l.:red a
rise of more than 4 per cent in production and of over
10 per cent in the quantum of international trade. In
thie centrally planned countries, production in industry—
thotigh nal in ugrlnuhure—r:p_'i.llrrrd afi even gredler
increase. The expansion was, morsover, achieved with:
ouf undise straie : in relatively few countries, developed
or underdevelaped, did reiail prices rise by more than
3 per cent from 1959 w 1960, Despite this apparent
progress, the optimism with which the year had been
initinlly greetesl soom gnve way o a considerable
measure of disappointment. By the second quarter of
1960 the rate of expansion declined in one induostrial
countty after another; and though in western Europe
rotes of growth soon began to stabilize, in North Americs
the eeonomy slipped into o recession which continued
through the first quarter of 1961, Though the decline
in United States outpul was mild, it came as a disap-
pointment, cutling shorl the period of limited recovery
from the earlier recession of 1957 /58,

The contrast between n booming Europe and a lagging
United States, reinforced by dilferential short-term in-
terest rates in favour of Evrope, accentuated the Aow of
capital to a point that brought the dollar under specula.
tive pressure, Motwithstanding the enommous reserves
it its disposal, the United States was impelled 1o take
protective action: for the first time in the posi-war
period, it no longer {oond ielf free 1o determine its
doinesiic roenemic Fn]jr:'.' o i sl rrn‘lrd io it= halance
of payments position. Fortunately, in view of an in-
ereased United States trade surplus, the pressure on the
dollar was quickly relieved as speculative operations
on the gold market were brought 10 an end and the gap
between European and American interest rates was
narrowed, Action was also taken towards the strengthen-
ing of hoth United States and international liquidity,
a8 well ae towards o grester measure of harmonization
of the policies of the industrial countries afecting their
balances of payments.

Welcome as was the improvement in the United States
payments position, it was nol an unmized blessing. In
i far as the increase in its trade surplus resulted from
& recession-induoed decline in its imports, it could not
bait have unfavourable repercussions on the rest of the

warld, The sconomies of western Europe, it is troe,
again proved sufficiently resilient to withstand these
gdverse effects. The situntion was less encouraging,
however, in the under-developed countries, since the
gradunl reversal in balance between world demand for
and supply of primary products during the nineteen
fifties hos rendered their export markels inereasingly
vialnerahle 1o industrial recessions, Even during the two
yearz of United States recovery and expansion lollowing
the 1957 /58 recession, export prices of primary products
had Tmiled to show any real strength. With the oncoming
of the recession, these prices generally resumed their
downward drift despite a notable opsurge in raw mate-
rial impaorts into Europe and Japan, By the end of 1560
the index of export onit valoes of under-developed
countries had lallen below the corresponding 1959 level
to a point about 8 per cent below the 1957 average,
While the rise in their export earnings was thus being
restrained 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 o
50 per cent rise in the trade deficit, which generated
stresscs in the balance of payments of many under.
developed countries,

In contrast to the privale enterprise world, the cen-
trally planned economies continued to expand at the
same rapid pace as in earlier years, Given the relatively
small, even if increasing, role which trade with the rest
af the world plays in their ceonomies, they have found
it passihle o maintain their rate of growth of production
without regard to whether rates elsewhere are rising o
dre“.nin;_.

When recovery began in the second quarter of 1961,
the 1960,/6]1 United States recession could be character-
ized in some respect= as among the mildest of the post-
war period. Though it lasted somewhat longer than s
predecessor in 1957 /58, it had not generated as large
a decline in industrial production or in the gross national
product. Indeed, despite the fact that the contraction had
h-:-!“n = l:.|.r|:|' s 'lT.h!u' TER, total “final |:|l.l'|!'1.'1'|IH-'l" al
goods, that is, the purchases of goods other than for
inventories, registered a decline—and that a very slight
one—only in the first quarter of 1961, Statistically, the
drop in gross national product from the peak level of
1960 of about $5 billion, or about one per cent, could
be mare than accounted for by the nearly $10 hillion
cuthack in investment in inventories. The strength of
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final purchases encouraged widespread hopes that the
recession would be self-correcting, and led 1o consider.
able hesitation with regard w0 the toking of counter-
measures. Al the beginning of 196 debate was still
conlinuing over whether il was proper to characterize
the economy as being in o state of recession, whether
husiness confidence might not b shaken by such o
characterization, and whether anti-recession messures
might not do more harm than good. The new Adminis-
tration, calling attention (0 the fact that industrial pro-
duction had [allen by about B per cent, that sieel capac.
ity was being only hall utilized and that unemployment
hind risen b live and one-hall million persons, declared,
howewer, that the economy was in a stale of recession
and advanced o broad programme of exeeutive and
legislative action for recovery, This programme went
bevond temporary measares, such as sapplements to
unemployment insurance and speed-up of government
il by, which had also been taken during the 1957 /58
recession. [t incleded more permanent measures, such
2s & reduction of mortgage rates and extension of other
assistance to housing, aid 1o education and to public
health programmes, urban renewal measures, and lib-
eralization of social security insurance. At the time of
wriling, however, though recovery was already under
wiy, it was still far from certain how soon this pro-
gramme would prove effective in restoring economic
activity to full emplovment levels. Parily, the uncer-
tuinty reflected the inevitable administrative and begis
ltive delays before many of the decisions could be
Iri.u.lll.li,-t] ints action. ||1 |prp_;¢ FEdsaiTe, J'ln'l.rrﬁ'r.-r, il was
duie to the moderate financial dimensions of the pro-
gramme for 1960/6] and 1961/62 in relation 1o the
mignitude of the problem as analysed by the United

States Covinetl of Econamiic Advisers,

The United States economy has proved 1o be the most
vilnerable to post-war cyelical Auctuations of all the
major industrial countries. The 1960/6] recession is
the fourth in twelve years: except for Canada, whose
econamy is closely geared 1o that of the United States,
ne ather industrial country has experienced a compara-
ble degree of economio Auctuation. The significance of
these recessions appears, however, 1o have heen widely
underestimated. Though many reasons have been given
fur discounting the seriousness of the post-war reces-
sions, a basic [actor seems 1o be a tendency to assume
that recurrent recessions are inherent in a private enter-
priec cconomy ; indeed, a large part of the public seems
1o have come to believe not only that recessions are
imevitable, but that they are also necessary in order to
provide immunity against large-scale inflation that
would be followed by major depressions.

While it is probably true that the periodicity of post.
wir recessione has been oo greater than i pre-war
vears, it may still be of signifcance, ax the Council of
Economic Advisers has noted, that the intervals between
surcessive recessions have been growing progressively
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shorter—from forty-five months beiween the downturns
of 1948 and 1953 10 thirdy-fve months between 1953
and 1957 and to only twenty-five months between 1957
and 1960, Even if this shortening of the intervals were
entirely sccidental, it would still be striking thap i
should be the world's m.linr er oy which has Tafiled
o show any improvemenl over pre-war experiencs,
Unlike the record of stability of the United States, that
of most ather industrial countries has been vastly betier
I:hnrl 4'11. pre-vwar years. Nur can wWeslérn E.lj!dpl!'l- Current
schievement be properly atiributed—as ils progress in
enrlier years could in part—to special Factors such s
the carry.over of pentup demand [rom ihe Second
World War or the large-scale aid received from the
United States onder the Msrshall Flan, Essentinl as
these fwctors were in ihe rehabilitation of Evrope ime-
mediately after the war, they do not in themselves
suffice to explain the phenomenon of s continued
growth—in some cases at extraordinarily high rates—
long after pre-war peak records of production had hoen
sirpasaed, Clearly, Europe’s current achievements are
traceable not simply 1o l|.|n|:l|:'|u.|. foctors inherited [eom
the past but also (o current economic attitades and
palicies towards growth and stability,

Perhaps another reason for the tendency to under-
estimale ihe real cosi of recession is that it appears 1o
be only & iemporary cost, because to some exten, whna
is lost im the dowmswing of a cycle may be made good in
the subsequent upswing. Sinoe the post-war fluctuations
have taken ploce mround s rising economic trend, we
may even be tempied to believe that the recession loss
has been more than made good over the cycle as 0 whole,
But this is really a statistical illusion that disappears
upon closer examination, What is relevant in assessing
real cost s not the absolute level of production bt
whether the full production potential is realized over
the cyele, [T the expansion phase were sulciently vigor-
ot 1o carry outpul above normal full-potential levels
—if, for example, a5 was the case during the war, it
were to involve abnormal sdditions 1o the labour farce
or lengthening of the normal work-week or an increase
i the nomber of work-shifts<then the expanded
potential of the boom phase would offset the Joss of
potential production during the recession. If, however,
us has been generally true in peace-time, the recovery is
a1 most adequate to carry production and employment
to poremsal levels of Tull utilization without any special
enlargement of the capacity o produce, then the loss
af potential owtput and employment during recession is
i offset during the subsequent expansion and the
recession Joss is o permanent losa,

But perhaps the most important cause of the inade.
fuale asessmenl of the seriouspess of teoestions has
been their mildness in the post-war period. In the United
States the longest downswing—that aof 195354 —lasted
only thirteen months, and the maximum contraction in
gross national product recorded—in the recession af
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1957 /58 —was about 5 per cenl. Excepl for 1953,/54,
when there was o ln.rgr cathack in Euvernment Etprmii-
inire on military sccount, the major element in the con.
I".nl'pml |:|[ rrunm‘p'l:' |r1i'ul:il1.' hiis been & l'zlll.ll:tLdln. ol
investment in inventories, True, there has also leen
some decline in investment in plant and equipment in
the lasi (wo reoessions, but this has been largely or
wholly alfssi by rising government expenditure and con-
sumer outlays on services, The United Siates economy
hias thus proved sufsciently sable o avoid any major
repercussions of the reduction in inventorkes apon final
purchases, and the market hos been able to right itsell
as soon as the inventory position has been corrected,

The mildness of the downturns has eneouraged con-
siderable public debste as to the performance of the
economy in the post-war period. Sheuld such downturns
be properly considered recessions? Should they mod be
regarded only as inevitable periods of rest or of rolling
readjustment that are required (o pave the way [or the
subsequent period of expansion? Even granting that
the downlumn involves a lemporary rise in unemploy-
ment, should the burden of such unemployment be
considersd intalerabile so IunE a5 bt e nel umiul]- -
longed and compensation is provided o alleviate the los
of wage income 1o the unemploved? May there not
eved be o question whether there hoz in fact been any
downturn in notional product? Perhaps the real pross
national product has been consistently underestimated
Iecause of our inability to make sdequate allowance Tor
cotitinuing technological improvements in goods and
services, and ns a resull, price increases have been
overstated and increases in outpul understated. Is the
increase in unemployment due to inadequacy of effec-
tive demand for goods and services, or is it essentially
of & structural character, reflecting the inability of the
labour force 10 adjust sufbciently rapidly 1o the changes
in the pattern of production brought on by an accel:
erating rate of technological innovation? Must nol the
problem of unemployment therefore be resolved by
measires o increase the adopiability and maobility of
the labour force rather than by means of an inerease
in effective demand ¥

Whatever answers may be given to such questions, it
seems doubtful whether these questions really address
themselves to the basic problem of the adequacy of
recent rates of economic growth, Here the crucial ques-
tion i whether the leading indusirial countries are
making full uwse of their production capabilities and
whether these capabilities are being incrensed as rapidly

i

u# i consistent with the maimtenance of sther roonomic
anid social ohjectives, including rising levels of living
and internal and exterial stability. There can be linde
doubt that the manpower released by technologienl
progress and the shifting pattern of demand has added
to the complexity of the task of maintaining full em:
plovement. 1t does nol necessarily lollow, however, tha
the resulting unemployment cannol be appropristely
overcome by a more rapid rate of increase in aggregate
effective demand. A laster rate of advance in technology
and productivity per man has not precloded many
western  European countries from maintaining much
fuller levels of employment; indeed in the Federal
Republic of Germany, not enly the manpower released
h:r an ull.'lnri:r:p: l:r]'lrrul.-u!]' Lot .l].u.rﬂ'l: nlﬂl-l]-l‘:l'l'l.il :h]dl'-
tiohs o the labour force from large-scale immigration
were ahaorbed Iu'!.' the ru.'|.|i.-|l rate of increase fnoadlpul,
It ean hardly be doubted that in the United States, like-
wise, il elfective demand were o riss suliciently it could
readily absorh the widespread unemployment and re-
store the rate of whlization of productive capacity to
mare nearly normal levels,

The nation that the recessions have been mild 15 hased
on the assumption thai once the downturm 5 reversed
the economy is able io realize s full potential of pro-
duction and employment. In that case the recession lose
may be measured by the decline from the preceding
peak. I, bowever, o= has become increasingly trie of
the post-war vears, even the periods of cxpansion prove
bess and lesa .lﬂ:q.'u.l!.: Lia Frnt'i.:le for normal Tull capa:
city rates of uviilization, then the pre-recession peaks
themaslves become irrelevant as benchmarks (or measiir-
ing economic losses, In such cases, there may still be con-
linui.rltl |osmen of puﬂl:er:!'lq.'l prndurllnr: and rm.]hln:.'mmh
even when the absolute level of activity i on & rising
trend. And if population and labour fores are com-
stantly expanding, unemployment may then show a
rising irend even though employment = increasing al
the same time. According 1o estimates of the Council
of Economic Advisers, the loss in potential gross na-
ticnal product in the first quarter of 1961 smounted
to approximately 10 per cent of the total, or about §50
billion, even though the decline from the preceding peak
was only about one-tenth that amount. To achieve full
recovery by the end of 1962 it would be necessary not
only to restore this 850 hillion but perhaps hall as much
again to allow for the increase in labour force and the
addition 1o productive capacity that is iaking place in
the meantime,

The issue of growth and stability

Viewed in terms of the need (o restore outpat to Full
potential levels, the problem thus ceases 1o be one merely
of recovery from recession. [t becomes instead a con-
tinuing problem of promoting steady growth st full
potential rates. Even the familiar phrase of “maintain-

ing full employment™ ceases to be an adequate descrip-
tiom of the task. What is required is not merely 1o main-
tmin & high level of output and employment bul o
sustain a steady rate of growth thet is adequate to absorb
each year's new entrants into the labour force as well
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as the manpower relensed by advancing technology and
rising productivity. This problem has not been confined
b cosntries such as the United States and Canada, which
have Hpi‘tjrﬂrl!d a ||i|:h dl-.gl:r-l- af 1':|.1'|ilru] il'l.lllhl“.r'rﬂ.
It has alsn been typical of 2ome countries in weslern
Euirogse. mast notably ihe United Kingdom, where eoo-
nomic activity, though relatively stable in the short
berm; has mived sluggishly over the lsnger term, In
rontrast 1o rates of growth in gross product ranging os
bigh as 9 per cent and meere in Japan and in the neigh-
bourhood of & per cent per annum in the Federal Repub-
lic of Germany and laly, the rates of growih in the
United Kingdom and the United States over the past five
vears have averaged only a liftle over 2 per cent. In both
rases this rate represents a significant decline (rom the
average prevailing in the first hall of the decade of
the nineteen Ffties.

The debate over the magnitude and significance af
recesaions is thus seen 1o be part of a larger iscue rela-
ing to the lang-term performance of the economy. That
issne, discussed ot some length in the volumes of the
Norld Economic Sarvey sinee 1955, is aver the nde
quncy of the long-term rate of growth, The debate 15 oot
limited 1o the United States but i= paralleled in many
parts of the world, both developed and under-developed,
The central question in the debate concerns the proper
balance to be siruck bn natboonal ECOEamIe nhjqﬂi\lﬂ-
beiween price stability and long-term economic growih,
In many countries—recently including abso the United
States—the issoe has been further complicated by the
problem of reconciling equilibrium in the balance of
indernntiomnal pavmeEnis with the mainlennnee of econo.
mic growth, Thowgh the specific srguments have
rhanged with the evolution of economic institutions and
of economic analysis, the debate over stability and
growth has been at the centre of public policy ques
lions in every major industrial erisis of inflation or
depression [or more than & generation. In recent years
the differences have been considerably narrowed, bath
sides having moved away from extreme positions. Dur.
ing the great world depression of the nincieen thirties,
o large segment of public opinion in industrial countries
was still opposed to government measures for expansion
of effective demand on the grounds that they might lead
to inflation. Today, however, no one would suggest keep-
img unemployvment al whatever levels might be required
o prevent prioes from rising. Immediaiely afier the
Second World War, on the other hand, an influentinl
segment of public opinian, particularly in underdevel-
aped regions, was apparently prepared to support infla-
tion as a means for promoting economic development,
Today ne one would propose 1o finance capital forma.
tion for economic growth through forced savings from
large-scale inflation, Despite this narrowing of the de-
bate, however, the issue of economic stability and growth
remains far from resolved.

Until fairly recently the view that had gained the
widest ncceptance seems to have been that there was in

IxTmonucTIoN
Fart mo isswe bo be resolved. [ seems widely to have been
believed that there could be no possible conflict between
the uhjﬂ.‘tl'l-‘-l'h il pronamic h!l:l.]'li.hl:?. amil  Eronom
growth. This thesis wos based on the assomption that
inﬂlliﬁﬂ Effi #xusl -m1|'|: ullrn l|'|r'rr LE PXTFER drmqm‘l ;nd
that its elimination cannol therefore interfere with the
full wiilization of productive resotirees. In it simplest
furim the rensoning seems to have derived from ihe Tt
that a rier in general prices necessarily involves an in.
erense in money expenditures in relation o the value of
_l;md.ﬁ and services al existing prices. From this it was
coenchuded that inflation represents “1oo much money
chasing too frw poods™ and that siphoning off only the
pxcesE money so as 1o achieve economie staldlity will nat
render effective demand inadequate for Tull production
and full employment. In its more analytical form the
argument devived from ithe traditional body of economic
theary, based on o perfectly competitive system, in which
pl‘il.'h ] Wagen ore ﬁl.ll'l.ﬁ:l'l.lil”:l-’ ldinnh-d &0 ps fo
climinate any exeess demand or supply, In such a sys
tem prices und wages come 1o rest when demand equals
I-ﬂ[li.lif. minee @ -|:n|:|-r||:Er1l|ml|.|.l13.I r'u.iug I!rl-ml AR rhul file el
only if exeess: demand is constantly re-cemerging, the
safution to rising prices is inevitnbly to restrict demand
i 0 bevel that eguals supply. Such restriction need in 6o
way reduce outpul below maximum sttainoble levels,
winoe it & only the exeess of demand above aitsinable
sapply that is eliminated and not the demand required 1o
nhsorh attainable supply. In cither case, whether the
simpler or more complex analysis was employed, the
possibility of any conflict between economic stability and
eeonsmic growth was eliminated.

T"Liﬂ wiwow of Lhe |.|-u1:||.‘1|rl'r| ol irl.Hl.ﬁ-uq'l. Jnd ECEE T
growth has now come to be increasingly questioned. A
growing consensus has emerged around the thesis that
in the real world as distinet from the theoretical model
of a perfectly competitive system, inflation cannot be
nutomatically equuted with an excess of aggregate de
mand over supply. In the real world where prices are
determined by conventional markups sver costs, by col-
lective wage-bargaining and by povernment regulations,
demand in some markets may exeeed, and in others fall
short af, supply. In such cases inflation i= not meces:
sarily symptomatic of a general excess of demand over
supply ; thaugh price increases may originate in markets
where demand &= sirong they may spread io other mar-
kets, even where supply = rxcessive. A cumulstively
rising price trend may thus develop despite consideralile
slack in production and employment. Under these eir
cumsiances i1 will not always be possible 1o resort 1o
# policy of restraint of demand for the stabilization of
prices withou! adversely affecting production and em-
ployment. Where inflation is, in fact, dee 10 excess de-
mand it may be eliminated by demand restraint without
such adverse effects, Where, however, as has been true
of the ereeping inflation of the nineteen fiftics, 3 cumu-
latively rising price trend develops side by side with
slack in production and employment, inflation can no
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longer be eliminated by restruint of demand without
adding 1o the slack. This does not necessarily mean tha
an shjective of rapid econamic growth cannot be recon-
cilod with a goal of priee stability; it only means that
il cannol be eoonciled with a pﬂ-l'il:!' al restrnining
demanid when there i= already slack in the soonivmy.

This point bears emphasizing beeause cases in which
EOvVeTmenty have sueeeeded in Il.'l1.i!'l.i.1'l.!l |1i;|1. rites af
growih together with price stability are frequently cited
as evidence in sapport of the thesis that restraint of
demand 1o keep prices from rising will not interfere
with the rate of growth, But the issue js nol whether
there is o positive rather than a negative correlation
between rabes of growth and rates of change in price,
A mapidly prowing economy may, through the atimu s
it provides to high rates of investment, technological
innovation and increasing productivity, be moee con-
ducive to price stability than s o sluggish eoonomy.
Thus, the issue is nol whether economic growih and
reasonable price stability are in principle irreconcilable.
The issie is rather whether & conflict between the beo
goals may arize in fact if price sshility 12 pursued by
a policy of restraint of demand . egardless of the degree
of slack in the econsmy.

Although the emerging consensus over the couses of
inflation has greatly elasified the issues under considera-
thon, it has not yet led to & comparshle consensus on
policy decisions. The debate over policy is now hased
not so moch on disagreement over poinis of econamic
analysis s on differences in assessment of the degres
-ulI inﬂllinn ar il l]:rl: [{=] 1|r|'|lr|1 1.11-: FONAm Y l'l'll.!r T
cxposd, o8 well &5 on differences in valoe judgements
is o the relalive costs and benefits of econcmic growth
and of priee stability, One segment of poblic opinion
shuns the risk-taking of a growth-oriented policy for
the security of price stability. According to this view,
inflation represents the main long-term economic denger
io the sconomy while the bong-term rate of p;h:lh'lh 15 =
high as resources permit. The danger of inflation is
assumed to be so0 great that no rate of price increase
can be countenanced; creeping inflation is bound 1o
accelernte 1o a gallop. Even if inflation may in theory
be doe o many factors and not 1o exeess demand alone,
the existence of any unnecessary slack in the economy
it assumed improbabile so long as prices are rising along
with production. Thus, secording to this viewpoint, it
is mot the rate of utilization of productive capacity nor
the rate of unemployment but rather the movement of
prices which serves as the appropriste 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 productive capacity may be declining and
the rate of unemployment increasing, a rising trend in
prices, particularly if it sccompanies an increase in
output, is taken = a symptom of excess demand and
therefore as a signal Tor a policy of restraint of demand.

Thi=s concentration of public thinking and public

policy af recent years upon the danger of inflation is

pow coming 1o be increasingly challenged by the thesis
that the main danger to the economy lies in a0 inade
gquate longderm role of growth, and that the risk of
inflation is not so great as to require & policy of restraint
upon aggregate demand while there s yel so0 much
slack in the soonomy. This currenily develaping
orientation is visible in the United States Administra-
tion's diagnosis of the need for policies to achieve not
merely recovery from recession but al=o long-term full
utilization of productive resources. [t is even more evi-
dend in it proposals for investment in human and nai-
ural resonroes as well as for the timulation of investment
i pllnl and r:|ui'|:|mrn1. :lr.l.:imﬂ'l o increass the rale
of growth of the potential levels of produstion and
employment. |f this recrentotion has been correctly
diagnosed, an expansion of the rate of growth of the
United States economy might well be expected,

Such a growth-ariented policy, it may be noted, does
not necessarily mean sacrificing price stability and em-
bracing inflation. Hather it iovolves a shift in the
methods of ﬁ,':,lﬂin."; inflation (roem |rri:|11nr:|-' reliance o
measures to restrain demand to the inclusion of policies
designed to accelerale the rate of expanslon of incomes
imj the availakle :lum:ﬂif.-:l ol p;undl .l.nrl ﬂ-hirrl ]n a
world in which inflatisnary presurs are s lirgely
the resull of mutually frustrating attemptz of warious
income-earning  groups io mrrease  their respective
shares of the national product, it is nol unreasonable
to expect that an inerease in the size of the total share
to e divided will contribite (o some relasation of the
pressore. To the extend 1o which an increass in prices
results {ram a larger rise in wages than in productivity,
the stimulus to output per man that & imparted by
higher investment and a higher rate of growth of na-
tional product may very well slow down rather than
sccelerate the rising trend in prices,

That this assumplion is ol l.lhr;F,rU'lL't unrenlistie s
evident Trom the fact that the rate of inerease of prices
iri thie Federal Bepublic of Germany and Japan has been
o greater than in the United States or the United King-
dom despite the very much higher rates of growth of
national product. Should it appesr, however, that an
neceleration of the rate of growth might, in fact, in
crease the risk of inflation before the Full potential af
production is realized, other measures could still be
taken 1o reduce the risk withoot curbing the rate of
growth of production, In some countries governments
have helped to shape prices, not anly by throwing the
weight of their moral influence in favour of price
gtahility, bul also by edablishing machinery to ensure
that the public interest in stable prices i= effectively
registered at the bargaining table. Every government
also has at its disposal a vast array of powers 1o
strengthen competitive forces in the process of priee
formation, whether it be through anti-monopaly begis
lntion or through foreign teade policy. By means of
such measures governments can make a powerful con-
tribution towards the maintenance of reasonable price
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sinbility without necessarily curbing the rate of growik
of output.

It & frequentdy questionod whether this can be
achieved withoul the introdioction of divect price and
wage controls that would endanger privaie enterprise,
This question. however, seems to be hased on a simple
extrapolation from  war-time  experience when  vast
resoureds had to be shifted from personal copsumplion
te military outlays and to investment in military pro-
duction. Under such extraordinary conditions of excess
dbsprpnal, in'ru]i"lnF EROE s Enlipr: debcitr and wide:
spread shortages of goods of all types us well as of man-
power and prodoctive equipment, direct controls on
prim and winges and. in iy Instanres, Fven r.lllrm'm.
of supplies did in fact prove necesary to curh inflation.
Bt Froan this it does nod Tollow that controle of similar
type might prove neoesary o preserve price stability
et |:Ei,|ﬂ'- pem:e—lint rates ol growth, in the absemes
of budget deficite and in the abeenoe of any important
ahortages of poods and prodoctive resourees, There s
mo evidence o show that wnider such circumetanoes the
government s moral influrnce and i powers of edora-

IsrnoblUcTionN

bioant, persuasion and general regulation would not sulfice
to maintain reasonable price stability along with éco-
FaEmi Hﬂ:llulrlli based an the Full realization of the pro-
duction poiential. Nor does the post-war experience of
countries with very high rates of growlh lend =u

1o snich & thesis; the price stability of the Federal Repub-
lic of Germany and of Italy, which. as alrendy noted,
was no less than that of the United States and the United
Kingdom. was schieved without any greater degree of
diteet price intervention by govermment. And i i be
st im reply that these countries surceedeid in achieving
price stability with such high rates of growth only
becamse of sound monetary and fiscal policies, the
answer @ thad it is nol an unsound monetary and fscal
policy which is called for by those who seek greater
emphasis on economic growth, Evidently the countries
with very high rates of growth did not prevent demand
from sppronching the Full production potential of the
ECOTmY . Yet, ﬂiﬂugh thay achieved as high » degres
of price stability, they were not obliged to intervene
in the process of price formation any more than coun-
tries with low rates of growth.

The adequacy of saving

Among the most important fartors inhibiting the ac-
eeleration of the rate of growth in the leading industrial
counkries is the widesprend concern over the adeguooy
of saving to finance a higher rate of growth without
inflation. Frequently this concern s coupled with the
lear that on mceeleration in the rate aof growih & likely
1o invalve permanent budget deficits. The coapling of
irl.l-l!lgﬂl deficits with inflation, as il the 1wo phenomens
were indesd synonymous, i understandabbe in the light
of historical experience with galloping inflation. Un-
doubtedly all nstances of severe inflation eriscs—espe-
cially those assiciated with war or with pest-war collapse
of an economy—have been marked by umcontrollable
budget deficits, In war-time, when vost resources had
to be shifted Trom personal consumption 1o military
ase, and when povernment expenditure became so
swollen that it was simply mot possible 1o increase taves
sufficiently to inance the government's requirements, the
inflation was inevitably reflected in o huge budget deh-
k. Eimihﬂ'g, il:ﬂ.m”li.l]r]_\' afler the war, in couniries
where productive resiurces had been destroved and all
goods were in short supply and confidence in the cur
rency had disappeared, it was again inevitable that the
resulting hyper-inflation should be marked by seemingly
unconirollable budget deficits.

Yel, the experience with soch cnses of galloping in-
lfation, particularly with the phenomenon of hyper-
inflation, is not an adecquate guide o the problems of
hnancing an increase in the peace-lime rate of growth
ol the economy. Indeed, in the peace-time context of rais
ing the rate of growth there i=s no unique relationship

between budget deficits and inflationary pressure of
eioess demand, While !H.u:l!;:! deheits may still be o
cause of excess demand. it is possible 1o have & bodget
deficit without any eworse demand, and on the other
hand, bt is alan prissible 1o have excess demond without
i bisdget defhicit, even with a budget surplus. During o
recession when private imvestment faliers, it is now wni-
versally recognised ihat it may be ecessary to resorl
o i budget deficit either through an increase in govern:
ment expenditure or through & reduction in taxation in
otder 1o achieve recovery, In Fact, all modern industrial
econumbes hove fentures built nte their Gscal syslem
designed to generate & budget defcit automatically in
case of recession, A deficit under conditions of reers=ion,
far from creating pressure of excess demand, merely
permits demand to rise o the level of productive capac-
ity by filling the gap between the rate of saving st full
employment and the lagging rate of investment. So long
u= productive capacity i= nol adequately utilized and it is
still possible o increase the supply of goods and services
thisre 8 oo reasen why an increase in demand, even if
in the circumstances it is generaied by & budget deficil,
should necessarily lead to inflationary presure of de-
mand upon supply: the additional demand can be
matched by & corresponding increase in output instead
of being dissipated by a rise in prices, Un the other
hand, in a boom, if private investment demand expands
sulbciently 1o overtake the rate of saving at Tull emgiboy-
mrnt, the ouicome 15 likely to be inflationary pressare
of excess demand upon supply, unless the government
pan raise laves sufliciently or the net supply of imports
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can be adequately expanded so s to equote demand
and sapply once again, But il in this instance inflationary
pressure does develop as & result of the investment
lesoam, it = rather more “hrl}r b b ur\n-umpulnjﬂl ]h[ﬁ a
budget surplus than by a budget deficit, For if the
tluﬁ!;rl had lseen balowoed befare the boami |.|-l-|'.|;.!|.11.. ik
rise in income peneratied by the investment bsom would
automatically yield higher government revenues, and
unless the govermment deliberately reinforced the in.
Aationary pressure by sinulianeously incrensing is own
expenditure or reducing lax rates, the inflationary pres-
sure woiald be accompanied by a budpet surplus,

[t Follows that there is no onbgue relationship be-
twien budget deficits and inflation: while the two may
ol courss Eo hand im kond—and indeed geserally do
#0 in major criees—ihere may also be budget dehcits
without inflation, as in periods of recession, or inflation
with budget surpluses rather than with deficils, os during
periods of investment boom. To mainisin a high e
of growth without inflationary presuare of evces de
mand and with a balanced budget, it i= necessary o
ensure that the rate of private saving shoubd equal the
rate of investment that is required for the desired rate
of growth, Should the rate of investmeni cxceed the
rite ol |rri'rl|‘.-|:- !I'I'I.I'IF that will | fnrll:r:nmh:g_, the
result would be inflationary pressare accompanied by o
budget surplis. On the othér hond, should the e of
investment Tall shoet of the rate of privale saving the
desired rute of growih might be attained through o
budget defieit, but such o budget deficit which merely
fills the gap between private saving and investme
would oaly equate demand and supply rather than
generale any presare of excess demand. Only of the
government should persist in incressing it expenditure
even after investment had begun to catch up with the
rate of private saving, could a budget deficit be iden-
tified with inflationary pressure of exeess demand.

It is instructive in this context to consider post-war
experience in saving for economic growth. As an exten-
gion of the study in part | of last year’s World Economie
Surveyt ol the iu!e:'rrll.q.innlhipn lsetween  fnvestment
nnd economie growth, part | of the presest Sureey
PLEIE MR 0 AOmse ||,-.r|Flh the epurrees ol M'lrl:l..p; [t pest-
wir growth. The picture that emerges is » complex one,
far more complex, indeed, than that of the relation
between investment and economio growih, Neverthe less,
certain conclusions do seem reasonably certnin, The firss,
a8 may b seen in chapier 1, & that there has been no
tendency among the indusnally developed countries
for high rates of !mwtl!l of mational ]H‘ll.l'lllll.‘l o be
socompanied by budget deficite. The tendency has, if
anything. been the other way round, that is, for high
growth rates to be accompanied by relatively large
budiget surplimes. Bath private saving—particalarly of
houscholds—and public saving appear. to have been
positively correlated with rates of growth. High rates

 t Unilted Natloms, World Economic Survey, 1959 [Sabes No.:
S01LC1D,

of investmsent and high rotes of growth of natlonal
product and income have tended 1o be accompanied
by high rates of household saving as well as by substan-
tinl exoessi= of Eovernmeenl revenus over governmel
expenditure. Low rales of fnvestment and low rotes of
grovwih, on the other hand, hove fended o e accom-
panied by relatively low rates of household saving as
well as by signibcantly smaller budget surploases,
Thouigh this eelatbonship is Tar from perfoct, i i= never-
iheless striking that it should emerge = clearly i an
inter-country comparisen, particularly when account is
taken of the wide variely of factors determining the
proportion of resources devated to government expendi-
ture and pevenopes in diferent conntries, is well a8 of
il heterogeneity of forces determining the level of
huusehold saving among even the industrially devilaped
comntrics, Despite the very considerable differences in
all tese respects, it still appears reasonabily elear thm
high rutex of investmenl and 'rnurlll. have tendes s be
pssocinied with relatively larpe budget surploses, and
low rates of growih with relatively low budget surpluses.
The notion, therelore, that high rates of growth are
likely to involve permanem deficit financing does nol
find any suppart in the post-war evidence of the inter-
CEURITY CXperinmnee,

Equally evident from the post-war data iz the absence
afl any meaminglul correlation belween eountry rates of
growih or of investment and the balanee of payments
an current acoounl, Export holances were o be foamd
mmig couniries with both high and low rates of growih,
anid the same was trae of import balances. This i under-
standable in view of the wide vaniety of possible reln-
tionships between rates of growth and the balance of
pavments, Since the external balance is infloenced nol
by investmment alome bt I"l;'FTI.'!-EIﬂ.'I the difference he-
tween domestic saving and domestic investment, and
sinee investment decisbons ind saving decisions are made
i.m:].rpendrnll'!. unaber 1|1.uhltr sets af influences. il is
elear that the difference between saving and investment
may be pn-_l.ilh'u. pors, or negalive at btk ILi,!;h and low
rales of investinent. In general, it might be expected that
in & eountry where investment is rising more rapidly
than elsewhere, soving would be more likely 1o Fall
short of investment, eo that a relative increaes in the
rate of investment would tend 1o be sccompanied by a
deterinrating export balunce. But while such & correla-
tiom between relative year-to-vear changes in investment
and in export balances has been aliserved during the
pist-war period, no such correlation 1= visible between
average levels of investment and of export balances
among countries over the post-war period, The absence
of correlation i= due not only to diflerences in the in
fuences aflfecting domestic saving among countries,
which tend in large part to offset the effect of diferences
im imvestment lesels on the balanes of [.Lt]-ﬂ'rruh. It is
also doe in part 1o the fact that saving and investment
decisions are themeelves nol entirely determined by
internal fories within o country bil are also infuenced
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by external market forces. Thus, o country [avourably
situated with respect to export markets is more likely o
irnerabe an excess of saving over investment and there
fare 1o experience an export balance than is o coantry
less favourably situated. And 1o the extent 1o which a
high rate of investment makes possible 8 more rapid
cxpansion of export indusiries, high raies of investment
may thus be accompanied by an excess of domestic sav-
ifig over livestment and an export balance rather than
the reverse, 11 i= not surprising, therefore, that noe simple
correlation betwesn rates of invedtment and external
balance can be fouwnd.

While the data on inter-country variations in rates of
imvestment and saving do suggest that the fnancing
of relatively high rates of investment has not been so
lormidable a rask s= might be imagined in couniries
with relatively low rates of investrvent, they do not in
themselves provide s sufficient guide i3 1o the case with
which additional fnancing is likely to hecome avail-
able within any cooniry that may seek 16 incresse s
rate of economic growth. An attempt i made in chapter
1 1o examine ks djisstian on the basts of dala :rr]-l:in!:
io the chunges experienced from the first hall 1o 1w
second half of the decade of the nincteen hifties, Though
in view of the limited information that has been avail
ihle, the fndings must be considered as highly pro-
visional, they do indicate a1 least one important factor
tending to link changes in private saving with the rate
of economic growth. While there seems o have been
little correlation of ritee of ecomomic growth with
changes in enterprise saving, a signibicant correlation
i= evident with ﬂl:lhp;&l Fi |rr|.1.r.||:|u.|‘ I-l\'iﬂE ail ol per
sonal disposable income. Evidently the higher the rate
of growth of per capitn personal income, the greater
has been the tendency for changes in personal consump-
tion 1o lag behind, and the greater, therelare, has been
the increase in the rte of saving out of such income.
(hther factors, however, have alzo infloenced the changes
in thee rate of saving; in particular, the lower the initial
rate of saving and the greater the shifil in the distribo.
tion of meome n favour of income from property, the
greater has been the increase in the rate of saving. In
muny cases the increases in private saving were so large
s bo permil governments to reduce tax rates from the
high levels prevailing wt the beginning of the decade.
In very many instances, sided by an improvement in
the terms of trade in the course of the decade, domestic
saving even rose sulficiently in relation 1o investment
to yield an incresse in the balance of exports over
imporis with the rest of the world,

Judging, therefore, from the post-war experience,
there seems little basis for the (ear prevailing in some
countries that a growth-oriented economy is likely 10
give rise to unmanageable problems of imbalance. The
data examined in chapter |1 demonsiraie that some coun-
tries have achieved rates of growth as much as two or
even three times as high as that prevailing in other
eountries without incurring any greater degree of price
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inflation, or relying upon permanent budget deficils, or
emoouritering balance of payments dificulties. or resort.
ing o w system of direct controls that = inimical o
private enlorprise. On the conteary, the higher rates of
growth have themselves contributed, threugh increasing
productivity, towards lessening the inflationary pres-
stire From rising costs of production, They have afforded
a powerful stimulus to private saving, partly by raising
incomes faster than consumption levels could be ad-
j;l.l.ll:!d. anal plr&g by Ilﬁng;i ng within reach of mass
incomes such items as major durable goods and housing
for which saving is necessary, At the same time, in coun-
triee with progressive lax systems, they have generated
such increases in government revenoes s to make pos
sible significant reductions in iy ries ind iocreases in
public consumption expenditure withoot bringing the
budget into deficit, And far from generally leading 1o
balance of payments dificulties, the high rates of growth
have introduced an clement of Hexibility in the indus-
trial structure and have incressed the competitive
strength of export industries to such an extent that they
have been {requently sccompanied by active rather
than passive teide balinoes,

This does not mean, of course, that a programme for
raising the rale of invesdtment o incresse the rate of
growth is aliogether free from any risks of imbalance,
But the data do suggest that the risks are far less than
is frequently assumed in countries with low rates of
investment and, above all, that they are amenable 1o
control by appropriate government policy. It is impor-
tant to bear in mind, however, that the policy needed
b cope with the risks of imbalance lies not only in the
national bt alse in the intermational l.p]'.r.rz. Rizks of
external imbalanee depend not on the domestic policies
af the country alone, but also on the policies of the
counlries with which it is linked in trade and payments.
Here u major difficulty stems from the fact that in the
course of the post-war period an unstable equilibrium
appears o have been achieved in which the trade bal-
ances of the major industrial countries are not appro-
priately related 1o their respective rates of capital trans
fers. Some countries with relatively high rates of growth
have achieved an export balance on current sccount in
excess of their readiness to lend abroad, while other
countries with a considerably lower rate of growth lend
abroad at a rate in excess of their export balance. In
the absence of appropriate policies designed to bring
capital lows in better relation with respective balances
on current account, this unstable external equilibrium
may gcf a8 o seriows detervent against programmes for
increasing the rate of growth in the leading industrial
countries. In view of the economic importance of these
countries, this deterrent may inhibit not only their own
rates al growth but the rate of growth of the entire
world economy.

There can mow be litile doubt that a modern industrial
economy is capable of sustaining much kigher rates of
growth under conditions of stability than had hitherio




been deemed feasible. There is regrettably less basis
for optimism in the post-war experience of the under-
developed countries, I 8 brue, 88 was shown in the
Forld Economic Survey, 1959, that many under-
:E'n-.lnpﬁ:l rounlries succerded -rll.lring the nineteen Blties
in significanily raising their rates of jovesiment, The
data even indicate that on an aggregate, though not,
of eourse, pn & per capitn, basiz the under-develoged
countries altained & rate of growth of domestic product
comparabile in pereentage terms bo that of the developed
civintries, Mevertheless, an examination of the pecord
concerning the sources of fnancing of their economic
development is far from reassuring. As will be seen
From chapter 2, the increnses that have taken ploce in
the rate of invesiment of under-developed countrics have
h:m Ir.lrg:tl:f ﬁ.rl.u.m:td I‘J'!r INCTeREEs i1 l'ur:i.'pi II.'I.'I.HF i
the form of a balance of imports over exports of goods
amd gerviees. O tweniy-gight countries for which data
are avnilable, only mine registered an increase in do-
mestic saving from the |:rep,|r|.nu1.; b the end of the
mineteen fifties, and of these only three recorded such
an increase in exorss of 2 per cent of gross domestic
prn-dm:L Dl:h]:ﬂ.r M rise N per capits incomes of
houscholds amid in government revenoes, neither private
nor public saving has shown any wide-spread tendency
to increase. Al the private level, saving ratios have
declined more often than they have risen, In part this
wis due to & relative shift in the distribution of income
From FNI'P'Fﬂ}' OWnErs (o wige earners, n-Hl-ﬂ'i:nE if
some instances reductions in profits from export sales
with the longterm weakening of commodity markets,
In most instances this tendency was also reinforeed by
the expansion of industrinl emplovment which has
increased woges in relation 1o other incomes. The efect
of this shift in the distribution of income upon saving
ratios has been greatly enhanced in most countries by
the impact of increasingly rapid urbanization opon
demand for consumption, both because of the expense
involved in the establishment of new homes and becouse
the needs and conventions of urban living often tend to
generale & higher permanent propensity o consume.
The effect of wrbanization wpon consumption has not
been limited to the private sector;, but has on the con-
trary mase necessary parallel increases in public con-
sumplion expenditure. This facior, together with the
general influence of a rapidly rising population and a
growing awarenes of government responsibility for
promotion of economic and social welfare, has every-
where led to higher levels of public expenditure for
consumplion. The resull has been & rather linuted rise
in public saving in relation o output despite Tairly
general increases in government revenues. Given the
urgent need for increasing the mie of investment, it is
clear that & great deal more remains Lo be done in
under-developed countries lo encourage private saving
and to increase public revenue, reduce non-essential
public expenditure and increase public suving.

Given the very limited success in roizing domestic
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EAVITIE, the inereazes in investmest Ut hove token |4|u.~:
have had to be financed in large part by increases in
[areign saving. Except 1o the limited extent to which
drawings upon gold and foreign exchange reserves or
shori4erm barrowing may have beon possible 1o cope
with Buctuations in the halance of payvments, the major
souree of loreign saving hes, of course, been the annual
wet flow of long-term private and public cagital. Desprite
o gratifying expaneion in this flow, the problem of
obitaining adequate financing for economic development
remains acute, Not only 1= the aggregate sill much too
low 1o provide a basis for developing a self-sustaining
rate of ETDH‘L"!, bgd—swhail & no leas im||-n-|1.||1| e e
tribution among countries alzo remains highly uneven.
Yo ‘flr A& CIECETRIE Flrilulr L'qpilul. I|1r "ml.' ]ml hﬂ'n
highly concentrated in countries with expanding export
markets and with relatively hinl:l per capila incomes,
As may be soen in chopier 2, out of thirty-one ander-
dﬂ'elnpnl countries for which data are available, seven
with per capita income of over S300 accounted for
nearly hall the total Bow of private capital over the
decade of the nineteen Gfes. Some countries with
expanding exports have received as high o= 4 or 5
per venl of gross product in private capital, whereas
countries with stagnant exports have received less than
one-hall of one per cent of gross product. Moreover,
the degree of concentration of the flow of private capital
lins tended to increase rather thon decresse 1o the course
of the decade.

To some extent this concentralion his been oflset ih:l'
the distribution of public capital flow which has been
maore heavily welghied in Tavour of countries with lower
per capits incwnes. This tendeney, in Tact, became more
pronounced in the eouree of the nineteen hifties, more
than 1wo-thirds of the increase in prublic capital funds
from the beginning to the end of the decade having
been directed towards countries with per capita incomses
under 200, This, Ihmlpll ihe distribution of public
capital flows is inevitably influenced by special [actors
al a |‘.'|-|:|.i1.'il:ll nature, it 5 evident that povernments have
become increasingly sware of the essentinl role of for.
eign economic aid at the present stage of economic
development of the less developed countries.

Az n muultquﬂ tis the ﬂ'uul]' of the sogrees of 1-.|1.'i|1|g
for economic growth and development of private enter-
prige economirs, chapter 3 of the present Sureey ex:
amines the nature and sources of =aving in the contrally
jﬂil‘lhni eonmies. lo these cmintries hnancisl '|l|.|:|ng
l.l1d p-ullﬁe-i e |I.l]2'|br||'lr.|u.|!d 141 I|1r FI‘IH‘I' PrORnme
plan. In contrast to the private enterprise eoonomies,
where decisions to save and invest may be made in-
dependently so that investment decision: moy st times
enceed and al others fall shart of declsions lo save, In
centrally planned economie= no such dicholomy in
decision-making exists, Instend, investment decizions ire
based on the estimated needs for an expansion of physi-
el l:.l.l.l.li.".il!.' o meel oulpul targets, and the lﬂ.i‘:il'l.F Y
finance such investment is simultaneously provided in
the economic plan by means of the appropriate allocn-
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tien of resouroes as between investment and consumption
goods. Provided, therefore, only that the plan is com.
prehensive and internally consisient, there can be no
discrepancy between investment and saving in the plan
ﬁhr Aleie 'ﬂun :l-1.|-r:|‘: i d'urn-:lu.nr.? n'.rul.-cl n.ri:r in | mEE
mnrkel sconomy,

BPespite the central contral over the allocation of
resources and the flow of goods, however, the role of
finance in the centrally planned economies is not without
impariance, lis signifcance arises from the fact tht
these countries have retained the monetary mechanism
for a large part of their economy, particularly in the
sphere of consumer income and expenditure, Instead of
rezorting to direct rationing of supplies—in effect 1o a
svstem of payments in kind—they have, for reasons of
T B rﬁ'l':n-n!' and the racauragemend af in'lt'ln.ri'rr,
relied wpon the monetary mechanism not only in rels-
tion to labour but also in relation to enterprise, There
has, in [set, been a growing tendency in reécent years 1o
reinforee the midminisirative direction of the economy
through the financial mechanism,

While the use of 8 monetary syslem provides o means
for stimulating initiative and increasing efficiency, il
introduces st the same Hime an additional dimension
in the problem of economic planning. Il labour were
paid entirely in kind there could be no possikility of
imbalance between consumer income and supplies. This
s ol to gy that the problem of achieviog a proper
balance between investment and comsumption would
vense Lo exist ) this problem, which stems from the funda-
mental fact of scarcity, exisls in every economy regard-
less of its political or secial institutions. But in the
abzence of o monelary systom, onee the decision as 1o
the allocation of resources between consumption and
investment had been made, no pmlﬂm ol puﬂfhh- -
balance between comsumer ineome and ronsumer sap-
plies could arise, Given he exisience of o monetary
sysiem, however, it is clear that it is necessary o include
in the plan & mechanism o ensure a proper balance not
only between investment and consumplion but also be.
tween consumer income and consumer supplice. This
is the purpose of the financial planning, describod in
chapier 3; in particalar, integralion of the credii plan
and cash plan with the plan for production is necessary
in order o ensure monetary bolonce of demand and
supply within the economy.

If all elements of the economic plan at both the
physical and the financial level could be exactly realized,
no imbalance between demand and supply would arise
under an internally consistent plan, Since, however, not
all elements of the economy van be fully controlled—
output of foad and of consumer goods may, for instance,
{all short of the plan while incomes may exceed planned
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levels owing 1o over-fulilled targets in producer poods
industries--not even centrally planned coonomies, as was
shown at somse length in the World Econemic Survey,
F57% —can be free of concern with problems of monetary
imbalance,

This 5 not 1o say, of course, that problems of eco-
pomie imbalonce between demand and supply are the
s in countries with the centrally planned ecanomies
as in those based on private enterprise. Bt the problems
nre not so entirely dissimilar s to render comparison
and conirast meaningless, One conclusion emerges from
sich & comparison with siriking clarity, While the
centrally planned economies can no more disrcgard
the problem of possible pressure of excess demand in
deciding upon their rate of investment than can coun-
tries hased on privete enterprise, they are able 1o elimi.
nate two of the most basic deterrents to investment
which elsewlere lnhibit ihe rale of sconomio growth.
First, they do not have a problem of providing adequate
incentives for tnvestment, suwch a8 5 mel in privais
eRlErpriss coanGmies. Second, ance they have decided
upan o rate of investment they are able to provide the
requuired saving through their central control over con-
FUE 5U|‘r|'|-1i|:‘l. The -hiljly to provide the requisite
domestic saving has rendered the econmmic development
of the centrally planned economies largely independent
of foreign borrowing, It is true thal capital imports
live nob been withowt uiﬁniﬁlﬁln:‘r even for them, [par-
ticularly during the initial stages of development; in-
degd, the importance of capital flow was probably
greater than might be sugpested by its magnitude alone,
since the How was [requently channelled into industries
that were strategic for economic growth, Nevertheless,
as showr in chapter 3, anly & very small fraction of in.
vestment in the centrally planned economies has bees
linanced by foreign borrowing, the rest having bees
provided by domestic saving. Among the most crucial
|II"'I-I'IP.|I:'1'I1-\- e ke faced in the economic -pﬁrh:h'lpq'nrnl wl
countries based on private enlerprise, none is perhaps
mote impartant than that of finding & counterpart
through the market economy o ensure, on the one hand,
that adequate incentives are provided to bring forth
the required investment decisions, ond an the other, thai
adequate saving should be fortheoming 1o permit the
decisions 1o be translated into actual investment. An
important beginning has been mode in the nineteen
falties on both counts, A far greater effort will, however,
be necesary both at the national and af the international
level hefore the process of economic development can
become self-sustaining in mast of the leas developed
regions of the world,

? Unised Mations, Farld Econemic Survey, 1957 | Salen M-
TR,
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Chapter 1
SAVING FOR ECONOMIC GROWTH IN THE INDUSTRIAL COUNTRIES

The role of saving and investment

The significant differences among industrial countries
in their roles of economic grow ih -I]I.llirlp the last decade
ar sa have become a matter of increasing interest. De-
spite Fairly similar economic backgrounds, several of
these countries have been .i!.‘l'l'll'H.'iHE il & yery ragid
pace while others have recorded only modest rotes of
growth. During the earlier postwar years, it seemed
reisonable to ascribe such differences very largely fo
specinl circumstances, such as the recovery of some
countries [rom war-time destroction and dislocation or
the presence of particularly favourable trends in export
markets. As the nineteen fifties advanced, however, it
became increasingly clear that such special circum.
stances had ceased 10 be of much explanatory valee.
Maost countries had alreasly surpased their pre-war peak
levels of output at the catset of the perind. And, while
buoyant export demand hos helped to sustain domestic
ceonomic growth in some couniries, there have been
other countries where similar rates of growth have been
schieved despite quite different export experience,

Mor have the faster rotes of growth in some countries
been associated with stricler povernment confrols,
greater austerity or persistent internal and external dis-
equilibrium, In Tact, the controls imposed in war-time
have been almost entirely abolished in most countries,
and direction of the fow of resouroes has been left very
largely 10 the market mechanism, Improvements in
private consumption levels have been no less evident
in countries with high mtes of growth than in other
countries. Further, there has been no consistent rela-
tionship between rates of economic growth and inflation,
and some of the countries with high rates of growth
have been notable for their balance of payments
surplises,

In the search for strategic factors to explain economic
growth in the nineteen Glties, the World Economic Sur-
vey, 1959 examined at some length the role of capital
pecumulation.! It was found that, by and large, coun-

'I}!ullnl Mations, Forld Economic Saroey, 1059 (Sales No.:
0L,

%[ the present study, the seving rutio b expressed in ferms
of cnreent prices becamse it de 8 more appreapriste concept (o
analysing the sources of financing, The investment ratho i alss
:lpru.:j in curpenl terms o erder o docilitals oo parizon
iberelore i1 in nod sirictly comparable with the ratio caleulsied
af comstand prices which was ted in the World Econamic
Sarery, Hﬁg. Furibiermore, ouur;‘l- of toial kovestment,
pather than fved investment, b peed here since sdditions
invendory bave ales to be fnamced. In the generally expanding
sennemles of the ninsteen Blides, veniory soeumalation was
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tries with relatively high rates of investment have
achieved relatively high rates of growth. The positive
relationship between anmual rates of growth of outpat
and percentage shares of investment in output in the
industrial countries for the period from 1950 to 1959
fs ngain demonstrated in table 1.1 The contrast be-
tween the investment experience of the high-growth
couniries, such e the Federal Republic of Germany and
Japan, and of the low-growth countries, such s Belgivm
and the United Kingdom, s fairly clear. At the same
time, it is also evident that am uneseally high invess-
ment ratio in such countries as Australia and Norway
has not brought about a particularly high growth rate;
the inder-couniry experience, in ather words, does not
sugpest that long:term growth in the output of an econ-
amy has always been related solely 1o the level of
pmvesl menl.

As nnalysed in detail in chapter | of the World Eco-
ninic Swrvey, 1959, other fnctors have tended 1o modify
the relationship between investment and output, casing
it b vary among countries ar in the same countey over
time. O crucial importance in this connexion have been
ihe rates at which il lnbour forer in different eountries
hns expanded and the ways in which capital and laboar
have heen combined in the productive process. (Mien
the different rates of expansion in the industrial labowr
farce in the various countries have been affected not
only by the natural growth of working-age popalation
bt alse by the movement of Inbour from other sectors,
particularly from agricoliure. Another factor affecting
the inter-country diferences in growth experience has
been the degree of utilization of capacity. Relatively
high rates of growth in a number of countries have been
[acilitated by the gradual absorption of wnemployed
labour or of spare productive capacity available at the
beginning of the period. Further, since the investment-
output relationship varies greatly among different see-
tors of industry, country differences in the composition
of output and in investment patterns have alse had o

not exactly balaneed by decomulstion; for mos! couniries [t
amioumied e betweens one aod 3 per eenl of Eﬂl domestic
I:rl'udueL Consequently, as may be seen from table 1-1, ihe iots]
mvesipent uf saving associaled with & raln of growihk was
higher than ik fned investment. This ls eapecially so for thoss
eomntries with @ relatively Bigh rte of growth. Thus, i the
inier.couniry experience i suggrstive of 8 typheal imvestment.
rowth relatioaship, the proporien of resources which weuld
L—-um he deveted 0 total investmend and savisg in erder 1o
bring about a given rite of growih would have to be somewhat
higher than that indicsted by fxed investment alome.
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Table 1-1. Rate of Growth of Output® and Relationship Between Investment
and Ouiput, 1950-1959
BT i Gt hamei i i
i mandry 'hlluﬁr rlr-l-l'.-:- rﬁmﬁ;ﬂ" "-:l"l-::- '"“_.
i L ol grisss iy it s

TR 5 o g o el W s ) i AF KR ]
Cermany (Federal Republic) . . .. ....... 7.5 1.3 139 4.1
Austria . oo il : 1 L %) 21.2 218 4.0
finl 57 ShAN b | 1 Aty
hl-itr!l.hd.u L A p 243 B
Aunstralin 4 54 Ha 5
Finlamd . . .......000... 4.2 5.6 . 1.

Franoe . _ .., 4.0 164 LT A.b
Canmtla, ..., ... 4.4 2.1 M5 fi.0
MNorway., . .. ... 34 54 2.7 4.9
United Sesies . % 16.7 1181 S
Sweiden . |, 33 . i ] 2.1 fi.4
MNew fealand . . ol 3.1 1.1 i, | 1.4
Belgium A R - 15.7 b 3.7
Denmark, . ., . d ; A T.1 149 6.7
United Kingdom 25 4.6 5.6 .1

Bouiree: Divigdon of Geperal Ecvnomie Besearch
aid Folicees of the United MNatlons Secretsriat
busert om data from Statisties! Offsce of the United
Nations, Frorbeok of Nariesal Adcounts Sanses
and {rom natinnal sneroes.

* firoms domestie product o ennstami marke
prices, For Asstralin sod New Fesland the amnual
rate of growth is eslmlsied from the sverage of
195051 amd Hﬁl.."."n!_ b ithie hase pﬂil.hl... ral her
than fram a single yeor as in the emse of other

bearing on growth experience. New investmenl projects
over & given span of time may also not all be completed
and thus may not contribute to the growth of output
within the period ; i investment projects taking a long
time to complete have been undertaken in some coun-
trics, this may raise their capital-output ratios, The dif.
ferences in the productivity of new investment are
further dependent upon the degree of durability and
the extent to whick technological advance has been
absorbed. Here, the scope for rapid absorplion of new
technology has been especially great for these countries
which have started from o relatively low level of
achievement.

While the investment-outpul relntionship has varied
among countries, the diferences should m be regarded
ms detracting Trom the role of investment in the growth
process. Fram the point of view of poliey, investment
stands oot a5 one of the most tangible instruments of
growth which government can infloence, Even if there
are other impediments to growth, the prime foree in the
expangion of productive capacity and the attvinment of
higher levels of productive activity may still originate
in investment activity, The signibicance of investment
does not simply lie in the augmentation of the existing
capital stock, but rather in the ereation of new capital
embodying technological advances. The continuous ap-
plication of new technology to investment has been the
foundation of economic growth in the industrial coun-
tries; and the potentialities of ecconomic transformation

eoumtries, awing 1o the abnormally high level of
product im 1954051,

¥ Hatlos wre showm in cusrend prices. See ool
fimte & 10 the present chipisr,

“The imcremeanial capial-output ratio = cal
culated hy dividing the raile of gross copdvel (orma.
tiom bo gross demestic pridect by the rate of growth
ol auipud, all 5@ consiani prim. Faor Fiml it i
csiimated by gross [bisl caplis] fermaion sl
ammual rade of growth of outpal

through this channel have been increasingly recognized
in the post-war period. Further, a high level of invest:
ment increases the Aexihility of the cconomy and {acili-
tates its structural adaptotion to the continuoos change
in economic circumstonees, Mol n-|1|1l|l dies new  bvvest-
ment fend to fow into those sectors of the economy
whiere the demand for output is expanding most rapidly,
but the growth of these sectors also makes the adjust-
ment of lagging sectors a much easier task.”

It i# therefore clear that investment is of the utmost
imporiance in the process of economic growth. Al the
same time, it is equally evident that, in erder to realize
investment, lhe necesaary resourees mosl be made avail-
able. IT the low-growth countries are to sccelerate their
rates of growth through increases in investment, there
is no escaping the foct that corresponding increases in
saving must be secured.

While saving in the sggregaie is nocesarily coqual 1o
investment in the aggregate, it connol be presemed that
an imcrense in investment will always bring Torth &
corresponding expansion in saving at the prevailing

i mmst uheayn be izedd tbat the wsual definition of
capital vycbmles eenuin svpenditiores which, & lroad snakysis
of the determinamis of econsmic growth, mighi be meee prop
erly regaided as capital expenditure, Dutlays on educstion end
bailth, for cxample, are comentionally classifed us consampiion
capeidiure, though they may permanently rise the produs
tivity ol the populatice. The practical dilfeabies & the re-
classifirntion of eapenditures secording (o such g brosder eoneept

wie, husever, immenie.
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bevel of prices. If productive resoarces are already fully
employed, o further addition fo investment demund
may well generate exoess aggregote demand throughout
th ECOMBEITY, The intensiheation af mn‘l.]lrl!i:liﬂl. for the
available ouipul and productive resourees, unless it is
relieved by lorger lmports from abroad, then exeris
pn apward pressure on prices. H this gives rise 1o
divergeni movemenis in market and Tactor ||:n'|:u~, sl
natably in the relationship between money wages and
Irl.-im-nf h'lﬂf.'-!undl.. the increass in invesimeni demiand
may result in a higher level of saving and thes permit
realization of a higher level ol investment. But this
prooess oannot be continwed for long without adverse
repercussions. Because of the redistribution of income,
it is imjuriows, in particular, to the living standards
of wage-varners and may give rise to wage-inflation ;
and, in so far as domestic presare s relicved by im-
rria [rom .:I]:‘.!Iu!ﬂ, halines ol paymenis dilfseuliies may
EmETEE,

It is in this way that the supply of saving may become
a lactor limiting investment. It is certainly true that
decisions to save cannol by themselves be expected 10
stimulate investment; onder conditions of inndequate
effective demand, as was dramatically demonstrated in
the minetoen thirties, efforts by governments or private
business to sirive lor higher saving by retrenchment of
expenditure may only lead to a reduction in output
rather than to an increase in investment, But, in buoyvant
econgmic conditions, if the saving behaviour of the
communily is ool adapted to the level of invesiment
which private lisiness and government seek 1o realize,
investiaent must be restrained or domestic inflation and
extertal imbalance may ense,

In the post-war periad, cconomic activity in the in-
dustrial couniries has typically been sastained ot high
levels: and e rll.rli{ .ll:l';l:l.ﬂ in lecliical l..l'luw|rdg1-.
have enhunced the prospect of ever widening markets,
In these circumstances the etimali to 4 growing volume
of livestimen] have been |1-t:|'n.1|:r|'11| and a eentral eco
nomic ssue confronting industrisl eountries hos been
the release of suficient resouros from consumption 1o
meel expanding bivesimen! requirements. The expori-
ence of the post-war years, however, indicaies thal these
countries have not all been equally successful in e
Iul'mn mesonaroes [or investment. Nor, a8 noted earlier,
have the more successiul countries secured higher levels
of saving by resort to inflation or by greater dependence
on external swmrces of saving.

As o means of exacting saving from the community,
inflation has probably been of some significance in
most countries ol various times, Bul it is evident that
the high investment countries have nol placed greater
reliance on this means ; this is quite clear from chart 1-1
which shows no sysiematic relationship between the
level of saving and the rate of price increase. Gen-
erally, while moderate advances in prices have been
tolerated by governments, any sign of & marked ac.

Chart 1-1.  Relationship between Priee Inflation
and Level of Saving, 1950-1959

0 "o
A
0 =

-

-l

[l

a4 =

Lavel of saving
[percantoge of gress domestle product)
o
E

LE

Bots of increass of implicit deflator

of gross domestic product

(percaninge per annum]
A — Austrolia 1 — Haly
Au — Awstria 4 — Japan
B — Belgivm Me — Metherlonds
E—m MT = Maw Isolond
bD— Mo — Norway
Fl — Finland 5 — Swedsn
F — France UE — Unitad Kingdom
G — Germany (Federol Republich U5 — United States

Sowror: Sew tabile 1.1

celerahion in |:|r|'|.'r incredses his ben combaited !Ir
vigorons measures of restraint.

It is true that, in some industrial countrics, the pres.
BUTE oy ﬂurnuﬁl:ir: = lipge ot lTili.TIE froim :thI.'ri.ll-Ed imi-
vestmnent aetivity has been lessened by drawing sn re
sources from abroad. The availability of foreign saving
has (lsen served as & safety valve for the domestic econ
omy. But such relief from pressure on domestic re
sources by resort to the foreign sector has genernlly
been temporary and limited, Moreover, for most coun-
tries, the inflow of autonomons foreign capital has been
limited and the level of Toreign exchange reserves during
the perind has been too small to permit & continuing
drain. Any abrupt increase in demand for foreign sav.
ing has thus often resulted in o balance of payments
crisis, and this, in tumn, has necessitated policies of
retrenchment of expenditure,

As will be seen, the Tuctors accounting for differenoes
in ability to save are indeed complex and do not lend
themarlves to easy peneralization. Within the domestic
economy, saving is conducted by myrind persons and
institutions and is motivated by many different consid-
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erations, Buat it is fensible to classify these persons and
institutions into the three broad groups of povernment,
households and enterprises, since saving behaviour
within each group is moulded by fuctors that are fre.
quently different from those affecting the other groups.
In government, the level of saving is largely an oul-
cime of the decisions taken in Turtherance of general
ecanomic or budgetary policy, In the houschold sector,
l-l!l.'l-'l'l'lg 5 motivaled by such Il1:|||3_::| a the wish o ae-
cumulate funds for contingencies, to make provision
rﬂT l.lld A, bia purrhim i house or some COFELINeT
durable or to invest in an incomevielding sset. In the
enterprise sector, the saving behaviour of corporations
i determined by such faciors a5 their need o make
provision for the replacement of deprecioting ssseis,
their dividend policy, their programmes for expansion.
their policies with regard 1o the financing of new in-
vestment from internal or exiernal sources gnd the fiscal
policies of government,

In none of these seciors can soving behaviour be
cotsidered entirely in isolation from events in ather
sectars of from the geperal economie environment. Cor
porate policy, Tor example, with regard 1w the dis
erabaition of profis may nol u|||§|- allect oorporate saving
bul also saving i the househild sector; ar, s will be
seeni, the rate of growth in general economic activin
may be an importanst determinant of household Bl g,
Miast ImperFriani il u”, the mfoence of EOWEFTL L if
I-‘Irllfl'llﬂll-ill-r.' the level of lotal saving in ihe COMHIIY
vxlends far beyond its immediate policy with regard
o aving in its own sector. In the modermn economy,
povernmental policy may affect the decisions of private
indivithials or corporations through innumerable chan-
wele, Explanation of the differences among countries in
saving experience therefore lies not only in the inter-
play of purely rconomie forces, but also in the host of
meastres that comprise governmental palicy,

Interest naturally focuses most upon the influence of
governmeninl policy s distind From other foroes. In
the Following analysis, particular sttention has there
fore been paid to the identification of governmental
iweassires as they affect the saving behaviour of the com
mimnity. In the next section of this chapter, comparisons
are mude among the various countries of the bevel and
structure of saving during the nineteen hifties as a whale.
This approach helps, in particular, to reveal those dif-

ferenoes umong countries in the structure of their seon:
omibes and in their institutions which affect their relative
bewels of Vi, Differences among couniries in the size
of the corporate sector, for example, i in itsell an bm-
partunt reasan for differences in the level of corporate
saving. This sets the background to the analysis con-
toined in the lollowing section of the fastars acoount.
ing for the divergent trends in SAVing which cowntries
have experienced throughout the last decade. Explana:
vion of these trends is clearly of immediate interest from
the point of view of appropriate governmental palicies
to pidse the level of saving,

Analyeis of levels and trends in saving, however,
nevessnri |y ahstracts to some exlent From the sherl-term
Huetuntiins in economic activity thal permeale the
economies of industrinl countries. Bot government pol-
iy with regard to saving and investment has o be
adjusted 1o the corrent seonomie siluation sx well as
o i loagderm cconomic aims, To the extent that
cyclicnl Auctsations have not been completely wlimi-
nated. & rise in the level of saving may not alwaye be
appropriate. The behaviour of saving in the course of
shortderm Huctuntions i thie examined, particalarly
from the point of view of the anti-cyclieal role of
government. [t must also be recopnieed that, iF the
process of growth is to be sustained, the availability of
pggregate siving b not always sufficient, In particalar,
if & continning supply of saving from the foreign seetar
is presumed, the expansion of econtmic activity may
be brought to a halt by balance of payments difienlties
ar the inahility or unwillingness 1o place further reli-
ance on the supply of foreign funds.

In the penultimate section, it is emphasized that in
focusing atention on the sourees of saving far invest-
ment in the economy as o whole, the question of the
bmaneing of particular industries or firms should not be
lost wight of. In so far as there are imperfections in
hinancial markets, funds available to one scctor may not
necessarily be available to another, Apart from policies
to ensure adequate supply of saving in the aggregate.
sppropriste measures must, therelore, be adopied o
ensure & sufficient flow of funds into the particular
soctors which are strategic to growth. In the conclusion
to the chapter, the policy issues affecting saving are
drawn together 1o give some indication of the possible
imstruments available to povernments,

Sources of saving

The diversity among industrial countries in the levels
of saving which they have achieved during the nineieen
fifties as o whole, hos been associated with eonsider
able dilferences in patterns, The several sourees of sav-
ing have not all contributed proportionately to the
higher or lower level of total saving. Further, while
suving behaviour in certain sectors has been particularly

impartant in explaining inter-country differences in the
level of total saving, it has been by no means always
triie thai the same level of say ing among couniries has
been asociated with similar bevels within rach sector,
In seeking 1o identify the factors accounting for the
diversity in levels of total saving, some atiempt must
therefore be made to determine the reasons for inter-
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counley differences in the level of saving within each
sector, Such analveis constitules the main content of
this section.

Belore each of the sources of saving is considered
soparately, bowever, it is useful to form some impres.
sion of their relative importanee. This can be derived
from the data shown in tables 1.2 and 1-3. It will be
seen that, for all countries, domestic RRVING in compari:
sodi with foreign saving is by far the more importani
gource of RENINE | inideed, in a number af countries. the
foreign sector has absorbed, rather than added 1o,
domestic saving, Az may ale be seen from table 1-3,
the proportion of tolal sutput devoted 1o domestic sav-
ingg in the high-saving countries has been nearly double
the rate in the low-zaving countries.

Table 1-2.  Levels of Foreign and Domestic Saving,
1950 1955

{Percemtage of gross domestic prediser)

Talad pngply  Forrign  Gemn damewlis

aaniry af mmagh g A
PauiFuy o) 7 T g 7.1
Australin oH.4 4 o6, 1
Jnpan vk 215 - 1.2 98T
Finlamds. . 3546 =11 6.7
Carada. . . ) 5.0 i an L
Metherlands . - . 333 -1.4 257
Germany (Federal Repuldic) 232 - 3.1 e
Mew fenland | 33,1 .7 25
Austria 2B 1.4 204
Swedon. . 0l -4 114
[taly . . ’ 208 L3 19.5
[henmarke. e 187 [ Fis
TanDE. . 18,6 0.2 18.4
Ulnited States 180 —ilh L.
Belgiume ., 162 -14 17.5
United Kinglom. . .. .. 147 =[5 152

Souree; Bee pabls |-1

* Hation are shown in current prices.

*® Total saving rativs in Canadas, the Federal Repablic of Ger.
muny, Jupan and the United Kingdom sre slightly different from
Uweir reapeclive gross imvesimedl rolios as givem in wable 160,
owing io siwidsticnl dise I

* Fureign saving is equal to payments T imports of gonls amd
Il!l'l.'i!.'l'.i i ril_'r-ir,lll- Fruaii naparrie il -nrqf:u.nll v icrs. %
pusdtive forvign saving reflects on excess of such payments uver
recspls sl & negative fosedgn saving an excees of recelpie aver
puymenis. See wlo footnobe I 1o the present chapter.

4 Excliling fmancing of inventories

* LO50-R05H, anmual avesign,

In all the countries, a= would be expected from the
miliiee af their soonamic Ry sbems, rnlrrpriq.r Al e
hold savings, taken together, have been for more im-
partant than government saving, And, a5 between the
two souroes of non-government saving, the saving of
enferprises has usoally been lorger than that of house.
biolds. In interpreting the datn, however, certain siatis.
tical convenfions must be remembered. First, undis.
tribated profis of corporations are considered as
corparale saving rather than as saving sccrming to
sharcholders. Secondly, although net saving of umin-

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

{Percemiage of gross domestic produet)

Farpdi Taseral  Kales- Hisiwr-
Dol

Lamniry ik afin ] F
mry | Mg miag  miing
Japan. ..o .7 o 12,6 10,2
N-E::'Ln 7.1 7.3 13.6 6.2
Fimlands, , ... ... ... BT I — 137 —
Germiany (Federal
i} 6.8 Tl 10,5 &1
Ausiralia fa N | 5.5 106 LX)
Methorlanils 15,7 [ 146 4.3
Canada i ' 29 14.6 5.0
Mew Fealand 215 5T 4.3 1.8
Lealy- 214 23 — 18,1 —
Sweden 214 4.9 122 4.3
Austria oy 24 fi.fy B a8
Umited Seates . | 186 25 (LR 5.3
Dienmarke, sars  DE:D .1 T4 7.0
Feagoe. ... ... ....... 184 4.9 11.1 3.4
Belginm 1Td =05 T il
L'ur-rtuI Kingdom.,...... 152 A 11.4 1.6

Saurce: See tabls 1.1,

& Thee inclusion of depreciation charges im mdividual seciors
follows apstisticn] copvention, Thas, governmont saving oxnsiss
off f1s mel saving amd, wherover dota are available, of de iation
iharges of gemeral govermment, E||1er|:rril-|.= saving incledes nal
only net saving amd deprecistion eharges of pu.'hﬁ-r snid privabe
Bhrpsnralings bsirk allan ||n'plr:|lllnr| ha & ol pusernmenl dminr.
[risms, unineorporated enlerprises I.11IJTI11.IIIH-,_|;. Household sav.
g relern do el saving of persons, wninesrporoted enferprises
anid mon:paoht fnstitutions,

b Exeluding fmancing of invenisries,

& Thess rI:FIFEI reler bo amnoal sverages for 19551959 nu.lp.
the dueesiic wavimg ratic 8 therefore diferent from thal
table 1.2

& 050 1950, anmusl sverage,

corporated enterprises 5 included in the household
rather than the enterprise sector, deprecintion of un-
mcorporated enterprises, including that of owner.
pecupried houses, s lumped together with thai of govern-
ment enlerprises and public and private corporstions
I -.-r:[t':rllrilu: u':irip:. If it were allocated ta the lioizae.
hold sector, household saving would approximately
dosible in o number of countries.* A further implication
of the high concentration of depreciation in the enter-
prize soctor 18 that, in terms of net saving, the relative
weeight af this sector s much reduced ; indeed for most
counl riet the net l.q.\'ing af rnl::rprim is mol maore Uhan
B per cent of gross product and & generally smaller
than nel saving of government or houzeholds, On o gross
hasis, hiwever, there & lidle doubt that most of the

& Dgia are availakle for o few couniries:

Howsehold watag i Teret
Mwwmf?ﬂiﬂi Liﬁ“g'

Flepreviatian of uninrargalad
mirrsre
Doy — —
1 iie) el K pitushel
Jepan 13.1 10z
Canada 9.5 54
Framee &7 3.4
Unitm| Kingdem 14 L&

Carrespaniting differences will thuz be rellecied n wving of
EEleTpivaes
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saving decisions are made by business institutions
rather than by households.

The relatively larger share of enterprise saving in the
total non-government saving, however, does not imply
that it is more important than household saving in ex-
plaining the intercountry differences in total saving.
In faet, high-saving countries have more often been
characterieed by high housshold saving than by high
enterprise saving. This is partly explained by the fact
that, s just noted, enterprise saving is o heterogeneous
item, being especially heavily weighted by depreciation
charges which ore not systematically reloted to total
saving. It should be noted further that there has been
a tendenoy in some cases for o relotively high enterprise
saving to be offeet by n low honschold saving, =s in
Canada and the Netherlands, or vior versa, as in Den-
mark and the Federal Republic of Germany. Conse
quently, the combined saving of enterprizes and house-
holds rather than each separately appear 1o have been
more closely pseociated with otal saving.®

The level of government saving has usually been
somewhat smaller than that of the other two classes of
domestic saving." But, like household saving, it has
varied quite widely among countries. It has ranged, for
example, from about 7 per cent of gross domestic prod-
wct in Awstria, the Federal Hepublic of Germany, the
Netherlands and Norway, to bess 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 those with high
government saving ratios. Moreover, they have tended
o derive a relatively high proportion of total saving
from government saving. Thus, & number of the high-
saving countries have obtnined more than one-quarter
of total saving from the government sector while, for

¥This combined saving is not, however, [dentical with the
saving of the private sector stnoe enlerprise mving alsn includes
gross saving of public corporations pageiher with depreciation
of government enterprise, For @ number of coantries,
soparwie data for saving of private enterprises (thal s, gross
mvimg of privaie corporatiens end deprecistion of wninéos-
poraied enterprises, incloding thaty of ewneroccapied houses)
can be obtained. The saving of the private sector as & whols is
then as fullows.:

Frivade wring in srlected coondries, 1050.1059

ipereeniage of gross damestic prodec)
Coaniryt pﬂlﬂrﬁh J::whn Henarhelds

Australis 1596 Q. ]

..... 2l 10LR [
Cansds . . . . Inz 15.3 50
Netherlands 140 17 4.3
Umbted States. . . 1 152 1k 54
Belgium®, , .. 178 03 il
Usited Kingdam 1.5 0.8 14

Souree: Sas tabde 1-1.

* Countries sre ar in :Jlu-cndinl order of fotsl gross
saving a5 o percentage of gross domestie ael
b Nverage 1050 ] 00, o

* Net saving of government enterprises i included in govern-
ment saying. tinm of F‘H‘IM| ERLETprIEes  CHnnik
msually bhe ratpil from that ol other enterprises amd ks ihere
fure incl in Fnberprise saving.

some of the lowsaving countries, government saving
has contributed no more than one-eighth to the total”
It may alse be observed that the I.Iﬂl-qlli'l'-r! paspcinlion
between gross saving ratios and general government
Ia'l"mg ratios also allpl'“:l when Eovernmeni “\'inp &
replaced by saving of the public sector.

A feature common o all the indusirial countries has
been the minor role pluyed by foreign suving in the total
supply.® It is troe that the rapid post-war development
of o mumber of industrinl countries was grestly faeili-
tnbed by substantial aid from the United Siates, There
is no doubt, however, thot such aid ha= not played an
imporiant part in the industrial aress ginee the mid-
nineteen ffties. On the contrary, the demands upon
them to incresse their capital id to the less developed
areas have been mounting, In fact, the net inflow of
foreign saving in no case reached the level of 3 per
cenl ol gros domestic product, and in some countries
it has been well below one per cent, In half of the
countries foreign saving has sctually been o negative
quantity. Those countries which have benefited sip-
nificantly from foreign saving, such as Australia,
Canada and Norway, have been particulurly attractive
to foreign capital by virtue of such special circum.
stances u# their resource patiern or their peographic or
political alinity with the main capital exporting coun-
tries. While, therefore, there appoars to have been a
slight positive associntion between the level of 1otal
saving among countries and the supply of foreign sav-
ing, the marginal natire of foreign saving deprives it

TIn the prestmt discussion, the grvernment secior relers io
proeral preernment only becsuse data on saving of rIument
enderprises amil puble ourporations are not available for mam
cuipntrien. For ibose for which dain are nvailable, the comb
mving of general government and public enverprises, that is,
ik paldin seclor a5 & while, i a8 folles:

Public seving in selected coundries, 1950.1059
fperrenlage of greas domestic prodisct)

£l ys -Hrr:"; I'I-Ff-l‘ﬁmm
F.;llrlll.l. fi ik 1.1
& - 1.8
Canadn 4.4 L4
Netherlands. ... ... ........ BE 1.9
K™ T o
i . H .
United Kingdom... ... ....... LB 1.5

”;Erdmﬁﬂ WrE mrra in descenifing order af totel gross

BEVIBE B8 § pErCENIEER & damesiin product.,
" Aversge 1001068 | :

¥ Foreign savimg refors in ibe deficit of the naties oo careent
secoignl o goods and services ai ewrrent prices. A poshtive for-
eign savimg reflects an snoess of sl poymenis over receipis
and @ negalive foreign seving en excess -I:Iﬁuﬂ'ﬂ! roceipls wrer
paymsats, Forelgn saving thus defmed does mot inelude nel cur-
rent iranslers tooor jrom the sest of the world, Cormesponadingly,
siving of the pemersl govermment amd the hoosehold secioe gl
exch such met csrrend transbers, For most eountries
m-ﬂd{:nﬁ: I.humt mrLuTt i'Enhuhi in such tramslors was
smakl for periesd @s  wiisile, ie mom exeepiions being Japan
amd the United States. In the former coustry, the |r[uu
mainky roparatien paymests, smounted fo ose-hall of oo per
cend of gross dopestic product, while in tbe latter, which es-
iended sishatantisl foreign aid, they represented 0.7 per cent of
gross dumestic product.
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of much significance, particalarly by comparison with
similar relationships for other components of saving

Taken IuFr'||1r.r, these four sourees of qriup; |Lri;|1.'|'dr
the total saving available io cach country for domestio
investivienl. Because levels of Fl\'iIIF: in the IhT["l.' do
mestic sectors have varind eo Widely among eountries,
there have been considerable diferenos in the level
of total saving, As w percentage of gros domestis
product, total saving has been almost twice & large in
the high-saving countries as in the lowsaving countrie.
And the disparity is even mere striking if the com-
parison is made in terms of net, rather thin of gross,
suving (ser table 1-4), Among most countries, the pro-
|rurtiu-|1. ol ol part abisorhed in |ir'|'.||'|—r'|u|i.-n||| hns bewn
faiely uniform, being elustered around 8 to 10 per cent
of output. To some extent this reflects the fnct that the
rate of deprecintion is reluted 1o the stock of capital
and its composition in terme of depreciable assetz; and
sipee ol it i also related to the siock and e pEi i
of capital, this means that depreciation as & proportion
of outpui does not vary greatly among conntries®
Accordingly, the spread in ool saving among counities
hits. been wider than in gross saving,

Tahle 14. Lavels of Gross and Net Domestic
Spving, 1950-1959

(Pereemage ol groas dumsestic |1rm|-u|,-|r

U nanir -il:'::\--' v htrdi

mining ﬂ =

Japam 8.7 T 24
Norway b8 | 0.0 172
Finband+ 5.7 5.0 21.7
Leprmany (Federal Republic) 6.3 9.1 174
Amstralin . . . .1 3,4 e
Metherlands 5.7 0.8 159
Camails 2.5 151 114
Mew Fenland 5 fi.fi 5.9
Ausira i A | 133
lialy . . - 19.5 i 1]
United Siajes 8.6 8.7 L LY
[henmmark® 18.5 il 124
France 18,4 0.3 1.1
Helginm® 17.6 a7 H.Ql
Limited Kingdom 15.2 RO 1.2

Sure: See mahile -],
= Exclipdim iy of mveniines,
LR LB . mnmael Fverage.

A The depivciation ralsi s, &l cousse, also alleciod by the dii-
fetennes amung counkries in ileprecintion practiers. A higher
depreciatios rate, lor éxample, maght ke expecied in 8 coeniry
where accelerated depreciation allowances are grunied by the
gevernment for faes par Dillsrences in depreciation jirac-
biews, bigether with differences in the composition of capital
shisk, are bly major rrasens why. among mdustrisl coun-
irirs, @ high average capital-sulpal ratio is not cbosely assncinted
with & h rointion rafio] of, conversely, For example,
while the reltively high depeeciation charges i the Nether
lands and Nerway are sssoclated with relatholy high capial-
ontpat ralios, mnsd lew deprecisdon charges in Japan with & low
capital-wutpsl metio, extrema dillersncss in deprociation chirges
In Australin amd Camsda are assieisied vlli similar eapiial-
st palies

GOVERSMENT SAVING

Though not a primary explanation of differences
amng countries in the proportion of saving lo income,
the saving of general government has contribuied in
sofire dEEI'I,"ﬁ [ [i] the r!ibrnl'!fi al :lpr:rimn-. Ai has heei
wiisil, thee countries in which otal saving has been rela-
tively high have also been nmeng thase in which the
saving of government hns been high ; moresver, in these
poumtries, governmeni saving has generally sooounbed
for a higher share of total saving.

The determinanis of saving by government are ob-
vinusly quite distinct from those moulding the saving
of ineotie feciplients in the privale sector. Hesides being
uble to vary the proportion of ite income expinded on
osumplion & ean other savers, government is uni
in its nbility 10 alier the level of i= income by legisla-
live action. Lovernment saving, in oiler wonds, i the
putcome of o complex of policies afecting ihe level of
its mcome g well as the patiern of its expendinre.
Within wide limits, revenue and expenditure policies
can be mutoally adjusted to each ather to yield many
different levels and combinations of income, consump-
tion and sAVINE. 'F_'l:|||;nlti|:||-| of the differences Among
countrics in the level of government saving must there-
fore be sought both in revenoe or tax poliches and in
EN |.'l|'."||iti'l e |m|irir-l-; aT, more r'ut!'m.'!i!r. sipce these are
intereelated policies, it must be sought in fscal palicy
ns 0 whale,

As o hrst siep o the disentanglement of the several
strands of fiscal policy that determine saving, income
may be compared with eaving, This i= dooe in chart 1-2
where government disposable income has been plotted

Chart 1-2.  Levels of General Governiment
Dispissable Ineonie and Saving, 1950-1959

|'1-|"'|'I"1II‘I' all gloss diimeslac Frlﬂj acl)

1=
Fi
{ b [
1
! ne 9
1 “Ma
Rk
I E ! 1
L [ - :IF
ok 3
_.a-‘_l 1 i i 1 * 1 i L 1 ]
L] 12 14 H m mw - Tk L m
Ganarcl govar=mant digonnhles incoms
& — Ayl i — Imly
R = Burvin 1 == lapan
B — Balgium Ma — Methariands
€ — Canoda HI — hew Taalond
[ — Dasrmoik M = Hrmay
F — Firdgnd 5 — Frwowcian
F— Fronoe UK — Lirdtad Kirgdam
G = Garmany [Peders Reprobilic]  US — Unbad Skale

Souere; See iobles §-] and 1.5
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aguinsl government saving. both expressed as pereent-
ages of gross domestic product. What emerges is evi-
dence of & fairly clear relationship between the level
il government disposable income and the level of v
ing, In countries where government has absorbed o
I.'r|..l.l.i'|-‘-!l!r high proportion of tolal income, the level of
givernment saving hos also tended 1o be relatively high;
and conversely,

The differenoes among countries in the level of gov.
ernment saving, however, have been related in o dis-
tinectjive way Lo the llm'!lﬂl."l.iﬂ-“ ol todal income olsorked
by government. Governmeni saving has nol only tended
to be higher in countries where the share of government
disposable income has been larger; o2 may be seen
fram tahle 1.5, ki hes also pended 1o seeouni [or o
larger proportion of government disposable income in
couniries where the share of such income has been
larger.

Table 15, Level of Geaeral Government Saving,

1950 1950
Tirsas g jmamibin :Ilrm
Cmanlrs r;::-:plq' “l‘ -
' d e 1 m

[N
Finland. . .. 130 253  3Ls
Germany (Federal Republic) 1.7 Il 3.7
Korway. . .. ; & 1946 374
Netherlands . 69 21,0 126
AT 1T [ : LT ] H.0 JXB
Japan, ST 59 ifid 32
Mew Fealand : 5.7 173 332
Aumiralin. . .., 5 15.2 62
Sweden, . 4.9 2.5 2.0
Dienmarks .1 16,3 2448
Framer A 18.1 214
Canada . . . ... ; 2 6.7 174
Unitesd Stmics. . e 25 ) il
Bealye. . .. . _, - e 25 14.7 I153
Umited Kimgrdom s 19,6 11.4
Belgume, . ; —{.5 [FN ] —4.8

Saurre; See tnhle 1-1.

* Including depreciation where dats are svailable,

L8 | 1 ineome of government s the curreml incnme
available for the purchsse aof goods and services, Far ils com
POTEnLs, s llﬂlqu-h.

= 14501954, anmual EVErEge.

4 1995-1959, snnual sverage.

The most interegling sepeet of the above relationship
i= iis rntnan.r:r. This iz that the differences AT P
tries in the share of government disposable income ure
miich greater thin the differsnces in the shire of govern.
ment consumption expenditure. As g share of gross
product, government consumplion expenditure of mos!
coutitries, a8 may be soen in table 1-6, has boen within
the small range of 12 1o 14 per cent in spite of differ.
ences in per capita income, The substantial differences
amaong countries in the level of government saving are
thus, in & sense, explainable by the varistions in the

level af government disposable mcome and the simi-
larities i the level of consumption expenditure.

Twao notable exeeptions 1o this general tendeney pre
the United Kingdom and the United States. Govern
mwenl consumption expenditure in these two countries
amounted to mbout 18 per cemt of gross domestic
prochuct, being moch higher than in mest other coin-
tries of the group, Though government eivil comsump-
tion expenditure has not been as high in these two
countries @ in some others, the exceptionally high
levels of defenoe HTl-rnl:Iih.rr: have raiged theic iotal
comsumpion expendiiure well above that of other
countries, Thus, despite fairly high levels of govern-
meeni dil||-nr|q|'.||r income, governmeni saving has heen
relatively low. By contrast, Ausiralia and Japan have
recorded pelatively high bevels of povernment saving
thoigh disposable income has not been correspondingly
high. In these two countries government consumjion
hax bheen rrl'.ll:i'l.'-rl:r low 7 ite cluim on oulput hes, in [act,
bewn abowt hall of that in the United Kingdom and the
United States.

The relationship between governmend expenditure on
consumption and government disposable income & 8
wseful first step in exposition, b it clearly needs
elaboration. Expenditure on consumption and dis-
jrosable income have so far been considered as though
they were determined independently of cach other, and
thiz 18 clearly ool so. Further, the oiher r:|:|rr|:|:||:|r:n11. al
government expenditure, nomely, investment, has L
ignored. When investment os well o5 consumption ex-
penditure is token into secound, the interdependence of
povernmen! o wnd governmeni lodal r:l.prnditurn
becames more apparent. The addition of this dimension
belpe iowards & fuller explanation of the elements of
government polley giving rise to the wide differences
aimang enrnlcled 1o the level of governimend |.|.1.'i|1;.

The ipterdependence of government income and e
Frl‘.'n.ditun abvioualy dioes nol mean that I‘brlr I'Jllltl'll:t"
vach other oub exacily, Indeed, the diserepancies be
tworn revenue and expenditure nre of mujor importance
for general economie policy. It & nevertheless clear
that, when total income and expenditure are considered,
by Far the greatest part of eich offsets the sther. From
this, it follows that, since the share of government dis-
posable income in total income has varied widely among
couniries whereas the share of government consumption
El[.u-'m{ihln- Jias il rh.l:- d:'ﬂ"rr:nm l.n lll.r |r'|.'vr[ nf
p;u-krhl.ml ll!:i.llF I:II.'I- ||-rh|-.u, o saEme ke, mzsocinled
with corresponding differences in the level of govern-
meeril investment. This i illustrated by the comparizon
between saving and investment, both expressed as per-
centages of disposable income, which is given in chart
-5, That o high level of saving haz boen associsted
with o high level of investment does not necessarily
mean that governments, in the formulotion of their
hl.lll]ﬂ'lul'v i.mlil.'.|u.. hbve :l.itﬂi||:.' ms'h! iy ql:l]u.ll. their
saving to fixed programmes of investment. o the snnual
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Table 1-6. Levels of Government osable Income and Components of Income
anmd E.'lp-un itre, DO50.] 0559
{Peroentege of gross domestic grodact)
Fhiverd
g o il S~ gy Nad T | N [——
Laaniry P—rn any Moy~ Cor-  minis ey e e, #
e Ianiyna hald rularifier Pl i F et
wibaidics
Finland. . .. . .. 254 > : 41 123 N 30 13 T 16
Ciermnny l.hul.z-n] vaanh:] N4 3r0 18,0 149 31 14.0 —123 1.9 1.5 11 2.8
Sweden, il w2 1.3 1459 avk ' -3, 7 140 165 1146 4.8
Netherlands, 210 2085 183 144 38 102 ~73 =02 4l B9 52
United States . 2003 2,7 172 1.9 53 a5 —4d —13 I7.8 73 104
Musiria. ... M0 A 1R T 1t 21 1.2 =1 L& 1.5 13,4 1.8 1.5
Unitesd l'un.n:lum 150 251 158 7 al 1.9 -548 =32 17.3 0.4 79
H"’l’"lj & 1045 250 5.7 I8 3.9 b B —54 i 23 BB A5
l'_u.n-n Laiius 8.1 bt i 12.0 21 B =17 =05 14.2 Edd 504
New Zealand, 17 24.9 7.8 129 4.9 1l =83 7 11.5 L 2.5
Canada., _, 6.7 29 11.2 fi.4 A 1.7 -] -2 11.E Vol Bl
Japan . . .. 6.4 196 1.3 .l ] ELE ] =27 =06 15 e
Detmarks 63 25 1E4 110 13 10l —64 02 123 9% 27
Austratia 15.2 219 LLG a.n0 3.5 15 —500 —1H i 63 34
Jtl.i?" 14.7 182 a1 ' : 175 —30 =5 134 B6 1.8
Helgiume I0.R 1 | 151 110 3.1 a0 =03 =11 11.3 T 16
Somices Bpn labde 1-1. * Estimaded from |753. 1950 snnwe avesragn,
Inl:||.|r|i11p; deprecistion where datn sre avaflable. 4 Estimated from 19541959 annual average.
b Met transfers are ehown with & reverasl of sign as & deduction * |95 1950, amnual average,
fram government ineome, 19551950, annual average.
I‘Il.lligﬂﬂ of g:'m:rul guvernment, bath u-r'mF and in- Chart 1-3. Levels of General Government
vestment are variahles that may be adjusted in apposite Investment and Saving. 19501959
direetions becamss of chinges in !-H-I-I!EHEI':I-' Fﬂlil:':f' nfect- [ Percentuge of povermment disposable income]
ing the relationship between total revenue and expendi -
tare; ithis 18 discussed more {ull.f in n lnpler section of m *
the present chapter. Nevertheless, in explanation of r
the wide differences among couniries in the level of §o G e & ]
government saving that have prevailed during the past E » =He g
decade as a whole, it is evident that diferences in the ' 2 s
level of government investment have been important. In ; 0 : t €
countries where the investment of general government T 18 )
m public services, such as schools, hospitals, roads or j "
publicly owned housing, has been relatively large, the ¥
level of government saving has been relatively high. ¥
Australin and Japan, for instance, are cases in point. T T - = ;J —L
Conversely, where investment of general government Graretr ol gusas smant | wegativant
has been relatively small, government saving has been — — ey
relatively low. B — Balgium | — Japan
. 5 - € == Conada He — Merarized
[t will be noted from chart 1-4, however, that in & D — Dwemark Mo — Worway
number of countries the ratio of the saving of general == Paltnd § — Swndan
government to itz disposable income has been sig- o — Curmany [Fodival Bepublia E:UHEW

nificantly different from the ratic of its investment to
disposable income. In most instances, the saving ratio
has been higher than the investment ratio. This means
that general government has been & 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 heen less than its dis
posable income. In some of these countries, the accamu-
lation of excess saving has been reluted to government
policy with regard to the fnancing of public enter-
prises. In France and Norway, for example, govern-

[— P

ment saving has been partly utilized for the Brancing
of investment in public enterprises. In several countries,
exceas aaving has also been partially utilized to provide
financial resources for imvestment in the privale seclor;
in the Federal Republic of Germany, for example,
capital transfers from government saving have often
been made o promote private nvestment, But such
imstitutional arrangements have varied considerably
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from country to couniry. In conirsst to France and
Norway, for example, exoess saving lo finance inves-
mend in public enterprises has not been relied upon so
pipeh in the United Kingdom where the government
has sought vo obtain the finance by borrowing on the
open market, This, such institutional differences have
bern an additional factor mecounting for differences
among countries in the level of saving.

Mot all of the variation among countiies in the exces
ol governinent u\'inF aver investmenl, however, I8 ex-
plainable in terms of sach institutional differences. As
noted earlier, it is o matter of general budgetary policy
whether total revenue and expenditure exactly halance
pot. And in some oountries, such as the Federal Re
public of Germany, the Netherlands and Norway, basd-
gotary policy over the last decade as a whole has |een
adaped o yield an exoess of total income over 1otal
expenditure. In the Federal Republic of Germany, for
instance, the level of investment i the general govern-
ment and public enlerprise sectors has boen relatively
low, the level of government saving has been very
high. The broad aim of government policy his been to
stimulate private investment and, within this conlext,
government saving hns been maintsined ot a high level
mainly for antl-inflationary purposes.

This referenoe (o general bidgetary policy serves as
n reminder that, in the final snolveis, the level of gov
ernment saving i= the outeome of policies with regard
to the bevel of revenue as well as 10 the level pod poi-
tern of expenditure, 1t is true that high levels of govern-
ment saving hove generally been associated with rela
tively high levels of government investmeni in the
general governmend ar public enterprise sectars, hut it is
aleo true, ns noted carlier, that these high levels af sav.
ing have boen associated with relatively high levels of
government disposable income. In other words, differ.
ences among courlries in tnxation policy musi aleo be
included in the explanaiion.

The disposable income svailable to government de
peods primarily on ils tax policy, bul i ks nod identical
to folal tax revenue, For the analysis of povernment
saving, disposable income in the present gudy has been
defined o= the sum of total direct taxes, nel indirect
taxes and other income mings pel translers; net in
direct taxes are equal to tolal indivect taxes minus sib-
sidies. In all countries, direct and net indirect taves are
the major sources of revenie, alher income being small
ar negative {aee table 16).

In mosi countries, there are considerable diferences
Itween lotal tax revenue on the one hand and govern-
ment disposable income on the other. These differences
wrize very largely boeause of the substantial nef frans
fors made by governments in all induostrial countries,
These have been '|:|.|'.|.r|:ilru|n|r|g|l large in such couniries as
Austrin, Helgium, the Federal Republic of Germany
and France, The sive of these pet transfers, lowever,

have not bovn issnciated in any svatematic way with the
bevel of tutal tax revenue or, consequently, with the level
of disposable income, For example, in the Federal He-
public of Germany, the high level of net transfers has
been sccompanied by & high level of 1ax revenue, so that
disposable income has none the less been relatively
large; bt in Belgium, large net transfers combined
with relatively low tax revenue has reduced the lovel

of disposable incame,

In mosl countries, difes] texption secounls for the
larger part of total tax revenue and the dilferences
among countries in e level of direct taxes are the most
important single reason [or the variations in total
FEVELIILE, ll-H]r. lsvwever, is a nolahle tlﬂt-l.lliuu: i
typical of a less advanced economy, nel indirect lanes
have bees by far the larger souroe of revenue, Revenue
from el indirect taxes has alse been important i@
accounting for the differences in the total revenue of
some couniries; in the Federal Republic of Germany
and France, for example, revenoe from net indirect
taxes has boen particularly high, wheress in New Zea-
land and Swedem it has been unosually bow, Among
miosl counitries, however, the differences in revenue from
nel indirect taxes have not been e great as the differ-
evees norevenue From direct Liwes.

The differences among oouniries in revenuse from
direct taxrs have primarily reflected variations in the
elective rale of tavation i the household sector, and,
principally, on personal incomes. It might be thought
that the differences among countries in the average effee-
bive rale of lnx an ]H-'r.u.ul.ﬂ IO 'lﬁljl.'lld hlt Idl-[lll"l-l-l-l.'d
with the degree of progression in their tax systenm, So
far as the data allow of generalization, however, this
does not appear 1o be so, The evidence, in fact, suggests
that & relatively high avernge effective rate has been
acoompanied by o relatively high effective rate for the
lower-incolne groups as well as for the higher-ineome
groups." Typically, the effective rate for the top 10
pier cent of incomes has been around 20 per cent, but it
appears to have been somewhat higher in countries
where the average effective rate has been greater; for
the bottom 50 per cent of incomes, the effective rate
has been about 5 per cent, but again it appears 1o have
been higher in countries where the average effective
rile hins been greater. In other wornds, while over ane-
half of all revenue {rom personal income taxes has
frequently been derived from the top 10 per cent of
imcomes, there & no evidence that this share is higher
in countries with relatively high average effective rales
of tax. [Differences among countrics in the level of
revenue from personal income tax would thus appear
to be explainable more in terms of differences in the
bevel of 1ax applying 10 both the higher and the lower

1# The grneralistions in the gt are based on an examination
wl the Eistritbmtion of imoome by sine and ol jpoome taxes in
nime ceumniries. Whils seeh ibats, elkicfly derived friam tan siatis
thes, e nob strietly comparable between cosntries hocause of
diferenees in defmitiin and pover of imomnpe, inceme unils
amil tazes, they are safficient 1o ¥ lirwad comeclisins.
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income groups rather than in terms of differences in
tax rates between these groups.

This conclusion might appear to be in conflict with
the known fact that the stabutory marginal rates of in-
come tix are appreciably higher in some indostrial
coidntries than in others, In Japan, the United Kingdom
and the United States, for example, these marginal
rates have boen very high, rising 1o aboul 90 per cent
in ceriain instances, But it has to be remembered thai
these very high rates apply only at the margin to very
high incomes and, as a part of the top 10 per cent of
inoomes, these incomes may not be large. Thiss, the tox
yield from these high statutory rates may be very small
in relation to total tax revense. It & also widely rec
ng]:liltd. that there are many Bnancial ATTANgEments
whereby taxable income at the highest levels may be
reduced by conversion of part of income into income
in kind or capital gains which do not stiract the high
tax rales.

In comparison to personal income taxes, taxes on
corporations have been a much less important source
of revenue from direct taxes, In Canads, New Zealand,
the United Kingdom and the United States, however,
revenue [rom corporate taxes has been considerably
more important than in most of the other countries,
Besides the rates of taxation, the relative levels of rev-
enue from corporaie iaxes in the various countries have
been affected by the size of the corporate sector in the
economy and the level of corporate incomes. Thess lai-
ter two faclors are reflected I the ratis of corporate
income to gross output; and this ratio has been par-
ticularly important in sccounting for inter-country dif-
ferences in the level of revense from corporate taoes,
For example, the higher levels of revenue in Canada,
the United Kingdom and the United States compared
with the Federal Republic of Germany are whaolly
pscribable to the higher level of corporate income,**

ln summary, there has been some tendency {or conn-
tries with high levels of tolal saving to have high levels
of govermment saving, and conversely. In couniries
where the level of government saving has been high, 1ax
revenue has generally been relatively large. Differences
amang countries in the level of lax revenue have pri-
marily reflected differences 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 tox revenue, however, has not neces
sarily implied high government saving; in the United
Kingdom and the United States, in particular, heavy
defence expenditure has substantially reduced govern-
ment income available for saving, Differences among
countries in the level of government saving have abo
been relnted 10 differences in the level of investment
in the general povernment seclor or In the financial re
lationship between government and public enterprises.

15 See tables 111 amd 1:12 below.

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

HotsEHOLE SAVING

M the several sources of saving, the diversity among
countries in the level of houschold saving as a per-
centage of gross domestic product i of particular in-
terest. 1t is this which, more than any one of the other
classes of saving, has contributed 1o the differences in
the level of total saving, In absolute terms, the volume
of household saving has been less than that of govern.
ment saving in some countries, and in all countries it
has been less than the volume of enterprise saving. Bai
of all the sectors, saving behaviour in the household
secior has been the least uniform,

Unlike that of the government sector, the share of
the household sector in disposable income has not been
of much relevapce 10 an explanation of dilferences
among countries in the sector's level of saving. House-
holds abzorh the bulk of tofal income in all countries;
accordingly, differences of a few percer.ige points in
household disposable income as & proportion of gros
domestic product do nol, ss in the case of govérnment
income, imply large percentape variations among coun-
triez. In most countrics, houzehold dispozable income
has, in fact, ranged from aboul twothirds 1o about
seven-teniths of gross domestic product’® | wee table 1.7
and charl 1-4). Varations in the share of this seclor

Table 1.7. Levels of Household Saving and
Disposable Income,” 1950-1959
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have, of course, necessarily had ibicir counlerpart in

jte variations in shares of other seciors, Thus, the
unusually high share in Belgium has been related to
the low proportion of government dispesable income,
and in Australin, Auvstria, Denmark and New Zealand,
the high shares have been offset by the relatively small
proportions absorbed in depreciation,

Uhart 14, Levels of Household Disposalile
Income and Saving, 1950.1955%
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Explanation of the diversity among countries in the
level of household saving as a percentage of gross domes-
tic product thus turns very largely on the factors that
pecount for differences in the proportion of household
disposabile income that s saved. That the differences
among countries in the distribotion of household dis
pusable income between consumption and saving have
been very large can be easily seen [rom table 1-7; as
o proportion of income, levels of saving over the nine-
teen fifties ns @ whole have, in the extreme instances,
exhibited more than & sixfeld diference.

hne ||-u:l-:'\-||||e flptlnﬂiun Fuq‘ I|11'n :I'i'ieru'll'l. Ihll! iiiae
mediately comes 1o mind ie the diferences EETHHTRE DO
irics in levels of per capita real income. It is well known
that, within & country, the higher income groups fend
o =ave & lnrger proporiion of income; and i mighi
reasonably be expecied that, other things being equal,
the same would bold trse mmong couniries. In oot
however, for the industrial countries during the period
of the nineteen fifties, there appears to have been ke
consistent relationsbip between inter-oomuniry differenoes
in the kevel of per capita real income and in the propor-
tistn of household fncome that is saved | see talile 1-R3.
For instance, in the highest income countrics, such as
Canndn and the Uniled States, the level of howusehold
saving hins not been notably high ; nor can the relatively
hiph level al saw in! in the Frdrril Hr|1uh|ir -u-f [T
many, 88 compared with France or the United Kingdom,
be explained by its comparative level of per capita real
income, Indeed, it is striking thot the country with the
highest bevel of howschold saving, namely, Japan, slsa
hippens o be the poorest country in the group.

Evidently, then, saving habits have varied =0 much
from country to country as io obscure any eflect of
differences in per capita real income levels, I is, of
pourse, poesible that, in any particular historicsl peried,
i lnck of azsocistion between lovels of saving and levels
ol per capits real incoimne may emerge because real in-
come in sxme countries has fallen below aeiusiomed
standards. In these elroumstanees, there may be &
tendeney for individuals to reduce their saving in order
to protect their consumption levels, There is reason 1o
suppose that this waz probably of some importance in
perlnin indedrial coomtries IJ'IIri:rIF the immediale st
WAT Fears when incomes had ool yel been restored fo
their pre-war levels. In n few countries, household
saving was, in [nct, negative Tor n time, Bot it is evident
that, for the period under review bere, this factor cannot
go far towards explaining the lack of association be-
tween saving and renl foeome. Prewar real inconae
levels were surpassed in most countries by the begin-
ning of the period. Even in the case of Jopan, whose re-
covery 1o preswar levels was lnter than that of any ather
eountry of the group, the pre-war peak was exceeded by
the middle of the nineteen Afties.

For the period under review, it is mach more relevant
lo consider the relative rates of fnerease in real per
capila disposable income as a possible lactor camiribut-
ing to the diversity in saving levels. The level of real
per capita disposable income has certainly been rising
in almost all the industrial countries sinee 1950, bt
the disparity in rales of growth among countries has
been considerable. And given this wide disparity, it
woild not be unreazonable to expect that a higher pro-
portion of income might be saved in countrics where
the rate of growth in income was greater, On the one
hand, it is obvious that a slow rate of growth in real
income of the order of one or 2 per cent may be casily

abzorbed by rising consumption. On the other hand, a
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Table 18 Indicos and Annual Rate of Growth of Real Disposable Tncome

Per Capita, 1938 1o 1930 and 1950 1o 1959
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rates im 1955, For comparison, real disposable in-
cunies ol eighl Europesn countries were converiad
inde United Seaten dollacs by the parchasing power
il urtencies, either sn Uniied Sixies prion

Nutlonal Producis and Price Levels, by Milton Gal.
bert and associstes (Faris, 1558) and Adn Tnier-
aational Comprion of Notiwal Product and ihe
Purchasing Power of Correncies, by Milton Gilkert
and Erving B, Kravis (Peris, 19054). Whiles the rose
I'lh-l-1ﬂ,ﬁnl:l"|. comniries varies accerling to the par.
ticuler comversion rapes employed, the resulis are
broailly slmilar,

* Calowlaved from the wverage of 195051 amd
1951 /32 o the ke !‘Hirl.r'_, rablser Lhas from a

ninﬂ: year a8 in the cise of ether countries, owin
i L

structinre o on un aversge Ewropian price struc. abmsrmally high level of meome in 1950,/34.
ture; these dats were obdalaed frem Organisation d |36 |0,
for Evrsposn Ecomomis Co.operation, Comparagive = [ 950-1958.

much faster rate of growth may result both in o rise
in the absolute level of consumption and in an incrense
in the proportion of income that i= saved, primarily
because levels of consumption adjust only gradually to
rapidly growing incomes,

The evidence does, in fact, suggest thae, for the periad
under review, relstive rates of growth in real income
were of some importance in explaining the differences
amang countries in saving levels. While the relationship
does not appear to have been close, the contrasi between
the extreme cases is striking.'* In the Federal Republic
ol Germany and Japan, for example, the remarkably
high rates of growth in per capita disposable income
have obviously facilitated the attainment of high levels
of household saving. By contrast, the relatively low
level of saving in the United Kingdom would appear to
have been influenced by the limited growth in income.
It is true that the divergent rates of growth in real in-
come gmony countries are related to similar divergenees
in Jevels of investment ; and, since high or low levels of
investment necessarily imply high or low levels of
saving, the level of saving and the rate of prowth in
real incame are interrelated varinbles, But there appear
lo be some grounds for maintwining that high rates of

18 As dlseussed later, relative ruies of growth in ncome havs
& mure domiessl role in sccountisg for |ster-coantry
differemces o the trend of household saving.

investment, through fostering high rates of growth in
per capita |:|:|n|lrr||.'.|h||: IO, Ty have facilitated the
realization of higher levels of saving in the household
seclor,

In some countries, the l.:l'!-l'.'l.‘ill nature of their F:I:I'hur'r-
ence during the nineieen il has weakened the link
between rates of growth and saving levels. In Aostralin
and New Zealand the high saving levels lor the period
#s 0 whole reflected chiefly the unusually high levels
achieved during the Korean boom, when export incomes
wiere rising very rapidly. The subsequent declines in per
capita real disposable income from the peak level were
actually sccompanied by subetantial Falls in the level of
eaving, O the other hand, the level of saving in Austria
and the Netherlands was strongly affected by opposite
events. In the early nineteen Gfties, purchases by con-
sumers, especially in Ausiria, to replenish stocks
damaged or depleted during the Second World War
depressed the level of saving. However, the subsequent
rapid increnses in real income raised saving to substan-

tially higher levels,

But, aside from special circumstances, it is clear that
other factors besides the relative rates of growth in
income have lnin behind the differences in levels of
household saving. O particular impartance are the
differences among countries in the distribotion of in-
come,




o Part 1.

Since the higher income groups penerally devaole a
larger praportion of their incomes to saving, differences
in the size distribution of income moast have had Ilgil'liﬁ-
cant eflecis on levels of saving. Lack of comparable data
on the size distribution of income makes it impossible
1o trace the effects with any precision.” However, com-
parisan af the differences in the distribution of income
by source can be wsed s 8o approximation. Broadly
speaking, the higher the relative share of non-wage in-
comes in lotnl howschold ineome the higher tends to be
the share of saving, For, income [rom property gener-
ally acerues 1o persons with high incomes; and the
p]f-ﬂmp]uﬂ-d., wiha consist |u.r.|.[r|.1l|l il enlrepreneurs and
farmers, normally devote o larger proportion of their
incomes to saving than other groups with comparable
incoines, a8 there are strong incentives for the former
group o neeumulate u\'i:r:ﬁ for buosines expansion.
Thus, u= can be seen from table 1-9 and chart 1-5, there
has bewn o fairly close ssociation between differences

Table 19, Composition of Honsehold [ncome,
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leiin, vol. 3, N, 2 (Oxloed, 1958),

BAVING FOH ECONOMIC CROWTIN: TS SOURGES AND TRENDS

Chart 1-5  Lovel of Household Income from Prog-
erty and Entrepreseurship and Level of House-
hold Saving, 19501959
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in the level of saving and in the relative share of income
derived from property and entrepreneurship. For in-
atmisee. this share has been :rE]lLi.lu'r[r |1.I.E]'i in Ausiralia
and Jupar where the level of saving has also heen high;
conversely, bath have been low in Sweden and the
United Kingdom. Were more direct information avails-
ble on differences among countries in the size distribu-
ton of income, il seems probable that the association
between levels of saving and income distribution would
emerge atill mare clearly.'

5 Iy muy be moted that the infumce of government ranafer
ments on levels of howsehald savimg does not eppenr to have
r“ al much significance, Though e contributben of rassier
ayments 1o howsehnld disposable income hes varied quile widely
Ir:-;mlrj r]l:l r-ununr:, theere s N mmﬁ m:-f any rlFl.Ilu'-nl
i tween the off ilsrer paymenie an rogartion o
huupl.-rhld dispisable imcwnn li: b saved. For l:l.pl.-ﬂn. lurge
1ru|1'|ﬂ|| ™ I'EH v hinie bhora sccompanied by s bow bewel ul
sdvEn ull.llrl.l:'p,:l.rl.ulﬂ'lh: Amstrin have been
-; iy :ILi

gh level ol saving, The lergest iransfers hawe
n-nruntl in ibe Federsl ]IEpuhI:in: ol Germany where the level

if saving has been sarikingly kigh
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While the distribution of income and the rate of in-
creass in real income have probably been the two faciors
of Pprimary inporionee b aecounling for differences in
saving levels, there have also been other forces, more
hr.lt'tiﬁt to indiwvidual counlries, which |1m.'|' nnrdiEHI
saving hehaviour in the housebold sector. One such
fuctor is the age composition of the population, For
instance, since old people, whose working lives huve
passed, generally save litile or even dissave, o high
proportion of old people in the population will tend to
depress the level of saving in the household sector, This
has probably alfected saving adversely in such countrics
g8 France and the United Kingdom whers the aged
sccount for a relatively high share of the population.
Another demographic factor which may also have been
of some importance in cerinin countries is the rate of
immigration. Among new immigrants secking to estal-
lish themselves in o strange environment, the motivation
for saving may be particularly strong. Saving behaviour
in the homsehold sectors of Awiralia, Canadn ond the
Feceral Republic of Germony may thos have been
favourably infloenced by the lorge incursion of immi.
grams. ther specific factors which may have given rise
to differences in saving behaviour are the level of iguid
arsrls 81 the outsel of the period and the extent of growth
in private house ownership. The molive o accomualabe
liquid assets [or contigencies may, for example, have
breen stronger in such o country as the Federal Bepublic
of Germany, where such asets had been severely de-
pleted after the Second World War and the monetary re-
form, than in countries where the war and its aftermath
augmented, rather than diminished, the supply of lguid
issets, Again, the residential construction boom in many
countries and the spread of house ownership may have
stimailated saving to repay morigages, Taken together,
these specific Factors may have caused appreciable dif-
feremoes in the saving behaviour of individual countries.
A comparison of the experience of the United Kingdom
with that of the United States reveals, for example, that
were it not For the dilferences in |:|an1|:|'|:|]||'||'|: COTREE-
tion. in home ownership and in the Beguidity position,
the ahiserved differences in the level of saving would
have Been considerabily smullir.

Although u precise quantitative evaluation of the
eflect of each of the above-mentioned factors on the
level of saving cannot be made, it seems probable that
the distribution of income and its rate of growth hove
boen of primary importance, though their influence
may have been considerably modified by other factors.
Further, the set of forces determining the level of say-
g in ench country may not all have been of equal
importanee in other countries. For instance, among the
high-saving countries, the level of saving in Japan has
been strongly affected by the rapid recovery from war
destruction, by a continued high rute of increase in real
per capitn income &nd by a distribotion of iscome in
favour of entreprencurship and property. [n the Federal
Republic of Germany, the high rate of growth in per

eapits income has been equally as important as in Japan.
In Australin and New Zegland, the high saving lovels
were dominated by the spectacular upsurges in income
nnd probis arising From ao export boom in the earlier
years; the behaviour of their saving has thus been mire
typical ol primary producing countries thon of indus-
irial oouniries, Among the lowsgaving countries, the
United Kingdom has been adversely affected by a com-
bination of sbow growth of per capita income and a
bow proportion of income derived from property and
l‘l11|'l|"pl.'l'!n:'1l:l'|!!'|:i|}. In addition, the high proportion of
the aged, the limited spread of home ownership and
the existence of large liquid assets aceumulated during

the war have all served to restrict the bevel of saving.

ExTEnrRISE savinG

[n all the industrial esuntries, the enlerprise seclor
i the lnrgest of the main soorees of saving, The level
of saving of the emterprise sector, however, has not
varied so widely among counities as has (hat of the
government or houschold sectors. Mor have the varia-
tions among countries been reloted in oy consistent
way o the variations in the level of their toial saving.

Not too much sconsmis :ll'En:iflnrln-, hiowever, cin
b rend into the more limited varistion among couniries
in thee level of rn!!rpﬁ:ﬂ* ‘Il.'FiTIF. Far, to o consideraliles
degree, this reflects no more than the beterogeneity of
the data. By statistical convention, various disparate
elements are grouped together under the heading of
saving in the enlerprise sector. Saving in this sector
includes nit only the gross saving of public and private
carporations, but al=o the deprecintion charges of gov.
ernmenl enterprises, anineorporated enterprises and
private howsing. The inclusion in enterprise saving of
by far the largest part of the depreciation charges of
the whole economy naturally tends 1o reduce the inter-
eouniry voristhons in fis level in relation to gross demes-
tie product,

[.'arpn-ul: :uwi.nE. however, 138 none 'IJ'|||- IHI r|1|r dum'i-
nad component in tolal enterprize saving., While dots
on corporate gross saving are available only for a very
few countries, they suggest that the corporale sector
penerally accounts Tor mare than iweahirds of total
enberprise saving {see imble 1-10],

So far as inter-country variations in the level of cor-
porale saving are concemned, it b barely possible that,
if duts were available for more countries, comparisons
would reveal o positive relationship between jts Jevel
and the level of tolal suving. Among the five countries
for which data are n'ujllﬂ.ﬂr, Ju.|m.'|| hae had the IIIEHL
corpornte gross saving as well as the highest level of
total saving, O the other hand, the level of corpornie
gros giving has been higher in the United Kingdom
than in France or the United States, though the level
of ite total saving has been lower.

There wre, in aet, strong reasans for supposing that
the level of gross corporate saving may not e clearly
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Tahle 1-10,  Levels of Enterprize and Corporate

Saving, 1950-195%
i Perventage of groes domestic produoc)

Wnlerpriar  Carpasale  Darpavsde
arear nrd

[T Aruar : :
mring mrng o
Carnlks 4.5 BT 49
Metherland. ; . 14 X 54
Mirway ., . ek i }ﬁ i 4.0
I-.r.m Prrpc Q.7 L]
United h.lup;niu-m FEEPRERSSEAY | | BT 1.3
RTTITE b beais  HLEY 7 1.9
United i:'!-1|.Ir:|| ) emaens JEH G.He 4.1
Australis RS | 1Y (¥
Germmiy (Federal H:publltl- L5 L4
New Fealunid ’ L 1.7
Auelna F.1 20
Dheremmark L h T L5

Soppoe; Do fakde 121

* 19511959, snnusl average: including depreciation ol govern-
i miderpriees,

" Dot imcluding degrecistion of publie corparaiinms

= 1560 1958, anmual wverage,

asociaied with the level of fotal saving. First, it is
ahivigus that the size of the corporate sector may vary
appreciably among couniries, This cannst be measofid
with any avcuracy, but the data on net corporate in-
oume belore taves which are shown in tahbe 1:11 ore
suggestive of the possible variotions: A sccond and,
pethaps, more important reason & that depreciation
charges bulk large in the gross saving of the corpdrate
sector, and the site of these charges hos not necessarily
any relationship 1o the current saving behaviour of the
chmimurnity,

The proportion of gros corporate income belore
iaxes sei aside for rJt-|sI1-1.'inti.u||: 15 shown for =% oo
tries im chart 1-6. It will be seen that. in all countries,

Table 1-11.

l..rl'-ﬂlh d {lﬂrl.l-ﬂmlr Iﬁi"lﬂl'l.f ﬂ.ﬂll
Taxes," 1950. 14540

{Fervemipge of groes domestie produet)

'in:ru.r—-* fapamly  Carporels

[ T
" ﬁ‘:l'nrr fiurea® 'I'.‘l.m m.mm
Llenesd ﬂlnpﬁum - 129 5.l 7.5
Apstralia IR | T 35 P
Umited Stages N7 i | 5.4
Caiaila , . ; 1.4 48 S
;i;-t fealund 100 LD 5.1
i : H.0 3.4 &l
"-En-nw e Sy ARG 3.9 4.6
Finland i 4.1 '
Franee . . il A | A
Germamy (Federal H.l:'pllllhrl , 58 | 7

Sowree: See tahle 1.1
*The corpsrabe sector inclades privaie snd public torpo
tuns, except for Ansiralis, h ai] 1he 1 h.r-s Etates, -i-mrg

it inchides. private corporations ||u|'| owing fo lock of compre.
ive datn on pablic corporations, Corporste inceme is after
r-h'ltnlur]r valaation odjustmemt wherever dota are availalile,
" Afwr depreciation,

SAVING FOll ECONGMIC GROWTH ! ITS SOUNCES AND TRENDS

Chart 16, Uses of Corporate Incesme belare
Depreciation, 19501959

(Prreentape)

&
¥

4 B

%%
V7,

%

........
5

7

=

e

m -

+T

o

» | i £

s

l.'i-

(R ::1

e,

o s I ¥
Francs Jopon  Conodn  Unised Swecles  Lnited
Kingdom Gherim

N e

Sourer: See lakls 1.1,
® Jagan, V951-195%9; Sweben, 1957,

4|-|!F|:ret'ula.uu |']'ip.rﬂ_rs|- secounied Tor ahoat onehall or
mote of gross saving and thal, in some countries, they
amounted to substantially more." Government fizeal
policy with regord 1o depreciation allowances affects
the level of these vharges; fiberal depresiation allow:
ances tend 1o be reflected in high depreciation charges,
gince the full wse of these allowances minimizes taxes.
Hut, in the main, the amount of weome alsorbed in
depreciation charges over o period of time reflects the
structure of depreciable assets in the corporate sector.
Thus, in =0 for as gross corpornie soving & dominated
by the amunts~set aside for depreciation, the level of
such saving & partinlly determingd by the patuee of
past investment rither than by current saving decisians,

From the paint of view of current saving behavioaor,
it i thus more relevant W consider corpornle net sav.
ing than corporate gross saving. Corpocale net saving
s o percentage of gross domestic prodoct b shown for
twelve countries in table 1-10, It will be seen that, with
deprecintion charges removed, the inter-country varia
tions in the level of corporate saving were mingnifed,
nel siving in cerain coontiries being o8 much a5 theee
tlimis larger than in some other couniries.

Y The wnovaelbahility of dsia fer most countries is chielly doe
in 1he lmcl thsi recigtinn for the corpornie secine cannst lie
erparibed [rom total depreciation, Hewever, om the hasis of magh
calimates, if secms that the shove abservatlon ie gemorally ap-
plisahle.
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Az with the level of gros saving, part of the explana-
tion for differcnees in the level of et saving must lie
in the variations among countries in the size of the cor-
porate seelor; corporsle income'’ gs a percentage of
gross domestic product hes, as alrendy noded, varied
considerably among countries. Bul o [urther part of
the explanation must also he found in the propartion
of corporate income that is saved.

For u majorily of countries, s moy be seen from
table 1-12, net saving = a proportion of corporale in-
oime ol ber Lir|r11:ti.u1.in-|| wied beloie toxes varied wiihin
& relatively narrow range. At the extremes, however,
the variation was sobstantial; ne EAving in _Tu.pn.n, {or
instance, amounted (o almost one-hnlf of income whereas
in the United States it was only about one-fifth.

The narrow range of variation in most countries is
of some interest in view of the greaier variation in the
proportion of net income paid oul in direct taxes. This
implies that there has been some tendency for tax pay.
menis and dividends to offset cach other, For example,
in Finland and the Federal Republic of Germany, rela.
tively high tax payments in relation to corporate income
have been accompanied by o relatively low propartion
of income distributed in dividends; by contrast, mark:
edly lower tax dishursements in Australin and France
have largely been offset by higher dividend payments.
In Japan and Norway, however, where net saving as o
percentage of corporate ineome belore laxes has been
markedly higher than the average, dividend disburse-
ments have ahsorbed unusually small proportions of
incomme. And in ihe Unbied States, where net u'ri.n! hiasx
been substantially lower than the sverage, hoth tax and
dividend payments have been relatively high.

In terms of the influence of corporate taxes on eor.
porate saving, these relationships noe of some interest,
though no firm conclusions can be drawn, sinee ae
count should also be taken of the role af depreciation

T Alter depreclotion and before iaues,

allowances in taxation and of deprociation charges in
saving. In any cose, though corporate taxaiion may not
have influenced corporate saving behaviour as much as
might be supposed, it ghould not be inferred from the
above that corporate dividend policy has merely been
passively adapted to laxes, In other words, other factors
besides taxation have influenced the dividend and saving
policies of corporations,

With a given tox bill, dividends and net EOVIOE C48n
be viewed as competitive claims on corporate disposable
income. And there is some indication that the appor.
tionment between dividends and net saving has been
inftuenced by corporations’ plare for expansion. Thus,
the high corporate nel saving in relation 1o eoTpOTale
disposable income in such countries as the Federal Re-
public of Germany and Japan, as shown in table 1:12,
has apparently been related 1o the volume of finance
required for expansion. Conversely, the relatively low
corporate saving in the United Kingdom and the United
Stutes has partly reflected the slow growth of corporate
investment. Furthermore, dividend policy may also be
inftuenced Ir!r e jeallern ol =xlernal ﬁrlu.m:ing_. A rela-
tively liberal dividend policy may be required in eoun-
tries suicli a8 the United HinEﬂum and the Uniied States
whirre equity financing has been more important than
in such countries s the Federal Republic of Germany
and Japan which have traditionally reficd more heavily
om boan financing.

In summary, neither the level of enterprise saving
nor that of corporate saving hos been closely aswoeiated
with the level of totn] saving, Te sn important degree,
this has been becanse depreciation charges are o major
component of saving in these sectors; and depreciation
charges are mainly related to pust investment, though
they are also influemced by carrent fiscal policy with
regard to depreciation allowances, Another factor has
simply been the varintions among countries in the =i
of the corporate sector, Fiscal policies, corparate divi-

Table 1-12, Uses of Nei Corporate Incame,” 195041959

Nl
dEITry
mniry

Norway 7.7
A 470
Auntradiai. ..o 3.4
United Kingdom. ... .. s
Elnrn.-.}. b T st i T
sermany (Foderal Bepublicy., ....... 310
ﬁulu:d].l. T Puh, AR T
e R R 7.8
New Jealand . | : .6
Usited Seates 20,8

Ghireed fl'l!ll

kirew Praiigrivies miring diker | crmsle
4 :‘-'F:':h o ';Hﬂlﬁ.JlI_l
45 0p fi.% 8.3 1.7
40,59 1.1 ToA 20,7
312 A 40,1 500,58
5.2 204 a6 154
T4 M2 479 52.1
. 146 Gl L9
2 10.8 T3 .l
464 258 al.l 48,9
8.7 b bl 47.8
49,5 20.7 41.2 SBB

Sovereer See tabde 1-1
& S [oatiete o to table 1.11,
b Including corporste translfer payments,
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dend policies and corporale programmes [or expansion
have all influenced the proporthen of corporate incoms
that §s saved, though high or low tox payments appear,
in some exient, o have been offset by opposile vang
tions in dividend payments,

FimEGN SAVING

The demand for saving to finance domestic invest-
menk is rarely exactly equal 1o the supply of saving
sealed [nternally in the public and private sectors,
Any deficiency or excess in domestic saving is offst by
opprosite movements in the external accounts of @ coun-
iry. Thos, il o couniry has a dehcit in the bhalanee of
payments on corrent account, thie means that it is
drawing on foreign saving to an equal amount, and,
mnvnﬂp,-hr, if it has a lur|.|-||.m1 iis luppl:rr ol fuuinll

Iﬂ.\'lﬂ!-u

Since foreign saving serves as a h.llﬂhr]ng fbem in
demand and supply of domestic saving, it might zeem
reasonable lo expest that the level of foreign saving in
industrial countries would be largely the outcome of
domestic economic forees. It s certainly troe that the
d'mﬂ-prrhﬂl '|.'|l.|'i.lliﬂnl i the level of domestic eoo-
nomie activity that oceur in industrial countries have
often heen associated with correspoanding variations in
the external balmwce, Short-run balunee of payments
diffculties in the United Kingdom, for example, hove
usually been connected with buoyant domestic demand
ootditions ; with rising domestic activity, imporis have
risen relatively to exports and the external balance or,
in other words, the supply of domestic saving 1o the rest
of the world, has diminished,

However, the inter-country differences in levels of
loreign saving during the nineen ifties as o whole do
not reflect internal economic forees alone, Differences
in the size of the Foreign trade sector, fn trends in ex-
ports and in the level of antonomous, long-1orm capital
fows hove been equally important.

The relevance of the siae of the foreign trade sector
need hardly be stressed, That the supply of saving to
the rest of the world has been anly 0.6 per cemt of
gross domestic prodaet in the United States, for ex-
ample, as shown in table 1-13, primarily reflects the
relatively small size of the foreign trade seclor. Exporis
and imports of goods and services, though very large
in relation to world trade, have amounted to only 5.2
and 4.6 per cent of gross domestic product. An export
surplus which has been large in absolute terms has thus
been semaller, in relation to domestic oulpui, than in
some other counlies.

Bul even among countrics in which the foreign sector
hae been of about the same size, levels of foreign sav-
ing have varied considerably, Among the major indus-

% Poxitive forelgn saving therelore means & defich in the

of payments oa currend porvund, and oegative Boreign
aaving & sufphis

Table 1-13. Levels of Fo Saving, Exports
and lmpuﬂl.ﬂﬂ-l?ﬁ?
| Pesrentage of gross domestie prodsi)

PO~ - B
winings arrEa

damnlry

Morway i 1] Ll a6
Cannda . . 2.5 21.0 2.4
Suseralia . . p 2 | 154 f1.8
Auskrin |4 216 23.0
Fualy ; 1.3 118 142
Wew Feonland ) 0.7 284 20.1
Denimagh®. . 02 vl a3
France . . . 2 14.7 1500
Sweden . =33 7. m e g
Umited Kimgdom —ik5 235 2540
United Somtes. .. . st =N a2 4.5
Finlamd 4 =11 240 29
Jupan .=l2 134 123
MNetherlonds . . . - 1.4 2 BH
Belginm® . oo=1.4 128 3.4
Germuny (Falderal Republic) -3, .2 1.1

r:i;"'%!'l'uu { goods and servi
 Fareign saving is equal tn imports o 2 amid sErvioes
bt supirts s goods and servioes. lmporis and exporis (nelode
factor inceme bul ewchide current transfers to and from the
resl of the warld

b (50 1950, annual average

trid] countries, the divergences in ex cxperienoe
have contributed <ignificantly 1o the differences in levels
ol {urriFn u'rin.!- O all the countries, for example,
the surplus on current account, expressed as o percentage
of gross dowmestic product, has been greatest in the
Federal Republic of Germany. This has been the oul-
come of & sharp and continuous rise in exporte. It is
significant, moreover, that the high rate of imternal
growth hns contributed to the advance in exporis; the
domestic growth has made it possible to achieve o rapid
expansion of those export industries for whose output
warld demand has been increasing most strongly. By
contrast, in the United Kingdom, the trend in exports
has been much less favourable, reflecting in part the
relatively slow growth of demand in major export mar-
kets and in part the relatively limited pace of expan:
ston in the more dynamic industries, Awstria and Jraly
~although, on halance, drawing upon foreign sources
of saving during the decade of the nineteen fifties—were
tramsformed by the sestained wopsurge in  exports
thromghout the period into net export surplus countries
in the laiter years,

Long-term capital movements are Trequently o fur-
ther independent factor influencing levels of foreign
Hvlns. Az iy be seen from table 1-14, countries which
drew on [u-rript “ving d'l.lri:qt the nineteen fifties were
in peneral recipiests of long-term capital, while coun-
tries which supplied saving were exporters of such cap-
ital.

The predominance of private, as distinet from official,

long-term capital fows in the total = evident in most
countries reeeiving foreign saving. In Canada this low
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Table 1-14.
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A4

Components in the Financing of Foreign Saving, 1950-1959

(Perceniage of gross domestic F"ﬂd'ﬂl’"l]

[T Fuerrign

amring
L 2.6
. | o ooooiii s r e p 3
Nupstralia, . . 33
Ausirin 1.4
lmly. .. 13
New fealnmid [ o
Dhenamark= 02
Sweden . -1
United Kingdom =(0.5
United Seares —
Famland . . - :::

pan -],

"'Ir[hrrllnrbl = 1.4
Belg —1.4
l.ﬂ'mlm' liTlerll Heprulllll:'l ) =1

Tamg-ferm mepilad and granie

Tkl Plrigmale Bifeval
25 Lo LA
26 ) =2
1.7 L6 0.1
LT 0.3 1.4
1.8 11 0.2
b4 1.1 0.3
.4 - LB ]
—0.3 =(l.] =02
=13 —1.1 =1
-1.2 —i{h — .6
=7 1 —0.4
0.4 1] 0.2
.5 i =01
= (0.5 =0 -—
—0.5 ={.2 =3

Souree: Division of Geperal Eoonomic Rosearch
amil Palicies of the United Naitona Seerefarial.
Figures for fn sving are lhe same s ihese
shawn im table 103 anil are desived from metsonal
arcounts sinbisisrs, F for lsng-ierm upl..l!
anid granis are d-tri'rt:ﬂ'mm halance of payimeris

has actually exceeded the total, sn outflow of capital on
allicial aeeount hn\'i.np; |'q;|11|_'9.' ol the inllow on pri'l: ile
account. In laly, the sharp increase in the inflow of
|Lrj'|.'a.|r |mu:|:-lt-rr|| 1.'|1|'|i||:|| in the loiter pari of the i
teen fiflies contributed to an expansion of its share of
l||r I|:|l|:|.1 ||.|:|F-I.-r'r:1:| ru.r.li.uﬂ traflow . Avistrri lmi ?‘i{rrwa}
have bien the sily countries where s substantinl inflow
of offcial capitnl and pgrants has taken place. although
ihis was entirely concentrated in the early mineteen
fifties: it primarily reflected official grans by the United
States o Ausiria and lending by ihe Intermational Bank
for Heconstruction and Development to Norway,

It will alse be seen Trom table 1-14 that foreign sav.
ing and longterm capitnl movements have not been
exactly equal. In the United Kingdom and the United
States, for example, the supply of saving (o the rest of
the world has been less than the outflow of otal long-
term capital and grants, In the Federal Hepublic of

statistics, taken muinly from Iniernational Mome.
tary Fumd, falaace of Irﬂi'.ﬂ'm'.l ik (Washing
bon, 1. C.). Dita di not add 16 totals because of
roumding. A minus sign indicates an outflow of
itsl,
*IIT?:?I]I-]‘Jﬁ-E. anmual average.

Germany, an the other hand, it has been substantially
greater; ond in Japan and the Netherlands, favourahle
exporl balances have been associated with o net inflow
of lomg-term capital,

These diserepancies between the balance of paymeniz
of eurrent aceount and movements in long-derm capital
and grants reflect changes in loreign exchange reserves
and short-term foreign assets or linhilities. In the United
Kingdom and the United States, for example, the excess
of long-term capital outflows over the flow of domestic
saving to the rest of the world has been matched by in-
creases in their net short-term labilities and also. in
the United States, by 0 downward trend in foreign ex-
chamge reserves. Conversely, in the other countries
where long-term eapital outflows have been less than
the fow of domestic saving 1o the rest of the world,
foreign exchange reserves and net short-term assets have
inereased,

Trends and fluctuations in saving

Thexps 1% saviNG

The foregoing analysis has served to throw some light
o the (sciors shaping the saving behaviour of com-
munities during the last decade taken as & whole, How-
ever, even in this comparative analysis of levels of
saving, il has been quite evident that saving habits are by
no means immutable, In particalar, governmental poli-
cles, ginece Ihr:.r affect the economic decisbons of almosi
all individuals and institutions, may combine with
dynamic market forces (0 induce changes in the saving

behaviour of commnities, It iz therefore of cansiderable
interest 1o identify the factors sccounting for changes
aver time in saving behaviour,

Between 1950.1954 and 1955-1959, the tatal supply
al saving increased relatively 1o gross domestie product
in most industrial countries (see table 1-15}. In some
two-thirds of the countries. the increases exceeded 1.5
per cent of gross domestic product; and they were par-
ticularly 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 Saving: Levels in 1950-1954 and Changes in
Levels from 19501954 1o 19551959

I:Flrnml.l.p of gross domestie ;prn.lucr;'

{audrys

Lows Ly

RN s e e D 5.1
Mustrda.......... by i il
Netherlands vavs 2B 3.1
United Kingdam : 13.4 s
laly L P 19.8 20
Germany (Fodersl Repablic) . .. 224 1.3
Belgium®_ . bals 155 1.6
Camaedn . ...... ; ] 4.1 1.6
Sweden, , ., PR O T - LA
e T N 248 LA
Franee....... 17.9 L5
United States resiex  AER 03
| g, P M) il
Mew Zealand : pavisss IRT =10
Demmarkh, .. .............00.. 194 - 1.5
Australia ., . vene A0 =34

Toal supply af meiag

Frevign sswing limms sdemunlic mnng

sl Change Lawel 1 g
- 1.0 L3 26,9 a4
24 —1.4 17 55
-13 =04 240 3.4
—i5 —L 130 27
p - 1.8 Ll 1] 48
-3.3 =LB 2405 3.5
—04 -2 15.49 1B
1.4 2.1 . ey =L
—0.4 1.2 212 03
=14 1.8 2h4 .6
0.1 03 17.8 1.2
=05 - 184 .3
32 —-12 204 1.3
=11 LA 23.8 =24
1z 22 182 0.h
25 —.2 | =21

Sewrer: See talile 1-1,

Note: Sineo all the ligures are expressed in terms
nf {wrm;gu of groas domestie producs, the leoel
il |955-1955 is equal o the bevel in 1950-| 554 plos

to 5 per cenl. Among the remaining third of the coun-
tries, the level of saving remained lairly stable in
Nerway and the United States, but fell appreciably in
Australia, Denmark and New Zealand, " These divergent
trends in the total supply of saving were generally not
siliciently large 10 alter the relative position of coun-
tries as high or low savers hetweon the earlier and lotter
parts of the pericd. 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 o number of countries, some with
relatively high levels of saving st the commencement of
the period and some with relotively low levels, experi-
enced appreciable increases in saving is none the less
of considerable interest,

As with inter.country differences in the level of total
saving, Lhe divergent trends in total saving have been
dominated by trends in the supply of domestic saving,
As will be seen belaw, foreign saving, however, has
been much more important in accounting for changes
over time 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
variom countries have diverged widely. At the one ex-
treme, gross domestic saving as a percentage of gross
domestic product incressed by as much as 5.5 per cent
in Austrin between 1950- 1954 and 1955.1959; and. mt
the other, declined by 2.6 per cent in New Zealand. The
experience of other countries varied quite widely he-

"I showld be ooted, hewever, that o reversal of this tresd
was observalile in Denmark in the most recent yegrs,

the ehange from 9501054 1o 1955-19550,
& Counlkres ame artahped i descending, order of
the change in the leved of the total sup ily il saving,
b Change lrom 1950195 10 IT:S-H'J:H

tween these extremes, though a small group recorded
increnses of about 3 1o 4 per cent.

The divergest trends i domestic H\'i:nlq have arisen
primarily from the marked differences in changes in
bousehold saving (see table 1-16). In nearly all the
countries where the level of total domestie saving has
risen, 80 has the level of household soving ; and in most
of the eountries where total domestic saving has declined
or risen only slightly, housshold saving has Tallen. By
contras, the changes in the level of government of énter-
prise saving hove usually been smaller in magnitude
and have, moreover, been moch less systematically re-
lated to the trends in total domestic saving. It is troe
thut among the countries whers the level of total saving
has declined or has barely changed, the level of govern-
ment saving also hos usually diminished. But in some
countries, such ez Japan and the Netherlands, which
have experienced substantial increases in total saving,
m relstive controction in government saving hes also
taken place; and among other such countries, changes
in the level of government saving have wsually been
small, It is eves more striking that almost all the coun-
tries which have experienced o decline or no significant
change in the level of enterprise saving have heen
pmang those recording & rise in the level of total
domestic siving.

The divergent trends in the level of household saving
as 0 percentnge of grom domestic product have, in the
main, reflected changes in the propartion of houschold
disposable income that is saved (see table 1.17). Howse
hald dispesable income us & percentage of gross domes-
tic product has changed but little in most countries. The
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Table 1-16. Change in Level of Domestic Saving, by Sectar, 1950195 1o 19551959

(Fereentage of gross demestic produet)

Tl o]
LR hsiermiic e | Feferpriss M siaar Fuada!

i ilng miing it gl mifing
Nisstria . 5 4 — 1.0 .l
|'.lr|,q|l|.||:||- . At (LR (1] Lh
Jspan ] = | 4.8 1.1
Netherdands k-5 —4.0 T
{ermans I’!lll.hlrll Hepubilic) 1.5 L4 0.7 - |
Lviged "nuullnm &7 .5 .5 LT
""le'«u'u A 0.1 0.3 1.5
Franes , l1a d - 1.0 1.9
Finlanil LI 41 | H
Dhenmarks iLh 1.8} L1 F ] o P 4
Sweden 0.3 (1 —1.3 I3
Ll gintes] Slates (1] =15 H —{L1
Cannoda = (1.5 - 1.2 1.4 =[5
Aysiralea -2 | — 1.0 A =]
Mew Fealaml =l —{13 [ e |

Bowirer: Bee imhile 1-1
* Chamte froan 10 1958 e 10551950

share of saving in income, however, rose between 1950-
1954 and 19551959 by a= much s 11,1 per cent in the

Netherlands and B4 per cent in Austrig, and in several
olher countries it increased by amounts varying from
ahoat 2 1o 4 per oont, (In the other hand, ite chare de-

clined in Asstralia, Canado, Denmark and New Zealand
by sums ranging up to about 5 per cenl, Only in the
United States did the share of saving in disposable
incame remain fnirly constant,

The most important single faclor socounting lor these
chianges in the proportion of income st aside & saving

Table 117,

has been the differences smong countries in the rate of
growth in real per capita disposable income. Attention
has already been called to the influenee of this facior
1 l'!;|||qi||illj_l nier-couniry differences in levels of
hogsehold saving. There, it wus mentioned 4 one nmong
several reasons, bat in relotion to relative tremds in
Eaving, it has béesi of muoch more decisive ilntl-.ljld.lll't.
This ran be elearly seen from oharn 1.7, which compares
the 4'|'||u|.|.|4-|~ iri the share of househisld sd'ri.np i :].i:|md.-
ble income with the rates of change in real per capita
disposable income. For example, in soch rapidly grow-
ing countrics as Austrin and the Netherlands, saviog as

Changes in Levels of Honsehiold Saving, Houschold Disposabhle Income

and Income from Property and Entreprencarship, 1950-1954 10 1955-195%

| Prerrentage)
i i|.||-|r '™ T haiags 101 [T TN E G hmngr 1n anrnre
& s ira el ey s wl {orvmy geoperd v and
. mimlr s mying AT U bl ey enlirprr el
Ium:‘“ :ru. i =gl L ST m;m
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5 Thes ealumn shiws the level of household say-
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o progertion of meome his inerensed, whereas in such
cuuntrics &= Av=tralin and New fealand the sbsence of
iy 1||l1p|:|rql tremd in per cagiia reil income has heen
||q'|-|un|_|ar||ml by & decline in the share of savine in
imcomis. This rl'll[illn-|:||.|:|. it v be noled, is it
romEisenl wilh the fsck that in some couniries, such as
the Unilisd Stofes. the shore of savine im0 income has

Chart 1-7.  Relationship between Average Annual
Rute of Change im Real Disposabile Ineome per
Capita o 1 dvange in Level of Howsshold Saviag,
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exhibited & remarkably stalile trend aver long periods
of time despite longterm growth in real income. For,
wiien the raie of incresse in real income has been rela-
tively moderaie, s effect on eaving behaviour las
tended b Bie metidralized by b hlq'u_li'p ﬂlj\n“rll A Cis
sarmpion levels. Hui when the rate of inerease in real
ineome ing boen h||l:|:| #a it hais in & number of conn-

Chart 1. Relationship between Level of House-
hasled Saving in 1950-1954 and l.hil.m_:[.- in Laval
of Houvsehold Saving, 1950-1954 to 19551959
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tries during the last decade or so—there has boen room
for an increase in the share of saving concurrently with
o oentinuing improvement in the standard of Hying,

It is obvious, however, that differences among coun-
triis i the degres to which the share of saving in moesme
lsas changed are not whaolly ascribable 1o mies of change
in real income. And this s nol oo lu:rpri:-inE sinre, aller
all, there are lmits (o ihe amomt which most people are
willing to save nis malter bhow high the rate of growth in
thiir income. This, in & country where the initial level
of saving wes already quite high, it would be expected
that Further increases would be modest, even i income
rose pugpbdly, Bot i the initid bevel were low, o Tnsd
pace of advance in income might raise the level subatan-
tially, The initial share of saving in disposable income
which obtained in 1950- 1954 gnd the change in its share
[rom that time o 1955-1959 are compared in char 1-8;
andl it is clear that there is some correspondence. The
diffetenons afnong ootnlries in the ymikial level of H'ri.ng
may thus largely explain why some eountries deviated
from the average experience illustrated in chart 1-7. In
the Netherlands and the United Kingdom, for example,
the extremely low levels of saving in the initial period
apspear o have contributed towards bringing aboul com.
parslively large invreases in the share of saving in
imcome relative 1o the growth of real income. Conversely,
changes in the share of saving in the Federal Republic
of Germany and Japan have been infuenced by the
melatively high levels of saving in the initia] period.

It is of particular interest 10 note that the increases
in houschold saving have been achieved despite a gen-
eral decline in the relaiive share of income derived From
property and entrepreneurship in total personal income.
It is true that, a= shown in chart 1.9, changes in the
share of saving in income have been fairy closely as
eocinted with :||d.r||q|-:- in the share of tneome derived
from property and entrepreneurship, The greatest in-
ereases in saving have tended (o take place in countries
whire the Ell'lililll.llrl.illll ol imcoine [rom prageerty and
entreprencurship has declined least. For instance, in the
Netherlands, where the decline in the share of the latter
has been muoch less than that i France, the increase of
the share of saving has tended 1o be grester. But the
mere fuct that the distribution of income has not changed
in the direction which normally contributes o an in-
crease 0 saving would suggest that the increases in
saving have il reflected the saving behavioor of high-
incame classes alone, In other words, the incresses have
probably occurred throughout o broad band of income
lewels,

While lack of data on saving by income group makes
il impossible to verify this hypothesis conclusmely, the
available evidence supports it. Thus, in the United
Kingdom, sample surveys have shown that, while dis-
saving had occurred in income groups well above the
mean income level at the beginning of the nineteen ff-
ties, by the middle of the derade it was confined 10 groups

SAVING PR ECONOMIC CRFWTH IN THE INDUSTIIAL COUNTRIES k. )

below that level, Furthermore, though wage earners as
o group hod dis-saved ol the beginning of the period,
they had begun to contribute bo total saving by the
middle of the period™ Similarly, in the Federal Re-
pihilie of Crermany, the saving oul of “moss fneomes™"
amounted to only about 3 to 4 per cont al the beginning
al the ninstecn fifties but bias reached H 1o 9 per eent in
miore tecent yenrs." Such increases in saving among the
lower income groups probably reflects the growth of
renl wages beyond the socially aceepied minimum levels,
Once acortain wage-level has been reached, new patterns
of consamption becwme possible and the motives Tor
saving are strengthened by such things as the desire 1o
own & home or to purchase o car or some major appli-
nnoes, This effect on saving may have been especially
marked in countries such s= Austria, the Federal Ke
pibslic of Germany, Japan and the Netherlands, where
the absolute level of real income of the great mass of
(e II-I:IFII.IIlliDE l.'l-'l-ll“ r\rlu.Hl.'rlf ]nw.'“

(dianges in the level of both government and enter-
prise saving have, as noted earlier, generally been much
less important in accounting for the divergent trends in
tetal domestic saving, Among sueh countries ns Aus-
tralia, Canada, New fealand and the United Stuies,
where the fotal domestie siving declined or barely
1:hnn5|-.11 between 1950-1954 and 1955-195%9, the level
of government saving as o percentage of gross domestic
prodisct also (el in varying lI.EEﬂ.'iE {aee table 1-18).
(o the sther hand, in most of the coontries where lotal
saving ross, governmenl saving ether changed little or
contrasted quite substantially. The Federal Republic of
Gormany was o major exception; here an increase in the
bevel of government saving contributed sabstantinlly to
ihe rising level of lotal saving.

The pene ral nhzrnee of an ullwnrrl trend in the urin,F
of penersl government has been partly related to the
Inck of o marked trend in the growth of government
investment. Althawgh Eovernmenl investment has temded
i rise somewhal in relition b total catpul since 1950,
nixne: o the increases has been sizable.™ Consequently,
governments have nod generally reganded it as necessary
o raize the rabe of government saving, Al the same time,
the tendency for governmienl incame to increase gubo-
matically in & growing economy has often been ofset

* Ser M. F. Ervin and F. I 'ﬂlchn-'lulu. hp. it

15 Mot waprs and salaries ransfers.

= Bpe Deutsche Hm--‘.n--hnh ‘ﬁ lu']r Rrpnrr. wl, 12, No, §
i Frankiuri),

4 The relative maenoe of the three variabdes discussed alive
o the trends in henschobd saving can be mtimaded by the metbhod
ol eorrelation amalysis. The partial correlation cor@eims be-
tween the champes in the share of savieg in income and the
changes im the three varidbles ame as lidlows: per ca 'Il
dispesable income, 084; tke initial level of hoosehal
—06; wnd imcome from property and mnmrrurd-up. i
the maltiple correlation coefficient is 093 this s 10 say that Ihr
imflurmer ol these wariahles, taken together, has acooumiel for
alwiid By eenl el 1l:crh.l.n;ﬂ im the level uf homsehald savimg.
u“ H:E F:-al-nl Matima, Forld Econemde Swiory, 59, pages
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Tahle 1-18. Changes in Levels of General Govern-
ment Saving, Disposable Income and Consump-
tiom, 1950-1954 1o 19551959

{Pereeniage of gross domestio product)
firame foipmumhils  Canmaip

Cmnlry aminge R Foan
Germany (Federal Il'-cpuhhu 1.4 0l -3
Denmarks. .. | . a3 1.3
Suweden | : j 0.7 Th 22
BEI!:I'-H.I:I:I". : 0.6 .l —{.3
Unistea] Koingidum . 0.5 =L =1.4
Ngsiria. .. ... . (N (1%} o4
Framcn . : {4 .3 -
Morway. ..... 0.4 L1 1.0
Mew Zealsnd . —0,3 -3 1,1
Upited States 0.5 —iL1 014
f:;lnln. i A ili —lr.l —l'l.a

... . =1, =1 =L,
Canada —1.2 =7 0.5
Fimland. . . . .. =24 ={L7 1.7
Matherlamils =41 =33 .4
Ssuree! See wble 10
@ Iigeluleng « wiiie whiorn deia are aveilable.

& Change from 19540-1954 w 19551058,

by tax reductions in response to popular pressures and
by the expansion of government current expenditure.

Government disposable income, a8 may be seen from
table 119, increased substantially between 1950-1954
ind 1955-1959 only in Austeia, Denmark, Norway and
Sweden, Elzewhere it showed no significant change or it
declined; the decline was particularly large in the
Netherlands, These difering trends have been influeneed
by changes both in government nel trosfers o the
private sector and in tax revenoes, Transfers have in-

Eavive I'DIH. I.-Eﬂ-"'ll:l'!ll.ll: EIU’F‘I’I{ = '!-ULHZE! A.'HD TRENDR

ereased in almosi every country, reflecting the post-war
moverment lowards provision of more sdequate social
security covernge. The inereases have been particularly
marked in some countries where coverage ot the outset
of the poriod was rather limited. Transfers, however,
haye repiresenited only a part of total social wellare
expenditure, and in some countries, such as the Scan-
dinavinn countries, the expansion in direet provision of
social services has nlso resulted in an increase in govern-
imenl current consmmption expenditure,

Sinoe (ranslers lave risen 1-1.'=‘r1r'|-.'|'.|r|1. diferences in
trends in disposable income have been largely dependent
upren the retes of growth in tax revenue relative to out-
put. But the behaviour of revenue from the vanous
taxes has differed greatly. |n most couniries, revenue
from houwsshold laxes has risen mainly 22 a result of
increnses in the rale and coverage of =ocial security
contributions; other howsehold tuxes have in fact been
reduced samewhat n many countries. In Anstralia and
Japan, the reduction in personnl tax rates has been espe-
l':II"':,' imyporiand, I steme cpses_ however, as in the Scan-
dinsvian countries and the United States, the increase in
revemiie from other household taxes appears largely 1o
have been the outcome simply of the rising levels of
individunl money incomes; ai higher levels of money
income, the effective rate of personal income tax rises,
eveni though statistory rates remain unchanged, In son-
teazt, revenoe from direcl 1axes om COrporate ineomes
his j.[fﬂr‘-lT..”!.‘ teaded 1o decline because of delibernte
government action. Generally, the exeess profit taxes im-
posed during the Korean boom hove been abolished and
mare libesal tax provisions, such as the introduction
of greater fexibility in deprecintion allowances, have

Tahle 1-19. Changes in Levels of Government Disposable Income and Components of Ineome and
Expenditore, 19501954 10 1955-1959

{Pateentape of gross domestiz ||M-::|.|.n:|

i s bie Fhreed baaww I nairemd Camprmplion nf pewrnssnl
[RETSL gY v~ M- O lzll'fi- ll'l.;:.]?!.l'l" ILHI?::‘
== Toial  hald  fan sebeidies Tolal (sl Dfense
Swodom. . ..ivenienn, 19 a ] 0.1 13 - LT 0.3 3 L9 03
Desmarks 23 L 1.3 -1 1.8 — 1.0 03 13 Lo 03
Nerway, | Ll LA 1.1 =15 L] =14 - 11 L3 =i
|'|.'I.Hl.l‘ll 0 =fi.] =1 - 14 - 1.8 0.4 0.4 {9 —i{L5
Fra 03 1.5 L1 l:l.-1- .1 =l =11 =
E-E'III.III:[ ﬂredrrl] Hrpn.l!lln 3| i1 0,7 07 =01 =0 i =13 (1 = 1.6
K" ) i1 =] ] il --U 2 03 =1 =[5 =1Ll .4
Uiited qlll!l =1 1] 1.2 ={1,9 0.3 =04 ol .4 Il —{1.7
New Jealand . —i2 —17 =4 —0,3 0.4 —2 3 0.l 0.4 =14
Canada . . ., =i, 7 i (1Y =10 0.5 =12 0.4 0.5 13 =0.8
Finland . . ., —{L7 ; =19 it 1T 1.2 L7
United Kinglom. | =9 =11 il =12 =02 =[5 Lo -1.4 - -1.4
Austradia = 1.1 =20 =i 0.l 12 =L i ={].] 0.7 ~(LH
,Il'ﬂll.-. i Ry —2 i =11 =12 [N} (1 — | -2 =04 =4 =I5
hrtfnrhndu =33 0.6 L4 =B =35 - 1.8 04 0.8 1.1 -03
Seurce: Sew tahle 1-1. as & deduction from government income, so that o minus sigs

* Inchuding deprecistion where dats are available.

l:hln.pﬂn im mat transfers e shown with 8 revessal af sign

indicales an inctesse in nel transfors, sid canvereely
Y Change from TU50 1554 1 19551958,
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been provided. The declines in revenue Trom corporaie
taxes os compared (o totel output bave been especially
marked in countries with relatively high levels of rev.

enue [rom corporate taxes, such oz Canada, the United
Kingdom and the United States,

Hecause of the differing trends in revenue from house-
hold and corporaie taxes, it is nol surprising that clear
trénds in tolal diredd lax revenie bave been In.rking.
D the whole, changes in revenue from bousshold taxes
have been dominant. This is Hprr.iallr evident in the
instanees where total revenue From direet taxes has risen.
In some instances where total direct tax revenuoe has
decliped, changes in revenoe from corperate tnxes hove
aleo been impartant.

It is noteworthy that most indusirial eountries have
r"h:j.'r!"rinm:d increases during the period in revenoe from
indirest taxes relative to outpat, This has been partly
due to the fart that, from time (o time in recent years,
many governments have attempled o employ higher
indirect laves 1o restrain excess domestic demand. 1o
eome cases, the shilis in the pattern of Consumpion
towirds durables and luxury dtems which are more
htl'lu'“!u' taxed have also bees o Hlnlr'i|1||.1ir|r| facior, The
Netherlands iz the only major sxception la this general
trenid; there, the Governmenl, as part of it general
economic policy, hns redueed indirect taxes and raised
subsidics in an effort 10 curb wage demands,

As 1o the trends in poverienl consumption, defence
expenditure as u proportion of gross product has gener.
ally declined from the very high levels reached during
the Korenn boom. Such declines have been particularly
noticeable in the Federal Republic of Germany and the
United Kingdom: in the former case, the decline has
reflected a reduction in the share of occupation costs
borne by the Federnl Bepublic. However, the relative
cantraction in defenee expenditure has generally been
insullicient to offset the rising trend in government civil
expenditure, and tolal consumption has risen; the Fed-
eral Hepublic of Germany, Japan and the United King-
dun, however, have heen major exceptions. The higher
levels of elvil expenditure, as indicated earlier, have
been partly the outcome of increased social welfare
e lits,

It i= cleir From ihe ||rﬂ~|'|:|i||§ dierssion that na i;inF_l-r
factor lie dominated the say g r!;[u-'n'r':wr of EOYern-
piits in fidividoal countries, While (s the mare im-
portant insthnoes of o decline in the level of government
saving, as in Ausiralia, Canada, Japan and the Nether.
lands, o reduction in d'iﬂ|r|.u.-u] sle income has been the
dominant factor, experience with regard 1o increases in
the bevel has been more varied. In Denmark and Sweden
the rise in disgpasable income his been more than encugh
bor offset the upward trend in governmenl consumstion,
but in the Federal Republic of Germany, in spite of a
slubile income n relation 1o gross product, the Govern-
ment has been able o achieve the lorgest increase in
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saving because of a relative decline in 1otal consumption
exprendibure.

No less than government saving, changes in the level
of enterprise saving have shown little or no systematic
relaticnship with trends in total domestic saving. Among
the countries which have experienced increases in do-
miestic saving, the contribition of eoterprise saving has
been of crucial importance only in Japan,® Bul among
countries whete totil domestic saving as 0 percentnge
of gross domestic product has declined or remained
roughly the same, enterprise saving hos generally in.
creased, thus offsetting in part the unfavourable trend
in saving of other domestic sectors,

Changes in the level of enterprise saving have, in the
main, reflected changes in saving of corporations. This
eptrespondence between movemsents in enterprise and
ourporale =aving is quile evident for the few countries
for which data are available (see table 1-20). The in-
CrrdEes in COrporaie gross sAving in many ooutires have
been accompanied by an apward trend in depreciation
charges, as depreciation allowances for tax purposes
have been mode progressively more liberal in recent
yers. Increnses in corporate depreciation charges have
been partieularly marked in Auvstralia, Canada, Japan,
the United Kingdom and the United States and have
thus played o dominant role in the trende of their
COTpOrnie gIeEs sving.

Table 120, Changes in Levels of Enterprise and
Carporate Saving, 1950-1954 10 1955-1959

iPercomtige of griss demeslic produict)

Enlepriss  Parpamals  Gopeal

Fomanlry (o1 ] s o
saring wamay g
Japan oeer 1K - L 7
Austrafia 4 1.0 LB
Lansda ) R 1 1.2 -l
Lnited States g R 1,7 =5
1 pided Hin._nlmlu L5 L2 (1B
Mew fealand i ] —1.10
MNarway -{3 - L6
Cormany (Fedeml Republscy, =07 0.2
Franee —1.0 —ik7 —i11

Rourery See tahla 1.1,

* Lhange Troem 1951-1954 0 1955-195%9; inoluding deprecia-
tiom of government enierprises,

& Mot ineluding deprecation al public corporations

I miost countries, the level of corporate pet saving
hos remained practically unchanged in relation to gross
I‘II‘LHIIJI:!. Hoawesver, as shown in table 1-2], irends in
corpornle net saving in relation bo corporsie income
before taxes have differed widely among countrics, The
combined effect of changes in corporate direct taxes

0 Kpari from other factors imfwencing the chenges in enter:
pil= saviig i isilodidual countries, the E!Il.'\lﬂ:l“ﬂﬂ.fl' Iﬂ"!ﬂ'.'!
of Japun in this respect has heen Iy due to its mus
usigcsrpuratem| enlerprise eecion, W depreviation -rh.l.rlﬂ-
statistical enpvemin sro miclsded here,
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The changes in foreign saving which countries have
experienced are the counterpant of the trends in their
balances of payvments on current secount. For o number
of indwestrial couniries, subsantial incresses in expaorts
of goods and servipes, logether with more favourahle
terms of trade, resulied in improvements in the external
balamers 1||.1n|:|; the pinedeen fifties [see tnble 1:22).
Huu.an]i.nF r:|_|:|_r|1:|||.|_-1§ wre Austrim and the Federal Re-
public of Germany. |mprovements in external balonces,
it will e moted. have oeevurred no less b some cown-
tries which hove deown on [oreign saving during the
ninseen iftie= = g whole than b othes countries which
have been suppliers of Foreign =aving

and dividend poyments an trends in corporate net saving
is evident. Corporate direct taxes have been reduced in
relation o eorporate income in ahinost all the countries,
mainly a= a result of the removal or reduction of excess
profits taxes imposed during the Korean boom. France
has been the major execption where corporate taxes
have risen substantially from a relatively low initial
level, In contrast 1o the trend [n taxes, there has boen &
marked upward trend in dividend payments by corpora
tioms, excepl in France, This factor has accounted for
the deeline in corporale saving in relation lo corporate
iR in _T[]'.um_ Mew fenland, ﬁfnrwq,' and the United
Stafes: in pouyntries such as Canada, the Federal Bepublic
of Germuny, Finland and the United Kingdom, however,
large reductions in toves have enabled corporations o
inereose net lu.\li:l'u_i; as well & dividend PRYHERER,

By contrast, in some of the primary exprting coun-
tries, notably Canada and New Zealand, the increased
dependence upon foreign saving has been influenced by
the decline in exports from the peak levels achieved
during the Korean boom. In Australia, although the de-
cline in exporis hos been striking, it has been mare than
offeet by an even sharper decline in importe.

It is elear from the foregoing that neither enterprise
saving nor governmen! saving has generally been nearfy
as important ns household saving in aceounting for
changes in the level of domestic saving. And #noe, a3
noted earlier, it has been the changes in domestic sav-
ingg which have dominated the trends in the wial supply
of saving alsorbed in domestic investment, the changes
in the saving behaviour of houscholds have clearly been
of considerable importance.

Thee f-]'|.u|1]_1rs- in {nrr'ig_n saving have rlL'i:'Hﬂ:l'll!u' bieen
maotched by identical changes in foreign exchange re
serves, short-term asets and long-term capital fows,
when taken together. 1t will be recalled that in the early
ninedeen fiftics, most industrial countries of western
Europe were nel recipients of oficinl capital, largely in
the form of grants. But this Aow has been almost com-

Ih somse cowntries, however, where thore has been an
upward trend in saving lewels, not all of the increase in

domestic saving hos been absorbed in domestic invest:
ment, Some part has reflected an improvement in the
external balanee, And in other countries, the wtal sup-
ply of saving for domestic investment has been aug:
mented by drawing on foreign saving. A= noted earlier.
while the inter-country differences in the level of total
saving have been litile influenced by differences in the
level of foreign saving, changes in Foreign saving have
been much more significant in relation W the changes
in total saving,

pletely reversed in recent yenrs. As may be seen from
tahle 122, only & few countries, =such as Finland and
the United States, have experienced a decline in the out-
flow of official capital as a percentage of gross domestic
product. In Finland, this decline has denoted the eaidl
of reparation payments, while in the United States it
has been indicative of the stabilization of foreign aid
at a samewhat lower rate in relation to output than that
in the early nineteen fifties. In 8 number of countries,
such ns Awstralin, Austria, Denmark, Ialy and Norway,

Tahle 1-21. Changes in Levels of Corporate Income, and its Uses,”
19501954 ta 19551959
e et Ml
r i, n;'“ - | : ql'n-‘l:“ im““
Tisusdrj L '-m“.tf— e
T og =24 29 =05
Germany {Federal Republin) P 0.9 4.1 5.2 19
Australin b e i 0.7 =17 1.4 0.4
Frumos, . oveiaiiiicins : T il a6 =10 — 1.0
o A S e B AT W I T ={1.f =79 3.5 1.9
Mew Zealand . —-04 1.1 L2 -5
Canmila . : - .0 =54 1.1 &3
Ulmited Kingdomm . .. .. . =L =02 1.5 4.7
Llnrted Stmies -1.3 —Bf 4.1 =33
Morway &0 - 1.1 3l - 1.0
Sourre; Sew takile 1-0 data om publie corporations. Corporsie inenme is
* The carporate sector includes private and pob- afler wventory waluation adjusiment wherever
lic corporations, eseept for Austradis, Jopan and data gre availsble

the United Siates, where it inclades privass oo

porations only, owing to lack of compreheniive ¥ lnclwling corperate tramsfer paymenis
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Chasnges in Levels of Foreign Saving, Long-torm Capital and Gramis,

19501954 1o 19551959
[Pereentage of gross domestic prduct)

K Impards
. - -ﬂ':ti: -u'—:ﬁ Faraign Lang-farm ragsidail aned granis
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FLUCTUATIONS IN BAVING

Sinee high levels of economic activity have generally
been susained during the post-war years. the prevail-
i.I:lE |.|-h.|-l|-|:lt| tn most indistrial countties has been how
sufficient saving might be peneraled to realize s high
bevel of investment, In some countries, this problem has
lrrm :nl'rlplinll!ri] by recorrent balance af [y TnEnls
difhenlties reflecting exeessive reliance on Toreign sav-
ing. Recessionary lapses in the upward trend of eco-
momic sctivilty have, however, by no means been absent.
And in a recessionary situation, the problem has crased
o e one of relensing sufcient resources from con-
sumption o meet investment requirement, and has be-
come one of raising the penvrnl level of effective
demand. I, however, the saving behaviour of the com-
munity is not adapied o the changed economic situs-
tion, & jratiern of behaviour thal makes Fluu'lh!r s
renlization of o high level of investment when economic
conditions are buoyant may tend lo aggravaie a reces-
siopary siluation. In fact, of course, saving behaviour
ini the privale sectors of industrial countries does change
in response o varistions in general economic activily,
though, as soen below, it has not always been adjusted

¢ Countres w1 oeach group sre arrenged in
lesrending order of the whamlivls dnagiule of
fureign seving as & pereeniage of pross dumestin
wradaict m |9k 1954, evoept for Francs and New
ealind where forelgn saving in 1E0-1954 was,
mpﬂjwrh_ Ll and =il pef el il Erias
lomesdie prodact
* Change frem 19501954 1955 1958,

in o direction that would exert a contra-oyclical inllu-
enee on activily, More impirtant, the saving behavioar
ol government has ueually served, within the context of
Erllrrﬂ ECTEE T ||-r.|||l|.':|-. as a coanter-oyelival instru
menl.

[t is true that post-war evelical fuctuations in the
industrial countries have been relatively mild and re-
eessions have, on the whole, been minor and shori-lived.
Yer hardly a single couniry in ihe group hos escaped
recessionary tendencies ot one time or another. In the
western Europoan couniries and Deeania, the recession
in 1952 was largely an inventory readjustment Follow-
ing the collapse of the Korean boam, In North America,
where curtailment of defence expenditure ocourred al
n much later date, the recession did not oceur until
1952 /54, Following o pericd of continued expansion in
the mid-nineteen fifties, many western European eoun-
tries ngain expericnced o set-back in growth around
1958, In the case of the United Kingdom, however, the
slackening in cconomic activily began as far back as
1955 and lasted Tor almost three full vears. In Canada
and ihe Upited States, the recession of 1957/58 was
more prolonged than in most other countries of the
group; in these countries full recovery had not yet been
pchisved when another recession st in.

The behoviour of the three brosd components of
domestic saving and of foreign saving has exhibited
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Chart 1-10.  Annual Fluctustions in Total Saving and Cerain Components, 1950-1959
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Chart 1-10 (contineed )
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marked foctuations over the couese of the cycle (o all
countrics, and divergent paiterns of experience have
often emerged among countrics (see chart 1-10). Of
Irl]"l:inﬂu.r 'in1nrr-:l. |'|u'u.|"|.+'r. g e lwllmicmr iif guie
Erfimeit 5-h'|r'|np:, simee il 18 the sotroe of hz'riu.p; which
is most immediately related o anti-evelical poliey.

In most countries, fuctuntions in government =uving
have exhibited o contra-cyelical pattern, tending to rise
and [all in consanance with the oscillations in _]_rrnr:ml
ECanEmIE Hr.'ri.lri!j. This has mainly arisen from the fact
that, under the present facal systems in industrial coun-
iries, tnx revenue and net transfer payments o the
privite seclor tend to vary automatically in response
Lia |.'|!|.Il1;:|":| in domestie eronomie u.-rli\ilg, {pee chinri

1-11). Fou example, during the recession in 1952, sey.

eral povernments experienced & reduction in ax revenue
and an incresse in transfer payments; and the conse-
gquent declines in government saving exerted 4 stabilis-
th effec iafHat the domestic seonamirs. Such an ellect
was cepecially noticeable in Belgivm, Conads and the
United States, where the recession was relatively more
severe, In the United States; furthermore, changes in
governmend Las revenue have heen |h|rl:|r'||Eu.r|:|.- el
tive o those (o economic condilions, ulthuul,!:h the [
ernawenl seclor Hsell may ot be as lq.r*l' &E IO O
wesleria |:|.1t|:||u'ar| Couelries, Tll.i:l- = Elnrlh atiribulakile
to the higher share of corporale laxes in government
incame in the United Siates, sinee such toxes have been
especially sensitive o oyclical Quctustions, In addition,
Uy praciice of the qunr!lrr|:| assessmenl of corpTaie
tnxes hos eliminated much of ithe lag between r||q:1i:n
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Chart 1-11, Annoal Fluctuations in Dhsposable Income and Consampiion
of General Governpment, 1950:] 6955
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in income and changes in tax payments. By controst,
in many weslern Eurcpean couniries, this lag has
amounted to as moch ax ane or twa VELES, althaaeh
recent tax reforms in & number of countries, in ﬂ.lil:.lpt-
i.n|.! i poy-as-you-gn bazis for 1mx pavisrnis, have EETE:
erally tended to reduce the lnpee of time.

In addition to automatic changes in tax revenue over
the cycle, changes in transfer payments have also played
an important role in the cyclical bebaviour of govern-
ment saving. This has boen especially true where changes
i the level of unemployment have been sipnificant, as
in the United States, since unemployment compensa-
tion is the most variable component of transfer pay-
menls. In most western Enropean countries, however, o
mich |Irgrt‘ ;hnqmrliqm of Ve TIEmEnN translerms, o
compared with the United States, has been in the form
of {amily allowances and pensions; and any changes
in their levels have not been related to variotions in
curresl economic conditione,

In artual experience, however, the effect of automatic
changes in income on government saving during o re-
cession has often boen strengthened or offset by other
influences, During the recession of 1952, most wesern

r.u:rnr-cu.n cauniries r-:|:-rr|.-|:|1nr'd declines in the leve] of
government saving; the declines, however, were sig-
nifienntly magnificd by increased levels of defence
f]:prqu‘iilq[r. u|1i1'|1| were nol an odilcisime l.rf d-:lihl'mlr
r|:-n|!ra.-1'31'|il'u'| |.l:-|i1'1. I & number of countries the
falling trends in government income were even nrrested
by tncreases in taxes which hind been imposed during
the height of the Korean boom, The behavioar of pgov-
ernment saving in the United Stutes during 195354
was nlso affected by special infuences, In spite of the
avtomatic decline of povernment disposable income in
the recession, government activity exeried, on balance,
a contractionary influence on the economy because of
an even sharper redurction in defence expenditure.

In recent years, howeser, povernments, instead of
relving exclusively upon the operation of the aufomatie
stahilizers, have increasiogly made use of additiomnl
measures 1o hosten the desirsl changes in government
BOVing. Thus, u|||||:||.1|:|:|:| the recession in 1958 wis more
moderate than the previous pecession, povernment
contra-cyelical policies genernlly were more vigorous
and comprehensive. Measures 1o reduce taves, for ex.
ample were uaed in such countries as Australin, Ausiria,




+ Pawr 1.
Norway and Sweden. While in some insgtances the e
disction was designed 1o lower total tax revenue, the
choiee of the kind of taxes generally had the elfect of
stimulating the economy of selected points, In some
cases, w5 in Denmark, where recesstonary iendencics
orenrred in 1957, iox relief to stimuloie investment was
pocompanied by incresses in indireci laxes o resirain
consumplion,

Delilernte iy celiel 16 couilerial !nﬂliﬂlll]’? -
dencies has, bowever, important limitations. Many gov-
ernments have been rather reluctant to reduce taxes for
fear that the necesary upward resdjustment during
the i-uhm.'ul_-rl.l recovery wouald prove oo difficalt. At
templs lo increase governmen! consumplion during re.
cesgion® have also fpced Hmilotions. {hee an inerease
haz been eifected, subsequent reductions may prove 1o
bee difficult, Furthermore, the impact of many of the
measures designed to vary povernment saving  has
necessarily been somewhat delayed, pantly becanse ol
the sdmintstrative complexities involved in their im-
plementation; and sometimes, cconomic conditions have
rhm.l{rﬂ maore rapidly than could s foreseen when pol-
icy wan formulated. For instance, even in the Nether-
lands, where anti-cvelical policy hus been H.I!H'ul-illl'l-
|'H|.|.|.‘:|-1:r1.i the acceleration of tax collection, intredoeed
i 1951, had & major impoct on government saving in
the following vear when there was o recession, and most
oihier expansionary measures introduced o combat ﬂh!
recession did sol toke offect wnnil 1953, Again, in
France, the sharp rise in povernment saving in 1958
wias the result of longerderm heeal reforms.™

While changes in the level of government saving are,
im eome degree, o matter of deliberate deeision, the short:
term variations in corporate saving are much more the
econammie consequence of the ascillations in the general
level of activity. It is not surprising, therefore, that the
behaviour of corporie saving is more elis=ly correlated

with Huelontises in nl:lnrl['r than is thal of governmen
saving, Hit this s not l|t'||'|' because corporste intome
has been particularly sensitive to varistions in the

eral level of economic activity; there has also hﬂ!rl a
strong tendency for corporations 1o maintain dividends
in times of temporary declines in income (see chart
112 ). The fact that dividend disbursements have gen-

28 The present discomsion centres an the rele of seving as a
stubdliger, In & comgrchensive analysis of the stabilising apera-
tions ol the govermmenl, governmeni [Evestmenl programmes
and meseiary pliceEs MH als b copaldened, Alibaugh major
expenilituses ssially require kgiskative approval, povernments
have sfien bem able lo vary the ride ulﬂ.p:nﬂ.llhrulrmh-
ment of rn-lrr alremdy approprisied. In woee coumiries, sech 5
Amsiria, Norway and El‘!’h.. explicit prowision has been e
for the Governmenl 1o m:n-m investment expendilare dusing
o recession. o the Unbied m;dmumuh!nm ita
-.nn-.-:-:lnn.l pulicy, the Gowmoend has recently sought poswer

vary oertein tayes within specified ranges by llinhhu'.lurt
ﬂl‘l:ll.'l' For fuller disoussion of Gscal snd I'I-E
Umiged] MNadions, Foonemic Survey of Enra I'-'u.ln "In
SO TLEDD, tln_pl-r: Y11 United Matinns, nrH‘ lrunmu' Survey,
15T I5-I|r- 4 T “-lll 1), chaper 15 Organisstion bor Eipre
PEE Ersmamic [.d-q:lpl.rlllﬂ'ﬂ.. Eurape and the Forld Econsmsy
{ Paris, 1960},

"u,uun: FOU ECONOMIC CROWTH : ITS SOURCES AND rn:lmu

erally constituted a relatively small percentage of cor-
purals income has |rlr|!i1_|' made this ].H.Ihi.hlﬂ.i it mlso,
corporate liguidity in many countries, despite o down:
ward trend in the Jreimst-war yeirs, Tt H:'u:rl]lr bosee iy
high io times of recession. The operation of these Factars
has boen clearly observable, for example, in the recend
experience of the United States, where sharp dips in
corporate saving have periodically oecurred; thus, be-
tween the first quarters of 1957 and 1958, corporale net
sViNg. l-l:'lmulh' adjused, declined [rom an wnmoal
rate of $11.1 billion 10 a low level of $3.6 billion.

Unlike both government amd corporate saving, the
behoviour of howsehold saving during post-war reces
pions appears o have boen highly wncertnin. Io the
United States, houschold saving as a percentage of gross
domestic product has been remarkably stable during
muosl of the period under review. In so far as uctuations
have tended 1o be much smaller in household disposable
income than in total output, the stability in this per-
centage during recessions haz been indicative of o decline
in the share of hovsehold saving in household lii:l-pu]dﬂ]‘llb
income, However, it appears thot during the 1960
recession, the share of household =aving in disposable
income fended fo rise; this probably reflected uneer-
tainty aboul the outlook for an improvement in employ-
ment opportunities

lo eantrast 1o the nl.prrimc: of the United Stajes,
ihere has been no tendency for housshold saving in
relation to gross domestic product to remain stable over
tiemse by mvost otlser indistrial eouniries. Nor has there
been a consisient pattern of behaviour during the course
of the eyele.™ Thus, during the 1952 recession, house:
lsold saving as a perceniage of gross domestic product
did not decline in all countries. To zome extent the lack
of uniform behaviour in houschald saving amony coun-
tries reflected different reactions to the collapse aof the
Koreon hoome. ln scime wesber eEEntriee,
the inerenses in the level of household saving marked the
end of the speculative buying that occarred during the
I;nru.n.n |:|.lu-ru- I|1 lllr Nr.ll:t't'Lu.mL .l.I1|f l!'ht' UI'I.ilHl ':il!l.!*
dom, the Increasss were also prompted by the abnorm:
ally low levels of saving in the enrly post-war years. In
Australia, household saving rose partly as & result of
the restrictions on imports of consumer goods |
prior to the recesion. The absence of any uniform be:
haviour in lhousehald saving was again noticenble dur-
ing the recession in 1958, although the general economic
wiliatien was lar more normal than in 1952,

The diferences among countries in the behaviour of
houschald saving have also been influenced by the
differing timing of purchases of consumer durables
Uhanges in these purchases have been highly volatile

ot There bn some evldencn that saving of unincorporated enter-
priee, which is incleded in houssbmll sving, has bebaved in 8
simisr way b0 eorporaie sving The n-'II-E:T patbern of sving
wl [armers has, boweser, been complicated by the lack of porre

spomdince beiween wvariations bn agricilisral and geacel eon-
[T e L [
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Annual Fluctuations in Uses of Corporate Income, 1950-1959
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Chart 1-12 | continued |
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onid 8 peduction in the purchase of durables in periods
of recession has ofien been sufficient o increase house-
hold sawing. Furlhermore, in couniries where hire-
[lurr]:u.'-u.- eredil hos hnanced a lip’uiﬁrqlﬂ erqinn ol
thse ;|r||:l1'hE.r-|":, coniraciial repaymenis have tended to
raize the level of hoosehold saving during a recession.

In comparison to the sther components of saving,
lorvign saving or, in other words, the balanee of pay-
minls on current acoount hies usually shown particularly
violent Auctuations. This reflecis the high degree of sensi-
tivity of the foreign balanee 1o changes in domestic de-
mand. During the 1952 reeescion, the common experi-
ence wis an improvement in the balance. While exports
tended 1o rise, imgports lended to fall a2 o result of the
elnckening domestic demand. The change [rom an im
port surplus toan export surplus, which was particalarly
moticeable in Australin, Belgium, Denmark, the Nether
lands and the United Kingdom during this period, had »

stimulating effect on domestic demand and counteracted
recessionary tendencies in the domestic economy. A simi-
lar iTﬂlIr-:IuI‘ITH'III i I!H'{IIH'IFH b lanes was I:I!.:.:I:il.'l rhp-r'ri-
e by miosl coumiries 1|I.II'iI'IF the 195 recpssion, The
United States was perhaps the one major exeeption to
this experience since foreign trade is not only less im-
portant in s cconomy but has often been subjected 1o
the influence of speeial foctors, such as the Suee crisis,
Moreover, its foreign balance hos been considerably
pffected by sutonomous movements in governmendt
Erants anil ||::i'|.'|11lr- investment alirosd,=*

For some countries, however, the role of forcign
saving has heen even more imporiant in expansionary,
-:‘.1.:_rnn e mited that becanse the timing of the post-war

business cyeles im variows indostrial counirie has not ecscily
eoinicidod and becanse special circumstances have ssmetimes
diiminated the misement of loreign Lislases, the cyelleal lmgiare
of ihe imdmstrial coomtries on the poyments position of the rest
ol the worl] hss ol been s severe s slherwise might have

boen ihe cuse,
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than in recessionary. phases of activity. To a considera-
ble extent it has acted as o temporary safety-valve for
domestic imbalance, When domestic demand for saving
has risen relatively to domestic supply of saving, for-
eign saving has been drawn upon, Such saving, however,
connot e ilH.'I\'I:-lHIIIEI‘:I' drawn AL for WY exiended
period of time, sinee this entails the reduction of foreign
exchange reserves or increasing foreign indebtedness.
Foreign saving may thus prove to be a factor limiting
investmienl andd growth, as it has in certain countries,
such as the United Kingdom, during recent years. To
some extent, the tendency to draw excessively on foreign
saving may have reflected inadequate saving from do
mestic sources, But even where the supply of saving from
domestic sources has been adequate, market trends in
exporis and imports, together with sutonomous capital
movements, have sometimes been such us to place a
serious strain on the external balanee during expat-
glonary periods,

Undoobiedly, with the pradunl liberalisation of trade
and currency restrictions, especially smong the indus-
irial countries, the link between domestic economie
activity and external balance hos been strengthened.
The fuct that the external balanee has not become o more
seriovus source of limitation on the dvnestic expansion
of most of e industrial couniries has rellected in Fn,rl.
the massive official grants from the United States to
these 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 States has
become increasingly concerned with its foreign balance,
and further improvement in the reserves of other cotn-
tries by means of a continued redistribution of gold from
the United States has beeome less likely. It is therefore
encournging that governments in both countries with
large poyments surploses and other countries, have

wn giving serious considerstion to ways and means
that could increase the supply of international liquidity.

The supply of finance

In buoyant ecomomic conditions when productive
capacity is being Tully utilized, the level of investment
which can be realized may be limited by the propar.
tion of income which the community is willing 1o save
at the prevailing level of prices. Identification of the
principal factors moulding saving behaviour in dif-
[erent countrics has formed the main content of this
chapler. It Is always possible, however, that the level
of investment may nlso be limited, not by the unwilling-
nese of the community to refrin from consuming o
proportion of outputl st prevailing prices, but by the
inability of those enterprises or institutions which
undertake investment activity to seeure all the funds
necessary to inance investment. An enterprise may wish
to invest in new capital equipment, but it may be un-
able to obtain the Ainance noeded for purchase of the
equipment. Conceivably, if many enterprises were so
placed, the aggregate level of investment could be de-
pressed and the balance between total investenent and
saving would then be struck at a lower level. Even
though fnancial markets in industrial countries are
highly developed, the flow of fnancial resources from
savers to investors is by no means (ree of impediments;
much financing of investment does not, in any case,
take place through the financial institutions that con-
stitute the market in an ordinary sense. Thus, the prob-
lem of the financing of investment has been of some
importance In industrial countries because it has in-
Huenced the level of investment in particalar industries
oF sactors,

Of the two sectors in the econsmy where investment
activity is undertaken, namely, govemnment and enter-
prise, it can hardly be said that the financing of in-
vestment in the government seclor 1s & whale eonstitates
a problem, except in a rather special sense, While gov-

erfimeil can ablain fndnes ||j.l lakalion oF hﬂrmwing.l
the supply of government saving available for the
financing of investment in the government sector is, as
has already been discussed, not simply reloted to in-
vestment programmes but s the oulcome of laxation
and expenditure policy in general. In this sense, there-
fore, investment may, on occasion, be (rustrated by lack
af hnanoe.

When a number of years are taken together, bowever,
it cannot be said that lack of finance has been an im-
pediment 1o investment in the government sector =3 a
whole, Thus, as may be seen from table 1-23, in the
mineteen  Afties, total government saving pgenerally
proved more than adequate to cover government invest-
ment. In fact, governments have generally had excess
saving, and, as noted earlicr, this has been wsed in a
number of countries to finance investment in public
enterprises or even in corporate enterprises, Nor is there
any indication that those countries in which investment
in the government seclor has been relatively large, have
been faced with greater financial dificulties since sig:
nificant amounts of excess saving are absy found in
these countries. Thus, smong the countries, Finland, the
Netherlands and Norway have schieved substantial
excess saving in government despite high investment in
the government sector, The deficit in government saving
in Belgium, on the other hand, has not been due to high
government investment.

Despiite the general excess of total government saving,
however, many tochnical problems have been present
inn the financing of mvestment within some subscetors
of government, Much government investment, for ex-
ample, i5 undertaken by state or local avthorities, and
restrictions on the fiscal power of these authorities have
often limited their investment. Thus, in mast industrial
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Tahle 1-23. Level of Investment and Excess of
Saving over lovestment of Geooral Government,
19501959

“"qrrrprw wl s hsinesisr l:rml'urlf

wresd Ereenr

Eimginfees Saniag v g

Jugan® 54 5.3 L1 B
.‘I.ll:ll'llinl Sb 4.0 IR
Fimhanal A 130 15 B5
Netherlonds 6.9 4.1 b E |
Hr-r'-l“* T.4 . B 37
Canads 29 S =05
Sweden 4.5 al LT
Teaky+ i . 13 4 -4
Germany (Federnl Bepublic) Tt 25 52
Uizl g’llll‘.! 25 2.3 o2
Depmarkd .1 a0 11
Franos 140 2.0 I..IE
inimd -5 LT -3
?ﬁﬁﬁl Emgdom pe L5 LLE.

Saurve: See talle -1

= Couniries are arranged im descending order of level of
govermmwil invesimenl a8 4 perealage o gross domestie
Pru!u.r'.l.

" These data om investmenl by general govermment are mot
exactly compar amang counifies. [nfermation o the dis-
erihutian of [nvestories by type of porchaser s mot availihle
or misl oeunirics, Thss, |0 was necessary o mako mongh esti
mabes al the invembones ol geneml povernmeil ln thess eown.
irips., Thas was dune by arhizrarily n.nu.minp thiad the share o
‘q“mmnl In |,.|,||:|.| HivERinrmes Wwis r||-|_|||l‘ll||rI..lJ 1o its ahare @
bkl Bumml investesenn. s grrar imvolved hers is ol borpe sines
imvemtory mvestment ever Uie vears 8 @ relatively small portaon
ol fola] imvesimeni.

* [ 9551959, annual svernge.

A OS5I TUGH, anmual averags,

countries, with the notable exception of the Sean-
dinavimn countries, the strocture of taxes of local or
date governments differs significantly from that of the
central government, The heavy dependence an property
taxes or local rates in 0 number of countries, for ex-
ample, often does not permit automatic o fustment of
revenues with rising incomes, and revisions of basic
rates or reassessment of property values are osually
difbeult to make. Moreover, the authority 1o borrow
money is osually severely limited, sometimes by con-
stitutional provisions. These considerations have been
particularty imporiant in areas such as school construe
tion which often is traditionally o local or state function

It s, however, largely in ithee enlerprise seetor thiat
the problem of financing asumes importanee, since it
is this sector which depends heavily vpon Bnancial
markets 1o secure the funds for investment. Although
the data on investment and saving for this sector are
nol exactly comparable, owing mainly to ressons of a
statistienl nntiore, il is clear that the eoterprise seclor is
usually the largest net borrower from other sectors,
The rough orders of magnitude may be seen from table
1-24. Further, there is some evidence that the degree of
dependence on external finance has varied with the
level of investment. In those countries where enterjrise
investment has been especinlly high its defcil in saving

hos also be=n relatively hiup:h,' this has been true, for
example, of Australia, the Federal Bepublic of e
many, Japan and Norway, And, where investment has
been low, the deficit has tended to be low, as, lor
example, in Belgium, the United Kingdom and the
United Stmies.

Table 1-24. Level of lovestment and Exees of
Raving over Investment of Enterprises, 1950.1959
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A similar conclusion appears o smerge from dota,
shown in wble 1.25, for a number of countries on the
amount of external finanes obtained by corporations in
relation 1o their investment. External finance, however,
may not be wsed salely to meet mvestment needs, bt
muy also e used For other purposes including the main-
tenance of liguidity or such purely financial trans-
actions as the acquisition of financial assets. The share
of external finance in investment does not, therefore,

Table 1-25. External Finanee as Share of
Carporate Investment and Total Finanee'
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necesearily reveal the relative importance of external
and internal sources in Gnancing investment, This is
again shown in table 1-25 where the supply of external
fimancs is also expressed as a percentage of total finsnce,
And, on the whole, as may be scen, the ranking of
oountries by this measure corresponds to that obtained
from the comparisan of the supply of external finance
with investment.

No doubt, the relative dependence on external finance,
however, must have been affected not only by the level
of investment but also by such other factors as govern-
mental fiscal policy with regard to corporate direct tnxes
and deprecistion allowances, the growth of corporate
income, corporate dividend distribution policy and the
liquidity position of corporations during the period.
The decline in corporate liquidity during the nineteen
fifties, Tor instance, appears to have been especially
marked in Canoda, the United Kingdom and the United
States. Liquid ussets in these countries from the early
nineieen fifties (6 the lute nineteen Gfties fel by 10 per
cent or more in lerms of current linbilities.

It appears 1o be fairly clear, neventheless, that, in
countries with higher levels of investment in the cor-
porate or enderprise sectors, the dependence on external
sources of finance has generally been relatively greater,
In such countries, the flexibility of financial markets
in meeting the hnancial requirements of varied indus-
tries and firms has no doubt been pul more severely 1w
the test than in countries where the corporate secior
has been able to rely more heavily on internal sourees.
It may be noted, however, that reliance on Internal
sources in the corporaie seclor aa a whole does not
nocessarily imply that the problem of finance B any
less acute for individual concerns. For, though nu-
merous indistries or enterprises may have large interna)
fnancial resources, these resources may not be made
availuble to other industrics or enterprises,

Among industries, although comparizon is rendered
dilficult by the effect of their particular operations on
their patterns of finance, there is some indication that
the more rupidly expanding industries generally have
derived o relutively high share of finance from external
sources. This appears to have been the case in Canada,
the Federal Republic of (ermany and France. In Japan.
bowever, some of lhe higher growth industries appear
to have been favoured by liberal depreciation allow.
ances 30 that their dependence on external funds has
mot been especially high. And in the United Kingdom
and the United States no significant differences in the
pattern of finance between the faster growing and other
industries has been apparent; this has been influenced
by the fact that their rate of growth during the nineteen
hifties has been relatively moderute,

While it is possible for the Taster growing industry to
restrain dividend disbursements in order 1o conserve
funds for expansion, such disbursements have same-
times been considered mecessary for the purpose of

attracting investors in new financing. In Australia, for
example, these industries have actually pursued & more
liberal policy of dividend dishursements than the aver-
age. In the Linited Kingdom. although the faster growing
industries have on the average been more restrained in
dividend disbursrnwnts, the most rapidly exponding
industries have generally pursucd a liberal distribution
[rl:]:icr.

If special problems may have heen associated with
the financing of the more dynamic industries, the same
can be said of the inincing of small firms. The Anance
of investment in gmall firms has been a problem com-
man o mdst countries, It s well known that the lending
rales applicable o small borrowers have u=aally been
significantly higher than those 1o large borrowers, The
reported rates, moreover, have usually understaied the
differential between those charged Lo large and 1o small
firms since muach of the differentiol has been hidden
in such expenses as service charges and minimum de-
posit requirements,. Moreover, as lending institutions
wsually perform some function of credit rationing, espe.
cially during periods of tight money, the small clients
have generally experienced o higher rejection rate™
When the small borrowers have been [orced to seck
funds from sources other than the regular financial
inslitutions the cost has even been higher, 1t 5 for such
rensons that & pumber of Efn.'rnl.rnmh hnye ]'nn]d -
ticular aitention to the problem of the Anance of small
industries, In the United Kingdom, for example, the
Industrial and Commercial Finance Corporation has
specialized in loan and equity financing of small busi-
ness; and in the United Stotes, similar facilities have
been provided by the Small Business Administration.
The inflwemce of these spocial institutions has, however,
necessarily been Bmited sinee their resources lhave os
e been small in romparison with the total require
menta. Thin is especinlly the cose with equity finance
whiich small business has found most dificult to secure,™

Severn| changes in post-war years have undoubtedly
contributed towards rendering financial markels more
flexible. For one thing, financial institutions themselves
have been ndapting to changing conditions. Thus, in
situations where the commercial banks may have been
reluctant to extend credit, other financinl institutions,
such as life ieuranoer companies, have ofien emerged
as alternative sourves of supply, This has in turn hrought
preseure on banking institotions 1o be more Bexible in
their lending policies. A related trend has been the
development of trade credit by non-financial corpors-
tions themselves, This development has had the efect
af utilizing more fully the available liquidity within

8 Areording te a servey conducbed al ihe end of 1959 and the
Er:'mni of 1960 in the Uniied Sintes, for example, over ene-

i of the demands of the siiall menefecturing corpsrations
which needed long-term eredit were ot satlsfaciorily met, In
eontrast, ibe proporikn was oaly ebout one-seventh for the large
mamiiaciuring corporations reqelring kagterm erodit. Board
of Goyerners of the Federal Reseree System, Federal Reserse

Bulletin, Jannary 1961 { Washingion, DLC),
= Jhid,
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ithe corporate sector. Moreover, it has somelimes served
(7] Fllnr:'r the ﬂ.l.pr:n'nr !H'r:l'tlun'il‘lﬁ EbwEr af the IH.I'E*'
corporatione it the disposal of small frms. These firms
have wsiunlly been sither suppliers or customers of the
lnrge corporations and have, therefore, been considered
ms esmentinl 1o the eficient operation of the lange cor-
porations themse|ves.

Siich r|1.||'|.ﬁ|::-l|. have mo doubd contribusted towards
imcreasing the Aexibility in the supply of financial re-
suroes, |n addition, however, governmenls in recent
vears have deliberately sought to influence the flow of
fipance inte different industrics or areas by & variety
of measires. For example, in the Federal Republic of
Crermuny, despite its emphasis on the market sconomy,
the Anancing of investment in industries cegarded as
stralegic o growth has been assisted by the alloation
of funds for investment from special contrilutions us
well as by special tax privileges. In such countries as
France, Jopan and lialy, where long-term development
programmes have heen worked out by the Government,
corresponding financial mensures have also boen a part
af the programme. These measares, especially in France
and ltaly, have included direct financing by government
ngencies as well as general fiscal incentives. In the
Scandinavian countries, laxes or rebates on invesiment
r:lplrnl'lilurﬂ have been sebective so that indusiries con-
sidered esmential have wsually been Tavoured. [Nfferen-
tial treatment of indusiries a8 regards mecelerated
depreciation allowanves has been Tnirly general in mast
industrial countries. 1n the United States, for esample,
although differentiol treatment of varions categories of

investiaeil Has nol been widely practised, differences
anwmig industries o depreciation awd depletion allow-
ances hiave also had indirect effects on the patiern of
investment; and a recent proposal by the government
pmouniing o & tax privilege to those hrms with o relo-
tively high rate of investment has reflecied curvent con-
cern about the need o stimulate investment, especially
in the growing industries, Further, in most countries,
the housing industry has been singled out for special
assistanee and control, In the United Kingdom, for
eanmple, = major proportion of dwellings has, until
recently, been constructed by ihe public eector iself,
Iin mest other counkries, ;Erhl:lulh |:|u|ﬂ:ir conslriaciion
Iins been far less important, o ignificant share of the
soiree of fnanee has been derived [rom the public
sector. In addition, governments have sought 10 regulate
the pace of residential construction aetivities by changes
in the terms of morigages, such as minimum dosn
payments and maximum years of maturity, in addition
to general credit availahilities, Finally, it may be noted
that many countries have made special provision for
financial pssistance to depressed industries or areas
The most conspicuous case of such aid has been the
regiona] programmes i the sutith in I!Ih‘. More modest
forms of regional assistance can also be found in Bel-
pinm, France, the Metherlands, Morway and the United
kingdom. And examples of aid to depressed industries
may be found in the comprehensive plans to reequip
the teatile industry in the United Kingdom and the coal
industry in Belgium. and the financial aid (or invest-
meEl in ml.l'l-l-.u:i:- in the United Staies.

Conclusion

Experience has demonstrated that the proportion of
grosa product devoled to invesiment is stralegic in the
promotion of economic growth, Were the resourees of
industrial countries not fully employed, their rates of
growth could be improved simply by Fuller utilization
ol existing eapneity. Bul, since high levels of soonomic
activity have generally been maintained, the sttainment
of high rates of growth has necessarily tumed upon
the realization of high levels of investment; this has
heen especinlly true of countries where labour shortages
have tended to limit the pace of expansion. Most govern-
ments have shown growing recognition of this need
und have in Fact taken various steps [o promode invesi-
ment during the nineteen filties,

If the level of Investment is 10 be ramed, however,
it must be matched by a corresponding increase in
saving. |t i encournging that, among the industrial
coantries, since they possess more or bess similar eco-
nomic systems, o pumber have succeeded in generating
high levels of saving in the past decade. But this also
raizes the question of why saving in sther countries has
not been adapted 1o the achievement of a high rate of
growth,

There i no simple or clear-cut answer 1 this question.
The set of Torees which have determined the supply of
saving during the past decade have not only been com-
plex but have also differed in their relative importance
amang countries. But it is a1 least not diffeult to dismiss
certain possible explanations of the differing experience
of eountries. For one thing, whatever the influence af
the level of per capits real income on saving behaviour,
this has aot been decisive in pecounting for inter-country
differenies in saving; indeed, the highest level of =saving
has Ieen generated in the poorest of the industrial coun:
tries. Nor have higher levels of saving been attained by
greater reliance on the inflationary mechaniem; infla-
tipnary pressures and balance of payments difhcalties
hive cectainly been no less evident in conntries where
saving has been bow. In all countries, moreover, it is
the domestic econsmy which has been the predominant
souree of saving, and in none has the attainment of o
high level of saving depended significantly on recourse
i the saving of vther countries.

The evidenie of the nineteen fiftics sugpests that an
important element in the realization of high levels of
saving hos been saving habits in the houschold sector.
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The distribution of income among high-income or low-
income groups is undoubtedly influential in determin:
ing the proportion of income which the community i
willing to set aside as saving. But it is striking thar the
saving habite of the community as & whobe have also
heen significantly affected by high rates of growth in
household income. Mareaver, the tendency 1o save more
when income is rising rapidly has persisted even though
the lower-income groups have shared more than pro
portionately in the expansion of total income, It is
cerfainly true that a number of other factors have also
moubded saving habits; the age composition of the
population or the spread of home ownership are ex-
amples. Rut the experionce of the nineteen fiftics does
afford suppont for the hypothesis that high levels of
investment, through lostering high rates of growth in
income, may have facilitated the realization of higher
levels of saving m the howsehold soctor,

The evidence concerning the contribution of the enter.
prise seclor 10 tolal saving is mich less conclusive, Tt
is quite chenr that it is generally the largest single souree
of saving, though this pantly reflects the statisticsl con-
vention thst practically all the depreciation charges of
e economy are included in enterprise saving. Depre-
elation I.'|1I:I'ﬁl.1 themselves are a major souros of gross
saving in all countries; and it must not be forgotten
that technobogiesl advances become embodied in the
l-"-lpill[ siock as much 1]I|l‘1:|uF|'.| rl-|1|nﬂ-rr|rrll af qklpnl-
cinted nssets us through the creation of new assets. While
depreciotion rates are largely related 10 the size and
structure of accumulated physical sssets and therefore
reflect past investment, rather than present saving,
decisions, it is true that there is & large element of
convention in corparate practice as regards depreciation
charges and that the fscal policy of govermment in
defining depreciation allowances for purposes of cor-
poerolo tuxation can therefore affect gross saving in this
sector,

The robe of government in alffecting the saving be-
haviour of the community is of especial interest, In
the modern economy, povernment policy and market
Farces are inextricably interwoven, and policy, in some
degree, affects the economic decisions of almost all in.
dividuals and vconomic entities in the community.

The most immediate imppét of government on the
level of todal saving has been throogh its own direct
contribution a= a saver. It & of some inlerest that the
countries which have achieved high levels of 1otal saving
have usunlly been able to penerate a larpe amount of
saving in the government sector as well as in the private
sector, A high level of saving by the government has,
moreover, generally reflected a relatively high level
ol tax revenue rather than o low level of consumption
expenditure, Where tax revenue has been high but
saving has been low, it has been defence expenditure
rather than civil expenditure that has limited saving.
And a relatively large volume of tax revenue has been

indicative nol so much of a greater degree of progression
in the structure of direct taxes an of o higher offective
rate of tax at both higher-income and lower-income
bevels.

From the point of view of policy, however, the inume.
dinte contribution which government can make 10 a
kigher level of saving through modification of its own
role as a saver is subject to proctical limitations in the
industrial countries. On the side of expenditure, a large
proportion of the resovrees ovailable to government has
been absorbed by defence expenditure in some coun-
tries. And, in the growing economies of today, the need
for continuous expansion of pablic services renders any
reduction in the share of total output absorbed in elvil
expenditure extremely dificalt. The ability to expand
revenue may also be limited by 0 lack of correspondence
between tax rates and yields. Althowgh government
revenue could possibly be raised still further, there have
been cogent arguments of o social as well as of on eco
nomie nature against increasing the tax burden. If the
barden falls heavily on the lower-income groups, there
is generally a conflict with the ohjective of more equal
distribution of incame; bat il it falls mainly on the
higherincome groups, incenlives o work ond to save
miy be adversely alfected. Governments have, itherelore,
generally avoided drastic changes in the tax structure,

UF much more general importance is the indirect in-
fuenee on the saving behaviour of the oommunily which
government can exert through the innumerable specific
inetruments ab its disposal, In early post-war vears, the
direct comtrols exercised by governments aver supplies
of consumer goods, particularly those imported from
abroad, mfuenced houschold saving by restraining
privile consumption. In more recent years, such restrie.
tisns have largely been removed, though imports af
certain consumer durables, such a8 motorcars, have
sometimes continued 1o be controlled. More important,
with the rapid expansion of consumer credit, govern.
ments have inoreasingly sought to influence its avail-
ahility and terms, In a few countries, notably the United
Kingdom, consumer expenditure has also been influ.
enced through changes in purchase tuxes, althaugh such
changes may sometimes have impeded the orderly ex-
pansion of some of the leading sectars of the economy.
In zome couniries, ndditional reliance has been placed
on changes in broader types of constimer taxes or sub-
sidies, such as tumover or sales taxes, Eforts have also
been made 1o encourage household saving J_-:p the offer
of direct incentives 1o save; among these have been the
provision of attraclive tas-free interest pavments on
=mull savings, and measures to broaden participation in
life insurance and pension plans or in the ownership
of shores. A particularly noteworthy feature has been
the encouragement of home ownership since home-

swners, through repayment of mortgages, tend to save
maore,

Liberal deprecintion allowances, as noted above, have
been an important influence in raising corporate saving.




the growth of the capital market.

Such messures have also been used 0 encourage the
growih of sclected industries. In some countres, cor-
porate saving has been stimulated through lower rates
of taxes on retained profits. The incresse in corporale
suving, however, may have been, to some extent, aff st
by lower personal saving s o result of smaller dis-
tribution of corporate profits, Inasmuch us a significant
portion of the distributed profits may be expected (o be
retnvested, ceriain governments have provided tax in-
centives Tor distribution of profits in order to stimulaie

The many specific moasures available 1o government
o encourage saying can undoubtedly have o cumulative
ellect on saving habits. In the final mnalysis, however,
it must be rm'i,gm;rd that the ||n.'|lr|r:ri of mning thie
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leverl of saving cannot be solved by the offer of specibic
inducements 1o save alone. Saving and investment ore
bul two aspects of the more general problems of bal-
anced economic growth. [t has been seen that, in some
countries, [or example, the tendency for disequilibrinm
in the balance of payments lo emerge when domestic
eronomic activity accelerates, has reacted adversely on
investmend and growih, And this has nol been salely o
probilem of balanced domestic growth, but has merged
inio the IIIEET |.|r|:||1]|-'rr.| of the Svl.lp]'lll}' of international
liquidity. The experience of the nineteen hifties. in Taect,
sugpests that where the constraint imposed on domestic
activity by the need 1o protect the external balance has
been less severe, the constraint placed by saving on in-
vestment has also been lessened by the realization of
high rates of domestie eeonomic growth.




Chapter 2

SAVING FOR ECONOMIC DEVELOPMENT IN THE
UNDER-DEVELOPED COUNTRIES

The role of saving and investment

It in sell-evident that the acute poverty of people in
under-developed areas has its source in extremely low
levels of productive capacity. And of the labour, natural
resources and capital that combine to determine produwc-
tive capacity, it is the stock of capital that is in greatest
want. While the stock of capital accumulated in indus-
trinl countries aver the decades is large in relation to
the population, it is still very small in under-developed
countries. The task of raising levels of living in these
countfies thus, in large measure, resolves itself into
the problem of capital sceumulation.

The crucial role of investment in the economic growth
of underdeveloped countrics was discussed at some
lﬂl‘l!.ll'l. in the World .Em.rnm‘rli:' SH.I"I’-EJI" 19508 Tl'll‘ -EI-I-I'-
vey abserved that the rates of economic growth attained
by individual countries have been elearly relaied 1o
their levels of investment; and this relationship is again
illustrated in table 2.1. The highest rates of growth have
generally occurred in countries where the proportion
of output allocated 10 investment has been relatively
large; similarly, in countries experiencing low or mod-
erate growth rates the level of investment has tended
to be comparatively small. Nevertheless, as may be seen,
the relationship has not been very close, There are some
couniries which have grown rapidly despite the mod-
erate praportion of outpul devoled to investment ; and
there are others which have grown slowly notwithstand-
ing ruther high levels of investiment. The fact that the
relationship between investment and growth is only
maderntely close is not, of course, unexpected, for the
level of investment is but one of the determinants of
economic growth. Another important factor has heen
the grawth of effective demand in relation to the nature
and amount of under.utilized productive eapacity at
the beginning of the period. Thus, in countries where
under-utilization of capacity was considerable in the
carly nineteen filties, the growth in cutput was greatly
fucilitated through a fuller employment of idle pro-
ductive capacity. An especially important instance of
greater ulilization of capacity is to be found in the case
of the export sector. In the under-developed countries,
where foreign trade is particularly important, the stae
of export markets has exerted a strong influence on
growth rates; a vigorous demand for the exporis of a
country has stimulated the growth of employment and

m—— L

! Uniied Nathons, World Econamic Survey, 1959 | Sales Mo
HRILET).
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aulput, while sluggish export markets have depresed
!:-I":-l'l'l“lh. And in 8o far as the ctpnuﬂ-ﬂl Aup-'.rh.r ol ex
ports has been achieved through a greater utilizatisn
of existing resources, the additional capital required for
the increase in outpil has been rediced,

Chher fectors have also inftuenced the relstionship be
tween investment and the rate of growth, Countries have
differed considerably in the extent to which there have
boen improvements in the techniques of production, the
introduction of which has required a minimum of new
investment. Moreover, the pattern of investment has akao
had o considerable influence upon the rate of economic
growth, An undue emphasis on a particular sector, or
disregard for importami sectors, has on ocrasion re-
iar ded eeansmic activity as seriously oz o lack of rseen-
tial raw materinls, For example, a failure o provide
power, communications and olher nECEsATY infrastruc
ture facilities has ot times been a deterrent (o invesimeni
in other felds.

Important as these additional factors are, there is no
doubt that higher levels of investment are erucial 1o the
acceleration of economic growth. And while many proh-
lems certainly confront under-developed countries in
the appropriate wse of new capital, their greatest prob-
lem arises nob in the allocation of investment but in the
securing of additional productive resources for jnvest-
ment, Without these additionnl resources, higher levels
of investmsent cannot be realized.

In view of the widespread under-employment of
productive resources in under-developed countries, it
might at first sight seem that greater investment should
nol be too dificult of sttainment. But ithe unﬂrr-rmpluf-
ment of productive resources which is n characteristic
of under-develaped countries has its roots in the chronic
disequilibrium iskerent in the strocture of their scono-
miies and it is brondly true that resources can anly be
mare (ully utilized as the causes of disequilibrium are
gradually remaved.

The sources of such disequilibrium are manifold.
Though lsbour i= usaally in plentiful supply, for ex-
ample, it may not be practicable to utilize it more fully
t» meel an expansion in investment demand because the
complementary resources necessary for production are
lacking; or even if the complementary resources, such
as tools or machinery, are available, the manpower may




5B Parr 1. Saving FORE ECONOMID GROWTIN: ITR SOUMCES AND TRENDS

Table 2-1. Rate of Growth of Output and Relu-
tionship between [nvestment and Outpuot, 1950-
195%°

Fais Ciran
o shumiprdar
. pridderd an eapitel-sulpl
i1 il e
s gl -
e
anAlmI prwfund
Jamaica 12 21 1
lsrael. . 11 36 |
Trinsdad wnd Tobagn i} M 3
Trag i L 15 H
Veneraels & " i
Grreece . . i 17 2
Rhodesin amd f'-'}'.l.uhu.d E | 0 i
Chinn (Taiwan} 1, 17 .
Hurma fi |9 )
Mexico fs 16 b
Braall. . .... fy 1] 2
Costa Rica 6 0 4
F‘|1||ip-|1i||:'l L] 4 1
Turkey 6 14 3
Panana f 12 2
Malen ] I:TEI: :
Spaln. .. .. 5 .
ff:.;mlln. b 12 2
Piserto Rien 5 50 4
Cosiga. .., 5 i fi
Cypriia - 1] ]
Kiorea | uldic of] . . 5 13 2
Unbsa of Ssuih Africa a = '
Ecuadug 3 14 |
hani 5 11 |
Coalombdin B E] 1
Thailand 4 1 1
Indonesia 1 fi 14
Fortugal 1 16 4
Chile i 10 3
{:!.ﬂﬂl:uﬁ : 15 -:
'A- ] - T-“I + :a:
Indis. . . . 3 B H
Cevlon 1 11 1
Tunguinvikn 2 | ]
Argenting . . 2 Hatl 13
Murocen 2 Lty 11

Soaureer Diviston of General Eeonnmic Besearch and Palicies
af the United Matipas Seeretariad, based on data from Staristical
Oiffice of the Unibed Naiions, Yearbook of Notional deroudils
Stagisticn and [rom nazianal sparces. ,

& For the i'nllrwm; poiptiries, (he peried difiers Frn:m that
wiated; Borma, 1949 50-1958 /59 (fscal years EnJi:ﬂ in ‘:f?mn-
ber); Brasil, Mezlen snd Pamama, 195401058; Hosdares, (950
1957, lrag, 195001956 Indis, 1950/51.1957/58 (fecal years
beginming im Aprilh; Poerto Ries, 195051195060 (iscal yeam
heginning in huly): Cypris, P951-1969; Argenting sl Trimidsd
aml Tobsgn, 19530-1950; UANR (Egypd), |[961-1056; Portugal,
1052 195% Moroces, 19521958, Thadlasd, 19531957 Chin
(Taiwan), Jamaics, ublic of Korea and Unisn of Somb
Afries, 19531950 fersel, 1953.1058; Malts, Hhodesia ami
Myasalond and Tamganyika, 1056 195% Greeoe, 1954 1958;
Spain, 1954-1957; Ghana, 19551054

Far lndonrsta, Meziics amd the FthFFI.rI.EII. this dita ade b |

lack the trnining and skill to ase them. Again, & higher
level af investment expenditure may nol be feasible
because the employment of additionsl |labour raises
demand for wage-goods, notably, food ; and an incregsed
supply of food may not be forthooming. More than
any other ==ctor of production, agriculture in under-
developed countries is wsually least adapied to the
requirements of an expanding economy; primitive
methods of production and antiquated systems of lond
ownership, in particular, combine 10 obstruct the re-
ﬁpnmjvmru of apijhisl Lo maacket conditions. Y et another
instance of chromio disequilibrium is the unintegraied
siate ol an under-developed sconomy ; because of inade
quate transport and communication Tacilities, the many
loeal markets within the economy may be relatively
isrlated from each other, rach market being anrespon-
sive to events in the others,

The elemsents of chranio disequilibriom inherent in
the economies of underdeveloped countries are the
primary reason why these countries are partioularly
prone to inflation. Despite the under-employment of re-
sources, output often responds only weakly to incresse
in demand. Additions to investment demand may thus
fail to evoke an expansion in output, but may rather
bring pressure an the level if domestic prices of on
the external balance, In these circumstances, unless the
additional investment demand can be met through a
corresponding deterioration in the external balance, a
higher level of investment can be realized only if the
upward movemen! in domestic prices causes a redis.
tribution of income in favour of the higher-income
groups. Since these groups tend 1o save a larger propor-
tion of their inoomes, the hig"le! level of F-l'iillF in the
economy will then relense resources to salisly the in-
erease in investment demand; and o higher level of
investment can be realized. No bess thun in industrial
countries, however, the aitainment of a higher level of
investment in under-developed countries through the in-
fintionary mechanism brings undesirable consequences.
Indeed, in these countries, since per capita income is
alrendy at very low levels, any fallin real meome among
the poarer classes may have particularly severe social
and economic ronseqoenies,

It i= true that inflation hes been & major problem con-

tiois, Capital formation dats for Tanganyiks, Thailand and Tarksy
enclusde changes in stocks.

#The rates of growih in gross domestic produci ﬁrrm-d.la
redier 1o annasl compeund mies for the |1fr|5-llﬂ fram 15501953
e POST-10; hui w the poriad is shorter, averages ol and
twn jermunal yvears have been wsed. For calculation of grawl
rases amid incremental capitsloutpat ratios. all basio daza were
puprassad in consland peices, lncremental capital-autput ratiod
have been ealeulated by dividing the ghare of gross fized invesi-
miniel i gross domestie prodwet by the annwel raie of growth in
rsss domestic produet.

*In currant pricas, sines Lhis :5 & mare appropriate conoept
{ur stusdying the snarees of financing of imvestnenl A atinl
procedure has been followed in caleulating saving ratios in sk

an pries natienal pridect: for Iedis, they are based on o mel
natinnal prodiet it facter enst and net domestic capltal forma.

il talibes in the I||I‘|‘.I-I-.H.1 ehmpler,
4 Calemfuted from the ratio of gross fapd [vestment to groes
domesiic product in curresl prices.
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[ronting a number of tcder-developed countrivs in the
rinetern ffties, 11 i= not to be inferred, however, that
inflution has generally been an important Factor in the
schievement of high levels of saving, While, gs may hie
seen from chart 21, annual rodes of growth of 5 per
cetl or muere have been attnined in g few countries whers
the ﬂt;fl‘t of imflation has been considerable, for the
inder-developed countries a= 3 group, there has been
i Enmsislenl rrlnriun-chip bietween inllation anid griswik,

Chart 2.1. Relationship between Rate of Growth
in Heal Chatput and Price Change, 19501952 10
19571959
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Souree: Sen jable 2-1
*For certuin differences in time period and concepls, we
footnates 1o fabln 2.1

As in the industrial countries, the differing experience
of under-developed countries with regard 1o the levels
and trends in investment and waving which they have
achieved is not simply explainable in terms of their
reliance on the inHationary mechonizm. Bul, in contrasi
bo the imdustrial couniries, diveroenoes amsing under-
developed countries in the level and trend of the total
supply of saving have not been related so exclusively
0 i behaviour of domestic saving. As will be seen in
the following pages, forelgn saving has bulked much
larger in the experience of under-developed countries,
As will also be seen, however, saving behaviour in the
domestic economy has been far from uniform,

It is the purpose of this chapter 10 analyse the factors
accounting for the divergent experience among ander.

developed counteies b ihe besel and trend of saving
it the ninsEesn ifties, Each of the several sources i
siving = thus discussed FE'HIH.H'I'!..

The groaping of the sources of saving nto the hoase
hold, euterprise. government and foreign seciors = o
some extent, arbitrary, for the devisions 1o consume or
aave that are taken in each of these seclors have reper-
rxistions on saying behaviour in the other soctors, |1 mus)
alsa be recogniged that there are several importnn
laetors, such & the expor experience or stage of de
velopment of countries, that have signibeantly mfluenoed
saving in all sectors of the economy. Nevertheles, analy-
sis by these broad classes of saving is illuminating since
the processes through which saving has been shaped
i the several sectors hove generally been distinetively
dilferent. .

This point & most obvious in the case of foreign
|'|-||-||'|U|| which has been an jl'r!pnl:hll] source of um"”t_u'
lor investmient In the under-dey rlurlnl couniries during
the decade. For while the level of private capital flow
hos been mainly determined by the natore of com.
modities exported and the sape of development, the
fbow of public Tunds has been affected to a large ¢xtenl
by political and other considerstions. Public capital
flows have, in fact, tended to be related w relative ine
vestment needs, and have been larger as a [rropartion
of gross product in the lower-dncome countrics than in
those al 0 more advanced stage of development,

Domestic saving, concidered ne an aggresate, has
tended to vary mainly with expor! experience, and alss,
to o minor degree, with per capita income levels. How-
ever, the level of domestic saving has also Deen E-
nificantly aflected by dther factors, The saving of gov-
ernments, for example, has inevitably reflected their
palicies with respect 1o public expenditure and revenus
programemes; again, o dgnificant determinant of house:
hold saving has been the distribution of income between
wagres and property and enterprise incomes,

The government seetor 18 perhape the most striking
instance of the extent io which decimions taken in one
part of the economy affect the behaviour of saving else-
where. Thus, povernment tax and expenditure policies
have been important in determining the level of saving
in the corporate enterprise and howsehold sectors. Cor
perate dividend policies provide asother importunt ey
ample of the interdependence of decisions which affect
saving. While a liberal policy of distribating dividends
within the domestic ceonomy reduces corporate saving,
it may be offset by kigher levels of household income.

The study of the factors pecounting for differences
if the saving levels of Toreign and domestic secdors with
which the chapler opens provides o point of departure
For the subsequent exnmination of trends, While, gener.
ally, the same poonomic forees are found to aceount
for trends in saving as for bevels of saving, their influ-
ence is revealed in o dynamic context of developrments
affecting trade, income and institutionsl factors. Finally,
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it is recognized that the failure to use wvailable saving
efficiently has adversely affected the pace ol economin
growth in some countries, and that, if saving is 10 make
& maximam eontributlion 1o [FrogrTess, eilcient means for

Sources of

In the under-developed countries, although their need
for high rates of economic growth is greater, the total
supply of saving available for domestic investment, when
expressed as a pereentage of gross domestic product,
has often not been ab large as in most industrial coun-
tries. This constitutes an important dilfesence between
the two groups of countries and goes close to the heart of
the problem of under-development,

The gap between the two groups of countries in their
capacity for self-sustaining growth is, hawever, reflected
mol only in their different levels of saving but alo in
their different patierns of saving. It is & mark of the
under-developed evonomies that not all the total supply
ol saving available for investment s generated within
the domestic economy. Whereas o number of the indus
irial countries are mojor sources of saving for the rest
of the world, most under.developed countries rely upon
foreign saving to augment domestic supplies | see table
2.2}, It i= also significant that, as compared with indus-
trial countries, the various groups of income recipients
who are classified under the heading of unincorporated
enterprises appear to be of relatively greater imporiance
s a source of saving in the under-developed countries.
Again, depreciation charges in the under-developed
areas are generally & muoch smaller proporiion of gross
product; and these charges accordingly contribute less
1o gross saving. [t is quite possible thar this may, in part,
denate differences in depreciation practices between the
two groups of countries. But it is more probable that it
primarily reflects fairly obvious differences in the struc-
ture of production and, accordingly, the composition
of the stock of depreciable assets. Since agriculture ac-
counts for & larger part of total output, a much smaller
proportion of the capital stock in under-developed coun-
tries is made up of industrial assets with a relatively
short life, such as machinery, and & much larger share
consists of slowly depreciating assets, such s bulldings,
roads, roilways or dams.

It is thus clear that the broad differences between
the industrial and the under-developed countries in their
patterns of saving are reflective of fundamental struc-
tural and institutional differences in the nature of their
economies, When the under-developed countries are
ronsidered s a group, the several souress of saving have
differed in their relative importance as compared with
industrial countries; and these differences in the pattern
of saving have contributed 1o the differences in the level
of total saving.

channelling it into a broad range of investment outlets
are needed. For this reason consideration is also given
to the problems encountered in its sllocation among
alternative uses.

saving

However, the broad diferences between the two
groups of countries should not obscure the fact that,
BEHHE thie unﬂrhﬂ-ﬂrlnp!ﬁ countries themselves, thire
has been considerable diversity of experience us regards
both the level 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 same industrial countries.
The range of variation in the level of total saving has,
in fact, been considerable, In Rhodesia and Nyasaland,
Venezueln, lsrael and the Congo, for example, the total
supply of saving has exceeded 25 per cenl; this &= in
sharp contrast to the low level of about 10 per cent in
Ceylon, Chile and the Philippines.*

Were there only small varistions among countries
in the total supply of saving, these might 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 best, yield only rough orders
of magnitude and that small differences smong
may not be of any economic significance.” But, since
differences have been large, it is evident that they mist
have heen mainly the outcome of economic [orces—madi-
fied, undoubtedly, by governmental palicy.

There is no single sconomic force or aspect of govern-
mental policy to which the diversity in experience can be
traced. Rather, there have been differences in the com-
plex of Torces and policies, not only as between coun-
tries with high or low levels of saving, but slso among
cogntries with dmilar levels. As noted earlier, the total
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Table 2.2, Levele of Foarsign and Domestic Saving, 1950.1959"
{Pereentage of Eruss dumesiic FI'IIII"Hl’H|

Vsundry lI-";:"“’—-r'."'-.".:'l"r

Hbwedesis anal Nynsalamd L |
Venemels : . A
lzrmul s iy 20
l_-.l;msu ~ ol i 2
Trinwlad and Tobagn ot
Union of South Africa. ., ]
Malia. . . 3 i o
Jamaica i TN |
F"'I..IHI'I'-I Hice e . 20
Argeiitina FEa e 20
Custa Hiea P 20
Burma. . ....... st
Cyprus, Sru el B 1%
Spain, Tk 1B
rﬁl::ll'nlrl..l : s e L
Chiina (Taiwwn) H A 1
{roece. .. ... - ; 17
Tanganyika, ., i ’ IT
Mexico, . . LI
Hraml, {i i
Thailamid : i 16
Mliprmes i ) 16
Frrtugnl ; ; It
Hondwras e 15
Iy ... 1 ' 13
Fawador 14
Turkey. . . ‘ 11
Korea (Repuldic of) I
UAR (Rgypr) 12
Panams 12
Guntemala '
Ceylon. HIH RSFEAR |
Ghinan e 11
Chile . . . L}
Fhilipgines L]
Inid omiesia fi
lTndia

1w e ik i

Tk il Farvign ol dllerrwiar
LN T L miving
fi e u 14
4 ig k] Lty
' |
i} [E] £ Lfs
i I fi (]
i 15 1 4
1 15 3 I5
i 13 b 3
fs 14 18 -4
] (1] 2 B
] 13 i 11
] 13 — ] 14
1 15 12 3
T 10 2 B
] '] L'}
fy 2 1 5
5 I | b
=]
]
5 i1 | hil
2 :
fi 10 | L1
5 11 A fa
5 10 2 ]
] 10 —3 L
o i | i
b L] b (]
5 ] 0 -1
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(5] ] s 1
i n | fi
2 0 9
“
1 A i l
b i ) i
3 1 1 ]
H 1 T

Source: See iuhle 2.1
* For eertsdn diffesesions i time perfod and con.
rr_LlI.l. wr fowinoies to table 2
Foregn saving is squel 1o paymenis or inpsrrs
of goods &nid services minus receipts frem puporis

supply of saving consisis of fareign saving and of the
domestic saving undertaken within the governiment, ex)-
lerprise and houschold seclors: and since the factors
determining the saving from each of these sourees are
lH'IHIIH.I‘_l' 1““1"2“1. I:Irll:ll'!.'l.i‘l- ol II:[" Iu[n_l :lu:llpl:r ® |||-_|||
[acilitated by consideration of its several components.
These components are onsidered separately in the fol-
lowing sections, but by way of introduction it is useful
hirst 1o form some impression of (heir selative i_|_-|||,||_-|r|.
ance. [t shoald be noted, incidentally, that sinee it is
mil |“'-'H-|J-"|-E' tor allocate 1lrpn'riatiun |'||.:|:r;f,h Ay thie
different sectors, the ﬂllu':-ﬂl hereafter is necessarily
in Lerms of nel saving.

of grels gl sorveoes. A positive {oreign saving
reflects an exoeis of amrh Ay EEnEE aver rr.l\fi-'lﬂ_l
amd & Hirgdl 1 v I'||lr|;1| sEvimE an Froess of |-|I-r\e|'|.|||
e pay il e alee Tootnode 2 o the pressa

chapler.

That foreign saving has generally contributed sig-
nificantly 1o the total supply of =aving can be easily
seen [rom table 2-2. IF the period from 1950 4o 1959
is taken as o whole, thirty-one of the thiriv-seven coun-
tries listed in the tabbe were recipients of foreign saving,
and in shout half of all the countries, foreign saving
augmenied the domestic supply by amounts ranging
from one to 3 per cenl of groas domesiic product. As
discussed later, these additions 1o the supply of saving
have mainly reflected long-term capital outflows (rom
the industrial countries. A considerable number of
wider-developed coundries, bowever, have reeeived sal-
stantinlly larger umounts of foreign saving, In nearly
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one-third of all the countries, foreign saving has
amatnted 1o 4 per cent or more of gross demestie prod:
pet. and in the extreme instanees, such as lsrael or
Puerta Hico, it hias been as high as about one-fifth of
gross product. [n only four of the thirty-seven countries
has ilere been an outllow of domestic saving; these ure
the countries which have either made net repayments
on their previous borrowings [rom abroad or simply
added to their gold and Fareign exchange reserves, Trag,
for example, ndded substantiol amounis to it Teserves
in the mineteen fifties.

The level of fo rrip'n H:I'I.'iﬂF- however, nllhnuph it has
varied widely amang countries, has not been closely
associnted with the level of total saving. Countries which
have drawn heavily on foreign saving have not neces
gari |y b high levels of total saving ; nor hins & maderate
inflow of foreign saving necessarily implied that the
totul supply of saving has been low. This only points to
the fact that levels of foreign and domestic saving have
frequently been determined by unrelaled (wctors. It i=
true that, in & few of the countrics which have been
large recipients of foreign saving, the level af duometic
saving has also been high: Rhodesia and Nyasaland,

Parr [, Saving Foll EDONOMIC GROWTH: ITS SOURCES AND TRENIS

for example, i= & case in point. And 1t # quite corvect
that, in these instances, the levels of loreign and do
mestic saving in the export sector and elsewhere hayve
bern stimmulated by sharply rising export incomes, On
the oiber hand, other countries which have been re-
cipients of [oreign saving have experienced wery low
fevels of domestic saving. Conspicuous examples are
Cyprus, lsruel, Puerto Rico and the Republic of Korea,
where lihrr'i.|.| [artors, |.r|u.|:u||.'|. il @ nsp-EeonoRie nature,
have determingd the level of foreign saving, More im-
portant, among the larger number of countries where
the level of foreign saving has been more moderate,
differences in the level of foreign saving have not been
related in any systematic way to differences in the level
of domestic savime,

The lack of correspondence between foreign saving
and the total supply of saving is necessarily reflected in
the relationship betworn domestic saving and the 1otal
supply. Bul, as may be seen from table 24, since do-
mestic saving is genernlly the major source of total say
ing, high or kow lesvels of fotal saving have Frequently
been associgled with high or low levels of domestic
saving,

Tahle 23, Level of Net Domestic Soving, by Sector, 19501955
(Peroemlige of gross demestic procud)
, Todal s Primits sasing
i g seing Pt Corparas Honsarhald

Lafigo. L& 4 13 B 4
"ln'l::E:urln P, R 16 10 fi 3 3
Rhisdesin and Nyssaland 14 B 9 4 4
Union of Sowth Africa. ... ... 14 3 10 3 |
Bicrena i - e 2 il .
Moroeon L1 & T i fi
Trimilad and Ta 1 - i P
i ks i 3 7 . 3
Codombia. . .. .. G 1 5 1 3
Cevlom 0 2 T & s
Spain 2y B 2 fi 3 3

suadork, . B 4 5 2 3
Honadrss B 1 7 l &
India. 7 1 t
Part fi 3 3 e iy
i 5 2 3 3 e
Cling (Tarwan] . 3 1 4 ; :
{spowre. , ... 4 1 a ol .
Philippines® o P A ' 1 - 2 =2
Chiler . . | . e A e 1 2 =1 . -
5 AR R | 1 -] 2 -3
Korea ﬂilepul:rli; nﬂl L s T ] =] —4 1
Puerin Rien . i Lol st —i 5

Sosrcr; See tahle 7 1.
* For certain differences im time petiod sud coa-
“pts, ser [natnsies (o table 3.1, Gowmmment sec.
tor consists of gemersl

menl, the curgarale
secior of private and ﬂl: corporations, and the
household spcisr of houssho nuiul:urpun'lrl:l

terpeises il ivale non.profit  institutions.
Eu-:puunu dn nrllrmml-urﬂ:! wilil o godals be.

cawse of rownding,

b Pighle eurporationg ineluded in governmeni
sEciug,
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As might be H.Fh-lrd. privale saving linz !Hu-rqll'!.
Biern more imporiant than government saving in deter-
mining the level of fotal net domestic saving. What is
of greater interest, however, i the farl thal, in countries
where tolal domestic saving has been high, both govern-
minl sod privale saving have generally teded 1o e
high ; and, conversely, low levels of total domestic saving
have gonerally been associabed with low levels of both
governiment wined ".Ili'ilﬂ].l' ll'rin!:. As t"l.l.llﬂ.inl'tl later, e
levels of government and privaie saving have been re
lated 1o ench ather, |lr;|'|:|r bernuse they hove bath been
mich affected by the natuee of the export sector.

The level of povernment saving has varied appre-
ciably among countries, In the extreme instamces, i has
bheen ns h.ijﬂ'n as | jeer went ol EToss domestic |:|r|;u;|||u'l
in Yenezuela, while in the Hepublic of Korea the Gov.
ernment hos u.l:luu.l-h-' I:rl'--:-llhl"ll. ln mosl counines, gy
ernment saving ha: ranged from one 10 5 per cont of
priss  domestic pmdul:l.' Hy COEsa risan, the inter-
country differences in the level of private saving have
boen somewhat greater. Private saving hos been nega-
five in sach countries a8 Chile and Panoma, bul as high
as 13 per cenl of gross domestic product in the Comngo,
The level of saving in other countries has ronged widely
between these extremes,

Within the private sector, neither corporate nor house-
|I¢.li1] -:i'rinp sevins i have '|l|.l'|.'F|.‘|. I:|:'||:= mre |lr.||1'||r||1r||
rale in explaining the inter-country differences in lovels
of domestic saving.” Mor has each, token l.l'rlﬂ.r.ﬂll:‘-]'!..
ghown a close positive associntion with the level of
ibomestic saving, although in the cose of household
saving the lowsaving countries have tended 0 expe
rience no nel saving or even negative saving, To some
extent, as exploined later, corporate and howschold
eaving have tended to offset each other becouss of
instijutional differences amony countrics, but they have
ako been alfected by various other faciors, such as the
level of per capita income. the nsture of the export
gector or the impact of government hscal policy,

Faiiks:n savinG

The inter-country diferences in bevels of foreign sav-
in..: II.I'I'E.. as il-lhl- ||nlﬂl. hllgrh‘ rrﬂn'lﬂi |!||'|'|-'r:-r|r|-|- 11

i The range of grose goeermmsent savimg between the high
saving and lvw-saving enuntries |s prohably geeater than that «f
et savimg. This i= becamse the shiure of government gross mees-
mend o bolal erstment hee gemerally been larger mosamiries
with i nel savimg. 1L a8 an spprovimation, deprecialion is
FITS ] to be proporbmally squal s all cowntrees, the spread
ameng comnfries b karger for governmeml gross sasing than fer
grverisnenl nel saving

“fn this chapter, where saving by sector s losed upon the
dula sm wet seving, the rnnl'rlp: il enrporale sector ia meel. Net
enrporale seving includes savimg of both poklic gl privaie sor-
peeralions; the available inlormation shows that ibe saving of
the foriner lhas geierilly temded b b amall im the stk Is
chapter L, however, the discwssion in termn o] gross saving has
mrvessilibed the sse o ihe concepl of mlerpnise sector, l';lun
enterprise saving comgpirisms, b sddition W gries savieg sl eor
poralnns, degiieciation allewances of uninorporated enferprises,
goiernment enberprises and  privade dwellings which cannoi
always be separaied.

the imllow of Fu:rlli;ll |u||.|:_-'|rru|.rn|:li!|.u| i albisinl grantz,
That the movementz of these international funds have
accounted Tor the bulk of foreign saving b recijpienl
rountries can b easily seen From table 24.° In fact, m
a signifcant number of these countries, such as Vene-
auoly, Guniemala, Ecuador, the Congo, Bracl and Mes-
irw, such Funds hasve provided the whole of foreign
caving. These capitnl Bows, however, have been com-
||-|.|-||.1|.-|lrd ul bath |:lri.'u:lr |m||:-|:rr|1'| r.:||'.|'||:u.i mnd olfseial
loans and gromiz; ond the volume of capital received
by imdividual countries on ench of these two sccommis
has been determined by entirely different considerations.
Explonntion of intercountry differencis n the level of
foreign saving thus twms largely upon the Toctors in-
fhiencing these two different types of capital How,

The relative importance of private and oficial capital
in determining the level of Foreign saving has varied
widely among countries. While the low of olfcial long-
feErm 1'I.I.|li|l| and granls Lo the unL]t-ratlrvr]uFu'll roaninies
15 0 whole has been substuntially larger than the fow
al [lr.i'l.'u.'l.-:' :lllilll, In sofme ir:l:]i'l.'il:]ua! ruunl:rirn pril.'llr
capital bas been the dominonl or even the sobe com
ponent in the total inflow. In 8 number af countries,
however, the inflow of private capital has been very
small or repotriation of private Toreign capital s
ivien laken pilace,

The wneven distributon of privote capatal among
the nnder-developed countries has refleeted the fact that
private [oreign capiial hos been mainly attrocied to
thise countries endowed with natural resources Tor
which world demand has been rising strongly, There
has thus been o significant tendency For the level of
privale capital inflow io be directly asocialed with
the Fate of iul."rrn.m-' in 1"'I.IH'.IIE pmn-rdn: 1]|'pl_- 'p-l |||:|_1|.1 rjlh‘l
in table 2.5 where cowitries have been grouped both
|.|.|'|.'|:|:|'|:||J|.,E| tis the phsolute level of their avernpe annmal
ot inflow of longterm private capital and scvording
to the pereentage increase in their export eamings over
thee period. In certain mineral exporting couniries, such
i Bhodesia and Nvasaland and Vesesuel, for examjphe,
lnrgn amounts hove been invested by forcigners in the
production and esport of such commodities as copper
and petroleum, In contrast, countries which expont

i Estimaies ol mternaibaial fows of pulilie asd private fusds
wrr dertved (rem Imiermational Monetary Fund, Enptihrr af Pay-
mendi Yearbook | Washingiom, [, The terms puhiic and
priveles peles, umless ntherwise siaied, in il sectors in the ander-
develoged coantries and wol e thise in the rest ol e worls.
Fier exasnple, 8 loaii provkided by the loternathensl Haak for
Kecomstroction and Develo peest, an mtergovermments| orgami-
malinn, 16 @ privale coneern in En Inrlrt-lT"ﬂhlpﬂll snniry is
eoisldered o he 8 privaie loan, (het is, 8 loan received by the
private sixtor. Likewise, lumls provided by priwie {oreign in
wrsbiife oof dllu.ri- I gEnwrimbirnls &l oo |'|'ll Bii kql |‘rlh|
Yumns wr denations, that is, lends received by the pulile secior
Tl bulanee ol payments accounls nqlriiﬂru]r!.lr the Inbernatienal
Maonetery Fand comblse transactioms of public snd private bank.
mg institutions with dsta s olficial capital Hows, 'Iliﬂ ibe ex1rnl

that ilie informstion provided by the Imernstional Maonetary
Fand in the descriptive notes 8o country siatemends has per
mibted, ihe long-term transactions of ithe banking seclue have
been allocated, as apprepriaie, to private and offcial capital
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Table 2-4. Levels of Foreign Saving snd its Principal Components, 1950-1959°
(Pereentige of gross damestc pmlun'l

Csunirs Farngu
maring®
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Chile. R Lo P —
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Sowrer: [vision of Geveral Economic Research
and Folicies af the United Nativms Secrsianial,
busad om dsta from Statisties] Ofce of the United
MNations, Yeorbook of Verenal drcescun Spetiitie
arsl from Inaermstione Monetary Funi, Baimare of
Paymeniy Fenrbouk (Washingion, [0}

* Far pertain differences in teme |-rmua il e
orgils, see foddnates to tahle 3.0,

chiefly textile Bbres and certain foods have been par-
ticularly unattractive to foreign private invesbors,

Since naiural resource endowment and the rales of
growth in world demand for the various primary com-
modities have mainly determined the level of private
capital inflow, private foreign eapitol a8 & perceniage
of gross domestic product has been substantially higher
in countries with highly lavourable export experience.
For 1950.1959, as is shown in the accompanying table,
long-lerm private capital as & percentage of gross do-
mestic product was on the avernge six times larger
for the countries whose exporis have expanded rapidly
than for those whose exports have shown slow growth.
Particularly large inflows were received by Rhodesia
and Nymaland and Venemuela, for example; in both

& Fog defiaitian of fereign savimg, se table 2-2
fnwinote b,

* Far Burma snd |ndis, dals on fo ragpical
and grants gre for culendar vears, whale theso per-
tmimimg 1o (oregpn saving anil damestie wrl are
for fscal years. [uta for Morecos exclude official
pramis; for Ghena, GGreece anid the Unien of Seuth
Afriem, they include shart-term private eapital. A
minus sign indicstes a net oatllow of capital,

couniries the Hows amounded to ahoui 4 per cend of
gross product.

Armgy mdnr i fng-ferm

; - @ peipale eupiled an
apart i i dini predoct, (030000

Large A L7

Mademale | 1]

Small... ... 11 03

Seiwvee: Taliles T4 and 2.5

Partly a= an outcome of the fact that the flow of
private foreign eapital has been largely related 1o the
natorsl resource endownsent of -l1.|lﬂ.'ii‘i.-|: el res, 'pri-
vale [oreign investment during the last decade has
terided 1o be concentrated in the under-developed coun-
Iries with higher per capita incomes, (4§ the countries
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SAVING FOR ECONOMIC DEVELOPMENT IN THE UNDER-DEVELOFED COUNTHIES

Table 2-5. Relationship between Inflow of Long-term Private Capital and Increase
in Export Earnings*

darreum In expawl sraisgs

- Lo Mederais e

|.-l-l'r-l. {rrraee Mevico finn
Marnces Brusil
Mni?u:ﬂ Nrwaadand

it I

[lmi Sourh A
qu- af  frica

Moderate. ... ... lsrael Chile

Small. . China (Taiwan) Eﬁhlulmh Barma
Coata Rica e Colombia
Eruadnr Honduras
Trug India
FPanama Irdermenin

UAR {Egypi)

Source: Division of Geners]l Foonemic Research
anil Fﬂlnur Ih-tannl'lud Nationa Seevetnriai,
lhasesd om from Internatisnal H'nrul.ﬂ Fuand
Bolanes of Poymends Vearboob and International
Finaarlal Stanieicn (Washington, DUC),

* Lowniries. have heen grouped according is ﬂu-
annual av of the mol inflow of private "Eh
in 19501959 {or for & part of this peviod for which

included in table 2.6, seven whose per capita income
is over M dollars have received almost hall of the
total net inflow of longlerm private capital into the
under-developed countries, In sharp contrast, the least
favourably situated have been those countries with per
capita national incomes of less than 100 dollars. From
this group, which includes such countries as India and
Indonesia, there has actunlly been & net outflow during
this period. The inflow as a percentage of gross domestic
prm‘:uct has alsa tended to be in Tavour of h‘i;pl'h:r-
income countries. ( course, not all private foreign in.
vesimenl in the under-developed countries has been in

datas wre available) and the perceniage increase in
export ﬂrll.lll between | 1052 and 19571955,
. 30 million dollars or more;
mioderaie, af iﬂ.l-l Elm]llruuduilm but less tham
i‘lﬂ- millive dullars; small, lese llu-u i5 rmlwn dal-
arv. fmcreuse in erpori e ol
or mare; moderafe, &t IHIII‘TE per nutﬁ |eas
lh.l.u..ﬂ.lp-u-r eenl; small, besa than J.!ipu rEml.

their expori industries. Part of it has also been invested
in indistries prodocing for the domestic market. Bu
such investment has tended bo sceentuate the distribution
of private capital in favour of higher-income countries.
Cenerally, foreign private investors seek outlets for their
funds in areas where certain basic {acilities—such as
transport, communications and banking—are already
Fairly well developed, Adequate facilities of this kind
are usually available only in coonires which have
reached o higher stage of economic development and
where II:I: level af per r.lpih ineome is nlsg !rnr."“].'

higher, Moreover, with & given population, & higher

Table 26. Net Flow of Foreign Funds 1o Under-developed Countries,
by lncome Group, 19501959, Annual Average®

A eiad il
Frmanle @rniils aval Pl granis masl
T s dwwy brrmm gk i g-farm ferm
e grvigs ol kil ikl o gukif _:E‘.itl
{eiilions of deidzrs -lqd:rpl-hﬁ'lﬁr
ﬂu-l.nl‘ﬂu with per ﬂ_:luq mnmﬂ imeome of;
L Less than ma s ] -0 70 - 23
I 100 to 199 dallars . 13 280 454 1.0 1.3
I 200 b0 209 dollaew., . . oooviciinne. B 153 162 1.3 I |
IV. 300 dallsrs ar more, ! T 404 A58 ) 3.3
TOTAL, UNDES-DEVELOPED CouNTRIES 31 H37 1,248 1.0 Lo
Sewrce; See table 2.4, Cilombin, Esmadnr, ﬂl:.l.n.l. El.:l:nlh. Hnuﬂ wrns,
= Far sertain differences in time period and pon- Irag, Morooen, Philippi blie of Korea,
o, soe feotneles 1o iables 2.0 and 24, Countries Hhodesin wnd "'i}'ulillrl-d-.. UAR }E;m,} G T
hﬂlhﬂ'ﬂrﬂllpﬂ ld-m‘d-lﬂ!lﬂﬂ}l annunl o Costa Hica, Gresce, Pansma; Turkey;
ol theeir p-rttlplﬂ- national imcomes in 1956-1 Group 1V Arpu.un.- II'.hJJ.e erael, Puerto Hico,
l'.:r-_p EHII ITllln!.. Eunnu. 1|'.|.:h.|., EPiu. Union of Sonth M'nu. '-':uﬂ.utl.l_
Indenesss, 3 Gromp I Brasil, Coylon, b Bimple arithmetic masn.
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per capita incoms provides a larger domestic market,
which offers an additional impeius lor the inflow of
foreign eapital. Tt i 1o & consideralde extent for this
reason Thol h'r!mlim:. Hrazil, Chile, Mexice and the
Union of South Africs, for example, have been abile to
attract large or moderately large inflows of private
capital. U the ather hand, ihe low level of peEr Caprils
income seeme o hove been one of the deterrents 1o
suich inflows in countries soch a2 Indin and Pakistan,

Unlike the flow of private capitnl which is motivated
by prospects of profits, econemic factors have played a
less significant role in influencing the flow of pablic
funds. (fficial assistance i= inevitably linked with politi-
cal and other non-economic forces, It & largely the
influence of such Factors that is reflected in the large
fovws of public funds, ronging from 4.3 to 124 per cend
of Eross drmiesiic Fm-l:ll.lr.L in such countries o8 China
{Taiwan ), the Congn, lsrael, Puerio Rico and the Re-
public of Korea. The special circumsiances that marked
the EfheFgenoe afl laroel as an :ind-:p-ru:lmﬂ nation aller
the Second World War have brooght forth large
amounts of foreign aid. Political reasons, 100, have been
the principal factors behind the very large amounts of
l'ure'lp;rl misislanee received I"‘." China ( Tatwan | and the
Hepublic of Koren. Almost all the loreign saving re-
oeived by the Congo has been in the form of pl:ll:l]ir.
funds, owing to the political link that exisied umtil
recently with Belgium. The experience of Puerto Rico
has been rather special, since its relationship with the
United States hos ennbled both the public and private
sectors of the cconomy (o receive large Bows of foreign
saving.

While & number of varied factors have nloenced
the flow of official grants and long-tern loans, it is
striking that a significantly large proportion of these
public Tunds has gone to the lower per capita income
coundries, It is evident from mable 26 that during
19501959 22 per cent of the total Bow of public Funds
wenl o countries with per capita incomes of less than
100 dollars. Since these countries as a group have not
received any ped inflow of private capital, official assist-
ance has been of gread importance for them, Among the
couniries with per copiis incomes of more than 300
dollars, Israel and Puerto Rico have received large
nmounls of aficial Fonds, bt the share of this group a=
a whole in the total Bow of oficial funds has been sub-
stantinlly less than its share of private capital. On the
whole, therefore, the Bow of public funds has helped
to fill & gap in ihe availability of foreign funds for a
number of couniries.

While private and official capital have together ac-
counted for the main part of the (oreign saving nvail.
able to most countries, it can be seen from inble 24
that the net inflow of long-term capital and grants has
frequently been smaller than total foreign saving. Such
couniries have had to rely on additional sources of
financing. Thus, in & group of countries including

Greeee, Isrnel and, 1o 8 lese extent, Poerio Rico, where
historical, culiural and inaitutional links abroad are
Ell.m:i:u.[l:.' sirong, private donations have contrilutod
significantly to foreign exchange roceipts. In [srael,
over one-third of the goods and services deficit in 1953-
1958 was covered by such contributions, while in Greece
the proportion amounted to a little less than one-half
in 19541958, In Indin private donations have provided
chose to 24 per cent of the total Bow of foreign saving
during the period under review. A second group in-
cludes countries which have sought to fnance many of
their develipment projects through the use of exchange
holdings previously secumulated, This has been partici.
tarly true Tor somne of the present and former members
al the ﬂ.rrh'ng: area, For instanee, between 1950 and
1959, the reduction in gold and foreign exchange re-
eerves ns & ratio of the deficit in the balance of payments
o eurresl acosunl amaanted to shoul 60 per oent in the
United Arnb Republic {Egypt), 33 per cent in Indin
amd B per eent in the Union of South Africs.

DoMESTIC SAVING

High or low levels of domestic saving have, as noted
entlier, generally been pseocioted with high ar low levels
of saving in both the private and the government sectors,
This relationship between private and government say-
ing suggests that the lovels realized in Leoth sectors may
have been largely shaped by common factors. Before
saving behaviour in cach of these (wo seclors is con-
sidered separately, it is therefore of interest to explore
the possible rensons for inter-country differences in the
level of domestic saving as o whoele.

(e very broad possible explanation that immedi-
siely suggests itself is the varistion smong couniries
in the level of per capita real income. It might be ex-
pected that a smaller proportion of income would be
aviilable for saving in the lower-income couniries, since
relatively more would be aheorbed in meeting sub-
sistence needs. And lower per capita real ineome might
nilt omly depress the level of saving in the private seotor,
but alse reduce the taxable capacity of the community
and, consequently, the level of saving in the government
sector,

The experience of the under-developed countries in
the nineteen fifties, however, offers only limited support
for this explanation. In a number of countries, such as
Burma, the Congo, Rhodesin and Nyrsaland, as can be
seen [rom table 2.7, low income levels have not pre
vented the attainment of high levels of domestic saving.
At the opposite pole are countries such as Chile and
Puerto Rico, which have experienced low levels of
domestic saving notwithstanding their higher income
levels and more advanced sconomies.

Thiz does not disprove that a low level of per capita
real income may, in fact, be an important factor limit-
ing the level of domestic saving which can be atiained
in an individual country. But it does indicate that the
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Table 2-7. Relationship hotween Levels of Por Capita Inecme and
Nel Damestic Saving, 19501959

1" r sl A el i wb peieniast ol goud deerelin gl
sfharad e -
abrblary Fivlew 5 § bm 7 #ia 9 rf o il % i 0
Belonw 1000 Clyina (Taswan) Imilin Hurmma
Indisneaia Lomgn
00 o DR kopes Guntemala RBrazil [rug Rhodesia and
ﬂirplil-ﬁ.:’ ol Porpugsl Leybom Magueen "'ry'a-|||u.11|:|
F"|||.|l]|.|||l|r-. l'pll.lilﬂlhiu
Ecuador
Humiburas
200 80 299 . ... ... lsreece Therkey Lasia Hica
Fanisisiia
S g BUH oo Chile Juanaaei Spain Alalia
Cypris Umon af
South Alrica
Absowe MK . Puerte Rico Argrailina Yeneeusln
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Tukagn
Sourre: See table 51,
= For pertsin dilferences. in time period anid coneegis, see fosinnies ta table 2.1,

infhsenee of the level of real income has often been ot
weighed by other Forees, Indeed, it serves 10 emphasize
that the wnderdeveloped countries, far [rom being a
homogeneous groip, dilfer considerably from each
other in the strectural and institutional chaoracteriatics
of thieir economies, For, it is in large degree becouwse of
structural and institutional differences thay the influ-
emee of per capita redl facome has oflen mot been
perceptible.

Une such important diference among conntries lies
in the distribotion of income. As s brooght out laier,
ir the cwuptries where incones [rom property and entre:
preneurship constitute a high proportion of national
income and where the size of the vurperale sector is

relatively large, the level of saving has tended to be
relatively high.

But 0 more important diference among countries has
been the nature and siee of the export sector, Where the
expart sectar i relatively o rge, where the expari market
= hl.m'g.'u.nt and where p.r::u:lm-thm for expori 15 CONCET-
trated in the honds of relutively lew enterprises, the
vonditions are Flilt[r.u'lﬂ‘!.' favourdahkle for hiFh levels of
private saving, Moreover. since duties on exports and
imparis eonstilaie o major soures of reverur for EOVEFi-
menis in undt'r-d-ﬂ'l.‘rlu-j‘n-rd cifinlres, o rrLu.'lil.'rI:r |:u.r.:.rr
expor sector Tacilitates povernment saving: amid this
muy e still cacier if production for export s dominated
by corporate enterprises, sinee revenue from indirect
laxes can be augmsented by revense from direct cor-
porate taxes. (n the other hand, if the export sector s
relatively small, if export incomes are diffused through
many small traders and peasant producers, or if export
markets are stagnant, circomstances are generally less
conducive 1o high levels of saving either in the private
of in the government sector,

The role which the export sector plays in determining

the level of domestic saving is dearly not g simple one,
It depenids not only upon the relative size of the seetor
bt alse upon ils instilutional natore, upon the hooy-
aney of external markets and upon governmental policy
with regard to taxation of Topeign trade and of incomes.
The relative imporianoe of these several strands cannol
easily be assessed in quantitative terme, But & rough
indication of the significance of the role of the export
sector is given in chart 2-2, where the sige of the cxport
seclor s rm|1|u1'|1| with the level af domesiie "ld.'r-ll'l_E.
The channels through which the export sector has
wffected the levels of povernment and private saving

Chart 2.2, Levels of Domestie Saving and Exports,
1950- 195

{Perresilage of gross domestic product)
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and ithe extent to which ji= influence has been offset
by other Factors are further explored in the [ollowing
Wi sections

Governmen! saving

Although by comparison with private saving the dif.
ferences among couniries s the level of government
saving have not been as large, they have contributed
significantly to the diversity in levels of total saving.
As has been pointed out carlier, the countries in which
total saving has been relatively high have also been
among those in which the level of government saving
hae been high; and conversely,

In Hmﬂrd:w.ln]r:ﬂ countries, no less than in the in-
dustrial countries, the level of government saving is the
oufcome of & complex of interrelated policies with
regard to bath taxation and public expenditure. But an
impartant qualitative difference in the role of govers.
meni between these two groups of countries is the more
netive and direct part which it plays in fostering eco-
nomic growth in mest under-developed coontries. This
i5 reflecied i the miach En-.nlrr inpnrl.i.qﬂ: afl pnﬂjn
investmeent in the tolal investment of these sountries
Sinee povernmenl investment hos, in the past decade,
Iecame & major instrument in the effort to stimulaie
econiamic growth, il is pot surprising that public invest-
ment programmes have been important in shaping the
saving decisions of governments in the mder-developed
couniries. In fact, as can be seen from chart 2.3, there
has been o tendency for the level of government sav-
ing 1o be positively associated with tha of government
investment. For example, in Rhodesin and Nyasalund
and Venesueln both government saving and investment
haswe hetn relatively high. On the other hand, in Panama
and the Philippines, they have both been low,

Hawever, the tendency for povernmenl saving and
investrment levels to be associaied with one another does
nol necessarily imply thet inter-country differences in
the level of government saving have been simply de
termined by differences in the size of investment pro-
grammes. It has often happened that governments have
#ed investmenl goals at & level higher than can be
financed from their awn saving; and, unless they have
been able to obisin additional resources through do
mestic and foreign borrowing, the investment pro-
grummes may not have been realizved. In other words,
while investment programmes are an important deter-
minani of the level of government saving, much also
depends an the levels of government revenue and con-
gamplion expemndiuore, In the absence af Eoverment
barrowing, investment outlays cannot exeeed the dif.
ference betworn the income of government and i3 con-
sumption expenditure,

The levels of bath govermment disposable income’

? Gevernament disposahls imrome i 1he oorrent income el

dlile for the picrchase of powds and services,

Chart 2-3, Levels of General Government Saving
wnd Investment, 19501959

(Pereentage of gross domestic produet)
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and government consumption have, as may be seen from
table 28, varied comsiderably among countries. But
the differences in the level of saving have not been
systematically sssociated with diferences in levels of
either consumption or income. Although there has been
a moderate association between levels of saving and of
disposable income, the relationship has been pro-
nounced only in the very hi;h-ld.'u'ng and the very low-
saving couniries,

As regards the level of povernment consumption ex-
penditure, it 8 unfortunately difboult 10 offer an
explanation of the wide differences among countries.
The lewel of expenditure has ranged Trom 6 per cent of
gross product in Colambin ta 19 per cent in China
i Taiwan ) ; nnd these wide diferences have generally
been related to differences in levels of civil consumption
pxpenditure rather than in defence expenditure. Only
in o few countries, such a2 China (Taiwan ), Greece and
the Republic of Koren, have relatively high levels of
delenee :.|..|en-|i|:r|.g peeounted for e hilg_i'l levels af total
governmen! consumption expenditure; in most ooun-
trics, defenee expenditure has usunlly been around 2
per cent of gros domestic product.

The differences in Jevels of civil consumption ex-
penditure do not appesr o have been closely related
ta such economic faclors as per capita income levels
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Table 248, Level of General Govermment Saving,
1950- 1959

(Percomiage of gross domesilc product)

Pl I it e

Cmniry g Arw— Cnsunysbisn
Venerels 1 Tk il
Rhiwlesin amd Nyasaland -] 14 9
Caoluanbia. . : 1 11 [
Costa Rira 1 4 1
Frosdar 4 1] 12
¥ 4 ] ]
Partugal. ... .. .. Y 15 11
Uniom af South Africs h] 14 11
{vhanat, . Xl . | 12 H
Trinilad and Tobags, | . | | 14 11
Hyazil 4 15 12
Hurms -] 16 13
Chile~ 2 13 9
Jamases 4 11 =]
Spain -] 12 1
Hondisras d 2 ] |
Cevlon ) 15 11
E sy sl s | B T
Pliulippines: i 9 8

| ] 12
Lapoore I 15 13
Chima (Taiwan) . |, | 19 14
Thasland e e = 11 ]
hores (Repablic o) - 10 13

Sourcer See tuhle 2-1,
& Fur periadn difereioes i Lime Fn'u:rd_ i COROEEHS, @
fﬂi‘llﬁmh b talide 2.1 - G
0r  CnEponEE yeriamenl  di e, v
tmhle 210 e . iy
* Pulilic ensporations included with general govesnmen
4 Data are gros of depreciation,

anvd Lhe elnge of economic drkelullml, s mi.!;:hr per-
haps be expected. For instance, in the relatively more
nidvanesd af the uhdﬂ-r-drkrlnpﬂi capntries, such as the
Union of South Africn, Chile and Spain, the level of
povernmend consumption has nol been particularly
high : nor can the higher level of cansumption in Ceylon,
as compared with Indin, be explained by its compara-
tive stage of development,

Lack of data alse makes it impossible 10 examine
in detail the dilferences among countries in the com-
oS af l."'l:lllﬂﬂml.ﬁ:iﬂll l".'l.ilﬂl'rli.luﬂ- Bt the commmon
pallern appears 1o hove been that the lorgest com-
ponents hive been general administration and related
services; expenditures on education and on bealth,
wsvally in ibat srder, have liken smaller fractions of
current consumption expenditure.’ However, in some
countries, among which Ceylon is a striking exumple,

®A Unitedd Mations study oovering ebeven Latin  Americam
onamniries shows the lollowing average dmedion) dsia oo the
Fractions of all current expendiisre devoted 1 various services
in 1954 general admissisation 1in|.'|m|i.|||: romnin servicral
51 gt cemt ; defence; 16 per pent; edacation, 16 per oenty bealth,
12 per eonl, See United Mations, Econumic Sursex of Latin
Limprice, (055 (Sabes Mo 1904 J1,C.1)

I wiother study the levels of the major eomponenis of currens

it

Chart 244, Level of Revenue from Corporaie
Taxes and Level of Elpﬂrl.n. 10501955

{Pereenioge of gross demestic produci]
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thi relatively high level of government expenditore has
been due mainly to large expenditure on economic and
socin] services,

v 15 less dileuly 1o identify the [actors accounting
for nter-countty diferenoss in the level of government
dizpozable income, The most imporiant reszon has prab-
r|'|r|'lr been the gize nnd naiure of the l'nrrlp_'n trade s=clor,
though a subsidiary Tactor has also been the stage of
oeonomic development,

The impertance of the foreign irile seclor is largely
related to the fact that, typically, in under-developed
countries, the principal source of revenue s indirect
taxation, and, particularly, impon and RO eluties
i see talile 2.9, The level of revenue derived from in-
direct tuves has thus, 10 2 considerable extent, depended
upon the volume of fareign trade as well as upon tax
rafes. In Burma, Ceylon and Thailand, for example, the
large size of the foreign trade sécior in the domestic
economiy, in conjunciion with high average tax rates,
has yielded higher levels of revenue from customs duties

expenditure in ke under-developed coundries were estimated
for one yoir between 1952 sod 1955 Thelr average (medlan)
valaes ms percentages of gross national prodisct sre as follows:
eeonsinke serviees, 1.7 sdminldracdes, 5017 edocabion, 2.1;
bealth, 1.3, See A Mlartin amd W, A& Lewis, *Patterns of Pablic
Revenun and Expendimre™, The Waucheater School o) Econamic
and Social Stodies, vol XXIY, Mo B, September 1956 | Man
chesleri.
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Table 2.9, Levels of Government Disposable Income and its Components, 19501959
I|"'|lr|1-q|||ﬂ- ul graes damestis F\'I-;IHI'“
Iiewnd daras Pridaran] haped memEy sibardise
F—— g Moy ™ - Y s
i ' Fiskad o Dacarels Tiaai rreeai i W
Werirrisela o | 11 | jL1] S & - —| 6
Chima [Tavwan) 19 4 I I 14 14 1 2
Cirtagis I i 4 .| L] L s | 1
Ecundor 1% 1 s | L1 11 ! -1 i
Higros Ity i il 2 — =] |
l:r:fllm 15 i 11 I3 2 —4 -}
Iruxil 15 fi ! I ] : ) 3
Greeoe. | .. 15 H L 2 3 12 - =5 |
Plnl'l.l.lﬂll ; 5 4 5 i Fi K | -2 ]
Union of South Alreea ] 9 § ] L] 1 1 =] 2
Hhodesan and Mynseland I 4 i T i i 1 -1 2
Trinidad amd Tealags Lk T 1 L L] 1 | -1 .|
Coata Rica ] 1 3 - iy 9 - ] |
Pamama 1k i 2 1 i 1 1 1
F-Jli.rl. |2 H i1 b | [ H - -3 =1
Chile 12 4] fi i | T #l | - —
{+hana 13 g 1 Il ol
Jamikica 1l | i - 1 R
Caibienbiia 1l 1 2 L) i 1 — =] |
Thadland 11 | 1l 1) - -1 —
Karen I;H.rpu.'hh'r of i I k | 3 - 1 T | - -
Miilipmines Y] 2 T | fn fi . ] |
Hpnalsiras q 2 | | f r; - - -
I rudia B 3 i - 5 5 - - -

Sourer: B tahle 2-1

= Fur eeriaki |hﬂ.-rl'r||lr- i R |||r-r|.-|r|| qln] m-rHrFﬂr-. M
|iikmibes 1o jalde 2|

than in most other countries, by contrast, the relatively
low level of revense from indirect toxes in Endia has
heen die io the small size of the foreign trade sector.

But the Foreign trade sector in many countries has
aleo been o major source of revende Trom diredt tuses;
these have been primeipally taxes oo the eamings of
corparaliong rllgl;rﬂ in exparling primary commodj-
ties. Thus, it s evident from chart 24 that levels of
revenue from corporate tases in the under-developed
countries have been broadly related 1o levels of exports.
In the mineral exporting countries, sach. as Venezuela,
Rhodesia and Nyasaland and Trinidad and Tobaga,
wlyere eajsiris consdille 8 yery hi'r:h rlrnl.l-ﬂﬂil.‘lﬂ of toial
domeslic economic activity, governments have been able
to achieve high levels of revenue from corporate foves
||3r im|mi.nF I'.|I'I'I.':|.' bevies on exporiing 11}mp|:|iﬂ, {.on-
versely, the relatively low levels of revenoe From cor-
porale lxes in such conniries as the Hrpu!ﬂir af h.uhu.,
Indin and the Philippines have been lorgely the result
af the smaller relative share of exports in total output.

However, inter-countey differences in the level of
revenue From direet laxes have also been related, though
in smaller measure, to brond differences in the siage of
econotnic development or the level of per capita income.

B Pdpl jransleos gre abinwn with 8 reversal of sign as o deduction
, lrmam guvernment inonme

* Cirpent tramsfers from howmebold sector sre inelude] with
direct laxes

ln mare sdvanced couniries, for example, where the
corpornie form of organization & more widespread
throughout the domestic economy, the level of revenue
[rom eorporate taves also tends to be higher, This woeld
largely explain why the level of revenue has been higher,
sav, in the Unbon of South Afcica than in Costa Rica,
Eewador or Honduras, alihough the size of the foreign
trade sector in all these countries has been much the
RO,

=hmdlarky, inhr-munlr:r differences in levels wof
revenie From direct tases on households have largely
reflecied difference in levels of per eapita income, Gen-
erally, governments in countries where per capita in
el e I'I:|I:|'|.|I|J.I.'H|‘i'|.|‘|'¢' ||i.F|'| |11'|.|-' found 1 easier fo
raise revense from direcl taxes on income. Higher per
capila incomes, lurthermore, are ofien associated with
greater monetigation of the economy, which k= con-
ril;|r|1.r' I m TRERE rHl'rlil'r mimi::ill'r:ll.i.-lm to tix ool lee-
L, ]I = |n1'pr=|:|: far ||'H:‘ﬂ' ei=nna ||'.|.u.| the tﬂ'{‘: lZlf
direet taves on howseholds a5 & proportion of gross
domestic product has tended to be relotively high in
such countries as Chile, Gresee, Portugal, Spain and the
Union of South Africn, However, in many cases, the
level af revenue has also been affected by povernment
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tax policies, For example, in Trinidsd and Tobago and
Venezueln, the low levels of reveonue from houschold
taxes have reflected mainly the poliey of the Govern-
mienits of relying on taxes lovied on corporations engaged
in pebrolewm production.

In summary, it may be said thay the inter-country
differences in levels of government saving have been
telated to the size of thelr nvestment programmes, But
public investment hos been limited by the sums avail-
alile For investmeni nq.|1.|.u:|=||- Frim.l.ﬁlf bheeause of the
importance of customs duties as 4 source of revenue in
under-developed countries, the levels of government
dispomable income have been much affected by the size
and nature of the export sector. However, the relation:
ship between government saving and expori experience
has been considerably weakened by the fairly wide
varwthens amaong countries in levels of government civil
oonEmE i,

Privale pd.L'irlE

While high or low levels of both government anl
private saving hove tended to be sssociated with high
or low levels of total net domestic saving, it has been
primarily the privale sources of saving which have
contribuied 1o the inter-country differences in fotal sav-
ing. The private sector, in other words, has generally
been the dominant source of domestic saving. Within
thee private sector, however, it cannot be said that either
corporate of household saving has invariohly been the
more important source. Nor have interconntry differ
inees in the level of saving in sither of these two sectors
exhibited any pronounced tendency to vary with the
level of total met domestic saving.

The Fact that corporate and household saving, when
taken singly, have not shown o significant relationship
to total domestic saving, suggests that, 1o some extent,
they have tenided 10 offset ench other. It has 1o be
remembered, however, that the saving of the househald
sector is inclusive of ssving of unincorporated enter-
priscs, It thus seems probable that o principal resson
for the apparent tendency for corporate and household
saving 10 offset cach other is to be found in the differ.
ences among countries in the relative importance of
corparale and unincorporaled enterprises, On the one
hand, as has already bern noted, there are some coun-
tries where corporate enterprises bulk large in the export
sector ] and it also seems that, in those countries where
industrialization has reached o relatively advanced
stage, the corpordle type of organization has become
increasingly important in the domestic economy. On
the other hand, there are numerous countries where by
far the greater part of production both for export and
for the domestic ecanomy is undertaken by unincor.
pormled enterprises. But these enterprises, no less than
carparale enterprises, atn important sources of saving:
indeed, by comparison with corporate enterprises, they
penerally have less access to inancial markets and have

tor rely mainly on their own saving out of current in-
came 1o oblain the Anance for busines expansion, This,
it appears probable that the ssving of unincorporated
euterprises aecounts [or a large purd of househald soving
in many countries. And it seems likely that, were it
pessibile to geparate the saving of these enterprisss from
that of privale households, the saving of business con-
cerns Az @ whole, whether incorporated or unincar-
porated, would then stand out as the dominant soures
of tolal private saving. Further, there might well be
much clearer evidence of o relationship between the
bevel of business saving and of total net domestic saving,

Thiz i# not to say that the differences among countries
im the relative size of the corporate sector in the poomomy
or the relutive imporiance of unincorporated enierprises
in the household sector have been the sole rensons ac-
counting for different levels of corporile or househaold
paving, Thus, corporaie saving a5 o percentage of gross
domeslic |:|n:u.||:||:l has been allected not |.'|r||.!r by the size
of the corporate sector, but also by the dividend policies
of rr;rpnru:imu and e faenl |hn-h'|'iﬂ. of gavernmenis,

Partly becapse data om corporate profits remitted
abroad are not available Tor moat coaniries, the effec
of dividend and fiseal policis on corporaie saving can-
not be guuged with any accuracy ot all, Nevertheless,
the accompanying table, though it suffers from the
omission of profits remitted abroad in most instances,
offers some possible indication of the role of these
factors, I]H|rilr & rather small volume of dividends dis-
tribuied by corporations, it appears that corporate sav-
ing in Jamaica and Trinidad and Tobogoe has been less
thain hall of corporate income. In Puerto Rico and
Brazil, on the other hand, both taxes and dividends have
been moderate, with the result that a sulstantially larger
proportion of corporate incame las boen saved.

Uses of corporate net income, 19301959

Cminiry Jeirsrl lares Flisigendd iy
Lprrevndoge ol rofjestile el e |
Puerto Riea. .. .-... | 17 il
Flraml ; 20 23 57
Hbodesta and Nyasalamd 4 i 2
Juomasea. .. .., ra X7 2 43
Trinkdad aml Tobagn . 3 10 )

Spwiror; See table 21,
& For cemtain diferenees (o thme Iu-.riml.. i Tabde 2.1, Fontmobe
o Cowniries sre arranged d-hr:nﬂin' order ol rorpunsle sav-

ing 2% a perceniage ol gross domeskic produe.
B Inelading essnbngs remitted alitoal.
* Including corparale transfor payments.

Inter-pountry differences in the level of bowscheld
saving, expressed as a percentage of gross domestic
product, must certainly also have been infuenced by
other factors besides the relative importance of anin-
rul:purd.ln:l 1'I1|:'I'I1I'I:IEI i the ]'h.ll.l.l.r.]'lul-d. Bt liT. The
saving of unincorporated enterprises themselves, for
exnmple, must have been affected by government fiscal
pnl:'m'u a5 has the l.urin_p: ol corpotale rnirrpri:l.r:l.. And
the same would be expected to hold lor the saving af
private househol ds.
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This suggests that the level of household saving as a
whole might have been positively sssocisted with the
level of household dispesable income, But, generally,
houschold saving dors not seem to have been signifi-
cantly related 1o disposable income, when both are ex-
prﬂled as perventages ol ETUss domestic p'ruﬂul:l: isee
table 2-10), In Honduras and Moroeeo, for example,
high levels of disposable income have contributed 1o
comparatively high levels of hovsehold saving. In the
Philippines, however, where disposable income has been
equally high, there has actually been dis-soving. Fur-
ther, the level of househald l.l.“”l'li in Venezuels has
beesn alsout the same a2 in Brazil, Colombin snd Ecusdor,
despite o substantially smaller percentage of disposahle
income to gross product.

Table 2.10. Levels of Household Saving and
Disposable Income, 1950.1959"

hl” ﬂl n'ﬁll-ﬂu-r

Union of Scuth Afriea. . ... T Tl 1]
Maorseen . : fi R4 T
.. - :
ul:q;u- & T T

Congo. ., RAPRRT fi2 T
Rhodesin |an Hjlulmd 4 7 &
Cosin Rica. . ., 4 T 5
Colombia.. . . o T 4
Braml. .. .. 3 T3 4
Spuin 3 7 H
Ecuadir, a T 4
Venezusla 3 55 5
Caylan, - T 3
Jamaica — 'L 1
Philippines -2 B2 -2
...... - 5 e |

F i Hlt:'ll vl minad
"For ocorts [
Wk 1EHL I.I"m in time pe il ConcEpIs, aee

The lack of nssociation between saving amd disposable
income s hardly surprising. Variations among couniries
in the relative importance of unincorporated enterprises
might be expected, in themselves, to weaken any such
relationship, since the saving behaviout of these enler.
prises and of private households is determined by quite
different considerations. But, in addition, there are
sirong reasons for expecting considerable differences
among countries in the saving behaviour of privaie
households, even though the disposable income of house-
holds, as & percentage of gross domestic product, might
be the same. Mention has already beem made of the
pasgible influence of inter-country differences in the
level of per capita real income. And 1o this must be
added the effect on levels of saving of the differences
amoiig coundries in the distribution of income by sdee.
Since higher-income groups tend to save o larger pro-

portion of income, it would be expected that the level of
hwuerchold saving would tend to be greater in couniries
where the share of the higherincome groups in total
income i Ereater.

Nrect information on distribution of income by size
i mod availsble for most countries. The data on the
distribution of income by source, which is shown in table
2-11, do, however, offer some possible evidence of the
effect of this factor, since there &5 usually some associa-
tion between the disiribution of income by sise and the
proportion of total income derived from property and
entrepreneirship. The table is suggestive of a possible
relationship, In Venesuela and Panama, for example,
in contrast o the Congoe and Honduras, the smaller
share of income from property and entreprencurship
may have to some extent accounbed Tor the lower level
af household saving.

Table 2-11. Composition of Household Income,
19501959
{Feroaimtage)
Cimniry® e e
s ke
Trinided and Tobago..... 58 4l 1
Comge, . , ., . a7 42 1
Haon il a2 -
Rbodesia and I"-I]rlnuhuul 58 41 1
Yenezuela . 3 26 |
Costa Hica, fid . ) -1
Eulnmb.l.l 14 il 1
\'-| 47 44 5
frd E = 4
&dﬂ uador. 53 45 |
Ceylom. 51 i 3
il’l:nll:i.‘:-I “ E _]
1 i ] :
Praidiis. . 7 2 -1

Sourver See table 2-1.
“For certain difforonces in time pariod and concepls, e

fostmites to tahle 2:1.
* Countries ure ll'l"lﬂfﬂi in descending arder af housebuold
EVing s a percRtlage o :I..-phuhl.n A .

However, the data do not allow sny firm conclusion,
e doull partly because the income of property and
entrepreneurship does not refer 1o the income of private
households only but is inclusive of the income of un-
incorporated enterprises. Some more direct information
an size distribution of income i= available for the Congo,
Morocoo and Rhodesin and Nynsaland; and this sug-
gesis that the large inequalities in the distribution of
income in these countries hove been a significant foree
behind the relatively high lewels of bowschold, and
therefore of domestic, saving."

¥ Sep Umited Nations, Econemic Sureey of Africa Siace [0S0
[ Sabes Mo SOILK.L), pages 87 and &2
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It is alse pertinent o note in this context that the
dhlnhuﬁmﬂumm:hgutnuuimlu:hum
phenomenon. Particularly in an inflationary situation
when the upward movements in prices of goods and
services and of the various factors of production may
be divergent, the distribution of income may change
appreciably, thus affecting the level of household sav-
ing. Hising prices commaonly result in & relative shift
of income from wage and salary earners, whose ability
to save is generally small, to the recipients of profits
who isually save more, Unles there are counleracting
forces, such a shifi is likely to result in higher levels
of private saving. On the other hand, if the advance
in prices is sustained for & long period, the process of
miljistment in wages and salaries to rising prices may
be acoelerated. And in such an inflationary environ-
ment, since the spiral of rising prices and wages often
lends to generale pessimism with regard to the pur-
chasing power of money, saving levels may even decline.
Although the limitstions of data do not permit procise
generalizations, the behnviour of institutional saving,
while representing only one component of private sav-

Trends in

While much can be learned by analysing the dif-
ferences in saving levels of individual countries for
1950-1959 as a whole, it iz also instructive o examine
the changes in the saving experience of countries over
time, For the process by which saving levels are raised
is ot the beart of the problem of increasing capital
formation and accelerating the pace of economic growth.
The r:i.pu'iume agver the nineteen Gfties s !‘H_‘fh.ll”- T
brief to permit firm conclusions regarding the long-run
process of change, but it may well throw some light on
the lactors which enable poor countries to move from
relatively low to sustained higher levels of saving.

Between 1950-1952 and 1957-19539, only two out of
every five countries ineressed their total net saving by
2 per cent or more of gross product, although in a few
countries, such s Burma, Jamaica and Malta, the in-
ereases have been very large.” In the remaining coun.
tries, as i shown in table 2.12, the levols of total saving
have generally shown no significant change; exceptions
are the Congo, Indonesia, Moroceo and the Union of
South Africa, where they have declined sharply. The
countries with relativ ly high sverage levels of saving
have nol necessarily Yoen those which rlpr.neuud large
inicrenses in these levels, For example, while in sach
high-saving coniries as Hhodesia and Nymsaland,
Malta, Jamaica and Burma, toial saving has increased

' Is contrast to the reatneest of indusirial countries in chap

o "“"’.n.::’."u ‘“‘t‘a’f:'..."‘“"* i, rendn 1n 1he aer
L B 1

l.ll]glld in terminal periods of 1950

pmu.dm- brings owt the chasiges
this group of countries,

ing, sapports the impression that sustained and rapid
inflation may bave inhibited saving. The acoumulation
of saving deposits and life insurance premiome has
lseen adversely afected in Argentina, Chile and lsrael,
for example, where continuous increases in cost of living
may have diminished the desire to save’®

To sum up, the tendency for corporate and private
saving 1o offset each other has probably reflected in-
stitutional differences among countries. Relatively high
levels of corporate saving have largely occurred in
countries where corporate enterprises domingte the ex-
port sector, though differences among countries in cor-
poraie dividend ];m”.l::r anad Eovernmend facal ‘I.lllrlt}'
have also affected saving. The role of unincorporated
enterprises his probably been of major importance in
determining the level of household saving, but other
Tactors, notably the distribution ol income, have also
bern significant.

i ﬂk-rmluhml are based on imstiiutional savings dein
:[rnn Intermational Memeiary Fund, Ieteraationsl Finaecal Sia-
tlardcs, angd from natiems] sources,

saving

substantially, in the Conge and the Union of South
Africa, it has declined significantly. On the other hand,
in the low-saving countrics, the tendency has been more
genernl for total saving to increase.

Although the trends in total saving have shown no
sysematic relationship with their average levels, the
changes over time, considersd by themselves, have ex-
hibited severnl sigmificant patterns, Foreign saving, as
can be seen 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 o pronounced tendency
for the under-developed countries to become increas
ingly dependent upon forcign saving. In over one-third
of the countries, increases in [oreign saving have
amounied 1o 2 to 3 per cent of gross pl"nllﬂ-l:l- Indeed,
in one-fourth of the eountries, such increases have been
even larger; in some cases they have been s high as
9 or 10 per cent. In countries where the level of total
saving has increased, the increase in foreign saving has
i1'|.u|r'|||!1|,' biewn an iITIPDII'.ld'lt mtrihulin'; flﬂﬂfi and
where it has Tallen, this has been generally due io a
decline in domestic saving which has not been com-
pletely offsct by foreign saving.

The most striking development over the period, how-
ever, has been the inshility 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 domestie 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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Tahle 212, Foreign and Domestic Saving: Levels in 19501959 and Changes in Levels
From 19501952 1o 19571959
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* For cortain differences in time period snd eoncepts, s {eatnotes (o tahle 2

explained by changes in any single component. The
level of government saving has shown moderately de.
clining or stable trends in mos countries; but in coun-
tries where substantisl declines in domestic saving have
accurred, government saving has usually been an im-
portant cantributing factor. The trends in the saving
of the privole sector a= a whole have diverged more
'-i'l‘I'I'F[F than thoss in povermmen| saving, angd have abse
shown a closer relationship with changes in domestic
saving. In countries where the level of domestic saving
has risen, this has generally been accompanied by an
incrense in the level of _|.1ri.'ulr BAVINE, and :um.'l::rbr-ly.
As n broad rule, the pattern of changes in the household
and corporste components of private saving has been
less clear-cut than in the case of total privale saving.
Only in & few instances have bath components of private
saving contributed 1o the over-all trend in the levels of
privale saving. In muany countries, in faet, levels of
corporate and househeld saving have moved in opposite
directions,

CHANGES 1v THE MAJON COMPONENTS OF SAVING

Although increases in the Bow of forcign saving have

generally been dominant in rafsing or sustaining the
total supply of saving in the under-developed countries,
they have nod been uniquely related (o any single caiese,
A pumber of Factors, somelimes dommestic, hut moare
ol Bty F-:lrri!.rn in arigin, have heen rl:li.m!illh: for e
increases,

[ mosi under-developed countries, the increased de-
pendence on forcign resources has been related to the
rising temipo of investment activity, The higher levels
of inwvestment could, of course, have taken place with.
vuat additional reliance on foreign saving if domestic
resaurees hod been diverted from current comsumption.
Buit, exorpt in a few countries, notably Ecuador, India
gid Penama, consumption has aclually absorbed a
larger shure of gross product. Wi le private consump-
tian his risen in several countries, the more siriking
phenomencn has been the wiﬂr-iptr-ld inerense in the
level of government consumption. Increases in foreign
eaving have therefore been needed to finance not only
higher levels of capital formation but, in many cases,
greater copsumplion as well,

The increases in foreign saving which most countries
have experienced are the counterpart of the trends in




Ciarren 2.

SAVING FoOl ECONOMIC PEVELOPFMENT IN THE UNBEE-DEVELOPEDR COUNTHRIES i

Table 213, [',l-.qu- i Level af Baving, i'l:|.' Seetor, 19501952 {0 1957-1959*
[Percentage of gross domestis prodwct)
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# For certain differences b time geriod anil coprepis, see fooimites o takile 2.1.
b Pulilie corparations imeluided in povernment sectaf

their balances of paymenis on current gecount. In these
countrics, forcign balances deteriorated durimg 1950-
1952, partly as a resull of a larger expansion in the
volume of imports relative to exports but mainly be-
cuise of declines in the terms of trade.

Given the diversity of market conditions confronting
under-developed countries, it is not surprising that there
hive been sulstantial varathons in the extent of the
deterioration in the terns of trade. In part, these varia-
tions have reflected difervnces in the changes in world
demund and supply of the commodities exported by
these countries. In recent vears, world demand for some
primary eommodities relative o III'.I‘I.II'_F has lagged con-
sidernbly behind that for others; ihe volume of world
exports of petroleum, for example, expanded by 46 per
cend between 1950-1952 and 19571958, while the ol
ame of food and raw malerials pxports rose by 37 per
cent, The disparate rates of growth in world demand
have been rellectesd in considerable changes in the rela:
tive prices of various primary commodities. As may be
seen from the table below, in relation to world export
prices of manufactures, the price of fucls has remained
practically unchanged, while that of textile fibres has
declined by two-fifths. In turn, the changes in relative
export prices have been associnted with wide varistions

in the terms of trade; whereas the terms of trade of
petroleum-exporting countries have imp roved or shown
no deterioration, those for most under-developed eoun.
tries have declined,

Raio of prices of primary commodities bo mana fectured
goods in world trade

Frder, PRAT-1030

[T (IR TEAE = I
Fuuets [
“r-l|| [T 'T:
Eﬂrrlp:' Criips P s . FEN B
Mon-feprous metals ., .. I cen 0D
Fats. oils and oil-seeds B
Teitile Ghees 6l

;m'm.'. Ulited Natians, Monthly Habletia of Seaniics, Septam.
ber L5}

Increases in foreign saving most, of course, be
matched by identical changes in the total of shori-term
and long-term capital inflows and foreign exchange re-
serve movements, Over the nineteen fifties as a whole,
changes in the flow of short-term funds have been of
comparatively litthe imporiance, since over a long period
increases usually tend 10 be offset by declines. But these
funds have figured prominently in the two terminal peri-
ods tuken separately. In Rhodesia and Nyssaland, for ex-
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Table 2-14.  Changes in Levels of Foreign Saving and iis Principal Components,
1950-1952 1o 1957-195%
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* For cerialn differences in time perisd anil e
e, o [ooimsdes io ishles 2.1 and 24
Cmmiaries wrn mnfud in descending neder of

tha increase in the level of foreign saving.

ample, there was o large inflow of shor-term private
capital in 19571959, &» against an ou'flow during the
carber period. On the other hand, in Burms, Ceylon,
the Longo, Honduras and the Philippines, substantial
additions were wade to oficial reserves in the earlier
vears of the decade, bul these were drawn down during
1957-1959 when largescale deficits in the halance of
[raymenis were encoaniered,

In several countries, however, the increased inflow
of foreign [nds has not come about in passive response
to changes in trade but has taken the form of long-term
loans and grants for specified investment programmes.
These long-term loans and grants, as can be seen from
table 2-14, have made possible increases in the import
surplus of Puerto Rico, Venezueln, Panama and the
Repubilic of Korea, for example. Developments in both
the recipient and the contributing countries have been
a significant influence in bringing about a larger flow
of longterm capital in 1957-1959, In order to schieve
a higher rate of econsmic progress and higher O
tion standards, governments in the under-developed
countries have sought to define their developmental ob-
jectives mare sharply and to strengthen administrative

* & positive change in foreign saving denoles &
frealnr mereass, or ﬂ-ﬂ]nrrﬁlﬂ'linn in imports o

goods amd services relagive ta ris. A |m-|.|1.iu
change is lung-evm (unds den:!l:ln increass in
ihe et inflow,

machinery Tor their aitainment.'” This has affected the
outlook of both privaie investors and governments in
the capital exporting countries. Private investors in
North America, western Europe and Japan have begun
1o show greater interest in the under-developed countries
as oulbets For their funds. On their part, governments in
the capitul exporting countries have formulated meas.
ures fo facilitate the Bow of such private r::.pil‘.:l.] 2 well
ae 1o provide directly a larger supply of funds both
bilaterally and through the international organizations,
The Soviel Union and o number of other centrally
plinned countries have also stegeped up their aid 1o the
ander-developed economies. As a result, the net snnual
flow of recorded longderm private capital and public
(unds to the twenty-four under-developed countries ine
cluded in table 214 ruse by over three-fourths betwern
1950-1952 and 1957-1950.1

m” .‘i;i Umited MNations, Worlil Econumic Sareey, [0, pagr
[E1]

U Simee this estlmale j3 based on the balasce of paymenis
accounts of 8 limited susnber ol rreapibel ceundries, 0 provides
atily & partlal indication of the inereass in the net low of ister
naisonal privete capiesl and public lomds 0 e ander-deedaped
coumtries. Mure comprelensive dita from the fesirihuting
coiinlries indicate that ihe increase has been substandially larger,
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However, despite the substantial increase in the net
flow of long-term private capital, there has been no de-
eline in the mewﬂl lrml-mr]' for such funds 1o be
concentrated in relatively few countries, By and large,
cotintries receiving large Rows of private eapital have
eontinoed o be those pmdul:'mg export commodities in
vigorous demand abroad, or those which have not only
reachied a higher stage of development bul have als
developed a large domestic market. Thus, as is shown
in the sccompanying table, while the small inflow of
earlier years into countries with per capits incomes of
fess than 100 dollars bas given way to an outllow, six
couniries with per rlpill incomes of more than 30K
dollars have received over three-fifths of the expansion
in the fow of long-term private capital,

Percentage distribulion of the increase in foreign funds
received by under-developed countries, 1950.]952
I JO5T. 059
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1358 i e el ainiiel
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Souree: See iahle 24,
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The generalization that extractive industries and the
size of the domestic markel have continaed to exert a
strong influence on the flow of international private
capital does not imply, of course, that other factors
have been of no consequence. ln some cases it is not
unlikely that political factors have been & significant
influence. Political considerations have at times been of
soms importance where changes in forms of government
have generated uncertainty in the minds of investors
with regard to offcial policies relating to foreign in-
vestment. The absence of favourable institutional ar-

rangements in some recipient countries has been another
deterrent.'*

M lIn reorml
ander-devel

however, & mumbser of governments i
counirios have sought in provide ﬂ-lf'l.ﬂ.l:

! i M1lmnumﬂmdmm
I-:::ﬁ“ﬂ“ of capital. Many coumtries have o such
an mocelerated depsecistion amd reductions in tawes
ﬁpﬂtﬂﬂlhl[mlhlh_rwwhu:miﬁgmlf
. il T in any signifesnt
meresse in it inflow of foreign private capital reinforces 1he
imporiance of the econuesie forees abore,

Given the high degree of concentration of privete
capital Bows, it is particularly signilicant that the bulk
of the increase in official grants and long-term loans has
been received by the lower-income countries. [t i evi-
dent from the preceding table that over twiethinds of
the incrense in sch public flows has gone o couniries
with per capitn incomes of less than 200 dollars, As a
result, the beneficial rele of public funds in offsetting
the marked concentration of private capital flows, which
wis already evident in the earlier vears of the nineteen
fiftiex, has become even more promounced in recent
veurs, Withouwt this foreign aid, many development
projects in such countries a5 Burma, Cevlon and India,
which have received 'l'trll.l.lJ]_‘_l' no it ol the increasad
total flow of private capital, might have heen shower in
renching completion.

Impressive and encouraging as the incressed ovail-
uhility of foreign saving is in many respects, it has also
served to emphasize that & majority of under-developed
couniries have nol been l||:||¢ i achieve lp'Pmm'uhlc
expansions in the level of domestic saving o match
the desired growth of investment.

While maost governments have played an increasingly
active role in the nineteen Aftics in accelernting the
pace of economic development, their own contribution
in the form of an augmented supply of government sav-
ing has generally been very limited, It will be seen from
table 2-15 that in only three out of twenty-two countries,
pamely, Ecuador, Jamaica and Trinidad and Tobage,
did povernment IIl-'J':I'IE nCrense h}' 2 per cenl or moTe
of gross domestic product between 195041952 and 1957-
|95"§; and in another hve counlries the incredss
amounied o only one per cent. In the remaining coun-
tries, the level of government saving either remained
mu&hiy stable or even declined. The declines were sub-
siantial in Ceylon, Burma and the Congo.

A major inflsence in shaping the changes in the level
of government saving has been government conssimp-
tion, Among the countries where government saving
has risen sigmificantly, government consumption has
either fallen or has not increased in relation to gros
domestic pr-udtmt. In contrast, amung the couniries
where government saving has fallen, the level of govern-
ment consumption has generally increased sizably. In
Burma, Ceylon and the Congo, for example, the increase
in government consumplion has ranged from 5 to 7 per
cont of gress product. Since the levels of government
disposable income have risen in both groups of countries
in broadly similar proportions, it follows that the in-
creasss in consumption have been the principal deterrent
to incresses in government saving.

In gemeral, the rising tempo of government consump-
tion has bern inherent in the process of cconomic and
sotial change. Hapid increases in population in the
under-developed countries 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. Changes in Levels of General Government Saving, Consumption and
Disposuble Income, 19540-1952 to 1957-195%
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repls, s fooinoies to table 2.1 Compoments of
gevernmenl disposable incemes ather tham taves

of sorvices from povernments; this has been further
accentuated by the growth in urbanization, since public
services generally tend to be greater in the cities than
in the rural areas. Particularly prominent kn the wider
range of social services has been the provision of Tacili.
ties for education. Increases in expenditures have come
aboat not anly 1o improve literacy but also to enlarge
the supply of trained personnel required for achieving
investment goals,

Furthermare, with the wide-spread adoption of plans
or programmes of economic development, governments
have undertaken grester responsibilities in prosiding
essenlial economic and other services; as a result of
these enlarged functions, government administrative
activities have also expanded rapidly in most under
developed countries. The rise in investment outlays of
the public sector has isell required corresponding in-
ereases in government consumplion expenditure.

In addition to the rise in government spending on
general administration, which has been commeon during
this period, defence requirements also have made neces.
sary significant expansions in government current ex-

penditure in many under-developed countries. This

I:l!I‘-'IdﬁH']- hoz been PI.LH.Il.‘IquI’l} =irong in the n.-u:]l
independent Asian and African countries, following the

algmifiain,

b |nciuding public corpoerste saving.

tramsler of mpnmihifiu for notional secority o mo
tiomal governmentas. In addition, increased  concern
about mational security has prompied higher deflence
spending in o number of cases

(M course, government disposable income has also
generally ircreased between 1950. 1952 and 195719549,
Thiz has parily refecied the eforis of povernments 1o
~rabse the levels of income to inance their expanded pro-
grammes of investmentl. Hut in many countries such
increases have been barely sufficient 10 meet the in
ereased consumption. In some cases, they have failed
even to match the rieng levels of consumption. with
the result that the level of government saving has fallen.
Among tu=e countries are Burma and Ceylon, where
the decline in government saving b in fact rnmprlll‘-:l
the governments to curtail their investment programmes.

But the magnitude of the increase in government dis-
posable income hos not been markedly different among
countries. This has largely been abtributable o the
broad similaritiez in the cconomic structure and the
tax syslems in the ondersleveloped countries, 11 is strik-
ing that, in spite of the rapid expansion of income in
minst countries, revenue [rom direst taxes on hoaseholds
hus tended (o rise only slightly in relation to total out-
put, This may have partly reflected the fact that, in
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general, fax systems in the u.rlrd-r.'r-dﬁ'ﬂl:l{ht'd countries
have not been sufficiently progressive and, further, tha
romprehensive upward revicions in tax structures have
nol been made during the period under review, In fact,
it sppears thal incresss in revenoe have often been
largely the vesult of an improvement in tax collection
and of the r|||:i|r|. EEXpAnsion ol the monelized seclor.

Furthermaore, the trends in government revenuve from
corporate taxes and customs duties have been greatly
affectad by divergent changes in foreign trade among
countries;, The influesce of expori trends on revenoe
[rom corporaie taxes has been evident in muany cases
where export corporations are predominant in the cor
perale sector, Such revenue has increased substantially
in Jamaica and Venesvela, lor whose exports world de
mand has been buoyant. In the majority of countries,
however, the increases in revense from corporate taxes
have been no more than proportionate o the increases
in tital outpul. Often eluggizh trends in exports hove
been a significant contributing fector, In Hhodesia and
Nyasaland, o sharp decline in corporate net income has
reduced revenue o the absence of & general increase in
the tax rate.

Although in some countries the levels of government
revenue from customs duties have increased signifi-
cantly, in many others there has been no signifeant
upward trend. In the early nineteen fifties, when there
were wide-spread increases in prices of primary com.
mvisdities enfering internationnl trode, many govern
ments soccessfully siphoned off the expanded purchas-
ing power in the hands of the public through expor
duties or multiple exchange rutes, But in the latter part
of the decade when commodity markets generally weak-
ened, revenve from these sources often hpﬂ'hi off.
Revenue [rom import duties, too, has fallen in 2 num-
ber of countries, parily because governmenis have ofien
sought to reorient their import structure in favour of
capital goods and other essentinl articles on which duties
are usually small.

In order to offset the declines in revenue from cus-
toms duties, gevernments have sought 10 raise the level
and range of indirect toves on products sold in the
domestic markel. [n numeroos insiances, exciee and
snles taxes have been levied on an expanded range of
consumption goods. In many countries, rising levels of
private consumption have also contributed to toxes. And,
in some countries, such as Ceylon and India, the search
for additional revenue hos taken the form of new taxes,
such as those imposed on expenditure, gifts and wealth.

To an even greater degree than in the case of gov-
ernment saving, the level of private saving has declined
in most coumtrics, In many instances changes in private
saving have played an important role in shaping the
trenda in total domestic saving. Among the countries
which have experienced considerable declines in domies-
tic saving, the trends in private saving have generally
heen a major causal factor. Correspondingly, there

have also been cases where increases in domestic raving
have been entirely due 1o rising trends in private sav-
ing. Within the private sector, however, there hos been
i consistent pattern of change in corporate and hovse:
hald saving among rountries. For example, as s shown
in table 2-13, while the decline in the bevel of privame
saving has been substantial in both Rhodesia and Nyasa-
land and Venczuela, it has reflected o decline in eor-
porate soving in the former but in bousehold saving in
the latter. The importance of the export experience al
individual countries in sccounting for their differing
trends in corporale saving is again clearly revealed in
chart 25. In Ceylon, the Conga, and Rhodesia and
Myasalond, [or ruunp!r, Lup;i_- declines in the level of
expistiz have been mainly responsible for the unfavour-
able trends in corporate saving,'* In contrasl, increases
in corporaie saving in Jamaica, Puerto Rico and Vene-
ruela have been related to the booyant world demond
{or their expors'"

Household saving in relation both o griss domestie
product and to disposable income has fallen signifi-

Chart 2.5. Relationship between Changes in Levels
of Corporate Saving and Exports, 1950-1952 to
1957-195%

{Peroentage of gross domestic produc)

1
"
A= =
T Y "
M
i} - » ct
T L
b=
o %
E-.I- ' ?
(<]
=1} N
5 ]
} o
L]
F
=
— -
e
!
16—
F
— i =
- WY N (NN T Ay (P [ T e S T
B ol —F = = =i =8 =3 =i & 01 . F & 4
Cmgrge te ekl ' sapary

Source See table 2.1
¢ For ewrisim difleranees in time peried and cononple, s
footmobes o table 2.1. For ablreviations, swe chari 2.1,

1 The cuorplicnally large decline im the level of enrporate
savimg of the Congs, shewn in chart -5, resulied ian froam
& substantial [merease in corporsts earnings cemitted abrosd.

" The diflerimg trends in corperaie saving amomg cousiries
have alsn bean by chenges in ment Eax medsiifee
snd |n curporate policies relating to distributson of dividends,
imcluding earnings fembtend abrosd. Hewever, owing to the lack
if dats in mest coustries, oo generalizatbon cam be made con.
gerning the expericnce ol the entle group of countries under
EviEw.
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SAVING FOR ECONGMIC CROWTH: ITS SOUNCES AND THENDS

Table 2-16, Changes in Levels of Household Saving. Household Disposable Income
and Lompensation of Employees, 1950-1952 10 1957-1959"

. i Tl Chmaiin o

ba pErerkigs -ﬁ; ey Ay

Crsaniry Em #m i | b of
o kit Ly i

prreud e P mm |
e e e IOk } ] T 3
R N A R i 2 2 =1
Rbodesin and Nyasaland ... ..., ., | I 2 5
Hraml .. —_ — 5
Congo S P A B - -1 a B
Union of South Africs . . YR TTC T | -1 2

Phibippdo. . .....ciirarninsianie =1 -] 3 —
! o, LA, e S | -3 2 A
T A e et -1 =2 l 4
Spain, ... ......0000as | -2 4 =]
Homduras P ——————— -3 - | 2
Lolomlsa, ., _ .. ; pwkiath gy =g -2 ' 3
Morooon R e N -2 -3 1 :
Coybomy. .. ..\os .. : | -3 - 2
Tranidad and Tobage . . ............. =5& —7 5 —4
T R A R . -13 5 1

Sourre: See table 3.1,

* For certuin differencns in time period end cun-

cepts, we [ostnains to iahle 2.1

cantly in mwst countries during this period ; in Trinidad
and Tobago and Venesuela, the decline has been espe-
cially large.'" OF the countries shown in table 2.16,
increases in the level of household saving have taken
place only in Jamaica, Costa Rica and Hhodesin and
Nyasaland. While it seems clear that in these cases in.
creases in real income have been an important contrib-
uting factor, the differences in the growth of incomes
cannol account for the changes in household saving, Al
though incomes hove shown similar incresses in other
cotntries, their levels of saving have setually fallen.

Many factors have contributed to this experience.
Shifts in the distribution of income have been a domi-
nant {setor in sccounting for the changes in levels of
saving during the period. As is shown in table 216,
there has been in mos countries s tendency for the
share of compensation of emploves o rise relatively

B g L s B B oS B, oy e o
n 1 grnerally mesderabely, m a few in-
wiamoes, wich as in Jamaies snd Colsmbin, the decling his been

. i the rtios kave noourred im & fow
cases, such as in the Congn Rbssdesin amid Nyssalamd. In
these countries, changes in corparais saving have been the main
facter contributing 1o the changes in the satio of income W

* Compouml raie, hesed an duis im constant
prices.

* Heusehold income refers 1o personal (neome
before tames; it imncludes gevermmanl transfer.

to that of incomes [rom entrepreneurship and property
in household income." This has been partly the resuli
of increases in the number of wage eamers, accom-
panied often by increases in wage rates. In many in.
stances, this change has to some extent reflected redue-
tions in the share of unincorporated enterprise invome
cuused by an unfavournble export experience. Since
wage earners generally tend to consume a larger propor-
tion of income than recipients of entrepreneurial and
property incomes, il is not surprising that declines in
levels of saving have taken place.

The declining trend in household saving has also
Lieen influerced by the continued rapid srbanization in
most -countries, In fact, the enlargement of the wage-
earner sector has been mssocinted with a substantial
movement of rural populstion 1o wrban aress in search
of employment and higher incomes. Growing urbaniza-
tion has required additional expenditure in order 1o
establish homes in the cities; also, materin] standards
of living tend 1o be imitated and it is not anlikely that
such imitation has induced higher levels of consumption.

1% The chasgrs in translers (mom the povermment o the howse-
hobd secior during the perind do sot &lect these conclusions

slmee: they have groevally been vory small,

The supply of finance

Saving derives its importance from the fact that its
level a2 prevailing prices determines the volume of re-
sources available 10 realize investment. It is always

possible, however, that though the community may be
'lri.ﬂing ir relense resayuToes | rom ml:t'mu far in-

vestmenl, the particular entities which may wish to un-
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Table 2-17. Level of Invesiment and Excess of Saving over Investment, by Seetor, 1954-1952 and 1957.1959°

{Pereentagn of gross domestic product)
B ... i i e
I iaamir il nrl Ticymle __li:ﬂ-:lul!_ Meimils Fisdrgn
i PSR R0 ll.ﬂ-fﬂi l-ﬂn.i'-ﬂlﬂ- PRSEL 0T PRAT-I08F FASO-PRF MOAT-PREN  IRSD-1RET IR TERE
| o . 3 i 15 - - =7 =10 1 0
Boarma . . cniienne 2 3 fi 12 2 -2 3 =3 =5 5
India . . AP L PP 5 4 b v —4 - —_ 1 4
R IR | | 1 2 B | | —=5 =14 L H
) T R e o ST 4 ] 10 - =1 = ify =il T g
T L A O 4 a a -] 1 d =] =1 1
Rhodesia and Nyamaland. . .. 7 " 14 16 = = =3 = 3 12
Philippings. . ...c0v0n0nrar. 1 £ 3 — 1 =1 =3 1 2
Korea (Republic af)........ 1 2 3 X -5 - ~2 =3 1 0
China {Taswan).....coc000. 2 | 1 9 -1 -3 —f -5 ] B
i RO, . snvainisnns s 2 12 12 3 | —h -5 3 4
Braml ., .... . & + 11 [} - =] =5 2 2 1
Portugal., . . AT - 1l B 1 1 =i -8 i [
b1 M | O 13 L 2 | —d —b 2 5
Ceplom.....onnses . o 1 5 4 =3 =4 i 1 -1 L]
Bladhris . . o oovouyaraniras B - | Q | 1 =2 =32 -] 1 A
Undon of South Africea, . .... 2 3 15 11 1 1 -5 -1 4 —
Comgn, .. ... P . 5 | 17 5 1 -7 4 2 —4 5
Moroeno, | . B b 15 -1 — -3 = 5 5 —i

Source; See table 3.1,
*Far certsin differences in time period and comeepis, see
festnotes 1o tehle 2.1

dertake investment moy lack the finuncial funds 10
purchase the necessary resources, In most under-devel-
oped countries, there are vast differences in the case
with which investors ciun secure financial funds, An
often-quoted example is the fingncial weakness of the
pensant and his lack of sccess o lending instibutions;
this contrasis sharply with the strength of & large in-
dustrial organization or of government Such differ-
ences, even when they do not limit the level of (mal
investment, may well depress investment unduly in
some fields of production.

The problem of securing the financial ressurces to
andertake investment activity has not been confined in
the under-developed countries 1o the private sectors of
the economy, As noted earlier, & striking characteristic
of the post-war growth of investment in the under-
-I:l-l'!'l'l!hplt‘d countries hos besn the rapid incrense in in-
vestmend by povernments. Since, however, the level of
government saving in relation 1o gross domestic prodocs
has generally been falling, the financing of government
investment has increasingly required the transfer of
resoiiroes [rom other sectors of the economy, While in
the early nineteen fifties the government sector in the
majority of countries listed in tuble 2.17 experienced
either an excess of saving over investmenl or an approxi.

* Countries are arranged in descendi
in iodal net investmani as &
from 1950-1952 to 105T-19%54,

arder of the imorease
ape ol gross damestie product

mate balance, by the end of the decade it was generully
faced with a deficiency of saving.

The i:|'|1|m:|1:|:||:r of the d.ﬂ:lil:l'itl.ﬂ. trend of poveTn-
ment saving in contributing to the increasing gap be-
tween saving and investment can be seen in table 218,
The countries in the table are listed in descending order
of the incresse in government nel investment from
1950-1952 1o 1957-1959; and it can be seen that the
magnitode of the increase in the gap belween saving
and invesiment was, on the whole, not related to dif-
ferent rates of change in investmend. In fact, among
the countries in the lower half of the table, government
investment generally remained stable or fell, but the
gap between saving and investment generally increased.
Only in a few countries have increases in government
investment been more than offsed by the greater in-
crease in government saving. This was the case in
Feuador, Panama and the Philippines, where an ex-
cess of “1.':':1!_ over investmenl wis rlpﬂ'ﬁmﬂ in
I57-1950,

Part of the widening gap between government saving
and investment has been financed by a larger inflow
af foreign ofbeial loans and grants. The importance of
these Aows in many countries is also shown in table
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Table 218, Change in Excess of Saving over Invesi-
ment in Government Seetor and in Net Inflow of
Foreignn Official Gronts and Longterm Loans,
19501952 1o 1957-195%"

(Percentsge of gross domestie ||h|du.n'|

el i il ol _f:!l:r

Limniry® Kerena af ssiag @Rl
e ] term Laijig

Inelia =4
Yenerueln —1
Conge -7 14
Eualear a -
Creeee X -1 - 1.4
Koren (Repubilic of ) -2 By
China (Talwan) . . . . -3 il

1] —i 34
Jamaden |
Braml. . . —1 oA
Portagal -
Huonduras =1 |6
Rlsodesin and MNvasaland s —iL]
Union of South Africa —1 —{.5
Philippines. , I =100
Casta Rica -z 22
Maropen i - 1.3
Ciylon —2 L4
Fannma i -y

Source: See table 24
* For certaim differempces im tisse period amil ennnepin, e
ferubnniis. o lables 3.5 wml 24
* Commiries ave arranged in descending order of the incremse
in grvernment nel invesimeal as a peroeniage ol griss domestic
uct.
* A pusitive changs denites an incresss |5 (allos

2.18, although the comparizson provides only a Tough
indication af orders of mlgnhurk."

Hut, as implied in table 218, domestic barrowing has
also been @0 important source of governr eal hinance in
most countries, The available data do nel peemit com-
prehensive statieticnl analysis of the sources of domestic
funds, but the most important appears to have been
eredit expansion. Howewer, in o few countries where
povernments have borrowed significant amounts of
domestic funds other than from the banking sysiem, the
loans have been made principally by insurance vom-
panics, pension funds and variows savings institations,
In Ceylon, Colombia, Ecuador and India, for example,
these institulions are required by government regula-
tion Lo mainlaln & cerlain ||-I|:-Hji.m ol 1heir Puﬂ!r:Liu i
governmenl secarities. Lenerally, the searcity of non-
bnigineze privaie saving and the rodimenstary nature of

19 This is becuuse ilbe net nBow of fordgn oifcis]l funds as
fnance fur the gonvermmen! sevisr imvelves twn Enporiant emmors.
Firsl, ssmie part al the linds, generally & 11-1l1|'l|-|,: small i
portion, has been meed for fnancing investmemt b pubdic cor-
porationes ralker than in the general guvernment seciar proper;
anil Im the present chapres imvestment by public corporatisns
hes been combined with wvestment of private oorporaticn
because of the Lk of ate duta Secomlly, fereign oficial
fundds may have heen J:rr iiling povrriment ciufrenl com:

sismption expenditiore, 88 in the case of the Hepublic of Kares,

capital markets in most under-developed countries have
o | it -I:I.Fl:illrﬂ: olher Ly pes ol domestic h-urnming, I
India, in pariicular, direct borrowing from the private
sector has played o significant role. According 1o the
estimites for the second five-year plan, the contribution
of government saving o the Boance of government
investment, exeluding povernment enterprises, was ex-
pected to fall from the 38 per eent level achieved under
the first five-year plan 1o 13 per cent. While borrow-
ing [rom the banking system was expected to incresse
[ram 2% to 33 per cent, dralis on privaie saving wern
te imerease from 20 to 29 per cent and the use of (oreign
Funds fram 13 10 25 per cont. It i interesting that the
third five-vear plan appears to rely less on credil ereation
ps o source of finanee sinee it is proposed to cut borrow-
ing from the banking system to sbout 10 per cent of

governmeni imvesiment.

In most under-developed countries, however, saving
in the private sector as o whole has fallen short of private
mmvestmenl. Hather tham |'||u.1.'i||.,|,_|: an excrss of uvjn!
over investment which could be utilized to finanee part
al OV E TN investmenl, the privale secior hin= pen-
erally revorded a deficiency in saving. Moreover, in
conirast o the government sector, the deficiency in pri-
vitle saving was pencrally no les evident al the begin-
ning of the decade than at the end ;) in fact, in 0 number
ol countries, the deficiency wos as large as 5 per cent of

proes domestic produet in 1950-1952,

The wide-spread tendency for the deficiency in pri-
vobe saving to increénse can be seen Prom table 2-19, And
il s notable that the tendency has by no means been con-
fined fo countries in which the level of private invest-
ment hos incressed, In some countries, such as Cevlon,
Portugal, Yeperuely and the Congo, a decline in the
level of investmend has been associated with an cven
Inrger decline in the level of saving,

Oply in o few countries hos the increased deficiency
af saving been appreciably offset by an ioflow of privaie
!run!iFn lasng term cn |:||lr|.|- .l|||'|nu§;|'| Ihrf I F'iw- nnh
an’ impression of orders of esagniinde, the data shown
in table 2-19 reveal this clearly enough. As hss been
notes] enarlier, there has been a marked concentration of
private capital Bows in Favour of countries with buovant
rkih.lﬂn fnd coitnlries wilh I‘EI.HJI'I.'EI:r thh levels of per
capita incoms,

.‘.n.l!ubrl; the various lsrtinches of Fnldurliun wilthen the
private seetor, there hos been greal diversity of exper-
inee with regard 1o the ease with which bnanee for
investmend could be secured, This has been true both
among indiustries and a8 betwern the two broad seciors
of industry and agriculiure.

5o [ar o indusinial fimanee is copcerned., there s litle
doubt that those branches of production which have been
especially attractive 1o privaie foreign investors have
encountered the least difficulty in obtaining rescuress.
But the hnance of iwestment in other new and growing
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Table 219, Change in Excess of Saving over luvest-
ment in Private Sector and in Net Inflow of For-
E]Fn. Prl\.nl.n L-':lllnl. 1051952 1w 1057-1959¢

{Percentape of gross domestie produes)

Llsmaiadr vt T —— ﬁ:n:rmfvm

Jnmaica e ; -1

Hurma o St -1 A
Paruna — (1}
(i reoe 0.6
Hheelesin l|1|| "lt-hl].l.n.d —f 1.0
Feuador - .4
Philippities.. . -2 —11,1
India. i -
Costa Rica i il
Korew ':HFFIJ!IHE ] =1

China {Tabwan) 1 ~{k]
Cirylim — (L3
Portugal -2 .
Hundurma. . ... I —&8
Venerueln -3 1.1
Unbon el Sauth Africa i -2 5
Hrazil ] 5 Ll
Lisngn, -3 =34
Moroeen ... ... I —23

Souror! Sew tahle 244

s Far ceripin difereness in time periesd gl citiee]its, we
fondtnies io tables 2.1 apd 2.4,

b Coumtres are arranged in descending order of the inereaso
i the ratin af P’!Hltﬁ mEl InvEslEEnd a= | periEnbige al Erives
-h-rh-ﬂhr product,

" K posilive: change demores an iseresse o inlbow of privabe
enpital,

dlumestic industries has posedl special prolilems. The
rapid growth of ofd firms and the establishment of new
ones have ploced an increasing burden oo traditionnl
arrangements for providing outside finance and these
have proven increasingly inadequate. Tradstionally, the
main companent of exiernal finanee has been provided
by the unorganised, rather than the orgonized, parts of
thee capital market. Apart from the high intercst rates
that prevail in most unorganized capital markets, the
practice of lending and 'JI:I'I'-IHA‘IIIE |-1'IHII-1H|! prrlu:nll
acquaintances greatly redtricts Hexibility in the supply
of investment Gnance. Hecognizing this, practically all
under-developed countrics have been making serious
ifloris 16 enlarge and improve organized capital marksts,
bath |.'I'I|' hﬂ.lldE':III.I:IH; the market Tor serurities and by
'["lﬂl-llhl-hlnj; noew lending institutions 1o encourage pri-
vate investment in indusiry. For example, in the early
post-war period, Mexico edablished o nalional =ecuri-
thi= commission for the purpose of Tacilitating the
growth of the securities market, Another development,
which has been intended to foster the growth of securi-
ties markets and hos become increasingly important in
& nimber of under-developed countries, has been the
formation of investment Iress, as in Brazil, Colombin,
Mexico and the Philippines. In o few coumtries, notably
in India, povernments have exercised control over new
capitnl bsues to ensure the channelling of private funds
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info investment o branches of production that bave
been arcorded priority,

The growth of organized securitivs markets has so far
been limited, however, and in most onder-developed
cotniries they nre non-exisient. Lommercial banks liave
thitis remalned the sl important institatiend] lenders
to industry, ."|||I|||:|uF|1 their lonns have lended o be
pestiwcted mainly o shortierm eredit, their nding
palicies have necessarily influenoed private invesiment
im imfustry, [n many coantrics bank coedit to the private
sector as o percentage of gross domestic product in.
creased From 1950 10 1958, Nevertheless, a1 the end of
the decade the volume of such eredit wis =il low in
r'r-mp«llr'mul with thai of the industrial cooniries®
T!1¢.r1]1|..!1 i b5 ol |11.m-||:h|.: o pssess accuralely the exten
i which the increases in bank eredit have boen chon-
el bed amts metivities of :l.rﬂ:l.-l| tu'l.|.a|.h|."|l|1l.'.|.- liv ecanomic
development, it does seem that in countries such a:
Greeee, Indin and Maxico, where industrial investment
haz grown at relatively high raie, the share of industry
in the growih of bank eredin has been mther high.

In many countries, government policy In ihe post
war perind has encouraged or required  commercial
banks to devate s larger proportion of their resouroes
o the financing of investment in productive industrial
netivities. Commereinl basks in o number of countries,
is for example, Colombia, Costa Rica and Mexico, have
been permitied or required to allocate o larger propor
tion of thelr resources o the purchase of indusirial
securilies,

Ancther channel through which govemments have
imfueneed investment Ananes s been monetary palicy.
Measares to implement monelary policy in the under
developed countries have mainly taken the form of
selective eredit controls rather than more comprehens
sive instruments, such as wjre market aperations wnidl
changres i reserve requinements, Among itha priuri|-|1
selective eredit controls have been incremental reserve
requirements against loans [or purposes with low social
priority, the permissive inclusion in reserves of invest-
ments of a lype deserving encouragement, as well as
creditl oeilings and regulations concerning the compaosi-
tion of hank portfolios.

In addition io such messuies, almost all countrics have
strengthened the means of pi‘m‘iﬂiﬂp special eredit to the
private industrial sectors, either through direct govern:
ment lending by official eredit institutions, or through
lending by special private institutions. Direet govern-
ment lendding 1o privately-owned enterprises has been
emploved by a number of countries, particularly in the
earlier years of the post-war period. Examples are pro-
vided by China {Taiwan), India, the Philippines and
the Republic of Koren, In Burma, there have leen o
number of joinkventure corporations, in which the

1 See [ Tum Wad, “Interest Rates in ke Qrgasised Money
Markets nf Underdereloped Couniries”, Interestional Munetary
Fund, Seafl Papers, Aoguet 1058 { Washingion, [C ).
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equity capital i divided between public and private
ownership. There has been an increasing tendency, how-
ever, for government funds to be channelled through
specialized official lending institutions, such ps develop-
ment banks, During the post-war period both the num-
ber of ihese irsiitotioms and the volume of eradin !_'rinr,l.-ﬁ
have increased markedly. At the same time, development
banks under private owneship have incressed in impart-
ance, The most common eerviee offered by thess institu-
tinns has been the provision of medium-term and long-
term hnanee, but some of them have also underaken 1o
seek oul and promote new investment opportunities, to
underwrite new issues of securities by private enterprises
and to provide technical assistance, In certain cases, they
have even operated emerprises, Their sources of funds
bave included central banks, other financial institutions
and the private sector. They have sometimes also dis
tributed 10 private firms loons obtained from foreign
sources, such os the International Bank for Reconstruc:
tion and Development. In a number of countries they
lisve received rq;ull.r alloeations of funds From Eov-
ernments. For example, in Brazil, the National Bank for
Economic Development has financed the development
of infrastructure from a percentage charge on revenue
from personal income tax; and in Honduras, the Na.
tional Development Bank has received allocations of
Eovernmenl saving.

In Latin America, two notable special institutions (or
hnancing investment have been the Development Corp-
oration in Chile and the Nacional Financiera in Mexico,
Both have provided finance for a broad range of projects
and have servied se prototypes for similar institutions
elsewhere. [n Peru, resource limitations restricted the
effectiveness of the oficial institutions during the nine.
teen fifties, although with the establishment of the pri-
wale liﬂ'rlul:ltn!ni banks in 1953, the scope for influenc-
ing development has been broadened. In Colombin, the
first private development banks were found=d in 1959,
In Brazil and Costa Hica, the central banks have, in
sddition 1o their hanking functions, also scted as de-
velopment banks, During the nincleen ffties. private in-
vestment banks expanded their activities in Brazil, and
by 1959 the volume of their industrial lending hadd far
outstripped the corresponding activity of the central
bank. The National Bank for Economic Development,
with funds derived fvom a portion of the personal in-
come fax, hod been organized o few years earlier o
assist bong-term hnancing of infrastructure investments,

Similar sperial institwtions hove also been sinblished
in other anderdeveloped areas. The Industrial Finance
Corporation of Indis, for example, was established in
1948 to furnish long-term finance to industry, and since
that time a number of other specialized financial institu-
tions have been ereated to provide long-term and me-
dium-term finnnce to the private sector,

The activity of these development banks, as well as
af commercial banks and other lending institutions, has
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wil, of course, always been confined to the supply of
finance for industry but has also embraced loans 1o the
agricultural sector. The problems posed in the cham-
nelling of suficient Anance into investment in agrical
ture, however, are generally of a distinetly different
nature o those emcountered in industry. Special meas.
ures have, in foct, been taken by povernments in
numercus countries o faeilitnie the fow of hnance iwo
agricultural vestment,

The distribution of investment between agricullure
and the rest of the reonomy has recently become a matter
to which partieular attention is being paid. While data
an the pattern of privale fnvestmen! are available only
for a few countries, it is :mmnnl!_r rl.'ﬁ'ﬂi]li:lhl that the
growth of private investment in agricallure has gener-
ally tended 1o lag behind that in other sectors during the
st decade ! One rough indication has been the fact that
the growth of agricultural output has generally been st &
slower rate than that of gross domestic product. How-
ever, governments have heoome increasingly aware of
the need for expansion of agricultural output, parties-
larly of food production, if internal balance is to be
maintained during the process of rapid industrialization.

The problems eneountered in accelersting agricul-
tural investment and output, however, have been as much
non-finuncinl as financial, In order 1o promote invest-
ment and output and to improve the eficiency with which
the available resources for investment are used, govern:
ments have increasingly sought 10 deal with the problem
of land ownership and tenure and to extend provision
af basic services, such as irrigation works and educa-
tional servives. At the financinl level, sttrmpts have been
made to stimulate additional investment through the
encouragement of lending by established financial insti-
tubions, such s those mentioned above, and through the
establishment of :pu‘.‘h.l ]rm.li:uﬁ slitutons for |.l:n'
tabtisre.

That on overwhelming share of agricultural invest-
mient i under-developed countries has boen self-fnan-
ced dies not imply that the capacity for self-financing
has boen large in absolute terms. It is more correotly
viewed as & reflection of a low level of investment as well
as u still lower level of available external finance. The
most common type of external finance hos been eredit
from such non-institutional or unorganized sourees as
the landlord, money-lender or merchant, but this form
of eredit has generally been not only insuilicient bat alsa
EXpEnsivE.

While in most under-developed countries the com.
mercial banks have contributed to the financing of agri.

cultural mvestment, their loans have generally been of

1 Among the comntries ander discussbon, dats on 1etal press

u;lhlfmlhlh}hdnﬂulmmnﬂhhhlmhemum
Brtweon the sarlier and the later the relutive share o

agricoliural [nvestimesl in istal inveeiment declined in all these

countries. |n relation 1o total owpat, the decline amounied 1o

_m“nmhl"mml.t cend in Greeee, 4 per cent in
Mﬂmwmgﬁn

and India,
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limited significance, whether considered in terms of vol-
ume, tvpe or number. For those countries where data on
the distribution of bank credit are available, the propor-
tion of sgricultural loans to tal bank credit has gen-
H"l“}' been mot only low—less than 10 per cent=—-hut has
bardly improved during the last decade. The propor-
tion has beon somewhat higher in those Latin American
countries, such as Colombin, Costn Hiem, Mexico and
Peru, which have introduced policies of selective eredid
controls intended 1o improve the Aow of credit to agri-
eullure,

The inadequocy and unsuitubility of normal commer-
cial bank channels for agricultoral inancing has empha.
sibed the need for direct and indireet governmental as-
sistance, For example, in a majority of Asian countries
direct government nssistance has become the larpest
souren of institutional eredit to sgriculiure.,

While specinlized ngriculiural banks hove mastly con.
centrnted on the provision of short-term credit, rural
mortgage banks and other institutions have been esis-
blished especially to provide longterm finance. The
main limitation of conventional land-mortgage banks
from the viewpoint of productive investment has been
their prececupation with mortgages arising out of land
purchases rather than land development. Accordinigly,
separate corporations for agricultural development have
boen set up in several countries of Africa and Asia,
including Burma, the Philippines and the Uniied Arab
Republic | Egypa ), while in n number of Latin American

i

carinlries lnulll'-.m.rjn-e ﬂﬂ':hprﬁ:nhl Fresdiul i
covering sgricultural as well &5 wBon-agricaltural
ﬁnlm:ih! have heen establnhed.

The maost important link in the chain of institutional
credil 1o the small farmer [ies in the elfective functioning
of the local or village financing institution throogh
which o large part of agricaltural eredit can be chan-
nelled. A Tavoured approach has been the co-operative
method of rural .lenl:in;. W hile ﬁmq}:rﬂi“ credit
mavernent has been in existence in several countries of
Africa and Asin for 8 number of decades, &t is of more
recent arigin in Latin America and the Middle East.
The degree of success achieved haz been highly uneven,
bt i ssosi comntries the share of co-operative credit in
ngricultural fimance has remained 8t less than 10 per
cont of the total.

Thus, although the scope of institutional finenee has
expanded in many countries, ils progress hos not been
sufliciend o result in an cffective displicement of the
traditional sources of Anance, However, akihough its
quantitative impact till remains lioiited, i3 contrilu-
tion in qualitative terms has been far From insignificant,
Investment funds have been more eBoiently channelled
to the extent that the various eredit instilutions have
adapted their credit supply to the investment needs of
the farmer. O the whole, it may be said that many gov-
ernments in recent years have mide ap important conlri-
bution through their efforts 1o expand the supply of
imstitutional hinance [or agriculture,

Conclusion

The decade of the nincteen fifties witnessed an un-
precedented intensification of the efforts af under-
developed countries 1o eliminate mass poverty. That
most of the countries reviewed in thi= chapter have
registered annual rates of growth amounting to 4 per
cent or more is indeed an impressive achievement. But
high rates of growth have in general been attained only
where o significantly larger proportion of resources has
been devoled 1o capital formation. It is this comman
experience that impels under-developed countries 10
seek higher levels of investment,

Increases in total investment, however, musl be aceam-
panied by equal increases in the aggregate of domestic
and foreign saving. A rother paradoxical development
in the nineteen fifties has been that, while ever-ineress-
ing importance hos been atiached to the aim of scoelern-
ting economic growth, domestic saving in relation to
groes domestic product has risen in no more than one.
third of the under-developed countries, And even among
these countries, the increase has ueually been modest. In
about hall the countries, in fact, levels of domestic sav-
ing have declined,

In so [ar as export trends have exercised a profound

infuence on the seversl dreams of domestic saving,
vertnin changes have ioevitably followed from foross
beyond the control of individual countries, Bul domestic
saving has alsn been afected by 0 number of other fac.
tore. Governments, for example, have everywhere beon
under pressure b step up their curren! expenditures o
meed the needs of growing populations. Even though
government income has risen in most countries; the
sdvance has often been more than offset by the higher
level of consumption expenditure. Further, government
policies have not generally succeeded in preventing pri-
vale consumption [rom absorbing & larger share of
eurrent outpul.

I the abeence of an apprecinble increase in the levels
of domestic saving, the upward trend in the flow of
foreign saving has been of crucial importance to the
under-developed couniries. It is indeed siriking that in
i number of countries this Aow has increased by 5 per
cenl or more of gross domestic product. While in o few
indances larger surpluses of imporis over exporis of
goods and services have been made possible through the
utilieation of foreign currency reserves, the more com:
mon pattern has been that of increases in the Aow of
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long-term private eapital and public funds from other
paris of the world.

Although the fow of foreign private capital 1o the
under-developed countries has incressed substantially
during the nineteen ffties, the distribution of these
funds has comtinued to be heavily concentrated in a
rather small number of countries. Governed as it is by
the profit motive, the increased flow af private eapital
has in the main gone into countries favoured with not-
ural resouress in strong world demand, as well as into
the countries with relatively large and buoyant domestic
markets, These economic forees have been so strong
that even though many countries have sought 1o attract
foreign private capital through a wide range of incen-
tives and guorantess, foreign investors have continoed
to confine their sctivities 1o n relatively small mamber of
under-developed countries.

The concentration in the flow of foreign private cap-
ital has to some extent been offsct by oficial loans and
grantz. Since such foreign pssistance is inevitably linked
with political and other non-economic faclors, both
higher-income and lower-income countries have partici-
paied in the flow of international publie funds, Thers
has nevertheless been a perceplible tendency for the

increased How of these funds 10 be diverted towards the
h'lrrramnumr undrr-dnr]llpﬂl couEiFies.

While loreign funds have brought benefits to the
under-developed countries, they have also added to their
present and Tuture costs, [n the nincteen fifties, public
sasistance has been increasingly provided in the form
of loans rather than grants. The expanding volume of
foreign official loans and private Investments hos en-
tailed a larger outflow of interest and dividend pay.
ments. Since the exports of under-developed countries ns
a group have not risen as rapidly, this has meant that a
higher propartion of current exports has been required
to serviee foreign debl. It appears, moreover, that
foreign exchange requirements for the servicing of
international obligations will increase in the near future,
In many countries, foreign investment and investment
service requitements will continue 1o increase even
without a fresh stream of capital from abroad. This is
likely 10 happen through the ploughing back of profiss,
sinee the bulk of foreign private capital in the nineteen
fifties hos pone into direct investment. Further, many
of the mediom-term loans obiained by governments or
public ngencies in the under-developed countries are
scheduled for repayment in the next few years. Thus,
unless there is & marked ond sustained improvement in
their EXPOTT EArmings, undrr-dn'r|u|i1ﬂl couniries are
likety 1o find the burden of international indeltedness ac-
centuated rather than diminished in the nineteen sixties,
These considerations do wod, of course, :irnlrl'rn' that under-
developed countries should not assume maore {oreign
linbilities, but they do emphasize the need for acecler-
ated national efforts 1o meet the requirements of eco.
nomic development

In countriss where incomes and standards of living
are low, it moy not be easy o save o large proportion
of o constant income. But clearly, when income is grow-
ing. it should be possible 1o save o larger part of the
increment o income, The evidence in the nineteen Aifties
shows that, despite wide-spread increases in real incomes,
marginal rates of domestic saving have continued to be
low in mosd untﬁprdﬂ'rhpﬂi caiiiidil Fhes, l}m'emmtnll,
therelore, have an important task to perform in stimu-
htin! hi!,l'l.l‘f levels of damestic I.I'I'i.TI.E.

The needs of the under-developed countrits are un-
doubtedly o great that governments have had to under-
izke large outlays on education, health and numerous
itlser services. Some of these services are vital to pro-
grammes of economic development. Hut, since ane way
for povernments to increase their saving lies in limiting
current expenditure, careful seruliny of current ex-
penditure might reveal o number of activities which
could yield precedence to more urgent tasks,

Gaosernments ales need to mereass their revenue =o 28
b wie at o closer bulonee between their investment and
saving. While it is not possible 10 indicate a fived target
for government revenue in relation o national produet,
there enn be little doubit that in many under-developed
eoumiries the level could be increased signibeantly, Tt i
capecially important for governments 1o secure stihsian.
il increases in revenue oul of ncrements to national
income, A number of povernments have, of course,
saught to finance their spending programmes through
borrowing from central banks, but such experiments,
when carcied 0wl on an extensive seale, hove often had
sdverse repercusaions. Where the result has been pres
sure on prices. the temporary advantages gained in the
form of incressed government absorption of resources,
or inenepsed |L11'1.'q.l.r u\':ing I!h:rnulzh o red:ib:l.ri.hulinrl ol
incotmes ki favour of ]lmEI.l,. hove often been n-l.l.l:hri.]._ﬂ:i,‘.d
by o number of adverse effects. These effects have taken
suich forms as the creation of o speculative economic
climate, g decrease in the endesey of hooscholds to
suvie and pressure on the balance of payments.

An important deterrent to adequate growth in govern-
ment revenue in many countries is the marked depend-
ence of tax systeme on foreign trade. In nomerous
instances revenue from indirect taxes, expecially duties
on exparts, which often bulk large in government re-
ceipts, has been adversely affected by declines or slug-
gish growth in foreign trade. Revenue from corparate
and other direct taxes has, for the same reason, fre-
gquently nob expanded in line with ineressed povernment
expenditure, Business taxes have, in foct, been decreased
in some nstances in line with governmeni «foris fo
slimulate private investment,

Anather serious shortcoming of fscal systems that
rely heavily on foreign trade has stemmed from the in
gtahility of the external =ector. The consequent Auctia.
tions in revenue have often led to pronoanced yesr-to-
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vear [uctuations in government saving, Inevitably,
governmenl investment plans have saflfersd; in some
instances the construction of much needed Tacilities has
had te be postponed. There is & need, therefore, o
anly to raise the level of total government revenue, but
also to place greater reliance on taxes not directly
dependent on foreign trade. Taxes within the domestic
market offer a promising area for the enlargement of
government revenues. With the growth of domestic seo-
nomie activity it should be possible (o increase revenun
through appropriate taxes on the production and sale
of goods and services, particulirly those which do ot
impose an undue burden on lower-ineome groups. Such
indireet taxes are also comparatively eosy to administer,

While indirect taxes have many advantages for under.
developed countries, the importance of enlarging rev-
et from direct taxes must be emphasized. The taxation
of income in particular has been inadeguntely wklized
in many countries, Apart [rom the serious problems
entdiled in the offective administration of income taves,
a significant shortcoming has been that tax systems have
often failed to eapture o sulficient portion of incomes,
Frequently, exemptions have been set at too high a level ;
a= a resall, though incomes have geoerally increased,
the growth in revenue has been small. Another common
deficiency has been the fallure to tax lorge incomes
sulliciently owing to low tax rates and excessively liberal

desductions,

Agrienlture has generally been the beast toxed sector
in the under-developed countries, Ofien land essessments
have not been revised for many years; in many instaness,
they do not even reflect the increases in land values
resulling from improvements made by governments
themselves through the provision of irrigation, transport
and other Tweilities. Appropriately devised agriculiural
laxes, therefore, represent an impartant potentinl source
of increased revende in many countries.

Hevenue can also be increased through modification
af price structures of public enterprises which have fre-
quently remained immune from the trends in prices
elsewhere in the economy. OF course, charges for certain
essenlinl serviees, such as power and transportation of
capital goods, may have 1o be kept relatively low in
arder to provide incentives to private investment, But in
general, pricing in public enterprises may more appro-
printely be geared to the goal of higher domestie BAVINE.

Policies 1o increase povernment revense should not,
bowever, lose sight of the Tact that in some instances
taxes may (ail to raise apgregate domestic saving. This
may oecur where tises act to reduce privaie saving pnd
imvestment rather than consumption, While, therefore,
tax measures have to be devised with eare, the wide-
=pread exisience of lusury consumption and the exten-
sive non-productive use of private saving and wealth in
the under-developed countries sugpest that revense could
b increased without retarding private investment,

Governments in the tmﬂr'r-dﬂtln-"leﬂ couniries can
also promate enierprise saving through a elimate of
ecanamic expansion and through the establishment of
hasic public facilities. Acoslerated depreciation allow:
ances and lax exemplions for re-invested profits, For
example, can act as valuable inducements 1o the basiness
sector, Dilkealt problems of choice may no doubt arise
once aguin, but it may be necessary 1o strike a balanoce
between higher government revenue and the incentives
required 1o stimulite business saving,

While the expansion of howsehold saving is related 1o
increases in per capita income levels, governments can
lacilitate an increase in such saving. Monetary stability
is elearly one contribution which governments can make
to prevent a decline in the tendency 1o save. At the in-
stitutional level, the creation of savings banks and
co-operalive sociclies, the growth of securities markets,
and the introduction of [ife insarance and pravident
funds sre means by which household saving may be
encouraged. | These institutions, moreover, perform o
vital role in channelling privaie saving inlo various
tvpes ol fvestmeni.

Grovernments, then, have muny means at thelr disposal
ta increase the flow of domestic saving and to insulate
it partially from the uncertainties of foreign trade.
Although the world climate has become more favourahle
to an expanded llow of internmational private and public
funds to the under-developed eouniries—indeed there is
great need for sisch funds to pay for a larger volume of
imported mochinery and other essentizl goods—in the
final analysis economic development must rest on the
cornerstone of domestic saving, Vigorous effori= o pro-
mole domestic saving are necessary if the wnder
developed eountries are to secure higher and self-
sustnining rales of economic progress.




Chapter 3

SAVING FOR ECONOMIC DEVELOPMENT IN THE CENTRALLY
PLANNED ECONOMIES

Policies and problems in financing investment

The role of investmient fnance in the centrally
planned economies differs from that in the private en-
terprise economies as analysed in the preceding chap-
iers. In the latter economies the conditions governing
the provision of investment finance have an important
bearing on the volime and patiern of investment. In the
centrally planned economies, on the other hand, the
velume  and paiiern of invesiment ore determined
mainly on the basis of physical targeis set by national
eronomic |11l.|u|. Financial Pllll!.. I|'|JH:I-|.I.5]'| 'iril:!i!]’.i'Fﬂ-
sahle, are wholly subordinated fo the physical plape
Even foreign capital Alows between the centrally planned
reanomics are generally formilated first in physical
terms gnd only subsequently in value terms. State own-
ership of most of the productive capacity and state
control aver the allocation of the outpul of state enter-
prises enable gpovernments 1o establish investment
projects largely on the basis of the availability of physi-
el resoyrees withoul concern for prior micbilization of
financial means.

Financial planning is nevertheless important. The
need for financial policies closely related to the general
econamic plans resulis from the foct that the 'Pllrlntd
eeonomies are monetary economies in which the fow of
goods s associsted with corresponding money flows. |t
might be asked why money flows are not entirely dis-
pensed with in centrally planned economies in view of
the governments’ ability to maintain direct control
aver the flow of goods. The retention of money flows is
obviously not due to the need for a8 common méasuring
unit for the calculation of aggregate cutput and income
data, This need could be served by an accounting unit
expressed in terms of labour or money without resort to
sotual money transactions, The principal reason for the
exisience of money relationships is the beliel that an
ECOnDIE EyElem drpr'nd.ing e-qu:-!!r ey the direct
allocation of resources would, st least in the present
stage of historical development, suffer from impairment
of incentives 10 work. It is generally considered that
direet allocation, involving a rationing of supplies for
fﬂlﬂ]l[i.lﬂ and sopsumers, wotild uiﬂ.: I'J'q:il' ikt ve
and hamper the uwee of rewards and penalties for con.
|m'|]|'|15 and |.r||'|'|.r.r:r'il1lg their activities

Tt k= this same view that &s hrnﬂi]r mpﬂrﬁ-‘ihlt for the
existence in these countries of mportant eeamammie
sectors not subject to direct sdminisirative controls,

Thus, lnbour is not directly allocated to various ococupa-
tions, bt is hired oo g voluntary basis, and consumer
goods may be Freely purchased by the recipients aof
money income, A large part of the agricultural sector
i mot stateowned and is therelore much leas hl.ll'.'lil"'f'r bin
direct controls than are stale enterprises. Collective
FIrITIl unﬂ |:r|.-r|i.vi-r|uu.|. pensanis are. iF |HI'|HIL |Jlt|-l.|l1d
biv deliver hixed amounts of goods to the state at Bxed
price=, but their prodoction and investment progrommiss
are nol directly imposed upon them by state puthorities.
Even in the stute sector, not all resources are directly
allocared by supply agencies, and a sibetnntial volume
of tranasctions s concluded direcily between enterprises,

The e of monev rewards, however, is nol comsidered
1o be n permanent [eature of the centrally plunned
economies. According to the views prevailing in these
countries, it would be desirable to sholish the system of
maney rewards for work, It is believed that this could
be done, however, anly if and when the abundance of
poads and services would eliminate the need Tor o Vimit
on demand by regulstion of income payments and when
a complete change in the psychology of individuals
wiuld moke it unnecessary to retain income &= an in-
cenitive 1o work. Although such changes are relegaied
to an undefined future, it i= geoerally considered that
the gradual extension of [ree services and free supplies
of goode represents a trend in this direction,

It has sometimes been asserted that the retention of
money relationships in centrally planned economies
reslts only from the existence of two forms of owner-
ship, state ownership on the one hand and collective
farm ownership on the other. This i because the system
ol dioal uwnmh:p prevents the uppli-:.l!inn tin the whole
economy of direct conirols over the allocation of re
sourees, and therefore requires the retention of financial
Hows both between and within the two sectors. As indi-
1'|.|,tl|_i ah-m‘r., h{lwn'rr. il i i e mmrhl:lhh I'!|l
Ihlt |[ lhr slale seclor wele E:l.pam:l-ﬂ.l im] .lJ] nﬂ!ﬂ' fﬂrrl:u.
of 1m'||rrll1:i|r ibolished, the relention of My flows
wontld sl be MECESSATY, CRoepH p-tr'l'u;lu al somee fatare
time. 11 is interesiing to note that expansion of the state
sector has rat, im 'n.r’t. redueed the role of fnance in
the cenirally planned economies. On the contrary, it has
been mseociated with a much grealer emphasis, both in
theoretical writings and in policy measures, on the
increasingly important part plaved by hnance in the
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development of these sedpomizs, Discussion of the laws
of value and rejection of the idea that these laws do not
apply to the relations within ihe state sector hos hod
the practical implication that more reliance should be
placed on the initiative of managers of state enterprises
amd on fimancial, rather than purely sdministrative,
direction of the ECORBMY,

To facilitate the wse of financinl controls in conjune-
tion with the more direct, purely administrative, meth.
ods of directing the economy, most stale enterprises
coniuct their work on the basis of so-called “econsmic
acoounting”, which means that they are st up 2z in-
dividunl economic units that are assumed, in principle,
to vover their surrent expenditire oul of their current
revenue and lo earn profits,’ Fixed and working capital
are provided by budgetary grants at the time an enter-
Prise is sel up, and are subsequently augmented from a
partion of the profit earned by the enterprises nz well as
by further budgriary grants and credits, The price
received by an enterprise for its output consists of two
components, the tumover tax (applicable mostly 10
vansumer gowds | and the enterprise price. The proceeds
of the turnover Lax, which is set by the central authori-
ties largely on the basis of supply and demand, nre
transferred in their entirety to the povernment. The
remaining eurrent revenues of the enterprise depend
om the enterprise price, which is also et by the central
iuthorities. The excess of these rovenues over the carrent
experses of the coterprise constitules the enterprise’s
prohit. The enterprise price & hixed on the basis of the
average cost prevailing in or planned for the industry 2=
8 whole in the period used a5 a base for price-fixing,
sugmenied by a peroentage markup. As the prices re-
ceived as well as paid by the enterprises are fived by the
government, any increase in profits or reduction in
losses over and above the planmed rates will generally
indicate an improvement in the internal :E-l.'irﬂn:r of the
enterprise.® (f course, not oll entorprizes make profits.
The fixing of prices on the basis of average cost may
result in wide-sproad differences in the proftability of
enlerprises, necessitating subsidies to cover whalever
lesees may exisl In some codes prices have been fixed
below average cost, and in comsequence, not enly
individual enterprises but entire industries have suffered
lnssrs.

Part of an enterprise’s profit is transferred to the
budget in the same manner ns the tunover tax, while
the remainder is lelt at the disposal of the enterprise
and of higher industrial or regional bodies for invest.
ment in fixed and working capital and for other sutho-
riged purposes. The enlerprises’ requirements that are
not covered by their retained profits and amortization
allowances are covered by budgetary grants and credits.

! Mot inchoded i this group sre enferprises which tronsfer
all their proceeds to the budgst andd fmance their cormni ex
penses by hisdgetary meids, a3 well as those serviee enlerprises
1he :E.I:H'HI of which is not judged by their profitability and
which therebore are not assumed 1o eam profils,

Thuz the system of “economic sccounting™ in siate
enterprises ennlides the central authorities 1o nuppll_-m-r'm
direct administrative controls with a much mare Aexible
system of Bnancinl incentives and controls, Surveillance
of an enterprise’s financial flows Facilitates supervision
by higher authorities, while the retention of some
profits for disposal by the enterprise, as well as the fexi-
hiHl_\' alforded l':l}' Lhe avalim of Bnancial lows, provides
an incentive for eficient management.

The use of these financial methods has inereased in
recenl years in keeping with the trend towards partial
docentralization of administration, although even dur-
ing the period of strict centralization an important role
wae plaved by financial planning. The tendency to make
greater wse of more aggregative methods of planning
and to reduce the number of detailed production targets
set for enlerprises by the central authorities has en-
larged the scope for decision-making within state
enterprises, amnd thereby increased the importance of
financial policies. But achieving the most appropriate
blend of the detailed administrative method and the
mare general financial method of directing the activity
of the enterprises has raised several problems, the final
solution of which is still a subject of public debate,

While an tnereas=e in the role of finaneial methods
has generally been considered desirable, it has been
doubted whether excessive reliance on these methads
alone could be successful in bringing alwut o desirable
pattern of production in conditions of rapid economic
growth and full wiilization of resources. Secondly, and
quite apart Trom this, the management of the economy
by predominantly financial and fscal methods could
not be successful il prices and profits failed 1o reflect
closely the relationship between supply and demand.
Both these conditions have prevailed in the centrally
planned economies, the latter condition particularly in
the case of producer goods. Furthermore, it has been
painted 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
responae of enterprises (o the authorities’ Anancial
policies. Thus, while the need 1o increase the role of
fnancial planning has generally been recognized, the
extent to which these methods should replace administrs-
tive controls has been subject to wide differences of opin-
ion, and the changes in thi= direction have not been
uniform and are still far from complete.

METHOBS AND SCOPE OF FINANCIAL PLANNING

The financing of investment, like most other money
flows in the centrally planned economies, is almost

* A change in the prices fized by the governmest woald, 5 a
rule, change both an enterprise’s sctusl profits and s planned
prohis, since the latter are wspally aljested 0 the new price-
cost ratins, As profi riles are nol idestical for all e ties,
enterprises may be able to mise theie profits sbove the planned
level by altering their product miz wi I improving thedr
sctual efficiency, The eontrelling mithorities discoarage swch
praciices,
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entirely regulated by & number of co-ordinated plans,
These 1ske the form of revenue and expenditure ac-
counts, and consist of the stale bodgel, the aggregate
financial plan of state enterprises, the credit plan and the
cash plan. They are formulated by the govemment, are
constdered ds state directives and are the principal means
of bringing about o pattern of output and income in
conformity with the goals set by the general plan of
poonomic developiment, As a groop, they reflect the
financial relations between the budget, the stale enter:
prises, the collective farms and the private sector, and
are integraied into & single sgpregate financial plan.
This plan helps to ensure mutual consistency among the
various plans both in their formulation and in their

implementution.
The atabe budgel

The state budgets in the planned economies differ
considerably from those in the privabe enterprise econo-
mies, not only because they compitise & far grealer shirre
of the national income, but also because they have a
much more important Function in the process of evoni-
misc development. State expenditine covers nol only most
notional expenditure for health, education, insurance
and other services, which in private enlerprise econo-
miea may be largely financed out of private disposable
income, but also most pational investment expenditure,
which is derived mainly from the tumover tax and the
profits of state enterprizses, Personal income taxes and
taxes on agricultural producers make only 4 small con-
tribution lo state reveauve. Budgetary revenue also in.
cludes receipts from foreign eredits, payments by enter.
prizes to the social seeurity funds, receipts from the sale
of government bonds, and eurrent deposits of the savings
banks, which are treated as temporary loans to the
government,

In consequence, the major part of the economy's
saving and investment is channelled through the budget,

saureex of fnampce
l. Net revenae
fa) turnever lox
(] profits
2, Amartization earmarked for:
(@) mvestment
(b1 capital repadn
1 Maobilzation of miernn] resources”
4. Onher®

Grants from the bodget for:

{g) Fized investment

(i} Change In “normathe™ working capital®
i) Social and cultural measures

* “Mormative” working capital represenis the estimated mimbmum o

which, therefore, plays a decisive role in Ili:l:.lﬂl.i.h!‘
saving and in allocating it to various cconomic soctors
in accordance with the state coonomic plan. In this
respret the budgets of the centrally planned economies
Filfil & lanction siemilar o that of hnancial bestitotions
in privale enterprise sconomies. There i 8 difference,
however, since the funds mobilized by the budget cense
te belong to the enterprises which sceumulated them,
and their transfer 1o other producing unils is made not
in the (orm of credits but as budgetary granis. Another
characieristic of budgetary methods in the centrally
planned economies is the close link between the

and the financial plans of state enterprises. This link
consists of two parts: the Bow of turnover taxes and
part of the probts from the enterprises 1o the budget,
and the reverse flow from the budget to the enterprises
of (unds [or iovestment i hxed and 'lm-:iing I:.F.“..I.
Aceordingly, the state budget and the finaneial plans of
enterprises are directly related and must be prepared in
conjunciion with one another,

The aggregate financiol plan of state enterprises

The sgeregate financial plan of state enterprises is
based on individen] plans prepared by cach enterprise
us well a5 by associations of enterprizes or regional ec-
onomic councils. These plans, based on production and
turnever programmes, are submitted to higher authori-
ties and, aftry readjustment and co-ordination with the
plans of other enterprises or sectors and their final co.
ordination with the budget and eredit plans, are ap-
proved by the higher authorities and become operational

dirertives,

The hinancial plans of the enterprises exclude opers-
tional iransactions and Himit themselves to ilems which
represent o kind of combined appropristion and capital
acopunt. These plans vary from country to country; a
rough approximation to their genernl form can be
illustraled ps follows:

Ugen of Enance
I Imvestosent in fixed capital

2. Change In “mormative” working capital®

3. Capital repairs
b Hepayment of eredits lor introduction of
new techrbigues
. [nu:'m-u- for research and d:l:hm.
traiming &nd other outlays for edecation
: Eﬂ:mm into special enterprise funds
-

Payments to the budges from:
{a@] Turmover tax
(&) Allsestions from profits

L

b

jonal reguirements of the enter.

rises for working capital. Seammal or other roquiremsnls in evcess of this minimums are usually fisenced
Ey short-term eredite; In many cases even parl of the minimum reqeiremenis sre Bnaneed by erediin

{ Frarands rastinged =% Page 21 )
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In addition to the items listed sbove, the financial
plans of enterprises also contain items covering financial
transactions with supervisory bodies such as industrinl
boards and regional economic councils, which redis
tribute funds between the enterprises under their juris.
diction and in turn prepare their own plans based on the
financial plan of these enterprises.

Investment 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-
fare, they affect both the amount of retained profits and
amortization funds and the volume of badgetary granis
necessary to finance these expenditures, The transfers
of funds from and to the budget are not, however, de-
termined merely by the relationship between the revenue
and the planned expenditure of the enterprises. (e
eould, of course, conceive of a system providing for the
transfer to the budget of all the means of the enterprises
in excess of its planned expenditure and providing for
budgetary grants only in cases in which such means are
insufficient 1o cover the expenditures. But in practice, the
financial Aows between the enterprises and the hudget
are much more intricate. The enterprises are compelled
to transfer to the budget on a pay-as-vou-go basis all the
turnover tax and, in most countries, o statulary per-
centage of their profits, even if the plan provides for
budgetary grants to finance part or all of their planned
investment, This procedure has been -dulﬂﬁl largely
becuuse the pay.as-you-go payments provide the super.
visory authorities with eomvenient current indicators
showing the degree to which output, sales, eost reduction
and other plans are being fulfilled.

In the short run flows and counterflows also arise
because the timing of an enterprise’s investment pro-
gramme may not coincide with the timing of the accuma-
lation of financial means. In most of the centrally
planned economies such short-term finance is wsually
provided in the form of budgetary grants rather than of
short-term credits. Thus, il the investment oullays are
concentrated in the early months of the year, before
the enterprise has heen able to sccumulate sufficient
tlepreciation and profits, the revenoe side of its financial
plan will include any necessary budgetary grants even
il its transfers to the budgpet for the year as 2 whale are
considerably greater than the grants,

In =ome countries, the volume of these Bows and
counterflows was formerly much greater than it is at

| Foargedt sosliancd Jrom fags 80 |

present, since, in the earlier period of planning, almost
all prohts were transferred 1o the budget and almost
all expenditures were financed by budgetary grants. This
was largely hecause of 0 shisrtage af qualified persannel
at the enterprise level and a lack of efficient means of
cantrol over the financial palicy of the enterprises,

Tha l"'-l'-l'df-ﬁ F:ﬂ

I the centrally planned economies all money Bows
nmong enferprises, the state, and its varions institutions
are transncled through the stote banks which lorm a
single integrated system entirely subordinate to the
central suthorities. All taxes, allocations of profits and
other payments to the ate are paid into the state bud et
accotnts in the central bank. Similarly, all budgetary
grants fo enterprises are transferred from the siate ne.
counts to the accounts of the individual enterprises. The
enlerprises are requoired io keep all their funds in their
tank deposits, with the exception of small amounts of
cash for current expenditure,

The use of these deposits is controlled by the central
bank in arder to prevent the enterprises from using them
in ways nol corresponding to the provisinms of their
economic and financial plans. Sinee direct financial
transactions hetween the enterprises are not permitted,
the analysis of their hank accounts enabiles the banking
authorities to estimate the degree of fulfilment of the
plans before the Gnal production dats are available, As
prioes, the rate of planned profits and the allocations of
profits to the budget sre prodetermined and transfereed
on @ pay-asyou-go hasis, the inflows of funds from in-
dividusl enterprises imio the banking system indicate
changes in their output, cost of materials and wage bill.
Moreover, the analysis of the enterprises accounts, espe-
cially the granting and repayment of short-term credits,
signals changes in inventories on the one hand and
the acewmilation of idle Ainancial resources on the other.,
{hver the co.operative and private sectors, the conirol of
the sentral bank is necessarily mueh more limited. Sinee
neither the saving nor the investment outlay of these
sectors depends directly on government decisions, the
contral of their activity by the central bank can he
effective only through credit palicy, Current informa.
tion concerning their activity is available, however,
since collective Farms are compelled 1o transfer & pro-
portion of their income to their “indivisible funds™.
These Tunds essentially represent the capital of the col-
bective farms and may not be reduced by payments 1o

*This item represents the amount of planned cedoction bn construction cost. Dn the Raancial plam,

investmeii are ex in fixed prices, s6d dsy planned reduc al cost owing 1o internal
PTOTNILIES l:ﬂl::rni nnm revenie side of the aocount, Together u;';‘rhr FramnmTics l.'l:l.ru-.l by
redscing rrquirements for oquipment and comstructisn materials, they lmidicate by how moch the rereiiees
derived from sther sources cun be reduoed without speetting the over-all balaner of revenur snd expendi.

tur,

" This item imcludes om the revenue side: procesds froe the sle of discarded rquipnenl, and pEymenis
mil reluied bo the current sctivity of the eni s=, such as parents’ coniribulinns i;r the MM-F:"' af
kindergartens. On the expenditere side, it inelndes lossss o6 socaunt of howsing sml stber facilities gl
ly 1B emberprises,
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the members. Moneys paid into the indivisible funds
are earmorked for invesiment and dﬂlﬂlﬂﬂl in the
banks. Changes in these funds are therelore registered
in the accounts of the hanking system.

Almost complete control over fnancial transsctions
af the economy, complete integration of the banking
system and its Tull subordination to the central authori-
ties form the basis of credit planning in the planned
economies, The principal instrument in this planning is
the credit plan. This plan deals mainly with short-term
eredits extended by the eentral bank for the hnancing
of investment in working capital. Long-term credits for
fixed investment are usually extended by specialized
banks which reeeive budgetary grants for this purpose.

In its most peneral form the credit plan is presented
as an account showing the resources and allocations of
funds of the central bank ot the beginning and end of a
given planning period, The allecations side of the ne.
count consists of the oulstanding credits granted by the
eenlral bank to varioss borrowers. The eo-called re.
sourees side includes the net balances of the deposii
sceounts of the budget, the state enterprises and eredit
inistitutions, colleetive farms, the social insurance fund,
trade unions and other institutions and arganizations, as
well as the volume of curreney in cireulation, Taken
together, these items constitute the total amount of
money in ciredlation,

At any point in time the central bank's resources,
which comprise the economy’s money supply, pecessar-
ily equal the total of eredit outstanding. Neordless to say,
any increase in the “resources” of the central bank i
entirely dependent on o rise in eredits and. therefore,
the “resources” side of the account does not provide by
itsell amy basis for credit policy designed to wvoid
imbalances between the supply of and demand for
COnsSLmerT Eul.rdl_ Im Fael, im thse imitial I-i.l.ﬂl' af pl.lnnl.ng,
the resources and the credits are planned separately.
Since both the credit requirements of the enterprises and
the increnses in sll the component items of the resources
side of the account are estimated on the basis of the
economic plans, they should obviously balance, if
properly caleulated: any difference between the two
sides of the eredit plan would indicate the existence of
discrepancies in the economic or other plans and call far
eorrection. In planning credit policy in the centrally
planned economies, the basic principle is that the
amount of credit granted during & given period should
be determined by the availability of goods, the acquisi-
tion of which is o be inanced by these loans, Since the
supply of goods and services purchased by the indivi-
dual enterprises is planned and the credits extended 1o
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.

These priociples of credit policy apply only o the
determination of the ot smount of credit to be ex-
tended during a given period. In dealing with individual
enterprises the central bank is not concerned with the
supplies of goods required by any one of them. At this
level its main concern is to speed up the turnover of
poods, prevent the unwarranted growth of inventories,
and restrict the sccumulation of Tunds by the enterprises
to the level justified by their actual needs as determined
by the plans, The interest charged for credit is intended
to [arilitete this purpese by discouraging the enterprises
from increasing their demand for funds unnecessarily,
but this method of eontrol is not considered 1o be suffi-
cient aned credits are granied o enterprises only for
purpuses in conformity with their planned requirements.
The planned eredits earmarked for financing stocks of
finished goods, goods in process or in transit, and of
stocks of raw materinks sre, us o rule, made wvailable
only if the bank ascertains that these changes in inven-
tories have actually taken place in conformity with the
plan, If enterprises request additional credits for pur-
chases to increase their cutput above the planned quotas,
credit is granted only if the bank finds that the proposed
incredses are desirable and that there is a sufficient
supply of the required materials and labour.

The cash plan

The achievement of balance in the credit plan does
not imply that extension of the planned credits woubd
nol result in inflationary pressure. In foct, one of the
items on the resources gide, the increase in currency in
cirrulstion, may not correspond Lo the actunl need for
cash and may reflect an exoess demand for consumer
poods, Sipce transactions between enlerprises are almost
exclusively achieved through bookkeeping entries in the
banking system, any difference between changes in the
central bank’s pesources and chamges in credits granted
could be due only to the withdrawal of cash (that is,
currency | from the financial system into the hands of
the population. This could happen only if the money
incame paid to the population is not entirely retorned
io the staie sector through purchises of goods, taxes
und other payments or through deposits in savings
banks. As oll of these paoyments give rise to hank
deposits, the difference hetween the credits granted and
the increass in deposits represents an increase in cash
circulation, In the preliminary draft of the credit plan,
this itesn may be obtwined as a residual and treated a3 a
balancing item. To check whether this residual is con.
sisdent with the projecied flows of money income and
expenditure and whether it would generate inflationary
or deflationnry tendencies, this component of the eredit
plan has to be checked by means of an sccount called
the “cash plan™, The cash plan, which in its preliminary
form is established independently of the credit plan, is
essentinlly an account of cash revenue and expenditure
of the eonsolidated state sector, including enterprises,
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government and Ononcial institutions. [t depicis the
muiey Hows between this sector on the ane hand and the
households and collective Tarms on the other.”

Sourees of finance

Hmipl.l frum the sale of puds anid services
Taves, fees ond the like

ke

Payments inia the hank accounts of collective
nrms

Paymenls mis savings bank sceownts

Changes in cash balances of state banks

lssue of currency

Sinee the changes in cash eireulation derived from the
cash Illl-ll- are hased on estimates, on the one hand, of
consumer purchases and ol savings deposited in banks,
and, on the other, of the disposable income of house.
holds, & comparison of this estimate of changes in cur-
reney in eirculation with that appearing in the credit
plan provides a test for consistency between the oredit
plan and the income and saving pesition of the collective
farms and personal sector. In planning the net increase
in cash circulation, the bunking authorities take into
account, apart {rom the variations in total income pay-
ments, lhe changes in the distribution of income between
various groups with different velocities of circulation
depending on the periodicity of wage payments in
dilerent trades and the timing of government parchases
of agricultural goods,

In addition, and this is one of the principal functions
al the cash plan, the estimate of changes in currency in
circulation enables the authoritics 1o avoid generating
inflationary pressures,

Since consumer prices in state and co-operative trade
are hixed by the government and, thérelore, are un-
respansive in the short run to changes in demand and
supply, an acenmulation of liquid savings by the pop-
ulation may indicale an li'l..l].l:'“i,r |7 np:'nd rather than a
wigh to save. Such an imhalance can be avoided by an
increass in the supply of consumer goods or by modifica-
tion of the eredit pllu- Tl r-r.quirﬂl imcrease oy e
supply of consumer goods might be schisved by an
upward revislon af production plans, by increased
imgports, and by drawing on stocks of consumer goods.
Modibcations of the credit plan to restrict effective
demand might be achieved through a cut in the eredit
granted to the enterprises so thal their anticipated
deposits and the currency issue would be reduoed. Bt
the same effect would obtain if, instead of redocing
oredits granted 1o the enterprises and, therefore, their
deposits, the budget surplos were increassd sulficiently
to reduce the anticipated rise in the currency issue, This
would be reflecied in the sccounts of the financial plan

¥ This account Is to same extent the ensnterpan sl the ascoust
il incume and sutlay of the populatien; the main diffes-
ence fa that the latter excludes meney Bows beiween the collec
tive farm wcior and the siate,

The following table illustrates in genera] terms the
form taken by the cash plan of the cosalidated siate
SEr i 1

Usea of finance

Wages

Expenditures an purchases of agriciliural
prelueis

Petdtima, ald and the like

Louns far private hosing constraction

Cither
Withdrawals from the hank aceounts sf collee-
tive farms

Withdrawals from savings bank accounts

only in a rise in state deposits and in a decline in the
il'llii:i||l|:rt|. CUrfency e, withoat n.E'rrlirl.! the credits
received or the deposits of the enterprises, Needless to
eay, all of these changes are interrelated ; revision of
the planned supply of consumer goods would alsa be
reflected in the various companents 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 genoral plan of economic development.

It is interesting to mote that both the cash plan and the
credit plan treat the deposits of the population in the
savings banks somewhat differently from increases in
cash circulntion. In both ph.lu. rJ:ll.nEcl im cash rvircu-
tation are balancing items, whereas savings deposits are
tremted in the same wHY a8 |:|-:P|:u.il.l of enterprises,
Similarly, policy pronouncements have repeatedly indi.
caled the desirability of increasing savings deposits, It
is not enlirely clear why corrency and savings deposiis
are trested in different ways, The distinetion may rest
on the assumption that the holding of savings deposits
is motivated by the wish to aceumulate funds for emer-
gencies, for old age, or for purchases of durables or
semi-durables st a later date, while cash is kept for more
immediate neede, But there is no doubt thet in view of
the ingrained habit of keeping savings in cash, the cash
holdings are, apart from carrent iransactional require
ments, also determined by the same motives na the
sivings deposita. The difference in the treatment ac-
carded 1o savings deposits and cash holdings is parily
due to the conviction, perhaps based on experience, that
depositors are wore reluctant 1o withdraw their sAVIngs
[rom bank acoounts than to reduce their cash holdings,

The ageregate financial plan

The four basic instruments of financial planning, the
budget, the financial plan of the enterprises, and the
credit and cash plans, become date low after approval
by the central authorities. To harmonize these plans,
both during formulation and implementation, an inte-
grated financial plon is prepared covering oll aspects of
financial planning. This plan is prepared simultaneously
with the other plans and is used at each stage of their
preparation to test their mutusl consistency. This
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enables the planning auihorities 1o detect any imbalan-
ces which were nol apparent in the early stuges of
preparation of the individual plans. After o series of
adjusiments to all the financial and economic plans the
aggregate Anancinl plan takes it2 final form and serves
28 o guide-post for Ananeial poliey during the imple-
mentation of the sel of plans. Sinee some departures
from the original plans are inevitable in practice,
financinl planning continues during the implementation

Sources of finance
Tusnaver 1ax

Praofits

Deprecintion
Revenue from abroad

Taxes oo agricultural producers and
cu-aperulives

Hevonue from insuranee sperations

Paorsonal tuxes

Mot increase in savings bank depasits

iher revenue of the bodget and af enjerprises

Net issur ul currency

This account, together with iz appendices containing
diuta broken down by industries, sectors, economic
regions and varicus institutions, provides detailed in-
formation on the allocation of the profits and deprecia-
thon Tuinde of the enterprises, of budget revenues from
paxes and of private saving.

Since the nggregate financial plan deals essentinlly
with the state seclor, it does not include the retained
profits of collective farms or investment finance from
these sources, Howeser, stimates of ihese items are
included in the credit plan and its subsidiary documents
because the retained profits of the collective farms are
depasited in the banks and are included in the resources
side of the eredil plan. As these deposits are used ex-
clusively for investment, an analyais of their llutuations
prm"lﬂn inlormation an the self - financing of investment
by the callective farms. While not included in the aggre-
gate financial plan, thiz expenditure influences the plan
indirectly through its effect on the profits of state
PRIETprides.

The methods of financial planning described above
have not been uniformly applied in all of the centrally
|_|||.'|1r|ﬂi economies. The EItiEI“." of p]llilﬂnp; hin=
varied from country o country and [rom period to
period. The information needed for formolating the
plans has frequently been inadequate. Accordingly,
imbalances have sometimes arisen and have requined
drastic revisions to the plans in the course of their ful-
filment. In some cases the inflationary pressure gener-
sted by these maladjustments could be relieved only

stage, The readjustments continually toking place in
the varfous plans are incorparated into periodic reports
on the implementation of the aggregate financial plan.
These reports are prepared quarterly and, along with
the over-all seopomiz I:n.r!;:h-, serve as & basis for the
financial pluns of the following period.

The aggregate financial plan s wsually presented in
the following form:

Uses of Emamece

I. Productive sector

Fized investmeni, change in invemborkes,
and eapital repairs nI.F:tl.lr enlerprises

Subsddies for siariing new  productive
o eaies

(Oiperational expenses of enterprises amd
irganmmlinns whally bnaneed by the
bl get

Mineralogicn] prospecting
Expenditures abeoad

Grants i finapee credit for Boed mvests
mitml in the calleetive [arm and persans|
BETLET

Banwses paid from profits of sste enter-
[iThues

M, Nen-prodisciive secior
Socinl and culural expenditure of the
budget amd stule enterprioes

by drastic alterations 1o the planned invenlory change
nr Iq,' an 'u:npl.nrh:d inerease i barrowing from abroad.
In other instances, the inflalionary pressure could not
b ciirbied and was refleited either in an excessive ne-
eumulution of cash or in prive increnses.

Frequently the reason for such maladjustments was
mest [aubty financial planning but an under-fulfilment or
over-{ulfilment of the physical plans in various sectors
which upset the financial plana established on the basis
of the original production targets. In many instances,
carefully prepared financial plans were thrown oot of
balance when the enterprises were able to accamaolate
excess funds and raise their expenditure above the
plannad quotas or divert the funds st their disposal for
purposes other than those planned. 1o the past such prac-
tices could not always be avoided becanse of insuficient
canbrol by the banks over the finances of enterprises. Fre-
quently, departures from the Anancial plans have been
tolorated when the supervisory authorities felt that the
lulfilment of production targets took priority over
hinamcial stabilivy.

In the early years of central planning, financial plan-
ning was generally limited to the preparation of the
budget, which during this period was not always bal-
anced. Mare eluborste and more comprehensive finan-
cinl plars were introdoced only ot a much later period.
Despite their shortcamings, financial plans and policies
have generally proven uselul in preventing the develop-
ment of inflationary presures despite conditions of
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rapid economic growth. Needless io sav, the avoidonee
of inflation cannot be mttributed to financial palicies
wlope. In fact, the retention of direct administrative
controls alongside financial contrals hos been mativated
largely by the view that, within the existing institutional
framework, the balanced growth of the eronomy re
quires measures of bath types, The part played by direct
slite controls over wages, income payments o ihe
peasants, and prices has been a no less important stabi.
lizing lactor than financial planning itself. In most of
the centrally planned economies the general tendency
has been to reduce the importance of administrative
methods and 1o rely more extensively on the more Bex-
ibile method of influencing the activity of the enterprises
by fiscal and fnancial policies,

CHANGES 15 FINANCIAL POLICY
The finance of stale enterprives

lii the preceding discussion of financial planning i
was explained that the investment expenditure of the
stale enterprises is determined not by their income or
saving but by the investment plan prepared under the
supervision of higher authorities on the basis of national
needs. In spite of this, il has long been recopgnized that in
order to stimulate management incentive 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, »
process which in most countries necessitated entirely
new lines of production and new plants, povernments
tended to mobilize the financial means of existing enter-
prises as fully as possible in order to finance the expan-
sion, The emerging neeed for extensive control of the
finances of existing enterprises, coupled with the lack
of qualified and reliable personnel at the enterprise
level, made it expedient to transfer 1o the budget even
that part of their profits which subsequently was to be
returned 10 them in the form of budgetary grans. The
scarcity of investment goods needed for expansion of
heavy industry prompted governmenis 1o resirict se.
verely the supply of material resources made available
1o the less esscntial sectors For technical impmm‘:mlﬂ,
madernization and even capital repairs. In such circun:.
sances it was hardly expedient to relate the amount
ol finance left at the lil!-ll-'.:lﬂ] af the rr:tmlri.:u:n to their
profits.

But cven during that period the enterprises had a
statutory right lo retain a vertain proportion of profits
for the “director’s [und”, which would be used for
bonuses, improvement of housing, health and culiural
servioes for the stalfl and, in most countries, for improve-
ment of production techuiques, Payments into the di-
rectar’s fund consisted of & certain percentage of the
enterprise’s profits, and therelore provided an incentive

to improve eficiency and incresse profits.! Enterprises
incurring losses were also permitted 10 make payments
inio their director’s Tunds, the payments being lorger i
the losses were smaller than planned. While the benefits
derived from the existence of the director’s fund had o
certain incentive effect, they did not provide much seope
for the initiative of management as long as the amount
of funds left at the disposal of the emerprise for Turther
expansion was decided by higher avthorities with ligthe
regard to the claims of the management of the enterprises
onid their |.Il|.lE|lu. The lack of fdtative of the manage-
ment of individual enlerprises, caused by over-centrali-
zation, resulted in deterioration of productive facilities
in ceriain sectors and in lost opportunities to incresse
output with relatively small sdditional investment.

In recent years, in harmony with changes in the ceo-
nomic and political environment, reappraisal of older
policies has been undertaken in all centrally planned
economirs. 11 is now generally believed that if the old
system could in the past have been justified by the cir-
cumstances, it has lost its validity in the present stage
of economic development snd become an obstacle to
further rapid growth, Apant from improvement in
methods of control through the banking system and in
the quality of administrative personnel, the decisive
factor influencing the change in financial palicies was
the fact that, st the present level of economie develop-
ment, the need for an almost exclusive conoentration on
the growth of certain basic industries, often at the cost
of neglecting other sectors, gave way to the possibility
of 8 more integrated growth of all sectors of the econ-
omy. After several years of extremely high rates of
growth in industries producing investment goods and a
considerable increase in their share of total owtput,
production of investment goods has reached o level
sufficiently high 1o support not enly further expansion
in that indusiry bul alse 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, than on ereation of new enterprises, This shift
in policy has made it appropriate to reduce the prapaor.
tion of the financial means which previously had 1o be
translerred through the budget from same enterprises to
others. Accordingly, it has become possible, not only to
intrease the share of these means left at the disposal
of individual enterprises, but even 1o guarantes to
enterprises the retention of a certain proportion of funds
which they cannot normally be deprived of by the higher

authorities,

The importance attached to methods of allocating
funds for investmenl is partly based on the conviction
that it is not & matter of indiference whether the enter-
prises do or do not retain ceriain rights to the disposal
of their profits. Although investment targets may be

fits im excess of the
tham ibe pescentage

iThe perceninge dedection from
plamned quoiss was considerahly
applied 1 planned profis,
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sehieved by cither methid, the efficiency af individoal
enterprises—and therelore the aggregate cost of sutpat
and investment —may be considerably inBuenced by the
metheds applied; a link between i profits and the
volume of funds befi ab the dsposal of an enierprise
creates an incentive for greter efficiency of manage
meent

Financial policies have been modifitd 0 accordance
with thee views, In some couniries the new policies
bave been reflected only in s different attitede towords
the role plaved by enterprise management in the Formu-
lotion of the inancial p!ln, bl in others thr:r have,
in addition, been formalized in new regulations granting
additional rights to the enlerprises.

In the Union of Soviel Socinlest Hr-lmlulinu mnd mosl
of the other countries, statulory changes have inereased
the noumber of FrlErprises enlitled 10 divecior’s Tands
inow re-named “enterprise funds™ )" and have also in
creased the percentage of profits o be mwinined. In
addition, however, there have been imporiant sdminis
trative changes. In practice, the supervisory organs now
puy grester alfention 1o the requirements of individoal
enlETjrises and 1end 1o leave a1 their dispa=al; [or in
veslmenl purposes, o greater proportion of their profit
than formerly, This “decentralization” hos token the
form of considerable increases in the nfluence af the
minsgement of individual enterprises in the proparation
af investment and financial r.l|ll|l rather than the [arm
of greater sutonomy in making independent investment
decisions,

Poland and Csechoslovakia have moved further in
the modiheation of hnancial policies than have the other
-I.'I:IIJI1|1'.|F:|-'EIF I||r Eroup. |.|1 lml|1 these cownlrses e [EI1I|.'
ency lowards grealer autonomy of the enlerprises has
taken the form of stslutory provisions that aormally
assure the enterprises of the redention of o cerlain par
of their profits, which cannot be reduced by ad hoe
idecisione of the higher authorities. In Poland, siste
enterprises were given the right o create development
Tumds { npart From their enterprize funds ) bnaoced [rom
their profits, the perceniage being determined by thear
supervisory authorities. In addition, pan of the profits
iz paid to the sssocistion’s reerve fund for redistribo-
fion among the enterprises under its supervision, Frofis
inexcess of these puyments are transferred 1o the had get.
A part of tse lh"d:lu;lll:ltn! fund is wsed Tor I'mu.m:iup
increases in normative working capital and the e
mainder, tegether with the part of the depreciation
fund left s the disposal of the enterprise, s psed 1o
finanee copitnl repairs and new fxed iovestment. New
imvestment Ananeed out of this fund =, s in other
countries, confined 1o techoical tmprovements, rational-
fzation, replacement and limited expansion; it dlues ot
icludde, #s a rule, consiruction of new plants, wliich
is financed from budgetary grants, Moreover, if the

P — coumtries, the enlerprise fumils de mst dGfer esers.
llally lreen the former dicecior™s (unds

retained profits and the depreciation Tund, calealsted
o the basis of exiding regulations, exceed the inancial
requiremenis of the investmeni plan approved by the
higher authorities, then the enterprise asseciations moy
tempororily freese these somes, O the other hand, if
retained profits and depreciation fall short of the au-
thorized expenditare, the difference may be finapced by
shori-derm credit, or in some ceses by budgetary grants.

It should be noted that the statutory right in Poland
ki rFI.i'.I'I ] ﬂl'ln.l“ FI'DFIDI'IIIJI'I IJ!. FmFll.' I.W Elj.ﬂ"ﬂdllll"!
of the enterprises is not absolate. It may be restrained
by the higher authorities if it is found that such ex-
penditure would compete with claims of other sectors
of the economy. It has been stated, bowever, that while
srme relrietions may tlrr;ninnu":. lie irnlml-:'l:l o
count of the current situation, they should generally be
avoided and gradoally elimmared.® i should also be
rioted thal payments o the development fond [rom
profits exceeding the planned quotas are made nccord:
ing to & diminishing scale. This was dene in order to
avoid an exoessive rise in the expenditure of enterprises
over and ahbove the planned quotas in cose the rise in
profits should exceed planned levels

In Crechosbovakin, the cla e in the policies concern-
ing the retention of profit was even greater than i
Poland. Before 1959 enterprises were allowed 1o retain
a certain share of planned profits and a larger share of
any additional profits. The wee of Tunds retained Trom
|||l||:|1.-|-.1.1 [lrthllll was Telricied o the inancial |||r|.'||.r. af
tlIP'_1'I|IEr1.-|'iln-- Bt the wse of the additionil Tands was
relatively free. One effect of this system was & tendeney
of the enterprises 1o understate their planaed probhits
s as to derive jreater benehl From ony aver-Dullilmend
of the plan. Under the new system, the amoont of
redmined profits is related 1o the increase in Wwtal profis
over the preceding year anid is determined by the saper-
visory agency on the basis of the performance of the
enterprise and its need for lachnical improvement. The
mst significant innovation is the fact that the percent.
age of retnined profits is Axed for & long poriod—mist
less than live years—and that the retained profits and
amortization Tumds, i ol ased |Juri:n;||: a given Year,
may be speot during the following years of the five-year
plan, This enables the enterprises 1o plan their outlays
in the must efficient way without fear that postponement
of expenditure will result in larger transflers of profits
to the budget.

The esdablishment of closer links between the profits
carticd by the eiterprises and their expenditire on in-
vestment need nad result in a disruption of the general
fipancial plan, I means only that & larger proportion of
thi mlt”lrlnﬂ-‘ fimniial rcr.'uirr:tnrn.l,i i tiken ad &
datum by the higher anthorities and cannol be deliber-

“lIm the pasi, the practice wl frerzing sr confiseating the funds
find sprnil IEII;.IHI. i g pear imdoed mandgemsent 1 speel the
siane bl cpilal sepelis or ivestment belere the enl ol the year,
even when il might stherwise have heen mure profitalde 1 posi-
e the expenditune
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ately changed in the course of preparing the plan. Since
these resources can generally be wsed only for technical
improvement, mationalization, replacement and rela.
Ii'ul}' ]i:rn:'ll:cl cﬂln.T!rm.r:r:t nF e r:rl.'l.rrp:r:'ll.-l.. m:u:l BlGE
building of new plants is in any coze Gnanced by the
budget, the planning authorities can, if need arises, keep
the enterprises’ totnl outlave under control by increasing
or reducing the budpetary grants, This, as long as the
pecumulaied profits and depreciation funds are used in
avcordance with the annual fonweial plana, no ].u'n]:lr:rrl
of imbalance need vesult from the increased autonomy
of the enterprises. Revenues in excess of those planned
for will not result in cxcess demand even if the enter-
prises are Tree (o wse them withool prior approval of
the higher nuthoritics, provided that there are sufhcient
stocks of the required goods. In most cases, however, any
upw.rﬂ reviebon of |:|nr|m'1|l rrpﬂulitm’r I'q,' the &nler-
prises has to be approved by the higher authorities,
which nermally give their approval only if supplies are
siifficien b0 mesl e additional demand. Although, in
peneral, over-plan demand haz been rather limited, the
relaxaiion af controls over il finances of the Enlerprises
in Crechoslovakia and Poland resulted in a considerable
increass in unplanmed revenses and investment outlays
in 1955, This imposed significant strains on the econo-
mies of these eountries, In Caechoslovaking the rising
demand was met by an inerease in supply, but in Polond
thee pressure resulted in o substantial inorease in the cost
ol constroction and |'.|1'l.|r|'.||:||ld thi im[u:rl.il'iun ol reslrie-
tive messures on further investment éxpenditure,

Coredit policy

At the inception of central planning, the inoncing of
fixed investment by bank eredit played a significant role
in most of the centrally planned ceonomies, In the Sovies
Union in the carly nineteen thirties, and in several ather
countries between 1945 and 1954, relatively substantial
parts of fived investiment were hnaneed by eredit. In the
Soviet Union, credit fnaneing of stote fixed invesiment
wns tmpﬂrnri.!l.' reiniraduced du rirr.F the Sewomad 'World
War and agnin ahandoned at its end. In Eastern Ger.
many, Hongary and Bomania in 1998, in Bulgaria in
1951 and in Ceechoslovakin in 1952, the financing of
fixed investment by credit was eliminated and replaced
by budgetary jgrants. In mamlosd China, however, the
robe of credit in the fnoncing of fised investment in the
state sector was, and has remained, insignificant. The
elimination of eredit inancing for fixed investment was
then largely influenced by & trend towards centraliza-
tiom, restriction of the rights of individual enterprises
and the reduction of funds left at their disposal.

More recently, the reversal of this trend has resulied
in o reappraisal of the role of credit in the planned
ceomomies, Voriouws proposals have beem advanced,
among which the most far-reaching would have replaced
the budgetary grants for iixed nvestment with interesi-
Learing credits. According 1o these views, the obligation

tor repeay the credits and 1o pay interest on invested Funds
would induce the management of enterprises o econg-
i e i1 :npilnl uﬂl]m.'n. lw.lid Lhie lul:u:ml.l.l.uh'un of :idl-l.-
equipment, snd base their investment proposals on s
mare careflul caleolation of the relative costs of various
combinationz of eapital and labour,®

Thez= buFHHtium eliill msl .i:l'ﬂlil.f.. In ol eiass, any
replacement of present methods of managing individual
EnteTprises b:|.' & EyslEm in which the astivity of the enter-
prises would be influenced solely by the credit and fiscal
policy of the government. But even so they were not
generally pecepied, the prevailing opinion being that s
long &= centralized control over the plans of individoal
enderprises and centralized allocation of bnance ane e
mquired, budgetory fnancing i= more efective than bank
fnancing provided thal certain defects in the present
syedem are eliminated, Enterprises could be induced 1o
eeonomite investment by various means, ineluding, if
necessary, charges on capital which could be imposed
Jr:,-' thie state willymst I'EI-I:IIIiDE i bank ereddin.” [ e, how-
ever, generally believed that while budgetary gronts
:imulr] r|1|||ir|||r | 151 |||;.'!.' li'|.r. ﬂ'l.uliﬂlT rrﬂr i|| ‘I,'IIE:I'ILH] fr-
IquIl'ItIIE. I|1|-':r 1.:|m||.:|r| lie= nu'hrlll."]'nnl.lﬂl |!|". ik |:I:|'|ll'g|--
mient of the scope of credit Bnancing in order o make
the pystem of investment inance more Aexilile,

Additiona] fAexibility is desired |I.I'E,|‘.-|.:f in order io
provide the enterprises with funds for financing invest-
el r.:l.||ﬂuii|:u:rﬂ mal fnTr-.nHm in the ﬂll.'iFi:Iu:II. ]'l[l:l.l'l.
Credit pequirements for these unforeseen expenditures
arg in most counlries estimated |:||:|l'|.I in the bromdes
terma, by the planning suthorities, and the quantity of
nance actually required Tor this porpose may exeeed the
origimally estimated qootas, provided, however, that the
hinancial means at the digpozal of the hanks gre increased
correspondingly. 1t has been argued that since the ex-
puinsion of eredits [or fived investment will resalt in an
increase in demand for investment goods, the credits
shonld mod smply be estimated bul should be l.‘lrl'.'fl.I”f
plonned in conjunction with the planning of additional
supplies of investment goods, in aceordance with the
seneral principles of the planning of hxed investment.
In proctice, however, such a method of planning could
mot be applicd hecause the extension of credits is usually
determined by the mobilization of additional materials
risoiiroes, the dmounl of which & oot known 1o the
relovaint outhorities ot the time of the preparation of
the pla.

Although credit financing of fhxed investment has
been more extensively used in recent vears, its scope has
remained relatively limited in most of the centrally

! Thee prabdem of the determination of tbe inlerest rate o8 of
differential mierest rates wis o be solvedl o8 way similar ta
thay esed in the calenlstion of the coefficients of efheiency
appliesl by the plamning sutheritios to the chadis hebween various
mvestment jriaprets, Fur more details, wee United Nations, Farlid
Econamic Sarwer, [959 (Sabes SNooz SOTLELY.,

o1t was aled suggested ikl the plannisg and project busrds
which sedect projecis for bovestment aie able W estbmale the
relative. efficivney ol aliemative prejerts mare efertively than
the managers of individual eaterprises.
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planned economies. In the Soviel Union, no credits are
granted Tor the construction of new enterprizes or for
their equipment; stuie enterprises can recelve credits
anly for investment 1o introduce new techniques, small-
wale mechanization and ratienalization. The granting
of these credits is dependemt upon the ability of the
Fnlerprise o repay them within three years of Jes" oul
of the additional revenue resuliing from the improve.
mefils, lll'd.l-luljd'll'cl thitt the improvemenls were not arigin-
ally included in the plan' In sddition, in arder 10
stimulste the outpul of consumer goods the enterprises
may reeeive credilz Tor :!l.r.lln:]:ing their Fr-n.rhr'l:inn na
well as Tor improving its quality, Credit= may also be
granted for improving such servios o the workers as
housing, The two latter types of eredit are repaysble

within onr year,

In rach case the credits are granted for a fived period
and for strictly specified purposes and their wtilization
is controlled by the bank. They are interest-bearing and
the rate of interest in sharply increased if they are not
repaid on time. During 1957 and 1958 the total of
ereddits granted for the introduction of technical im-
provements amounted to approximntely 7.5 hillion
raubiles, or abowt 2 per cent of total fxed investment.

In most of the vther countries, where eredit finaneing
had been almosi entirely eliminated by 1954, this kv pe
of Bnancing was revived during that year, mainly in
order to incremse e production of eonsamer gouills
beyond the levels ariginally planned. During the subse
quent period, credit financing was further extended for
purposes similar 1o those in the Saviet Union, that is For
technical improvements, rutionalization and small-seale
mechanization, In Eastern Germany and Hungary, eredi
wits nlso used Lo finonce investment lending to reduce
import requirements or expand exports. The principles
applied 1o the granting of eredit in these two countries
wirre simnllar to those in the Soviel Union, while the share
of crediis in total flr:.u.n:mg was samewhal greater than
in that country. Only in Poland and Creehostovakin lins
the role of credit in financing fixed investment inereased
mare significant]y.

In Czechoslovakia where, until 1952, eredit Anancing
played a much greater part than in the other centrally
planned economies, this form of fnancing was almos
completely eliminated during the following period. In
1955, as in the other countries, bank eredits were ex-
tended to Tight industry and to the food industry 1o
fmance fixed investment designed to raise ptput ahave
the planned quotss. During the following years, credit
waa also made availuble for mechanization and rational.

* For most industrios the creilits are !‘I’llll"d fur g periomd not
rareeding two yesrs. The theespesr b appled b0 the
faliewing indusiries: coal, metallurgy, chembcal, petraleuns wnd
engineering.

L) Enlrrp-nn-'l under boral supervision may recenie crodils for
ihe constructhen of new plants prodocing comssmer goadds. Wherr
mvestmiend work s performed by the employes of 8 given
rlerprise, the exgemditure om wages finaneed by eredil canmol
exeeed 40 per cent ol the credit graneed.
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ization in all branches of indosre. In comnarqence, e
tweri 1956 and 1958, the volume of investment credit
oulstanding rose considerably. The reform of the man
pgemenl of state indusiry introdoeed in 1958 resulied i
a further extension of the role of credit financing. The
new syslem provided For longaerm investment credit o
acceleraie the expansion of state enterprises during the
current five-year plan of cconomic development. Credits
are Fru.hlr."d fisr o |.|E1'.||:l|:| of from fwo b six FeOTE mrsil
pre. repaid from the sdditional probis resulting from
ithe r!l.|.|nr|:1.il.r|1 which the credits moke [Jl;rgsil;llr_

In Paland, investimeni Tar iechnieal improvement nnd
idermizition of existing enlerprises a8 well as {or
rapital repair may, according to the new regulations, be
fisaniced in part by bank eredits, The credite are granted
for investment ot included in the annoal plan and may
be wsed for purchases of machinery and equipment.
They are repayable within three vears of the termination

ol ihe projiects hnanced by (hese credits,

Although the role played by credit Ainancing has bees
greater in Poland and Crechoslovakio than in the other
centrally planned edonomics, its share in the wotal fixed
investment of the stale secior hos remained VETY amall,
[ the ather hand, the fixed investment of private and
rollective Tarms, and private housing v urbon areas, is
financed 1o o moch srester extent by crediis. These
credits are exlended by specinlized banks which receive
budgetary grants for this purpose.

Unlike its part in bnancing fixed investment, the role
of ceedit in Elmn:'inF wrlrki.r:g ru.pil;u.l i ol congiderable
imprtanes in ol of the centrally planied sconomies.
Such ereilits are extended periadically to state silor-
prises for short periods of time and for dehinite purposes,
Each enterprise is endowed by the sate with normative
warking capital 1o cover its minimum operaling regquire
memis, Increases in normative working eapital are gen-
erally achieved trough dedurtions from retained prafis
of 1 enterprise and, if ecessary, by budpetary grants.
In zamwe cases, however, o smaller or greater part of
pormalive working capital is fnonced by credit, The
need for additinal funds arising from seasonal Auetun.
tions in inventories and {rom changes in inventories
rased by uneven distribution over time of purchases of
ruw materials or of shipments of goods produced by the
erilerprises, 5 covered by bank credit, Similarly, bank
eredit = available Mor fl.hl:ulrmg jostiels i Eransit, Since
in-all planned economies commercial credit is fockidden
in relations between enterprises, the value of goods
shipped bt not yet paid for also gives rise to credit
|'|n:mr:i||;_.

Tlu' pl.llil."r | lEl.-'r.-i.nF Lhe 'u.'urkiTl_F rlpil'.p.l of erker-
|-ri.=-u= it & mimsiiem level ll:'lll I:uLin;_ E!ll‘ﬂ!l-i.'.-l iase of
credits is lirgely based on the view that this method
provides additionnl means of contral over enterprises’

B g the Seviet Undon, e exsmple, sbowi hall the working
capitlad «f the si@ie soctor is fimanced by bank coodize; this
iscludes the working capetal af porckasing agencies and trsle
arganlmtisns, must of hri:h. is hmanced by onedid.
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e of their Tunds gnd is an inducemont o greater ofs.
eieney. Since the enterprises pay interest on the logns
and sinee the rate of miercel increases il their repay.
mend is overdoe, eredit fnancing of working capital
should ereate am inducement o malntain stecks al o
minimum level, In addition, the banking system hos the
right to refuse credits when stocks are considered exoes:
sive, provided that their sccumulation has not been due
b exleriil clrcamsaanos. While most such crediles are

planned, the banks also finance the increased desminad
for working capital necessary For any over-fulfilmen
of the plans, In recent times such credits have been e
fised in several cowitries in order 1o prevent the over-
fulfilment of production plane in coses when such
inoreases were not called for by the demand for specific
poods or when they would have crested the risk of
rising the wage hill above the level corresponding 1o
the availuble supply of ronsumer poods,

Changes in saving and financing, 1950 to 1959

In analysing the pattern of saving and investment
during the pericd 1950-1959, a number of conceptunl
anul sististical problems have 1o be faced. The coneeptual
rhﬂuirm:rig Feom the Fact that the definltlons of var-
biviis sectors of the economy that are used in olher coun-
triez are uneuitable in the centrally planned econamies.
Thee essential dilferences betwesn state enterprises, sal-
lective farms and private producers make it inappro-
prints 1o combine these into o simgle enterprise sector.
State enterprises differ from the others in tha they
tronsler a eonsiderable proportion of their revenoe (o
the staie budeel ond receive IJIJIﬂHHI:I‘}' grants; el
profits, saving and investment are planned and sobject
tio direct control by the state, Collective farms dilfer
from private producers in that they are compelled by
statute 1o allocale o certain proportion of their income
to an “indivisthle fund™ which i somewhat analogous
to the familiar concept of pndistributed profits, There-
fore, state enterprises, collective farms and private pro-
ducers are treated separately in this chapter. The latter
ure ineluded in the private sector along with households,
mainly for stotistical reasons.'’ The slale enterprise
sector is dehined 1o comprise all sate and industrial oo
operative enferprises sslablished on the basis of “eeo-
nomic ascounting”, whether producing poods or
gervices, '

Errp.ujr treabimenl of the siate |||.|.-||j|_r|! mmdl U state
enferprise seclor miny be questioned ss being purely
formal, sinee the decisions aboul saving and investment
in these sectars are not only closely interrelated but are
subject o & single plun, While this is troe from the point
of view of the economy s a whole, the differentiation
between these sectors &= important Trom the point of
view of investmen! finunee and therefore is maintained
i this chapter, This distinction, however, is made only

1 Iy many instanees i was ool pessible o separae the saving
amil Emvestment of bouseholds from those of private prodosers,
I"mi:'ﬂulh'. the ineimse il Pl Pfd-lh.lfrrl-. g= iliesknidt Fram
that of stsle snterprisss of molbective (nrms, can b psaimilanrsl
to the teemn of heusehalils

88 Hwwewer, while date un gross meome amil saving cover all
ihe emberprises mentioned alove, those o value addel saclude
rivlerpitisrs providing serviees o comsumens whick, according
i the defnition prevailing in the ventrally plamned Fosnimaes,
o wol precdues incume. This (iflerence is coverage s Bl very
significant becawse only a relalively small pripsrion of saeh
erlerprises is estahlisheel st the basls of “coonmmic aeciunting”,

with respec) o revenue anid Il.'.‘iI'I.F. The lack of dais
does not allow separation of investmeni in the staie
enterprise secior [rom generdl government investmenl,
inclusive of reserve funde and stockpiling. Saving of
these b sectirs is nol compared, therefore, with their
respeciive investment,

Budgetary saving is defined as expenditure on fixed
iyt menl Fll'l.ll- |r1.|||p,1!|!u.r}' piurpluses. Look of informa-
tiom prevenis the iselusion of budgetary grants for ex-
penditure on working eapitnl and other types of saving.
Similarly, it hos not been possible to take inlo account
the influence on budgetary saving of subwidies paid 1o
industries producing investment goods, The inclusion of
these sulssidies wonld probably result in a significantly
greater value of investment and saving as defined in
this chapter.

Saving of the dale enterprise seclor is defined o=
rezourees refained by the enterprises operating on “eco-
nomic accounting” after deducting from their gross in-
come all payments to the bodger.'* Gross income of the
sector is defined a2 including the following items orig-
imiting in this sector: total profits, the fumover fax,
ard the part of the amortieation allowaness nob enr.
pmarked for capital repuirs'

The saving of collective farms is composed of money
pavments into their *indovisibbe funid=" and of con-
iribmiions ie thess (unde in the form of labbur of ol
leetive [armer IFIHI! ot :n].li.Ld.| conskruction. The
definition of private seefor saving follows general usage.
Lack of other information makes it necessary. however,
b estimate private saving from data on investment from
OWI TERBIFCER, INCICASES in SuVIngs bank ﬂt-pu:-iu anid
rosh hn-lrl-iul.:l.. Frivale Hrllil'g- saving includes the value
of awn bnbowr coniributed by the urban population (1o
the construetion of their own homes, for example) but

Viln the rase of enlerprises ranming 8 defien, this nclades
alen smme hudpeiary grants [or variouws funds of the mierpriss
Sach comtrilintisns 1w the “saving™ ol the milbarpeises wese signi:
fivant by in Paland ]

1l the ventrally planned econsmies amortiaim s divided
infu twar parts, ne carmarked for capital repaire and the other
It lipvestment. Sinee datn un fixed meestment do ped bnebade
b siume spent on capital repales, this item was also excluded
{roan il gross mosme of the enlerprise sectar g defmed B this
phapler
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idoes not include the valee of own labour in the con-
struction of dwellings in rural areas because the latter
datn are unavadlahle,

The pavcity of dota and o lack of comparability
between different series prevent prescntation of the
information in an integrated form. The relative im-
poriamee af the u'l."mp of each sector could mot be
measured in relation 1o total saving bul had o be aseer-
tained by its ratio to wotal fixed investment. Moreover,
datn on the siate enlerprise sector are ool suficient for
on analvsis of changes over time. Thue, the discussion
of this secior, which plays a predominant role in the
nitional product of the centrally planned economies,
had to be confined to a single vear— 1958—the only one
for which u relstively consistent set of data conld be
dherived,

The lack of adequate data on international capital
flows makes it impossible 1o ascertain the part played
by external financing in budgetary expenditure on in-
vestment. Long-term credits granted or reeeived are as
a rule included in the budgetary aceounts, but in mast
cases they eannol be separated for lsck of information,
An attempt has been made, however, to azsess the mag-
nitude of foreign loans by relating them 1o total fixed
investment.

ln consequence, the statistical information presenied
helow and derived from fragmentary and not always
precisely defined data should be viewed with cautfon. Ii
it believed, however, that notwithstanding these quali-
fientione the fl‘luﬂ'ﬂilh]t P iEw I!IFIII'J'I.IITI.I.'EH rmﬂnth:.-
well the netual relationships between income, saving and
investment in the centrally planmed esconomies during
the mimetosn Afies.

BuBceT oy savinG

Among the types of saving defined above, by far the
mis=t imporiant in all of the centrally planned economies
i= budgetory saving. Strictly defined, budgetary saving
should include grants 1o enterprises for financing fived
investment and increases in working capital, pramts to
the hanking system, inancing of state reserves and stock-
piles, foreign loans and aid and budgetary surpluses
The paucity of data, however, makes it necessary to
restricel the concept of budgetary saving used in the
fullowing discussion to jis two main components: grants
for hinancing frxed investment and bodgetary surplis.
These two items have probably aceounted for aver B0
per cent of total budgetary saving in most cases ™

For similar reasons it is necessary to restriet the con.
cept of total national saving to national expenditure on
fixed investment, which accounts, on the average, for
about 8 per cent of otal saving, the remaining 20 per

1 fiata on budgriary surplas were msed as oeparted in official
statisthes, includimg foreign borrowing endd subseription losns is
the state by the populstion, Whenever possible, however, an
ﬂﬂhﬂml wns made in earlode state borrewing from suvEps

cent consisting of nvestment in working capital, govern-
ment reserves, sockpiling, and the like. In terms of
these restricted definitions the ratio of budgetary saving
o tostal uvin; viried [rom 67 1w Ti per oeni dqriq!
{he nircleen fifties 1= 8 whale, a= s shown in table 3-1.17

Differences between countries in the ratio of bodg-
elary saving 1o tolal saving thus seem o have hoen
relatively smill over the period as & whole. They were
larger within the various sub-periode, partly reflecting
different I:imirlF in the lﬂﬂ‘ﬂiﬂ-rl. of mew practices in
fimomcing investment.

Ir enisl couniries there was g downward trend in the
ratio of budgetary to todal saving. In moinland China,
however, the ratio rose from about &6 per cent in 1950,
1953 to 75 per cent in 19534-19537, and while it declined
sunewhal during the sulsequent period, it bas never.
theless remained considerably higher than in 1950-1953,

In must centrally planned economies the period be-
tween 1950 and 1953, when the share of budgetary
sawing was highest, was characterized by a considerable
merease in the rate of investment. and an upward move-
menl in the prices of consumer poods and the rate of
trnover taxation.'* These developments were olwiously
inlerrelated. The incresse in the role of investment
pllllj conditiones] the rise in ilril:ﬂ\. while the latior,
in turn, tended to expand the role of the government
budget in transfercing profits™ away from industries
prsducing consumer goods in order to finance invest-
ment in the less profitable producer goods sector. Pes-
haps even mare important al this time was the prevailing
trnibeney towards overcentralization of control, imply.
ing grea’ relianee an the controlling function of the stale
bhudget. It should be noted, however, that in most coun-
trice during that period, the balk of investment con-
sisted of new construction, the extension of existing
lacilities being relatively unimportant.  Budgetary
financing was particularly suited to investment of the
[armer type

After 1953 many of the factors which had enhanced
lhe roke of the bodget in the financing of investment
wrgsed 1o aperile, The most important development
lending 16 reduce this fole ocovirred, however, only in
the most recent period, with the introduction of measures
lending to increase the quantity of Tunds left at the dis
posal of =nlerprises for hnaneing their needs. The some-
what different trend in mainland Chins was attributable
o the [act that the share of the state sector in the
national economy continued to increase during most of
the period, and the inlense invesiment drive asocinted

T The true prepariion was probably sof very dilfeenl mm
thil Edicsied s the et bml:':" I'HHE ke u'lr:l.rrllur amnil the
denssmingter of the rativc were probably enderestimated m the
same artler of magninoe,

" Exeept in the Soviet Union. Ser United Nutions, Farid
Evaunnne Sorvey, 1957 {Sales No.t SEILC), pages 112 &, sni
Uinited Mations, Forld Evansmic Sareey, 050

'® Inclmiling turmower taxes. For 2 discussion af the distinetion
helween profds snd tusmevwer LaNes on consmmer grils, sen
Furfd Econvwic Sureev, 19557, paere 110,
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Table 3-1. Budgetary Saving in Relation to Total Fixed Investment, 1950-195%

{Fereentngs)
Crmntry mnd chern I FSS 15§95 F AT IR 49
=-rul1ll for fwed investment, and surplus . .6 .0 57.9 6.7
Grants for fised fnvestment, ... 520 f.0 sl.a 0.3
{Cheng (meindand)
Crrants for Bued mnvestment; and surplus a5 035 5.3 Tl
Grants for fixed investment. ., . 6.1 558 TL.0 b
Crechoslovakio
Crants for hxed investment, and sisrplus il BT 4+ TE.dd M=
Grants for fxed investment 5.0 AA.f= Ti,0a 19.5=
Eautern Gerntany
Grants for fived investment, and surplus 00 ap_5 i 647
Geanis for fxed invesimem fih. 4 Ti.1 5.0 5456
IERgars
Crants for fced investment, and surplas, . T4 40 e 7700 58,Bb
Grante for fixed investmen) R 0, 1k T4 i, 5n 52,4
Folavad
Cerants for fiwed investment, and surplus, Th2 1145 Ti6 55.5
(erants for fued investment 5.1 "5 6.0 Ly
Hnmania
Crants for fixed imvestment, and sueplus. . 7571 7L
Cerants for fixed investment. ..., .. ., .50 5l e
IS8R
Grants for fived investment, and surplus oA Ti.4 6h.3 Al.4
Grants Tor fixed investment. .. . LA 654 fid, 0 .l

Source; Division of Goneral Economic Hesearch
and Palicdes of the United Matlons ZSecretariai,
based an date published in oficial souroes,

* Thee data presested (n thils tahle and the fallow-
ing tabiles in this chaptes are estimates dorived in
mafy cases from fragmestary of ina ately de
fined statistical series, They shoald, therefore, be
eonsidered anly as broail approsimatiens indicatin
the gemeral order of magnitude and direction nF
r » "Total fiwed investment™ in this table and
thn Pnllowirg tables in ihis chapier designases ths

with the construction of new enlerprises and the setting
up of sew industrial centres continued well into the
late nineteen fifties,

During the nineteen fifties, budgetary saving in most
countries averaged between 22 and 27 por cent of bud-
getary revenue, us con be inferred from table 3-2. The
proportion was considerably higher in mainland China
—about 40 per cent—and lower in Eastern Germany-
about 14 per cent. In interpreting these variations ac-
count needs to be taken of the fact that the ratio of
budgetary reveniae to national income, shown in table
-2, also varied from country 1o country. For the period
a= & whole this ratio nveraged 66 per cent in Eastern
Gormamy, around G0 per cent in Bulgaria, Czecho-
slovakia and the Soviet Unian, between 52 and 55 per
cent in Hungary and Poland and 32 per cent in main-
land China.

The relatively low ratio of budgetary receipts to
national income in mainlond China was largely due to

total natianal expenditure on fixed jmvestment,

& Average of daia eovering the yours indiosted in
the Tooinotes o other coluwmms

" 1953,
11956,
1958,
I |50, 1953
= 1054 1066,
B 1950,
I 1955,

the predominantly agrarian character of the country,
which affected both the revenoe and the expenditure
sides of the budget. The expenditure side was influenced
by the fact that national !-:I.pl.-miilnrr an services and iis
shure of budget expenditure was much smaller in main-
land Ching than in more urbanized countries. whereas
budgetary receipts were relatively lower than in other
countrics because of the Invgely non-monetary character
of agricultural income and the fact that agricultural
taxes were mostly paid in kind.* 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-
* In additivn, in muinland China, the budget both sn the
revelpts asd expendingre sides operated on 8 more “net” basis
than in the other comniries. Thus, differentlal payments [sen
lninnde M), represtaling the difference between domestic and
foreign prices, were sueh smaller |8 mainkand Ching than b
otluer cuunities, The same was tree of subsidies paid 10 domestie
which were relutively imskgnificant in mainland China

during mnst af the pll.'m'rd alt 1h-r Bigve becoms mope
impariant |s peceni years
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Table 3-2.  Budgetary Revenue and Bud lar{uﬂning in Relation to National Income,

19540 1%,
(Prroentngs)
Cimniry wwal e 50 s [ A ] (LA Ty RN Py
ot - TR 62,2 3.2 al.5 619
Grants for fived investment, snd surplus 136 200 124 10.9
Hu$ - L6 o 38
iary rece ; 31. L f| 2.6 %
Grants for ﬁ:rdq:::vﬁlmnl. ond surplus. ... 128 19 12.9 i7.1
Cerrknalimvelis
Builgriary reseipts .. . il e (R 4.4 5,44
Cerants for foced investment, and surplus . . 1,4 [4,7% 14.5¢ 1.3
Eastern Germany
Budpetary receipts e 65.7 4.8 5.3 B3
Grants for fived investment, nnd surplus. L 15 T4 10,0
Hungeary
Budgetary recvipts 5.7 421
Grants for fed investment, and surplis . L 1. a.n
Foland
Budgetary rmoeipts . ; 53.3= 50,5k 33.3 5.0
Grants for faed investvent, and surphis [4.3s [7.00 14.1 12
ALY
Hritdpetary receipls 1 ] 6209 575 54.0
{srunts for fised investment, and surplus 14.8 15.5 14.0 154
Sewrre: See table A.1. * | G
* hverage of dats covering the years [ndieated in s JU5D
the (notmotes o eihier enbummne g
b o5, b5 ] WG,

sequence budgetary saving averaged about 13 per cent
of national income, or only a litthe bess than in most
of the other countries.

In Eastern Germany, the proportion of national in-
come appropriated by the budget was higher than in
other countries, but this difference was not sulficient 10
offset the effect of lower ratios of budgetary saving to
budgetary receipis. In consequence, hudgetary saving
amounted on the average o 9 per cent of natiopal in-
eivme, that is, to les than that in any other cendrally
plonned economy.

In most of the centrally planned economies the pro-
portion of budgetary revenure saved during more recent
vears was considerably lower than in 1950.1953, the
oppesite being true anly Tor mainland China and the
Soviet Union. On the other hand, the proportion of the
national income appropriated by the budget declined
between these two periods in several eountries, 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 to national income

declined during recent years in all countries exeepl
mainland China ®

One of the most important competing uses of bud-
getlary revenue was current expenditore on the national

1 In the Sovier Unbon, this ratio in 19581955 was st the saiie
lewel a2 I 1950-1955%, bui higher tham in 19541957,

economy.” Sinee in most cases the available siatistics
do not show carrent expenditure separately, it had to
he estimnted for table 3.3 and the following discussion,
as the difference between total expenditare on the na-
tionnl economy amd budgetary grants for fined invest-
ment. It therefore inclodes, apart from carrent outlays,
expenditure on working capital, governmenl reserves
and stockpiling. In spite of this, table 3.3 salisfactorily
indicates Lhe relative importance of current expenditure
on the national economy because it is doubitful whether
the inclisded capital items exceeded, on the average,
3 per vent of total budgetary revenoe.

In most countries current budgetary expenditure® on
the national economy amounted on the average o be-

= The budgetary stutistics of the centrally planned eenpomibes
aFe mol ¢ MEmpm:umrﬂmdpuﬁudmm.
Totnl expeaidirure on the nationl ecosomy, comprisisg both
curvenit and capital vwilevs, was the largest ilem in all eoustries,
wnd b moet! of them accounted for mere than one-half of sotal
expenditure, Current expenditure an the national econsmy In-
cluides sibsliidivs, expendiiares on gealogicsl prospecling, research
amil developeent; traknkng of menpewer, adeption of new tech-
mology, oullsye of enterpriess whose current expendiisre s
finameed by the budget, and the like, To the sstent that some
of these expenditares tesd 1w Iower the priee of lsvestment
wsinds, the problem wrises whether they 1|1.r-r|;‘:| e consdilersd
ns saving. In gheds study, however, investmeni §s valised 01 market
prices rather than i scfual cost and po atlempt §s made 1o
eviluate the lapter.

9 Inelsiding snvestment rapenditiores other than for froed
rapital
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Table 33, Distribution of Budgetary Expenditares, 19501959
(Perceninge of tokslj

Tadindrs cnd ilees P P FY¥F P3AT Tidn. PR PRAEL 50
fulguria

Mativnal ECTTHITTLY 516G ] a3, 5.0
Fixed investmeni A . 7140 17.9 151
(bpher . . . 315 5.0 5 LT

Hrulrh. edaeation aod weliare 212 TG .00 | W

L e v ] 2 S bl | ]

Administratinn 19 .5 3.5 .0

Diher, including bodgetnry surplus IE4 148 11.2 12,3

(i | ol §

Matinnal econcmy 311 1. £ 03 1.4
Fiwesd invesiment 5 | 1T A 44,2
{Jiher 1th 14.3 125 12.7

Health, sdisestion sl welfare 116 [aa 14,0 L0.6

Dielenee ! ) LA 5.2 11.2

Admims brutson H.13 LT B2 R

{hbker, [ne ||||||.ir||.|_ I|||-]=r|1.1r:. -\.I.prjllll-! BT bl (i} 1.9

Crechnddorakia

Matioinal scomommy 53, (= LT B4 i7.7
Fined invesiment 228 154
(iher R 201

Health, edwsation and wellare 17,0 27 R, 30.4

|helenee 9.4= a.0 1 03

Ailminisiration b= IR 1.9 1.4

Diher, inchaling budgetary surplas {1,7= I, {19 i3

Fainers F;r:num_l.

Natiomal econnmy 4.4 AT 1.0
Fined investmeni 11 11.0 LT 8.7
LT 2.8 26.3 303 .

Healeh, sducatson and wellare kR 1] 5.7 2]

efeneer T8 JLER 1.0 a1

Aalrimmis Brabio . L LR 7.6 fi. ]

Uiber, inclwling budpetary surplas 0.7 14 11.1

Hungary

Matsonal economy .3 5400 .7 5.6
Fizeal imvesimen 220 e 1 111 Ld.4 18.9
Chiher . - A4 .3 5.7

Health, education snid welinre bl ] 156 09 0 3B

Defence {1 ] 134 11,4 1.

Melministraticn L 1610 0.0l i.h

Lkiher, including budgeiary surplus 24 44 2.0 L4

Pradond

Maddenal eeonomy Al N 1.0 551
Fixesl investment : e [ ol 5.2 a0
{haliey m2 5.6 JLB 311

Mealth, education amd weliare : .55 3.1 2406 287

Defence e BT BT 1.0

Administration F T B4 T8 fi.5

Oiher, including badgetary sarplus 1.5 1a.7 IR 15

Homania

Matbonal econmmy . . . . . 562 521 564 a7
Fixed inwestment .5 21.2
lekier 5.0 RN ]

Health, edwration snd welfare 8.4 4.4 1.1 R

liefemee 10,5 153 1 1.

Adminiztration b 4 1.4 1]

Oiber, including budgetary surplus, . 11.3 135 111 aa

55K

Nutional EEOTY LG .5 I8 i1
Fixed mvestment 22.H 2.7 230 252
Dgkwer 17.8 150 168 18.9

Health, edration and welfare ou.4 256G 265 vl ]

Defenee T 17.5 206 17.4 13.4

Admimistration ¥ H ] ] 1.7

Ogher, inclulding budgetary surplus 1.2 14.3 LLRR] BA

Sourrr: Sor tuble 3-1 * Inchuding the st of maintenance of seeups

& [U52.109549, ko fosrees.

& 521058
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tween 28 and 35 per cent of budgetary revenoe, The
percentage was lower only in two countries — 13 per
cemd in mainlomd Ching and 18 per oent in the Soviet
Uniaon, It i notable that, unlike grants for fised invest-
metl, Vs I:"l]lll'!II!”!II.l.'\'I'.'I- tended 0 a ST foor um i
ereasing share of budgetory cxpenditure over e, Chnly
i viery recenl yedrs and s oa few coontries |and this
rabie levellsd off.

Expenditiores on health, education and welfare were
also important. They tended 1o be relatively higher in

Tabkle 34,

SAVING FOI ECONOMIC CROWTI ITS SOURCES AN TRENDS

countries with & higher level of industrial development
of urbamization. Their ratie o bodgetary revenue in
1950 1955 ranged {rom 35 to 13 per cent, with the high-
est share in Eastern Gormany, followsd in descending
arder by Ceechoslovakin, the Soviet Union, Poland,
Hungary, Bulgaria, Romania and mainland China, In
all thes countries, exeegl mainland China, the ratio
tenidded 1o imerease. Expendilure lor delence, as reflocied
in budgetary statistice, absorhed between H and 10 per
vink af budgetary revenue in most countries during the

hatribution of Budgetary Bevenue," 1950-1959

{Peroembage of toisl)

Tsuniry anil e

ﬂl.l.l'#umu
Turmever taxes
.'1.p-||m}i|ru|:|nm | ]H‘-nﬁla
Contribitinms 1o sooml secwrity
Personal income faies
(hher revenos

{zrehoslormls
Turmirver 1axes
Approprioticns from Fr-.-h'h
LCaontriboinnes b socinl =eciamny
Persanal income taxes
(iber revense

Esidern Lermansy
Tuwmover eaues
Approgiriations {rom peofits
Conteiliutions to sicial weoarity
Persinal income taxes
'.lllrr frriinie

Hrngury
T-qmul..-r lagrs
ﬁ.]]prlirlﬂﬁulb from F:rnl'i.1-
Laninlsitsons o siecial security
Persional income fnues
Utlser revenie

Pt
Turnaver tnxes
*.F|||l'1| 15 1 T9]5 Y rr|l|'|.1 |pr||f|r-
I5:l'lrllrlll||.||uun: to sieiad ety
Persanal ineome tawes
Uther revenue

Nwranda
Turmvier faxes
Appropriations from prafiis
Cosittribuisons 10 gncinl securiiy
Persinial ipcome waes
Other revenss

{85
Turnover tases
Appropriations from profits
Lonmtributioms 1o socia] se uruky
Personal income foyes
Uther revenue

P s U5 [ 1ENH Puse [i4s
M el 1 a5 | Jb.l
L6 Ia7 il 14.9

Li | St LKL} L%
i LT 4H b
M5 5.0 148 Ty ap
145 T i | LT
192 HATH 17.1 i5.7
15:1 6.2 4.4
11.3 W4 L5 1.4
1.4 1§ L,
= Sk = Ha
| e X ¥ |5|-
el [ 1t 154
Ay T4 LI a8
(L 218 [} 19,1
vl el [} i i
19.2 .1 H.h 3] 3k
T i, 08
105 14.2 H.u H. 1w
156 18,
JaH R & I
Uil 4
112 1.4 113 L1.5
i Sy f il 1.6
L S
374 k.3 3.8 120
15,8 15,7 . ag
LB by 5.9
A} 7.4 B.a A
3.7 Al .. 1,5
T al.l M5 b2
lifi4 114 I7.8 212
LA b5 K] 5.0
B5 0.0 Hi T
e 23.9 4.2 200
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" Permomal income laxes" incude fees amd
mivcellengius jaies IIIIII ||:| 1% ||||F|||L'|l|r||1 ]n
Mulgaris and Polamd “ather revesoe™ inelodes
“price lilferential” paymeats o the budges; in
Homania and the Savied Usion eiuivalent pay-

menis xre probably incladed in the wame itemg in
Creehnslovabes and Huqu-r:. seh PEymEmis &re
inctuded i the (urmover 1aa
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nineteen fifties, except in the Soviet Union and main
land China, where the peroentapes were 16 and 30,
respectively. In all rountries, the ratio tended to decline
in the more reeent years,

As budgelary receipts are penerally not enrmarked
for specific uses, the sources of budgetary saving can
be discussed only in terms of the financing of the whole
of budpetary expenditure. The major sources of budg
clary revenue are shown in fable 34, The outstanding
feature of these data is the greater inter-country varia
tion in the pattern af bodgetary revenue than i that
of budgetary cxpenditure. Althosgh the share of turn.
oved taves in tolal receipts was high in all eountries, ils
avernge during the decade varied from 30 per cent in
Bulgnarin to 53 per cent in Hungary, Similarly, appro-
priations from profits contributed &= ousch o8 19 per
ornt of budgetary revenue in Crechoslovakin, but per-
haps oo more than half of thi= percentage in Poland.
Revenue from personal taxes ranged (rom about 6 per
cenl of budgeiary revenoe in Poland 1o 11 per cend in
Crechoslovakia,

Changes in revenue potterns also displayed dissimi.
larities from country to commtry, The share of budgetary
revenue Trom turnover tases tendel o decline through:
oul the period in the Soviet Union and Romania, bid
to rise, ot lemst up to amund 1956, in Balgaria and
HunEnr:.. E:l [::rr]m!:wu!iil nnil ]'TI:II.IIII'L th= increase
lasted up to 1954, Lu three of the last-mentioned coun
tries the decline in the nwsl recent years was princdieed
in Hungary, however, il was very considerable in 1959,
The chamges in the shares of other major components
of budgetary revenue were no bess diversified. Whereos
in the Soviet Undon the share of approprations Prom
profils has steadily been rising, the reverse has occurred
in Crechoslovakia and Polamd. In Bulgaria, Hungary
and Romania, the share of appropriation Trom profils
wis lower in 1954-1957 than in 1950-1953 bt it rose
appreciably more recently, Contribuotions to the socinl
securily sysbem grew more important in the Sovie
Union, Homania, Poland and Hurlp;u.r]. bt less im-
portant iy Crechoslovakin and Eastern Cermany
Finally, the share of |:rru1||l'| lnxes jended to rise in

Crecloslovakin, Womanin and Poland, bt lo decline
in Bulgarin, Esstern Germany, Hungary and the Soviet
Union,

The sarialisn wn the relallve shares af the tarsover
tax and approprintions from profite largely resulted
Iroem varialsns i inler-secberal 'l:riri:n.p' pu[ir}'. For
example, n rise in the price of producer goods relative
i com=tinet poods would fnerease the cost ol materiabs
used by ronsamer goods industries, Assuming that
prices o consamers would remain unchanged, resenoe
from the Bimover oy on consimer poods would Tall
while profits in producer goods industries would rise,
Another reason [or varialion in the relativie shores af
the turnever tax and spproprisfions from profits, as
shavicnn bn tabbe 30 liss bn the Fact that differential pay-
mesits are combined with the tornover 1ax in Ceecho-
sbovakin and ]‘lunpnr!., while im the sther rountries they
are included in the item “other™.®

In mainland China, the pattern of badgetary inoome
was quite different from that in other centrally planmned
ceonomiss (see table 5-5), Whereas in the latter 75 1o
85 per cont of budgetary income was derived from state
r.ulﬂT.lri'.rnl i1 Lthe [orm of turmrver tires, I:I.II"II'-ITPF‘; alions
from profits and coniribulions o the social insurance
avslems, 1o maimbnosd (hina «ate i-.nlrrirr'im wirre m1.|r|'|
b= i]'l:lFrL'lllﬂ:l:I |:|:J.|‘i1|.p thi Fatlf.' |:||1|:1 al the Frh'jur]. An-
other dilference was that in mabnland Ching most of
the revenue from stale enderprises consisted of such
pavmenis s appropriations from probis, transfer of
allowances for nmertization and reduction in working
capital, rather thon of commodity taves, The melative
importanee of the latter tevided 1o decline after 1953,
In contrast, the share of sppropriotions from profits
anidl simildr payments increased continuously, The latter

Ui Nalleremiial payments arse (rom the diflerenes lorweon s
limsir price fueld Iy il state amd the sciusl price, which in oer
taih muthosied ransactinns, panboalicly in foreign trade, may
ilifler from the hasio price, The diflerence s covered by transfers
te i B e badget, 1o Paland and Balgaria. the only countees
for which information is available, differential payments to the
budget srvounted for prardy sscqeerier o |I'H-d[l!‘|.l1‘|' TeTEnnr
Comhining these paymenis with LE turmuver iax in these tao
comniiries would raise s share of hodgelary revenue o abou
55 per cent-n mis rather similas @ thet prevalling in Ceechi
slivakia sad Humgary.

Table 3-5. Mainland China: Distribution of Budgetary Revenue
{Percemiage of wial revense)
fom el [k s (LLr] (LS
Sinie enberprises H.1 .9 T HiG BT.O
Taxes e 224 141.9 g 3.3 20,1
|'|!|F'r|-'|mlll-||l1l. rrnrn |m|f|h- unr! ||1]1|-'r 117 200 a6, 7 506 fil.6
Agrieidtaret = LK 13.4 104 1.7 1.3
PFrivawe indostry sl tvnlls 29 1.9 27
Mizad shire eite FuREs ., . . —_ 1.2 b B4 0.8
Indisirial and trmle co-operatives - 1.5 55 o :
Al othier ; ; 1.4 1.1 1.3

Swirve: Ses inhle 3-1,
* Planned fgares.

& Ineluding towes on individus] farmers, collecs
tive [arms ana pesple’s communes.
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accounted for 62 per cent of all budgetary revenae in

1955,

SAVING ©F THE STATE ENTERPRISE SECTOR

A= indicated in the preceding section, the funds ap-
propriawed by the state bodget Tor financing investment
inid social consumption were mosily devived from turs-
over taxes and appropristions (rom profits of the sector
compriging sate enferprises and indostrial co-spers-
tives. These appropristions, together with the retained
profits and amortization Tunds of the enterprises, repre-
eented the gros income of the enterprise seator, which
in the fve countries lor which data could be estimaisl
amounted to between 31 and 43 per cent of toal do-
mesiic product {see table 3.6,

Needless to say, these intercountry varlations were
influenced both by variations i the share of gros
income in value added in the state enterprise sector,
and in the share of this sector in domestic product. The
latter factor was more important, s is indicated by the
fact that the participation of this sector in domestic
product ranged from 62 to 89 per cent while the ratin
of gross income to valoe added in the sector varied
from 44 10 51 per cent.

The validity of such inleT-counlTy  comparisons
shoiild be qunliﬁr-i bercdmse of differences in Jlril‘q‘
structure, This qualification is especially pertineni with
respect fo the centrally planned economies, in which
the relationships among prices, wages, profits, taxes
and subsidies are largely determined by governments
and vary from eountry 1o country and [rom period o
period. Stete ownership of the predominant sector of
the economy makes it possible 1o avoid any direct re-
lationship between producer and consamer prices and
te change price ratios without altering a given relation-
ship between real consumption and investment, Die
similarities in the price stroctures will be rellected in

differences in the relotive profushility of diferent in-
dustries snd in the relationship between profis and
the turnover tax as well as in the ratios of gross income
kv ibosmestic produet,

The impact of government policy on these relation-
ships can be demonsrated by the recent example of
Hungary, where the B0 per cent rise in the prices of
producer goods in 1959 resulied in considerable alier
atign of the prioe structure, and significant changes in
the compesition of valee added in the state enterprise
seclor, in relation 1o domestic product, as shown by the
percentages indicated bebow .

FEE dnil

Value addad ; s a5
| abwvus e0 maatinn ik |7
Social security comtribations 1B .l
Amuriization sllowances earmarked

for |
Capital repairs 1.4 ad
Investmeni LB 4.3
Prafins 27 15.0
Turnawer tax 49 12
Grese imeomn - 204 IL5
Rndin of gross meome 16 vilue addid .7 456

The importance of the state enterprise sector in ac
cumulating financinl means in the centrally planned
economies is shown by the Tact that in 1958 gross in-
ome of this sector exceeded total national expenditure
on fixed investment by 53 1o 118 per cent.™

Sinee § substantinl proportion of gross income of the
enterpirises is transferred to the bodget, and in turn 8
large part of investment in the stale sector is Granced
by budgetary grants,™ the saving ratios of the state

= The ratin of gross inevsse of ibe siale enterjviss sector b
talal nationsl expemditare on fued wvestment in 1950 was:
Bulgaria, 153; Esstern Germsny, 218: Hungary, 109; Peland,
161 ; Sovier ['miom, 192

* Dnly part of budgetnry saving is retarned 1o this seclor Tar
investmeni purposes. Another part b used (or investmenl jm
wrdcral grrernment seryices, for increases in govornment reserves
amil for sieckjiling.

Table 3.6 Value Added by State Enterprises and Industrial Co-operatives in Relation
to Domestic Produet in 1958

| Percentage)
Kawde i

Faaermy Ml lirirmn Hangura Mabans [RE=7 ]
Valoe added . .. SARER MR R . e g LT 7.4 i
Liln-u.rmruptnutjnn... R AT sy e 24.9 P ] 1.8 MA 499
Bacial security contribations ) el i3 f. 28 5 25

Amortization allowsnees sarmarked for:
Capital repairs S 232 T A4 3.8 15
Investment 1.2 - I.g 14 |
R s H.1 5.9 =T 54 15.2
Turnover iax. .. 203 259 4.9 6.0 i
Crroan income R 1.6 3l.2 2404 148 427
Ratio of grom inoome 1o valun sdded S0 A 43,7 A 8.1

Bowrer Seriable 3|

* Value added i defined bere a8 imcome origi
nating in material prodection plus sllowasces for
amoriesation. Bomestse produer (s the sum of valose

added in all secars and is equal (o nalivosl inceme
plus allowances for amorisssbion. Gross inesmes
comprives peofite, taxes anid the part of the amorti-
wxtion allowsnees rermarked for investmes),




Crarren 3,

enterprise soctor, ag defined m this chaper, Trpl'l'.‘l-l'.ﬂ[t'fJ
only o small fraction of this gress imcome. In the coun-
tries listed in table 37 the rotio of saving to gross
income ranged from 7 to 19 per cent and the relutive
imporiance of sectoral suving in total saving, as mea-
sured by the ratio to total fixed investment, varied [rom
15 ia 31 per cenl in 1058,

Table 37, Saving of State Enterprises and Indos-
trial Co-operatives in Relation to their Value
Added, Gross Income, Profite and Total Fixed
lnvestment in 1958

iFercemapgep

Hosdiag oy slade #fer, LU R T ST ST
vw e reslipeg i ey ba!

Faunlry Searfurml
. _:.._ J’N

j firel
suheiini’ | r mdile® el

Hlll!m b R aa.0 Fapl 1]
Eﬁ|mn]r.rl'ul.|l s i Hh A
Eastern Germany Iz 7.1 A5 154
Hungary . B I0s  ToE 2L
Poland , TH 1.1 s ol ]
LISSR 7.4 6.3 4.5 113

Souree! See table J-1.
& iGroas neome less fermaver e

The only country for which similar data can be
derived for other years &2 the Soviet Union. Acoording
to these dnim the ratio of the saving of state enterprises
ard imlustrial co-operatives 16 gross fixed investmend
averaged 274 per oent in 1952-1954, 299 per cent in
19561957, and 31 per cend in 1958, Thus, the ratio
tended o rize somewhat throughout the periosd,

Although no precise data are available for the other
epstern European countries, there is little doubt tha
the merease in the relotive importance of the saving
of the state enlerprise sector was muach grester there
than in the Soviet Union. Until about 1955 in many
aof these mounites amartizgation allvwances carmarked
for invesiment were iransferred o the staie budget
similarly treated in some countries were all prohes
pxoept minor payments inte the directors Tund. I was
only in connexion with the general tendemcy towards
deventralization i the following years that entrepre
neurinl saving began to gain in importance. In Ceecho-
slovakia, the changes introduced in 1959 brought about
increases in the ratio of state enterprise saving to total
fixed investment of from 26 per cent in 1958 10 33 per
cent in 1939 and incresses in that of net saving to fixed
investment of from 4 to 13 per cent; in Poland, a change
in palicy had already occurred in 1958, raising these
ratios to 26 and 10 per cent respectively with only slight
further incresses (o 28 and 13 per cent) im 1959,
Similar changes took place in Hongary in 1959,

The considerable differences From country to country
in the ratio of saving 1o gross income in the state enber-
jirise sector may be dise to several factors, only some
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of which can e analysed in this chapter. One of these
may be the fact that the turmover tux is entively trans-
ferred to the budpet regardless of enterprises” financial
requirements for investment. In fact, the magnitude of
the turmover tax 18 nob related in any way o the enter-
prises’ production costs; it bas no influence whatever
on the amount of funds they rétain or on their saving,
and inter-country variations in its relative imporiance
may be the effect of historical developments rather than
of any differences in present eonditions. The deduction
of this tax from gross income may therefore eliminate
i purely incidental cause of inter-counlry varisiions in
saving rotios. As ean be seen from the data in table 3.7,
these variations are in fact somewhat smaller when
saving is related 1o income net of turnover tax, that is,
te gross prokis,

But even with allowance for the effect of the lurnover
tax on the relationship between income and saving, the
infer-country variations in the rote of saving are signi-
ficant, They may, of course, reflect differences in gov-
ernment policy with respect te the proportion of prohis
tranelerred 1o the budget. They may also reflect differ.
ences in the proftability of enterprises related to their
needs for investment funds, This is mainly beeause the
share of its income that an ﬂllr;prhlr relaing is pu.tﬂp
determined by its Fll.ill.rl'l‘tl investment outlay, Conse-
quently, all other conditions being equal, the aggregaie
saving rabia of the sl ml!rr|rri.|: seclor Al Any I|_1'i'lrl-:ll
time may be influesced by varistions in enterprises’
profit-investment ratios,™

The lack of adequate data makes it impossible to
analyse in detail the distribution of gross income,
profits, saving and investment by sector and industry

Thlrﬂntmyhrﬂpllmfdbjthﬂfﬁ]m‘mb.
‘I.mmr twn enterprises, epch showing o profl equal 19 l:m'
umiis wl curremscy. T'ﬂ- plenned vestment of rach enierpriee
amounded 1o, say, 80 units, then it b likely that the amean
if himils left by the siaie ab the enterprises’ disposal for invesi:
meml wimld smount to 160 units. 1, however, the plan
3 currency nits [or investment im one enlerprise and 130' unlh
in the oiber, ihe amoust of fends |=f ot the dlitul
enierprise would e recuosd 1o 30 wnlis wad the fands 1-'I'1 Idl
the sther imcreased 1o 100 wnits, equal o i toisl profits,. the
diflerence betwern prafite amil nvestment belag eovered by the
bnkget. In this case, total saving of these two emlerprises woulld
[ H|II| to 130 currency umits mnstesd of 160 6s 6 the Rrsl cass
il the sggregate saving ke would fall Erom B0 per cemi in
the firel caze o b5 per cenl in ibe secomil

No chapge in aggregale svbng ratie wonbd ocewr, |, sssiom-
ing mo mlieration in inenme of esch enierprise, the decline i
SAVINE in Gne enferprise i l-nli:-l:r rom e msatee A i feaes
in sawing in the other, It is obyvioes that il ins of the ahsn
lude figures used in this example, i l.IlJ:r:'u were condaciel
'iﬂ.r Il;l'l'l ﬂLpﬂ'l’l'n'lll;l." rales &l saving m each sector, I:: ;::'I
af thess changes oa (he aggregats asving rale eould
mined wmly by taking into acommi the relative share of l.-lch
enberprise i e bots] probl ded tetal swving of the .m

In praciies, of course, the funds belt at
enterprises are notl entirely determined by 'Ihlr hlﬂlnrul: e
quirclmrrnl?a art of the |-rni-|-|::-r-:nnfm-hil u:: the budgrt lml"-

thee o ks o enbeTpricess un
m returmed fo them |nmi-|:: fuem of badgeiary gramis. Bui
sinee this palicy s appiied 1o all ﬂl.rrrlmu- it oomld noi be
:mpc-ul.ihh foux the -|:||:|!:I erepres m Abe siving ratice af individual
rolerjners.
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anid 0 ascertain their interrelationship. However, more
detailed information. relating to industry aaly, is avail
iabile for the Soviet Union, The daia reproduced in table
-8 show that in the Soviet Union, according to the plan
fiar 1958, gross profits™ were 1o be aboul equal 1o total
invesiment in industry as 0 whole. They excesded fxed
investment by 31 per cent. But the distribution of profits
and investment by industry was extremely uneven, in-
dicating the extent to which investment in certain indus.
tries was honanced by saving traneferred from other
industries, It will be recalled that in the centrally
planned economies these transfers are not effected
through bank credits: part of the enterprises’ income
in transforred to the budget and the portion used for
investment grante o enterprises is incloded in bod-
getary saving as defined in this chapter. Only in three
major branches—metal processing. light industry and
the food industry—did gross prafits substantially exeeed
investment requirements. The opposite was true in all
ather branches, particularly in those producing basic
materigle. In the coal industry. gross profils were
actually negative even though investment in this indus.
try constituted 13 per cent of 1otal industrial investment.

As the rate of profit in Soviet industry was higher
than that in most other countries and its distribution
by industrial branch probably more equal, it is likely
that the gap between investment requirements and
profits in individual industries in other contrally
planned economies is greater than in the Soviet Union
While it is certwin that inter-country variations in the
investment-profits ritios of the state enterprise sector
contributed to the disparity between the aggregate rates
of saving in different countries, the actual impact of
this factar cannit be zscertained.

The Toregoing discussion of the factors sccounting
for variations in the rate of saving of the state enterprise

™ Inchusive of amertisstion allowsnoes carmsarked for capitsl
Frpmire.
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seclor wis condurted in terms of gross profits, saving
lseing defined in this chapter as inclusive of amortizs.
tion allowances earmarked for investment. However, it
is af interest to consider the part played by amortization
allowances fn the formation of the gress profits and
saving of the stite enlerprise sector and 1o sscerinin its
influence on the mbercouniry differences in saving
ratios. The distinetion between gros and net profits s
particularly relevant in analysing these differences in
recenl yearss because of the general Irrll!:r:uu_,'1 s parent
in most centrally planned sconomies, to establish &
closer link hetween the volume of funds retained by the
enterprizes and their profits,

As mentioned above, in 1958 amortization allowanees
were generally left with the enterprises or their super-
visory administrative units; that is, they remained with-
in the state enterprise sector.™ The bulk of net profits,
hawever, cantinued to be transferred to the budget, In
consequence, the rate of gross saving was considerably
influenced by the valume af the amortization allowinees.
These allowances were only remotely related 1o rates of
et profit and the diferences between countries in e
ratio of amortization allowances 1o profile were very
eonsiderabile,

The importancs of this foclor can be "'1"1".' ]
fram the percentage ratios of amortization allowances
earmarked Tor investment (o saving, gross profits, in-
vestenent and value added indicated below:

sl bl
Bulgaria 4 7 5 16
Canchoslovakis . By 55 s |
Eaatern Germany = = -
Humjmary . . .. : | 4 3 12
Poland " il 14 5 1
LISSK. . . ) 12 2 g

o T]"-"'l]:r oummtry where o sizable pari of the emortimtion
alluvwaneces was redisiribnited through the budget seems 10 have
been Crevchinalovals.

Table 38 Union of Soviet Socialist Republics: Comparison of (iross Profits with Investment in Tndustry,
by Branch, According ta the 1958 Plan

(Biltions of roubiles)
ledvigd peatile P nsvwiewnl Flaaiia il
Tindusivial gk y T T —— i
Tl ] Amarii- Tl Fired  in worki LET el
prafils innes e enpiial s | perrEsbiig
Tostal inalustry, . .. : s RO 8.0 4] 425 I07.2 128 22.4 130.T
Merallisrgy y : PR . I 6l 7.0 2.5 194 LR i | L
Coal. .. .. RV i e =17 =G.f 39 185 I5.8 02 25 =104
Ol am s, ] 53 4.7 15.9 14.0 3 L7 il
Metal processing” chaiy 104 132 19.8 i.g 4.9 10 et R
Lumber, paper and wood processing .5 4.4 2] 10.1 T8 05 LB 233
Canstruction materials 33 i ] 14 6.3 1.8 0.7 0.8 45,8
Light imdustry ... ...... 185 16.2 23 55 1Ll .1 1.5 5968
Food processing. . .. | ek i | 14.3 28 fi.0 3.7 LT L.& 52
Fishing II'HI‘EIEFI‘!:H:-HhiME e 25 1.2 L3 a9 27 N .1 926

Souree: A, G, Tveray, Vaprosy

Natimaleove Pobhmds [ Finanry 8558 (Masenw, 195H),

* Includimg amoniieation allowaices earmarked For expital repairs.

¥ Including umspecified producer gooils.
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The lack of anv rrtngnil.lhlr pattern in the relations
between these ratios reflects 1o a large extent the some-
whai secidenta]l charscter of the book valoation of
asscts, as well a3 inter-country differences in the account-
ing rates for amortization and in the share carmarked
Tor capital repoies, the latier not being bvcloded b tless
data. Thiz last factor explains the zero rate of amortiza-
tion in Eastern Germany where the entire amortization
Fund wes used for capital repairs™

The exclusion of amortization from gross profits and
saving ghows that the inler-country sarations In met
saving were related to the dilferenses in net profits, This
5 demonsirated by the Tollowing figures on net profits
ard saving in relation to valuee added in 19538:

el prajiss

LSSH. ... ! 17.1 56 7.0
E-I]I.!Iri.l ; 150 a4 A
Enstern Germany B4 Al 3.2
Prland ; 1.6 a 0 7.0
Hungary.......... 4.0 1.9 1.6

The link between net profits and saving is indicated
by the fact that the ranking of the countries i the same
whether bused on net profits or on et saving, but differs
considerably if based on total saving. Although similar
data are not available for Crechoslovakin, indirect evi-
denee sugpests that in this country the net saving of the
uate mt:rpr'mr. seotor in relatbon to its value added wos
much smaller than might be expecied on the hasiz of
experience in the ather countries. The ratio of net profits
to value added in Crechoslovakia was amang the highest,
whereas the nel saving ratio seems to have been the
lowest.™ This seems to reflect sipnificant differences
between Crechoslovakia and other countries with respect
to policies on sell-financing. The change in policy in
Crechoslovakin in 1959, consisting of raising the share
of profits left st the disposal of the enterprises, seems
ta have tripled the ratio of saving to value added and
brought the relation between saving and profits into
closer conformity with the pattern shown by the other
ediiiil e,

Iin muost eointries saving was earmarked for financing
increases in working capital and fixed investment, the
only exception being Esstern Germany, where invest:
ment in working eapital was entirely financed from
external sources: budgetary grants and bank eredits.
Data on the allocation of saving among aliemative uses

# The percentage share of the wmortbeation fend ssel for
eapital repairs in other eoantries in 1958 was: —l:
Cerchishwalia--54; Honpary—85; Peland-53; Swdim Unbon -
62, [ See tabde 34,0

" This is partly indicated by the fsc1 that, wheress the ratso
af met profits 1o total fved investmenl ramked ameng the highest
(86 per eentl, the seving-imvesiment ralis was the lowest {4
per cemil)

1 The increase b 1he degree of sell-fnaneing in Uaeche-
-Lurﬂuﬂlliulnqﬂnm;mm-mhw{mhﬂmwﬂh
high rate of grofis in this country before the 1959 seform. During
thut yesr peices of producer goods were gvem rediced. In con-
irmel, tn Humgary the ncresse in self-Gnancing most |ikely would
el hawe boen lile without the increase in the prices of gro-
dmeer goods which pooarred in 1958,

are available for only three countries and anly for state
enterprises. They indicate that in Ceechoslovakia in
1959, 51 per cent of saving was used for financing fixed
investment; and In Poland and the Soviet Union in
1958, 57 and 46 per cent, respectively.

The inter-country variations i the share of the state
and co-aperative enterprise secior in total Axed invest-
ment and the relative importance of various sources of
finnnecing are shown in table 3-9, The data presented in
the tuble show that the share of this sector in recent
vears varied from 70 o 80 per cent of total fxed jwnes-
ment. From 35 10 45 per cent of the fixed investment
of the seclor was financed out of extra-budgetary funds.

Among ponbudgetary sources, the lnrgest was that
part of the amortization funds carmarked for financing

Table 3.9, Sources of Financs of State Fixed In-
vestment,” as Percentage of Total Fixed Invest-
el

mmnivy ol dbem (1A 158 ada
ﬁuﬂ inry grants 419 .4 4.1
Hmr?:ﬂrﬁ,ﬂ:inll allowanpes® ltg {a i 2.8
Nt snving . . 5 |
Uther . 116 %1 (144
Taodal 2 .1 0.2 Tl
L'!E":E:‘ﬁ"'ﬂﬂﬂ 144
lary gramis 19.4
Amortimtion allowances® .7
Met saving ¥
(Mber. .. ; [
Tial . , .. R Bib Hi.2
Eastern frerm
Budgrtary ﬁnu ; 51,9 358 35.4
Amortizatvon gllsamoes® — |_'_.1, -
.Tl!‘ i Le | sk |
e jma| B4 s
Totl........ Tl Tdd Thh
Hungrer .
H-ull.F:Iln grafils . 524
Mmmortization allowances® | 123
Net saving : i
(hlier ]5""|
Total Hi. |
B @ 08 53
Eeinry grants. . L& L R
Amorizmtion allowances® L ¥ 15.0 %8
Mot saving A Th 2.0
Other - 14 0.
Tistal T Ti.5 1
['550R
Buslgetary jraits .2 55,6 B4
Amortimiion allowsmers®. .. 10L0 o4 9.8
Nep aving ; 1. 12.2 125
Other. . A T 24
Toaal i B39 0.0 Al.l

Ragroe; fmﬁ takle 1.

® Comprisitig imvestmaeni of the state orterprises and the
industris] co-operstive sector and general govermment invest-
ment ostlays

b Exclading the share earmarkeil for E-pl.ill Tt
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fixed investment. It= share in the sector’s total outlays
on fixed investment ranged from 12 10 25 per cent. The
share of other saving varied between 8 and 20 per cent,
and that of miscellaneous resourees between 3 and 13
per cent, The part plaved by amortization funds was
most important in Crechoslovakin aed least significant
in the Soviet Union. The reverse was true of the part
played by net saving. These variations in the share of
amortieation and net profits in the Gnancing of fixed
investment are obviously mol related to any essential
structural dilferences between various countries and are
of nn consequenices from the point of view of investment
finance in state and co-operative enterprises. Miscel-
laneous sources of finance, including bank eredits, were
important only in Bulgarin and Crechoslovakia. The
exact composition of this item in these countries canmot,
hawever, be ascertained with any degree of accuracy.

The relationships between ihe various sources of
linance were quite diffevent in the case of working capi-
tal, Scattered information indicates that in 1958 hetween
) and 60 per cent of additions to warking capital were
financed by bank credits, about two-thirds of the re-
mainder being covered by resources of the enterprises
uwnd one-third from budgetary grants, In Eastern Ger-
many, however, where the saving of enterprises consists
exclusively of expenditures on fixed investment, the
share of budgetary grants in the fimancing of working
capital was considerably greater.

BAVING OF COLLECTIVE FAKMS

Unlike state enterprises, collective farms are usually
nat provided with budgetary granits for investment
financing. Their only sources of finance are internal
saving and bank credite. The role of the latter in
financing fived investment is much more importunt for
enllective farms than for the siale enterprise sector,
Marcover, the saving of collective farms is not directly
determined, as in the case of siate enterprises, by govern-
menl decisions. Since their saving depends entirely on
their income after taxes, in o sense it is analogous to
entreprencurial saving in private enterprise economies.
However, the minimum proportion of the money income
of collective farms which is to be saved—and in the
Soviet Union the maximum proportion as well—ps lpid
down by statatory regulation. This saving is transferred
into “indivisible funds”, which are carmarked for in-
vestment. Although the saving of collective farms is
thus related 1o income, it is only indirectly dependent
0 cost and profitability. This is not only because staty-
tory saving is related exclusively 1o gross money pro-
eveds bt also because costs are diealt 1o determine
since Jabour campensation takes the form of income-
sharing rather than wages. In this respect there is a
similarity between the finances of collective furms and
that of individual farmers. In both cases the concept of
profit lacks precise meaning and saving therefore can-
mil be related 1o profit, but snly 1o the gros or net
proceeds of the farm,

Strictly speaking, the saving of collective [arme
should comprize the total addition 1o net worth gained
from current economic aetivity. This would include the
exoess of currenl money income over current "’I""'““'
ture, the value of the lobour performed by members
of vollective farms in constructing buildings and in.
stalling equipment, and the net increase in stocks of own
produce, inclisive of livestock, However. in the follow.
ing discussion it will be necessary, owing to lack of
data, to confine the statistical description of saving of
the eollective larms to money payments’ into indivisible
funds and to labour performed for investment, leaving
oul saving in the form of changes in liguid nssets and
the sums earmarked for repayment of long-term invest-
ment lonns, a8 well &5 saving reflecied in incresses jn
stocks af own produce.” Saving out of money income
approximaies money payments into the indivisible Mond
in most eounteees, although o the Soviet Union the
differencr hetween them was significant.™

[hata on the distribution of gross money income are
given in table 3-10 below. Despite their incompleteness
these sintistics indicate a very considerable inter-country
variation in the ratlo of saving (v money income., While
oo dita are available [or ather ociniries, indirect s
denee suggests that their ratlos would fall within the
eange of 5 to 17 per cent, ps indicated for Bulgaria and
the Soviet Union respectively, There was relatively Hie
variation over time exeept for & very sharp increase
in the Soviet Union, and probably in Bulgaria, in
1958-1959,

The foregoing discussion, being confined to the dis-
tribution of money income, excludes the substantial vol-
ume of income in kind reeeived by eollective Tarmers,
s well as the value of their labour devoiad 1o invess
menl projects,™ A question arises as 1o whether the datn
shown for the distribution of the money income of
collective farms can be considered reasonably repre.
sentative of the distribution of totel income. Unfor-
tunately, enly a highly tentative answer to this question
i# possible, Poland i the only country for which com-
plete dats on income in kind are available, but these
stalistics perfain only to 1957 and later years when
mast of the collective farms were dissolved. For Bul-
garia and the Soviet Union, the only duta are frag

1 The irm bs nol unimportant. Far instasee, the increase
wurking capital i the Soviet Unlon in 1950, mostly eomprising
sk, amousted G 111 billion roubles, oe gl B5 per eent
:-leh iotal eamings ol colleciive farms, including income in

8 Far must counirles the wnderstetemsest (8 negligible. The
wed creds in Gowid sssete {incsease in cosh and deposits Jess
initrase in shortderm debtl and the repaymons of longaerm
Iowns were relatively imporiant only is the Soviet Union, wheme
they absorbed somewhat over 3 per cont of the pross money pirg-
eerds of eollective farms on the sverage during the decade

“The menchers of cellective farms participaiing in constrac-
tion work wre generally paid in mosey and in kisd sceording
io the rales applied 1 ibe other members engagsd ia wgrical-
tural prodlisctbim. They are not pald out of the money resourres
of the indivksible fands althoogh the bvestment hrooght aha
by their work, exprivsed in value terms, bs added io the nos-
munstary part of the indivisibile Tenda
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Table 3-10. Distribution of Gross Money Receipts of Collective Farms, by Type of
Expenditore, 19501959
(Peroentage}

Cianlry s i F55. (I8 18- IR (LI LE [EETRT
1
{peration r.:lp:l:ld:ilurr il 41 0= % 384
sbsiur Femuneration 51.32= 40,16 5:.:I.2
Socinl expenditare ; ; 2B 1.0 54
Parmenis into indivisible fﬂhrllh. i 5.0= 3.4k 2.3
{sechaslovakim . iy
ratin expenditurs T 0z
ML TEiTABE U 4.0e ITA
Social expendimne, ; e 3.2 I.ii
Paymenis inio Indivisible funds, .. .. .. T B
Prfanafd i
labour remuneratinn ?:1-.:- TO.T
Siscinl axpombioare. . .. it 1.1 e
Paymenis into indivisible Tunds. .. _. LTS 179
[55R _ . -
Dperation expendiiune 42 M b4 415 ﬂ-i-:l'
Labsxir remanemion . . - . Sl HE L6 170
Soainl oxpenditare 1.¢ -] L9 L5
Paymenis inte indivisible Munds jTa 170 15,0 231
Source: See tabde 3.| & 1457,

s Hough estimation; in 195859 there appears
e hare B -I.ug:rhm in the preparisan of
imonme paid tnde the (ndivisible fu-ul andl & ooe-
responding dedine im the pther components of

niliture,
19521957

mentary and of wpcerinin coverage. This information
oitld be used, however, o estimate the distribation of
todal income net of operational expenses in these coun-
iries, ns shown by the followiog percentage dota:

Ny mrady disda
Fatwur Bewrijul T e bl
- v fare iy
Blsigrria
LR . AN 1. B.o
1955-1957, LR 24 B
Polamd
1965-195T, . ... ... B62 LA 124
Lt R 5.4 1.5 125
{I55R
1552 1954 ELE 1B ) B
1557. 1958 ! Ta5 L7 XA

These estimates, in comparison with the corresponding
information on money income which can be derived from
tabbe 3-10, indicate that in Bulgaria the proportion of
total net income™ allocated to the indivisible fonds was
i e el hiFhrT than the share of monetary alloeation
in pet money income. but that in Poland and the Soviet
Union the sgpregate ratice were substantially lower
than those rr1i|:i|nF money allocations 1o money income.
These differences between the distribution of money
and total income indicote that dsts on money income
of other countries can be faken a= represeniative of the

5 Ineome in money and (o kind, net of operatisnal expenses

4 In rellation 1o the iotsl of lema bisted below
[t on siporationsl expenditure are oot available.

= G55 1557,
i 1050 1950
" 958,

distribution of total income omly with considerable
rdution.

The share of maney income ln otnl ineome of the
collective Tarms and the share of the monetary allocs-
thon in the total allocstion 1o indivisible Tmds differed
H]h!dlllliln'!.' from country 1o country. This conclusion,
althaugh based on a combination of fragmentary data
amil indirest evidenee, seems (airly certain. In all coan-
tries the share of money in total inoome was Hising 0
recent years, Among the countries listed in table 310,
the proportion of money inrome was largest in the
Soviet Union and smallest in Bulgaria. These differ.
ences may reflect variations in government policy not
necessarily dependent upon the stape of economic de-
velopment, Thus, the rise in the monetary share of the
cantributions to the indivisible Funds was influenced by
the recent dissolution of siaie-owned machine and
tractor stutions, which hsd provided the farms with the
services of machinery in exchange for pavments in
kind, Since, following the dissolution, the farms had
fe parchase their own machines with money, it was
necessary to increase the money payments into their
indivigible funds and thereby raise, with respect lo
these Tumds, the ratio of money payments to payments
in kind. Since the payments in kind to the machine and
tracior stations had been valued at very low prices, it
was found expedient to facilitate the shift 1o the new
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system by raising the prices paid for collective farm
oatput.’” But a more lasting factor ralsing the share
of the monetary part of the income of collective Tarms
was the general tendency to substitute money payments
For payments in kind to members of collective farms,
which eould anly be brought about by a considerable
increase in the sales of agricultural produee in relstion
1o output of callective farms.

This tendency is a direct suteome of general economic
changes which occurred in the process of economic
growth. The rise in the per capita income of the collec-
tive farm members and the ensuing diversification of
their needs increase the relative demand for goods pro-
duced in other seciors of the economy and therefore
make it imperative to expand the share of money pay-
ments in their income, provided the supply of consumer
goads produced in other sectors of the cconomy is sulfi
clent to meel this additionn] demand. The relative fall
in nop-monetary additions 10 the indivisible funds of
colbective farms generally reflects a declipe in the share
of contributions in the form of work "on investment
projects by the collective farm members, Since these
projects consist chiefly of construction works, the de-

" A rise in prives paid for agricolioml deliveries may allect
the share of monriary contributions t» the ladivisible fands bai
would pot be reflected in amy change in the ratio of the fxrms
musey income o olal noome. Such a shilt would oeenr oy
if the volume of sales imcreased in relation 1o sutput, sinee the

grarral n‘lﬂlﬂ! in contially plamned eremomies is o valee in
eome in kind a1 the average price received for marketed outpst.

cline may be the effect of mechanization of sgriculture
rakding the ratio of machinery and equipment to con.
struction in tofal investment of collective Tarms. The
tendeney towarde greater mechanization of farm pro-
duction has of course resulted in an increase in the
role of monetary savings in the collective Farm sector.

The importance of the saving of collective farms can
be asseszed in terms of its ratio to total fixed investment
—a rafio which depends partly, of course, an the relative
importance of eollective farms in & nation's eoonomic
activily,” As may be seen in table 311, during 1950
1959 this ratio amounted 1o ghout 8 per cent in Bulgaria,
T per cent in the Soviet Union, slightly over one per
cent in Poland and probably the same in Hungary, The
difference between Bulgaria and the Soviet Union on
the one hand and Poland and Hungary on the other
was largely due 1o the foct that, while collective farm.
ing was predominant in the fist two countries, it was
enimpartant in the other two during most of the period.
In Paland, the role of collective farms was forther
reduced in 1958 and 1959, In the Soviet Union and Bul.
garin, the riso in the ratio of saving of collective farms
to total investment was the result of the increases in
recent yenrs of the money incomes of collective farms,

5 In mofe precise terms, the sarlation ln the matin of ol
tive farm saving 1o total fued imvestment will be determined by
the ratio ol saveng in imcetne in the colleciie farm secior. the
share nof this sevior in national imcome, end the sharre of tolal
iwrd fnvesimenl in matiomal iBeame,

Table 3-11. Shares of Agricultural and Collective Farm Investment in Total Fixed
Investment, 1950-1959

{Perceniags)
Camunlrs and des TSR PN FaA FBAT P IS P50
:I'I'lll fixed investment in agricultiors 217 14.0 215 206
Colleciive farm investmens 23 Y .1 208
From own resoapoes Ta 5.1 50 13.1
Czevhoslovaiia
Toital fved investment in agrieuliure T4 1] 48 I7.1
Collsetive farm investment_ . 1.0 55 T3 (0.8
From own sesoizrees ; ,
Hungary
Total fized investment in agriciliore L, 8= 11,3 e B i#3
Collective farm nvestment e 2.0 3.0 -
Frivin own resouroes Lo 0.7
Total Bxed investment in sgriculture. . ... ... 1.6 Ir.g I.2 I7.8
Colleative farm mvestment. ... . L 1.7 23 0.3
From own resmmrees 1.0 Ll 1.8 i1
55K
Toal fixed investment in agriculture 17.3 17.04 [8.7= 16,8
Collective farm investment 0.3 B,7a R L0160
O OWN fesdantes i i | fn i T1
Somree: Sen table 3.1, 4 |G5].1955
- 1950.1958 * 10861957,
& Ia5a- 195G ! Exeluiling the valar of wqdpanenl puichased
" 1958 from the furmer machine tractor stxtinas.
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The fixed investment of collective farme was in all
countries and throughout the period considerahly higher
than their BIVINE. Thee Comjrarso ol saving with in-
vestment in the collective farm sector may throw some
.inl’.’ll on the jrari Fll:ﬂ.‘lj J.'l_\' external soarees in ﬁhﬂ.ﬂciﬂ‘
their fixed investment. In “l.l.]!l.l‘i.l and the Soviel Unian,
throughout the period covered by the data, investment
ot of the farms’ own resodroes amounbed, respectively,
to 65 and T0 per cent of their iotal Axed investment.
In Poland. the average ratios were similar but during
the last two years they fell drastically. In contrast, in
the Soviet Union, the role played by the farms’ own
Fesnq] Foes E.':F.u.lpd-rd li]l.llllrll.'nnﬂ:r in 1958.1950 The re.
maining share of the fixed investment of collective
farms in these countries was ]nrpu-l},' financed ]1-}' hank
credits, While thiz share did oot amount 1o more than
W e A5 per cend af their 1otn] hxed investment, i
formed a muoch lorger proportion of their monetary
outlays on haed investment. In Hungary and Poland,
eredit financing seems to have comsiderably excesded
the monetary expenditure on investment Gnanced by
collective farm saving, In Bulgaria and Crechoslovakia,
the relative contribution of these two sources probably
did pot differ very significantly, Only in the Soviet
Union did the saving of the farms play 2 much greater
role than bank credite. These differences appear olearly
A ﬂ'br' ralios ol inng_-trﬂ'rl loame Lo thvestmen! inameed
by the monetary savings of collective Jarms shown
bl :

Jaha o lang-farm lsmer
V s by Jgriad b Bmirfry el hg

Bulgarsa. | U5 1 5 1.7

- | LSE) L ¥
Crechaelowvakia | 1OG- 1S58 IRF]
Hunpr;r Loz B LT
Frland 1055 1954 16
LSSk i i 0 ]S .42

10541957 0,53

|- 1 G 0 l5=

e Excluding loams for ihe Purrhm of marhinery (rom machime
JESTE IS AL T

As these data refler 1o gross rather than to net credits,
they tend 1o overstate the relative importanee of ex-
ternal financing, In most countries, however, repayment
of credils was relatively insignificant doring the period
under review, the only exception being the Soviet Unian.
In that courtry the repayment of longderm credits
ahsarbed on the average during 1950.1956 nearly one
hall of the value of loans received. If account is also
taken of changes in bank deposits and in net short-term
borrowing, the ratio of net external Bnancisg o own
resvurces of collective firms seems b have amounted
to about 4 or 5 per cent in 1950-1956 and 1o have been

ﬂr-rlin]rg in the course of the |u-rim|,

PaavaTe savisg

Private saving as defined in this chapter includes the
saving of houscholds and individual producers. Follow-
ing eommon usage, it is divided into increases in equities

and increases in financial aseets; the former are defined
as grross hxed investment less net long-term borrowing
windd the laiter o5 net increages in savings bank deposits,

||r.||1Ei11p;i af rl.l]:l qmd r:'E!E?' l:l.-l-lll.lﬂ-& hﬂhdl."

Data on privale equity saving can be derived only
for the four countries included in table 3-12. For an-
other country, Crechoslovakia, an lp-pmtl'tul.u nok jan
of the relative importance of sach saving is given by
the figures on private investment presented in table 3-13.
It would appesr that in these countries during the nine-
teen filties private equity saving ahsorhed on the aver-
age from 2 10 4 per ceni of private money income,
Measured in relation to national expenditure on fixed
investment, the range was from 6 to about 11 per cent
In all thess countries private squity saving wis more
important on the average in 19541957 than in 1950
1953, This rising trend hos continoed in the Soviet
Union, Poland and Huongary, but hae been reversed
in Bulgaria amd Czechoslovakin in very recent years

Ini the countries for which dota are availalle, private
investment was mainly financed from private saving, the
dependence on credit financing being generally =light
In the Soviet Undon, the share of long-term loans in the
finnneing of private fixed iovestment was negligible.
In Bulgaria and Poland. the ratio of long-term borrow-
ing to hxed investment in the private seclor avernged
around 15 per cent, Bui in these two couniries the role
of external hrancing was growing rapidly, raising its
shiare of total private investment in Bulgaria from 3 per
vent in 1950-1953 to 26 per cont in 1958-1959, and in
Poland Trom 5 o 15 per cenl. This expansion of the
role of credits in privele investment Anance wag a=so-
cigted with the incressing imporiance attached by the
central authorities to private invesiment in general, a
change in attitude that was expressed in more liberal
eredit policies and in the allocation of & greater propor-
tion of investment goods to private use, This policy also
had a direct impact on the rise in equity saving amd
wps reflected in an increase in total private investment
bath absolutely and, what i= more significant, in rela-
thon o tofal fiwed investment, T]“_- gimullansous rae
in eiquity soving and eredit finoncing can be clearly
seeni [rom the data on long-term borrowing, equity sav-
ing and private fived investment shown in tables 312
and 313,

In the countries lisied in these inbles, private invest
ment represented a relatively small share of totel fxed
investment, In Bulgaria, Caechoslovakia and the Soviet
Union it was less than 10 per cent of the total in 1950
[ 155,

i Sinoe rurreni bank deposiin held by individuels sre eitber
nin-caisient of neghigible, they are omifted {rom ihe following
discussinn. Alss omitted wre the still negligible ameunts of Life
iRsurEnCe lrld similar types of wvimp

45 The rise in the supply of investment goods made available
im the private sechor would stimulate not sy miney saving for
parchasing invednent goods, but aleo the volume of “direct”
mvesimienl in the ferm of work on eomstructbon, therihy Increas-
g the valime of sguily savine.
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Table 3-12. Private Equity Saving and Increases in Suving Deposita in Relation 1o
Money Income of the Population and to Total Fixed Investment, 1950-19509

(Feroeniape)
A Im relation to money ineume
In relwiiom is inial Iud dArvestneni
Dbyl s ; PR paSN FR-IEED § Eﬁlrﬂ‘ .I'lﬂ'- f.'i'!.i_
F | n A " i L Ll
Hulgaria
uity saving AR 24- 7.7 ™ ] 248 BT 22 740

Incresss in savings deposits. ... 2B Bd4s (5 l4x 22 68 44 127
China (maindand)

Incredse i savings d.:lmii.th. ve. OHs Bi= 0O9 5l {1,7T 27
Crechosdovwlkin

Increass in savings deposits, ., 2 r &0
Easterm {rermany

Incresse in savings deposits.... A8= 165 15 0 T 42 A5 54 192
Hmagary

Equity saving 26 123 444 1002
Poland

Equity saving v 35« 111« Qs A0 33 11.1 L

Incrosse in savings deposits [i,Gs 29 .2« 5 .8 a8 1.3 4.0
[C55R

Equity saving 2.0s Gl 1w 500 7 al= 31 78

Inereass in snvings deposits, , i4 '] | .8 a4l L6 50 1A 5.3

-"—'l-lrrr: -‘."rn-ll;hlr &l . - + | 458.

. by i i i H o
e nﬂ?ﬂﬂmn:p OvEnILE LN Yeirs el in 1052 [55y,

b 1963, 19E1-1985,

= [RE1. 1055, § 19561057,

In Bulgaria, Poland and the Soviet Union this share
wos higher st the end than in the beginning of the
period, while in Caechoslovakia it was smaller, In thai
eauniry, us well ns in Bulgaria, the share of private
investment fell in 1958-1950 as compared to the years
1954-1957, but in the Soviet Union and especially in
Poland! it increased substantinlly, A similar change
seems 10 have occurred in Hungary. In each of the last
two conntries privale investmend excecded at the end
of the period 20 per cent of total national expenditure
on fixed investment. These varistions were largely in-
fluenced by two Foctors—the degree of collectivization
in agriculture and government housing poliey.™ An
enlargement of the collective farm sector by the absorp
tion of privaie farms ohviously redioces the seope [or
prvate investment in agriculiure, On the other hand,
a rise in the resources allocated 10 housing in general
was as i rule accompanied by encouragement to private
housing construction in the form of an extension of
credits and of an expansion in the sapply of construc.
tion materials allocated 1o the private seotor,

Private investment in agriculture played a consider-
able role in Poland, Hangary and probably also

" lsn Humgary, for which wo daia on wssl private inwestment
are uyilahle, equity saving alone was equal to about 30 per
eeml il Tstad Bxed invesiment n 1956
4 5 An defined bere, bousing excludes rural buosing constroc.
i

Romanin, although no precise dats are available for
that couniry. The perreniage ratioe of o] and p[i'qlr
fixed investmeni in agriculture to tolal national ex-
pendibure on fxed invesiment are shown below:

Firrd imniinernd in LLE IS [ 18 1E-

ngricaliars LT fasgs (LR FELT ]

Hangars
Toal |[% 1 L3 2.3 L&,&
Private .1 A2
Ehare of privite in 1wkl A B

Fodini

Tatal 152«  Jiht 6.2 18.f
Privaie BD 4.6 8.2 14.1
Share af private in total  58.6 ix.2 Shit ThA

* Figure dilless from that published in Forld Eronomic Serpey,
usm, able Oy, in Chee 6 i based on dabs in cutrest prices

It appears from these data that private fixed invest
menl in agriculiure accounted on the avernge lor &
much s &0 per cenl of agricultural investment in
Poland :|||[|ng 1950-1958, or for about © pet cevil al
todal nalianal r:pri'lda'lu.l‘r on fxed imvestmest. [n
"l.uq:!:.uri'. the comparable figiires, althoigh substantial,
were lower, perhaps by about one-half. In both coun-
tries the private share of total agricultural investment
incressed subsantially in the course of the period.*

'J'-Hr;mmu': in 195%, the collectivizalion &l spifeoalfiie i6
Hengary wns sccelerabed, therely reeerzing the trend lowarids
an incteasing [mportanee of privile svedtnseal,
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Table 3-13. Private Investment in Relation 1o Total Fixed Investment and Net Private
Long-term Borrowing in Helation to Private Fixed Investment, 1950-1959
{Fercentage)

Cassdry ynd ilem AN LR B30 1850 O3A £ 1954 15
Bulkosi
rivale invesimeni in relation to total fxed in-
vidlnienl o &1 1.1 0.3 a9.4
Frivate housing eonstroction. .. .......... 13 7.0 e 70
Net privaie borrowing in relation o private fixed
iETEsAEmeEl . - . .. ...y 15.4 3.0 15.2 .3
{Cechosdorakin
Private investment (n relation e ool feed in-
yesiment, . Fran 7.0 Sl L 5.4
Private housing eomstructions. . 6.2 k] 0.0 54
Eastern (rormany*
Private housng construction® 13 5.2
Hungary
Privare houskng construction. ., 5.5 T4 5.2 11.7
Privaie investment in relation 1o 1ol fixed -
vesfment. . ..., ... 12.8 f.2 129 .1+
Private housing esnatruction. ... . . ee B 1.6 A6 .0l
Net privite borrowing in relation to privaie fixed
invesiment PR 134 .5 144 15.1=
T
Private investment in relation to total fxed in-
yeatmont, . 0 LWL ol Bl
Private housing constroetions. . .. ... .. B0 b4 s Bl
Mut private borrowing in relagion to privabe foed
invrestmeni a; - 51 i1

Sourcr: See tahble 8.1,

'.T.h-l! abare sl P vilA |‘IIIuH|‘|“ romnsirmictinn was
ierivenl um the hesis of the proportion of private
cimsirnction expressed n squere meires ol living
MPECE. T'II.LIJ.. 1]IE' value rl-ri'l' H‘I-I-“‘I' mElre WES §&-
sumed (o b= the same in peblic as in private

In the remaining three countries the major component
mfuencing the relative importance of private invesy-
ment waa private housing construction. As shown in
tahle 3-13, private housing construction accounted for
between 3.7 and 73 per cent of todal fxed investment
in all the listed countries, It was most important in
Bulgll’il. followed in order ]IF [,aﬂrhmluh’lﬁul the
Soviet Union, Hungary and Poland. In all of these
countries, the share of private housing in total fixed
investment tonded to incresss during the decade, But in
Bulgaria and Crechoslovakino, this trend seems o have
been arrested in 19581959, in line with the changes in
total private equity saving in the countries noted above.

The preceding discussion did not include Fastern
Cermany or mainland China, While no precise dota are
available for these two countries, it sppears certain that
their experience differed considerably from thut of the
other countries. In the latter, the notionalization of in-
shustry was nearly or wholly completed by 1950 and in

T dhimdd b moted that in certain counieles the availabile

data on privele consiruction exelude eo-operative bousing. Toe

that exient, the hgmres u rimg In ihe t@hle understuate the
value &l priveis m--rrur:rpp:_.

eonsirnetion.

* Housing somstruetion from privete seurces
* 1058

4 105011955
= 1158 1 95T,

mosl of them agricalture was highly collectivized by
1953, O the other band, in Eastern Germany and main-
land China these developments pceurred . mainly at a
later date, especially s0 in the case of mainland China.
Although in these countries private equity saving scoms
o hove been® relatively more important on the average
during the decade than in the other countries, it tended
to declime ower time, This fall was less drastic in Eastern
rrrrl'rlu.nf.. whers Frivllr ll'ql.l.'il.‘li' :.tvl.-ng_ had ilﬂ'ldilf die-
elined by the beginning of the pericd and where it
effect was partly offset by the incrensing importance af
private housing consiruction in recent years {see table
3131, Rough estimates for mainland China indicate
that private equity saving acoounted for about 30 per
cent of fived investment on the sverage in 1950-1953,
bul was insignificant in 19581959,

In addition 1o equity saving, private saving as defined
i this study includes changes in private inancial sssets,
which compriss incresses in savings bank deposits, cash
hnl-:linlll and hﬂ-LrIinp ol Frﬂ!l'!:' cashahle bonds. The
wvailable datn on savings deposits in relation to the
maney income of the population and to total hxed in-
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‘vestment presented in table 512, show that savings bank
depasits huve been relatively small in most of the een-
trally planned economies, In fact, only in Eastern
r-rﬂl'ﬂll'l!-' did the ratio of syl I‘II'.I1-DI-iIl- to fixed in-
vestmienl atlain on the sverage n level as high as 17
per oent. In Bulgaria and Crechoslovakia, the level was
aboutl B per cent and in the other countries nol more
than 4 per cent, In relation to the money income of the
population, savings bank deposite in mainland China,
Hungary, Poland and the Soviet Union were in the
neighbourhoid of one per cent, In Bulgnria and Crecho.
slovakia, however, they sccounted for around 3 per cont,
and in Enstern Germany for about 4 per cont of money
income,

The ratios shown in table 3-12 cannot be interpreted
e indicating patterns of fnancial saving for non-trans-
action purposes. This is beeause the desire 10 accumalate
funds for future purchoses, emergencies or old age in
the centrally planned economies is Trequently satisfied
by increases in private holdings of cash. The relative
desire to hold EAVings I:I.l"l?l.ﬂ-ill s EDIHIJII'I.‘IE wilh eash
for these purposes may vary considerably from oountry
to country and from period to period, In consequence,
the volume of private saving for non-transaction pur-
puoeses may have been greater in relation to the income
al the population than that indicated in able 312, But
even il this factor is taken into aceount. the otal saving
ritio slill remaine very small.

The small proportion of saving in relation 1o the in-
caane of the population may reflect both the relativedy
low per capita incomes as well as the faot that this in-
come consists almost exelisively of wages, salaries and
the remuneration of members of colleetive farms and
does not include probis. In addition, the propensity 1o
suve of the population of the centrally planned econ-
amies is considerably reduced by the relatively limited
need to save for future exigencies because of the aberner
al fear of unemployment, and the existence of compre.
hensive social security systems providing for health,
disability and old age. At the beginning of the peried,
increnses in the prices of consumer goods and fear of
monetary reforms may also have tended to reduoce the
propensity to arcumulate privale saving,

In all countries, with the sole exception of mainland
China, the proportion of money income saved in the
form of hank deposits tended o increase over time.
Thix rise can be mni.nlgr atiribaded bo an increase in real
ncome. But it is probable that a facior acting in the
anme direction was a rise in the supply of durable goods,
a full in their prices and the expectation of further price
reductions. The rise in the ratio of savings depasiis 1o
money income does nol necessarily indicate 8 corre
sponding increase in total saving of the papulation since
it may be at least partly due 1o the shift from cash
boldings 1o savings deposite, During the beginning of
the decade which was characterized by inflationary pres-
sures, a large proportion of savings accumulated by

peasantz or by urban speculators was not deposited in
the savings banks but wos preferably held in the more
ananymous form of cash,

Befare Lirning lo the changes in cash saving during
the nipetern fiftics it & worlh noting that i the oen-
trally planned economies the proportion of cash held
by the population may be infloenced by certain factors
which in private enterprise eeonomies operate only in
petiods of rationing or price fixing, Sinee in the cen-
trally planned economies prices of consumer poods are
fixed by the state and are changed only occasionally,
they may sometimes Tail to reflect the actual relation-
ships between supply and demand hoth in the aggregatn
and for specific goods. In consequence, a situation may
arier in which the population retains a proportion of it
II‘}MH:'T i'llr"llTE ikl iﬂﬂ.l.“f l'l{ i 'ﬂi:-ﬂh B B yE Ilut ]_H‘-L".,h.
of an iability to spend. It is true that in such a sitoa-
tiom the prices of poods sold oo free or illegal markets
would rise, but this would result only in translemn of
money From some individuils (o others withoit afecting
the volume of curreney in elirculation.

Statietics on changes in cash holdings in relation to
private saving during the nineteen fifties are available
only for Poland and Eastern Germany, and are pre
sented in table 3-14. Additions 10 eash holdings in both
eotniries were smill in relation to the money incame
of the population, amounting 1o alout 1.3 per eent in
Paland and to two-tenths of omne per cenl in Easern
Leermany in 19511959, Throughout the period these
ratios flortusted considerably in both countries under
the influence of such factors as the amount of cash held
by the population at the beginning of the period,
manetary reforms tending to reduce the amount of cash
in the hands of the population, changes in the veloeity
of circulation associated with redistribution of income
between groups with different velocities, and others
which cannot be analysed within the seope of this report.

The part played by cash saving in tetal financial
saving was much more important in Poland than in
Eastern Germany. In fact, in 1951-1959 cash saving
amounbed o 60 per cent of tolal financial saving in
Poland and te only & per cent in Eastern Germany,
Thiz difference has tended 10 decrease during recemt
years but pone the less remained sobsianiial in 1958-
1950, The persistent difference between the ratios in
these two eountries probably resuliz From differences in
thie habits of the Eastern German and Polish popul-
tione ruthir thin from any differences in transaction
requirements, Bath the cish holdings and the savings
deposits= were much smaller in relation to total fixed
imvestment in Poland than in Eastern Germany, amount.
g b alsowst 7 per cent in thee former snd about 17 per
oenl in the lotter.

4 Ty the exieni thet sueb transiees resull in 8 redistribution
ol lmesme o (avour of greups with higher prapensitles ts save,
b incrense in cash eoeld eormespuind b0 an arioal wish s reise
sEviig in relalion o income. In the pasi, the miloence of tlds
faztor has leen mshgnifcant
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Table 3-14. Total Financial Saving in Relation to Money Income of the Population
nnd Fixed Investment, 1951-195%

(Percentage]
Casmndery ol e (LT L] ERE - fNES FRAg. N4 AL, PR
Eastern Germany
Total finaseinl saving in relation to:
Money income of the popalation . | 4.1 L3 4.2 6.1
Fized investnent . ... ... ety ey L) 9.2 18.2 218
Rztio of ineresse in caeh hnﬂrl.inp; to toinl Ansneial
svVing } s T R 137 13 1.9
Paolaad
Toml financial saving in relstion tn:
Maosney incame of the popalation. . - L.k 1.5 2.0
Fiied tnwestament . . ... ...cciiiciiaimiansss  TndS - aA fi.2
Ratiu of inerease in eash '||n|di:|1; to trtad fimancial
SEVII 2 il 1 T HH.3 iad

Swwree: See fuble 51
= | Seh. 055,
b a5 1053,

For other couniries the available data are frog-
mentary. In Hongary, cash circalation ia 1953 was at
shout the same level &= in 1950, which means that no
saving took the form of cash sceumulation during that
petiod, In 1954, cazh in civenlation rose by 25 per cent
and comtinued 1o incresse in sabsequent vears, bul at a
slower rate, The average proportion of cash saving o
misey incame probalily amounted io 1.5 per cent,

For Bulgaria and the Soviet Union an indication of
the cash !-i't'iJH:‘: il 1he ]mj:ll.:l:l'mn can be derived From
data relating to money flows 1o and from the hanking
sysitom, These flows mayv indicaie r'h.qnp-: in the eor-
rency holdings of the population becmse the later
roughly approximate the difference between the increase
in credits extended by the banks and the incrense in
deposits held by the Government, enterprises and other
agencies. The banking statistics appear to imply that
cosh saving in relation to the money income of the pepu-
lation was negligible in both countries. It might even
have been negative until around 1957 and have become
significant only in 1958 and 1959.%

These Bindings, il correet, cannol easily be explained
on the basis of other information. There are zeveral
factors that might account for the absence of any sig-
nifieant rise in the cash circulation during a period of
rising money income and relail sales. A shift in the
form of saving from cash to bank deposits, which may
have taken place doring that period, would tend to raise
the veloeity of circulation of cash and hence reduce the
need for issues of eurrency for transaction purposes,
Less likely possibilities would be a change in the desire
to save and s reduction in the time intervals between

* For the Sowiet Unbim, the sstimiate was based on dats
latkng o changes b credid vitstanding, hedgetary surpluses and
bamk its of the enterprises amil arganizations. Fer Aul
m- ¥ infnrmation em changes in eredits oulsianding amd

grt surpluses wis avadlable, The resubiing daza, especially
lhﬂl_t bor Bulgeria, sheubd be tieated only as lentative approd
malunne

EOICTEAI Ve payments of wages and other incomes, An-
ather possible explanation would be the failure of con-
sumer incomes 1o incresse s rapidly as sales of
eonsumer goods. This woald have resulted in reduotions
of the cash holdings accomulated during the preceding
period because of inadequate supplies of poods. The
existenee of such a money overhang in the Soviet Union
would imply that the monetary reform of 1947 may not
have entirely abearbed exeem liguid assets, It ts pn.illl-l!
that the elimination of this overhang during subsequent
VEATE Was slowed down by copsiderable Flr'lrr redactions,
especially in the early years of the period. Despite »
considerable inerease in the volisme of retall sales, their
valtie may have failed 1o rise suficiently to reduce the
overhang. After 1954 the downward movement of prices
came to on end, bot it was not until 1958 apd 1959 that
muney circulation seems o have rIT!ll.hdrEL While the
mature of this expansion s difficult to assess, it seoms
that st least to a degree it was the counterpart of un-
‘Fla.nnrl:l. accumilziion of inventories owing to the poor
aduptation of supply to the structure of demand.*” To
the extent that this was the case, the rise in circulaiion
may be considered g involuntary saving of the popula-
tiom., The situation in Bulgaria was in many ways similar
to that in the Soviet Union. The limited infarmation
pvailable for this country seems to indicate that, after
the monetary reform of 1952, the amount of money in
ciroulation did not incresse and perbops even con-
tracted wntil 1957 when it began to expand and con-

tinued to grow in subsequent years,™

Diespite the lack of precise information on cash saving
in mosl countries, i seems pn-ilﬂr 1o make some gen-
eralizations coneerning private saving and its com-

+" Trade inventories rose by 51 hillion roubles i the twe
;_rl::- 1958 amd 1985, ar by 40 per cenl abanve the level of 1953,

increases in eredits extended o trade erganieations in 1958
abone smomnbed to 20 bEllion roubles.
¥ 11 &= notalbde that ln 1959 eredite increased by searly 4 hillion
krvn, that is by 38 per cent
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ponents. The valoe of private saving appesrs 1o have
ranged from abaut 4 to 7 per cent of the money income
of the population, The inter-country variations in the
rade ol BHVIng Were Prnhq]:lg amaller than ile varintions
i their companents, because these tonded 1o be mutually
offwtting. In the course of the period, however, all com-
ponents of privae saving tended 1o increase in relation
o private inoome.

The relative importance of private saving in the cen-
trally planned economies is indicated by the fact tha
its ratie to total fixed investment probably ranged from
some 12 to 25 por omat. These percentages would be
somewhal lower i privale saving were compared with
total saving rather than with haed investment,*®

Apart From equity saving, cash saving and deposits
in savings banks, o part of the money income of the
pn|r1||!n-1im was absorbed in same countries by [ﬂll!'l"lli!t".l-
of government bonds. However, holdings of these bonds
differed in character from other forms of saving since
they were not negotiable and were usianlly porchased
under soctal pressure.” Because of these charncteristics,
ihie purchase of bonds resembled, in some respevis, tax.
ation rather than saving, Own the other hand, sinoe such
purchases did not medoce the et asscte of the popu-
Iation, so that their disineentive effect was smaller than
that of taxation, the governments preferred to use this
form of sdditional mobilization of resoorces rather
than o increase s, [n these clroumstunees, clossifics-
tion of these bonds as saving or taxes s necessarily
wopnew il lrl:ilntr}.

Sales of government: bonds 1o the population were
relatively most fmporiant in the Soviet Union, where
hands were offered Tor sale each vear from 1950 through
1958, They averaged in these years about 4 per cent
of the annual money income of the population, 12 per
cent of fixed investment expenditiore, and 44 per cent
-l:lf LII.IE'FHI:I"" i.r||.'|:|mr.. In Hun!ﬁr:r. 'Irum.li e i_‘dt}hf
each venr during the period 1950-1935, representing
about 3 per oent of the money income of the popualation,
10 per cent of hxed investment expenditure, and 3.6
per cent of budgetary receipts. In Bulgaria, subscrip-
tiona in 1951, 1952, 1954 and 1955, represented soms

* The ratins ol private saving o fusil ineestmant would be
wwrh sneller if, instead of gress saving, net ssving were weed,
Ther peeerniages mdlested in the texl de pal take into consldioms.
tion depreciation wf private hogsing, or, in the ease of Hungary
and Po degreciation of private fxed assetn in agricaltire.
As the preporiien of depredlailon in thess setors o il de
preciation wae certainly slgnibrantly higher than their share in
tadal savimg. the imporiance of net saving liy the privale sector
in teital net siveng was cemslderably lower

10 This refers to the so-valled “mazs subseeriptinon” lisms, which
wepe imually sold om an instalment basis and paid for b ¥
full deductions, Thess bnds were asuilly mol cashalde IrlFL'w
matmrity, ln some insances, the mamurity dates wees exiended
ber bevand the original dases omd the mierest raies were lowered
[ menls. In addition 1 these bums, which comstiouied
the ml bond sales o the popalation, there were, o some
poiglries, bonds offered Inr cash at the sava humks, These

ilid st have 12 be hedd o0 matwrity but could be casked 51 sny
timse. Thesr, of comrse, may properly bo elassbfied with savimgs
bank deposits.

7 per cent of fived investment expenditure and 2.5 per
vend of budgetary income [or these vears, In Poland,
the only mas subscription loan of 1951 amounted 1o
7.6 per cent of fixed investment and 2.7 per cent of
budgetary income for that year. In Ceechoalovakia, Fast-
ern Germany and Romania, no bond sales of this iy pe
were made during the period under consideration.

Fonrios saviNG AND INVESTMENT

The rale of foreipn saving was not analysed in the
foregoing dscussion because the available daa pre I'"-JI'
mentary and do not permit direct comparisons between
domestic and foreign fows" The following analysis
iz hazed mul:l.l? an iwo kinds of indireet evidenoce: hal-
ances of teade, and long-term credits extended but not
necessarily ulilized. Although both types of dota suffer
from importunt deficiencies a5 measures of capital
Aows, they nevertheless throw some light on the broader
nEpels il the nuh'rrr!_

Statisties concerning the trade balances of eight cen-
trally planned economies are presented in table 3-15.
In interpreting these statistics it should be remembered
that trade balances may differ significantly from hak
unces of payments on current account cven though the
ehare of invizibles seems 1o be smaller in most contrally
planned economies than in the privale enlerprise coong.
mirs," Whether o eentrally planned economy hos been
A nol exporier or o nel impﬁﬂt[ appears (o have de-
pended. on its level of industrial development. The
principal net exporiers were the Soviet Union, Caecho-
slovakia anid Esstern Germany, while the net importing
countries were Bulgaria, Poland, Hungary, Romania
and, for part of the period, niainland China. For the
decade n= & whole the Soviet Union's export surplus
accounted for more than hall of the 1otal export sar
pluses, ilthouagh its share in the total tended to decline
during these years, falling to probably less than o third
in 19581959, The counterpart of this shift was the
rise in the export surploses of Crechoslovakio and East-
ern Germany, the former falling somewhat short of and
the latter exteeding the Soviet Union's export surplus
by the end of the nineteen Rfties,

Amaiig the net importing countries, mainland China
appears to have had the largest cumulative deficit, one
which, however, tended to decling over time. The trade
deficit of Poland, second in order of magnitude, tended
tes rise throughont the period. The remaining countries,

M Furvign loams reccived and gramied ore mcluded is badget-
ary Fevemue and expenditure bob, excegd in madnland Clina, are
ot shown separately and thus canmo be dertved from odgesary
statisties. X

L2 The share of invisilsles may in some cases bo quite signifi-
cant. Fur instapce, noo-commesdily trapssctbons reduced the
deficit of the Pallsh teade halanes from 670 million shitys 18
372 million in 1958 and from 1090 milline ehotys o 788 million
In 1959, The mals item in the balsnce of igvisibles was trame

. commuaniatmns gnill [seerence, 11 importance in the

laner of paymesis was the et ol grographical pesition and
the role assomsed by Poland in maritime freight transport, snd
cenent be conajdered as brpical of mest of the crnirally plasned

PN Pe
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Tahble 315, Trade Balances of the Centrally Planned Economies, 19501959
(SMElGnns of roubies)

A mannl arerage

— AS0. 19T 19354057 G- 190 iy
Bulgaria® . . ... o =85 +100LA —Z12.0 —51
IChims (maimfand), .. .. =140 — MR o — 4 AR
Crochoslovakia. ... ....... +200.8 +AGR.2 45615 41,399
Eastern Germany . . ... ; -T.5 1 +EEH.D 43,550
Hungary : 4= —154.5 + 5.5 — Ry
Poland . . . i L T . : —37.2 e = B3 Ay =113
Remanis=. ... ..., = 1520 = Th,0 + 14 — B
ISSK. . ; +=1.051.2 4864 +EdlLh 48,853

Spuree: Sew inhle 3.1,

A plus sign denotes met exports and o mdnns
ﬂTﬁTlpimtumﬁﬁu jom of imports and exporis

Fij & slanm ol 1m

was changed in 1956 presumabdy im opder I:IEI!
i1 chiger 1o the oo & wsed in the sthar restrally
plamned ecanomien, The duta for the prrised ri-r
ie 1956 wwew ot revised except for the year 1955
{ar which both serics sre a le. The co W
of these dats seoms to indieste that i MEw

Homania, Hungury and Bulgarin, had substantial net
tmports during the period as & whole, Trends in the
balance of trade varied from country 1o country. Al-
though the trade balance of Bulgaris was negative maost
of the time, it was probably positive on the averige
between 1954 and 1957,* Hungary experienced a slight
export surplus during mast of the decade although o
large deficit was incurred in 1957, with the result that
the decade as a whole showed an import surplus. In
Homania, the import surplus declined and in 1958-1950
there was a small export surplus,

The pattern of capital flows suggested hy the preced.
ing discussion of trade balances differs in many respects
Fram the pattern implied by the available data on credits
extended but not necessarily utilized, The data availakle
on credits extended siffer from deficiencies g a measure
of capital flows. These credits may differ considerably
in any given period from eredits utilized since lomg-
term credit agreements generally stipulate only the
value of goods to be delivered, the rate of utilization
of the credits being subject to annunl treaties which
specify the deliveries scheduled for & given year. In
mddition, data on credits extended exclude frpiayments
received by the lending countries ™ Furthermore, esti-
mates ol credits extended have to be largely based on
oficial pronouncements indicating the global figures
presumably covering all loans extended during a given
period. But the amount of loans which can be accounted
for on the basis of information relating 1o individual
countries and years i considerably smaller than the
indicated totals, and the proportion of loans eovered
by these data seems to vary substantially for different
countries and periods. This deficiency reduces the value
of data on loans granted and received sich as shown in
table 3-16 which, being hased an incomplete informa.

8 Ser fomtmote b to tahle 3-15

B They alsn inclode ts and mili -
cheded from dats an m'i-mh:!::;m ey uid et may be ex

defimitian hai bean i ing ihe peried of
10501954 the net ot woskt Boe Leried of
r than Ehose shown abave,

* i(nly |=1-l'li-l| data are available for [RSE-1055,
Estimates for (hese iwn indicals an average
anmmal e i of millizn rouhles.

A Toasl For 19501957, Estimated net imports
duﬂﬁll?ﬁﬂ-lm amaunted 101 572 seillion rouhles.

dats estimaied sxoept For 19581950

tion, generally represent only the amount of credit
pecounted for by speeific information rather than the
actual totals, which would be higher. In the following
discussion, the duta in the table will be supplemented
whenever possible by additional information having
broader coverage.*

According 1o official pronouncements the total of
eredits extended by the Soviet Union from the end of
the Second Waorld War until 1960 amounted io some
A6 billion roubles out of which about 32 billien went
to the centrally planned economies.™ During 1950-1950

5 This applies mostly 10 the Seviet Union and 10 mainland
China. Extimates of eredits amd reeebved by this latier
comntry that are shown in the table are largely derived from
asnoencements of the Soviet Union which da not dwﬂ.lﬁe
with the imformatbon dettved from Chinese suress, 5
heseil o Chinese simrces were ned Included i the wable et are
shown separstely becsuse, unlike those for other eomntries, thoy
wete dertred from hﬂﬂ.pﬂil'i:l-iﬂlm o im domestic
prives anad relaied 1o scisal of capital. Marsover, becanse
they wover eredits Ledd and ae well m repaymeni
uf uln-.thrrprmﬁ:.lnh-m_muuntllﬂ*lhuﬂ
fnws of capital of mainland Chine, In comsequence, it is more
comventenl o discwis the capital Aows of this country sparanedy,

i The total of Inans granted From 1945 10 1960 was derived
from the fellowing infermaiion 5 I, 5 !
Elonomicheakes %lrni'm'rhl.m I Vmimapamasheh Sirm Sor

tcheskosw Lagerye, page 110, the credite granted by the
Sowiet Union te the erntrally plasned econnmis sines the war
until the begloning of 1958 smbunted to 287 billion mables
This, togreither with the 3 billion roubles granied 16 centrally
ndil eeamomies in POSH1060, b ihe mial o gbeui 33
fivn roubles for the period 19451 Credits granted during
the gme perind to enwntries outside the centrally plasped group
smounted 1w about 14 billies roubles thos raising the iotal
eredits granied w0 all couniries by the Seviet Unben o about
46 hilllbon ruahles

It is net kmown whether these fgures inelade the value of the
Bowviel ahare of ihe MLMMhﬁﬁ former 1g-rﬁ|n-|-j
According 0 A | imnoy, Mebdunerodaye Valvumye
Kreditnye (Mnoshania SSSR, page 272, “In 1954 the Covernment
of the Seviet Union eeded to the reapective socislist enuntries,
the Soviet share ol these companies om advantageois comditions,
peoviding for repaymsents ever o period of seversl yearn” Such
juint companies were establ in Humgary, Bl
mh inid mainland China. A the end of 1958 debis arising from

liguidatios of joint rempanies were caneelled m
['nisn, a8 besel in sime of the enimires,
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Table 3-16. Credits Gramted and Received by Centrally Planned Countries, 1947-1960°
(Millions of roabies)

faranfng swdry and perimd T . R
[5R
15471549, 3636 40 4129 132
18501953, . Ak 371 130 .
1654 1957 i, 264 191 Gl M
1558 1 550 1,50y e ] 250 ;
15650 G5 12576 } (i CIE0 54
1960, 1,315 Gl
Crerhonlrinkia
1960- 1958, ., .. : i F20
1954-1957, . 4
1961958, . . .. a6l i
1050 1550 ; 1,365 320
160, .. .. 5
Ensern Germany
1054 1957 o 1,143 38 T3
19601969 .. ....... L i43 38 73
China (madndmad)®
10501088 ... ... 50 5l
18541957, ., .. =594l 5o
19501858 ..., ., ...... 3001 105
(hher
1710 .. ......... 29 : 29
18501053 } ] 145 4 il
1561957 . b :
IeRa080 . :
1950195, .. ......... = : i
Tainl, ail roundries
1470040 . pell i Rar 452 |5+ 5
JaEL]651 5131 23 50
15541957 . L1I% 264 ALt B
1056 1954 . 2057 v 50
DS 1955, 18307 L2335 1483 =
106 . . . .. 1,564 (1%

. - Manseiia
r._lfq.ﬁl-m} Ilasgnry Takind  Jiamaein i Oh o 'l'm' ?'“I:l
1012 120 :
485 103 A0 : 1,200 1,935
1,190 % 1424 540 530 B0
110 710 . 100
1715 1. 788 bl i S 1,73 20565
. 565
102 460 122
111 . 2500 : ;
11 102 710 : 122
95 .
) 00 110 462
) 400 110 462
854 .
30 2 il
30 2,666
. S
47 A0
7 30 i s
: . 192 1™ _
45 T 00 . 120 2,000
1% 1414 2484 6D 590 1 880
pal) 710 - ; 108
e 29¥  313¢  6R0 1,720 i, 000
) ! 40 iy S5

Soupee: United Natlons, Esnomle Servey of Eurepe in 1957
(Babes Mo, S0ILEL), chapter Y1; A M. Semrmov, Meshdung-
rodnye Fialutaye | Kondinge (inasheeia SS5K (Maseow, 1960
&, D, Serprev, Eloneosirheshor Sxtrudmichestpo [ Fani ok
Strem Satuwlistarke sheen Fgﬂu iMeseow, 195907 1. A, Lysenks,
Flrmamicheakne Sesir ENR S Sramami Sobiwliafe.
chesiorn Lageryn  (Moscow, 19605 &, K. Kskbaroy, G, M.
Prokhowoy, Deasheskioia Pomosdeh | Fmi Soeruidnd-
resice (Meacow, 1959 national periadical pablications.

* Credits granted 19 and reosived rom eountries other than
centrally planned eoonemies are ol included. Based omly on
information sn credils snnoapced for imdividual countrees snid
periods. The spgregaie duts anmomnesd snme comntries gre
comuiderabily larger than ihe tvtal ebtained by adding the credits
meroumbed I,nr in the table.

¥ Ihata oo credits reccived and granbed by mainland China
snedl nm lnana reveival by other Asian rendrally planned ecane-

the total amount of crediis extended I:l, the Saviet Union
to il countries equalled ahout 371 billion roubles.

5 The credits accoumted for by dats reluting to individual
eoumtries for 19501959 amousted to 22 killion roubles, of which,
as shown in table 116, 1246 ldllion roubles were extended bo
thee centrally planmed Fepsomies. The ailditional 1E hillion
ruithles unacosunted for by data for individual csuntries were
eotimaivd s follows: (hug of the 46 billlon roulles heinl crediis
for 1945-1960, montionesd] im the iex3, the credits acononied for
by dats for milividoal coumiries fer Lhe penud 1947. 1960
amousted in about 28 hilkion roobles, f=aving on umscooun bed

T
in 5:1“'-:]}':“". thi= informstion could nei be indegraied inte
1bie ather availahle statisties,

* This lnan was a upon ab the end of 1960 snd anneunced
an | Jemoary 1961 In sddition, the Soveet Ulnios 1a
pustpene the sepayment of 160 milljon roubles dun i 1961.1963,
Eup Ekamomicheskoyn Gaseta, 20 Junusry 1961 {Mosnew}.

* lncleding 1.5 million roubles granted erm Germany
tn Alhania in 1951, A

* (bt of which 28.5 millien roahbes & Iﬂ]nmd by ny-
eral essterii Eoropain cauniris (or the construction of a bridge
avinas ihe .

"l addigion, Polend had received from the United States
lams emounting ta 255 millisn dollers (1,020 million reuliles)
in 19570950 and (71 million deflars 084 million roukdesh
in 1,

¢ lower than the fignres derived from the
ﬂnﬁnﬂ. China. Far ressons stated elewbere

A tentative estimate of lotal loans granted during
thie period by all centrally planmed economies 1o each

far difference of aliout 18 billlon reubles. Siner leans in 1945
and 136 were mol very akgnificant, there dors not secm o b=
166 greal An eres in mssaming these 18 billion rvarulalu
were distribvted  uniformly over the period 194519060 This
woild mdd aboiit 11 billisa reubles for 19501959,

O of 14 33 llion roubles calealated in thi# manner, nearky
1 billiee roubles were extended o countries other ihan cene
trally plansed eoonomies.
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ather and to under-developed and other countries located
oulside that area would be over 40 hillion roubles on
of which about 13 Billion were granted o the latter

The available information on loans received by the
ﬂ'ﬂlﬂ!"}' Fil.h.ﬂm:ﬂ eeopnomles (see lahle 3100 slows
that in eastern Europe the leading recipient country was
Palaind which between 1950 and 1959 received mone
than 4 hillion roubles and between 1947 and 1960 some
7.5 billion.™ The recorded loans received during 1950,
1959 by other eastern European countries were con
siderably smaller, amounting 10 2.2 billion roubles in
Hungary, 1.8 billion in Enstern Germany, 1.4 billion
in Bulgaria,” 1.2 billion in Albenia and about 100
miil i asvd 700 million in Czechoslovakin and Romania,
n:q'rﬂ:th'ol:j. The loans received |:|'!.' mainland Chinag
from the Soviel Union, as reported in Soviel sources,
amounted to abosut 1.7 billion roohles. The total e
corded credit= extended to Mongolia, North Koren and
North Viet-Nam by all countries equalled & billion
roubles. However, these siatistics, which 1otal about
19 billion roubles, are incomplete; the total of lans
receved during 1950-1959 by ithe centrally planned
economics probably amounted to sbout 30 hillion
roubiles™

The following description of trends in the granting
of credits is based nwstly an data incladed in table 3-16,
since the amounts indicated in the text but omitted {rom
the table are nol available on an onnual basis, Crediis
E‘-I'lﬂll.'d i}}' the Soviet Union AppEAT o have mereased
until 1957 and to have levelled off and declined sinee
then. Ceechoslovakin wd Enstern Germany seesm to have
hecome important lending countries only around 1955.
Their foreign lending apparently incressed in subse-
quent years. Mainland China extended loans 10 other
countries. a8 early as 1951, The principal eredits ex.
tenided to Poland by the other centrally planned econa-
mies during 19501959, amounting to 2.9 billion roubles,
were made available in 1956 and 1958, much smaller
eredits being received in the following years, Sinee
Poland also received long-term credits from the United
States beginning in 1956 the situation in the last half
of the decade differed considerably from that in the first
half when foreign loans were only ocensionally avail:
able. Somewhat similar were the changes in Hungary,

" Apart brom boans ted by the Soviel Unios, Cescho.
slovakin amd FEaslemn ¥i these tobels alen imclude the
[wams grambed 1o Poland by the Unlied Siates amounting to over
one billlon reubles (8955 millon) im 19570900 and aboul fl)
million soubles (5170 millisn) i 1960, The effect of Soviet
loams wias partinlly offset by deliveries of Polish coal o the
Soviet Unban ai redeend v In November 1056 the Soviet
Umlon decibed ihat Polasd shoold e compeasated for the =
II]-IEI-I besses whd camcelled ihe omitstanding dehi, whick
amwinted af the tme o 2] billleg roohles

B Cradits reccived by in from the Seviet [lniom be
tween 1985 and %0 amoumied b ever @ billion roubles acpurd-
ing w0 Eksnomicheskaya Gasetr, 30 Janoary 1961

¥ These totals comtain o substantial amsoupt of duoplication
mince the credit-recelving consiries, sspecially muinlond Chins
il Fastern Cermany, also granted credits to stbier countries,

which, except for a 103 million roubles lnan from the
Soviel Union in 1954, did not receive any credits until
the end of 1956 The inflow of foreign loans beginning
in November of that vear, largely to deal with the dif-
oulties created by the uprising, slowed down during
1957 and was brought to a complete standstill by the
end of 1958. Bulgaria oblained considerable credits in
1951-1953. Further capital inflows began in 1956 and
have continued since then, Eastern Germany received
significant logns fm 1953, 1954 and 1957, Mainland
China obtained the bulk of its eredits hetween 1951
and 1955,

As the Soviet Union was lLlIJI“'!' thie rrl.pfnr nuppliia-r
of capital to the other centrally planned ecomomies,
the trends deseriled above largely reflect the changes
in the distribution of eredite granted by this country.
Hetwoen 1950 and 1955 the sutflow of Soviel capital
was mainly directed to the Asian centrally planned
ceonomics, especially muinland (hina. In 1956 and
1957 the major receivers of credits were the Enropean
centrally planned economies, Beginning in 1955, how-
ever, the flow of funds to less developed countries located
out=lde of the area of the centrally plansed economies
began to incrense and it has comtinued since then. In
1958 and 1959 these countries were by [ar the most
imporiant receivers of Soviet credits,

The slowing down of the flow of Soviet capital o
other centrally planned economies in more recent years
was partly offset by an increase in outflows from main-
land China, Caechodovakio and Esstern Germany, A
significant portion of the Chinese capital outflow took
the form of grants rather than credits; the major re-
ceivers were North Korea, Mongolia and North Viet-
Nam. Besides credits and grants 10 the alove Asian
couniries, mainland China granted loans to Albania and
1o Hungary. Less substantinl grants snd credits were
also reporied 1o have been extended by this country 1o
Hurma, Cambodia, Ceylan, Coba and Nepal.

Ciechoslovakia and Fastern Germany, in addition
o supplying credits 10 the ather, mostly European,
centrally planned economies, have also stepped up their
credit programmes for the less developed countries,
While the share of less developed areas in total credits
granted by these two countries rose very steeply in per-
centage terme, it has remained quite modest in absolube
terms,

The periods during which these grants were at their
highest were not pecessarily these when the investment
drive was mast intense. Hungary received all and Poland
mast of ite loans in periods marked by the pressure
of consumer demand and wide-spread discontent, East-
ern Germany received foreign credits in 1954 and 1957,
when the investment drive wae 5||:||l.r|;i:|-|||_-rh deown. In makn.
land China and in Bulgaria the inflow of capital was
synchronized more closely with the acoeleration of in-
vestment, although in the former country this was trse
only in the initial years of post-war development.
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The forms in which eredits were granted varied [rom
time to time. In the reconstruction period immediately
following Second Warld War, when the ability of the
Soviet Union to supply goods was severely limited by
the consequences of war devastation, credits granted to
castern Europe seem to have consisted largely of gold
and hard currency loans. Beginning sround 1950,
eredits were extended largely in the form of capital
goods, and these played a very imporlant role in the
industrial development of the recipient countries, In
1956 and 1957, however, the eredils extended 10 castern
European countries were mainly for the purpose of
covering the trade deficits caused by nn expansion in
consumption. The character of foreign capital flows
underwent another change in 1958 in connexion with
the greater co-ordination of long-term planning achieved
through the Council for Mutunl Economic Assistance.
This co-ordination took the form of agreements provid-
ing for inter-country specialization in various fields of
sronomic activity and thereby affected the composition
of foreign loans,

The preceding discussion on foreign loans and trade
balances was based on statistics expressed in [oreign
trade prices of the centrally planned cconomies. These
prices are entirely nnrelated o domestic prices.” In
consequence, to analyse capital flows in conjunction
with damestie investment it is necessary W revalue the
farmer in domestic prices.

This revaluation raises s number of conceptual and
statistical problems, which for lack of adequate infor-
mation cannot be entirely solved, Among the limited
possibilities, the mest approprisle would seem to be
in comvert nel imporis and credits received by the ratios
of domestic to import prices, and nel exports and credit
gramied abroad by the wse of the ratios of domestic o
expart prices. Data on et trade revalued in domestic
|1ri['l-l are felated o fined [nvestment in table 317,
Althaugh these ratios can be considered only as broad
approximations subject to error, they seem io indicate
that from a purely quantitative paint of view the foreign
flows were not very important in relation 1o domestic
fixed invesiment, Among nel importing rountries the
ratio of nel imports to fixed investment varied from
7 per cent in Poland to a negligible value in Hungary.
Among nel exporters, the Soviet Union, which was by
far the most important capital exporting country, ex-
perienced an average rafio of only one per conl. In

“¥ Diata wn forekgn |rlinlld-nlfm-j|llnm.tuanh
hased so world prices asd e dwiihles s¢ i@t na-
tsmal carrencies ol mdlyislual couniries st the oificial exchangs
rabes. Wald prices are meamt o be those prevailing in 1he
privale enterprise eoonomies, As the officlal cachange raies arv
in mesl cases enterely aneelated o gl ratins betwesn domestio
wnd world prices, the dats on oceign transaciions even if -
pressesl in makional canmnl ke compated with those
relating o the domestic Bows withow! sppropriate sdjsstment,
The problem of adjustment is complicated by the fact ihs in
the centrafly planmed semamies prices wl preducer gesls dare
deternuined an an eatirely diflerent basls from these of con
wiiiinrd goids, [ cohsspienes, 1 ilomestie priee ratine sl oon
sumer and producer wre entirely different from  thess
prevadling om the workd marker,
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Fustern Germany. and probably abo in Ceechoslovakia
(although price co-efficients are not available for this
country | the ratio was about 5 per cenl. In these two
countrice the matio rose in the course of the decade,
while in the Saviet Union it fell.

Table 3-17. Foreign Trade Balances as Percentage
of Fixed lnvestment, 195401959 "

{sunlry FES-ERAT  FRSA-PNET  PRIECTREN  PRSD-INAR
Bolgeria.. ... 10 +5% -93 ~—07
Chima (mainfand).. =132 ot . ) " =4, 74
Fastern Germany, . +19 +96 4621 450
Biwmstd, oo 410 =28 487 e
Palasid —3.8 = 5.6 =13 —h6H
LI55H += a0 +0.9 4.5 +1.1

Eemroe; See table 3-1,

i In order to colonlste these ratios it was neossary o have
foreign balanes expressed in domestic prices (for ressons, e
fosinme &1 10 il prosemnt rhp_dur{. [hata on this basls, hawever,
wetn fiet availehle Ii'nr the Soviet Union snd Ter other countries
could be derived only for & |mﬂl1_|lnlr. Far the Soviet Unisn,
therefure, the foreigs balanoes 1o be cevalued by a coaver-
minn ceeficient caleolated on the basls of official stxtemenie
ir-lirlldll;nlhu afier the 1961 price and exchamge rate seform,
ibe nerw dinmest i prices, equal 1o ene-ienth of the formet firioes,
costesponded o wirld prices enmvarted inio natisnal nu'm
ai the new sachenge reie which raised the ratis of the
io frredgn currencies 44 times, The coeficient ohiainsd on this
basis carrespords in general to information derived from &
comiparissn iof foreign and domestic prices of o sumber of com-
madities, For othey countries sseparate comversingn cinnbs
for imports and exports coubd be obtained for s singlo year by
dividing trade dets expressed in fordign prices by eorrespomidi
daia expressed in domestic prices.

It ordar ti sbisin cosBisenis lor otber yours ihe available
patios had 1o ke wil by mveans of § ces of the ratio of
dumestic 1o [oreign prices. The indices were obtained separately
Far impearts aned s, For any couniry, the index fof evports
{imprts) is 8 weighisl isdes of the domestic prices of consemer
wnd producer gauds divided by the world index of axpart {import)
prives. The domestic price index was weighted by the composi-
tan of exports (imparis] in 1953, The estimated conversion
coelBicienis for nel tmporis and e Tk, ively, fof
ihe average of 14950. I.'ilg:lrrul fhﬂﬂﬂr!ﬁhﬂl« 8 aned 220
Eastern Lermany, 1.27 and 1.95; He ¥, LB4 mnd 3.5
Poland, 6,70 end 6415 Sovied Union, 2,43 and 243, The same
enefhicienis wite mied [or converting dats oo the foreign bending
iund borrowing of the centrally planned ecodomsies.

b & phas demotes Bt evports and @ mines sgn net imparts.

¢ Estlmuied rativ for 1958 El.'i'-l was wqual fo +0.7

4 Tjul for 1650 1957, Estimsted ratio for 1950-1959 smounted
I =

An evaluation of the relative importance of foreign
loans as estimated from credits extended or received
differs considerably Trom the evaluation based on for-
eign trade aatistics, The valoe of credits granted by
the Soviet Union in 1950-1959 expressed in domestic
prices amounted to aboot 206 per cent of ite fined
investment."® that of Eastern Germany 1o 3.3 per cent.
The lotter country received credits amounting to some
1.1 per cent of it fixed investment, = that its net for-
vign lending was insignificant. In Bulgaria the ratic

#2 Umbess otherwise stated, the rathos used In the following
discusainn atr based on Lhe imcemplete data on foreign lending
and borrowing recorded in table 316, supplemented by the in-
Fairmatian oo !n.u- granted v usmder-deveboped areas. 11, instead
ol the date tncleded in the table, information an ibe 1ogal
crebits gramied by the Soviet Union js oeed, the ratio of ksl
crofiis  gramied sheoad o faed imwestment seems o v
gmesunied o0 35 per cenl daring the decsde.
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of eredits received o bxed investineni wos about 9.5
per oenl, and in H||:|||:|;.u1':,' ahout T4 per oenl. A rom:
parison of these ratios with those based on foreign trade
balances shioiws, is ane 'u'-nd.lll:‘ expert, Very gn-n.l iiller
ences in magnitode.™ Poland was the only country for
which the ratios to fixed investmeni of credii granted
and of pet importa were similar, about 6.3 per cent,

The available data For mainband China are more com-
plete than for any other centrally planned economy,
stnce they permil the measurement of net capital flows
on th basis of loans actually utilited or dishursed, and
of repayments, It is therefore possible o supplement
the cursory references 1o this country in the precedi
dizcussion with further analysis. Between 1950 and 1957
the Soviet Uinion was the only eountry extending eredits
o matnland Chinn, According 1o Soviel sourees, the
eredits exiended totalled 1,720 million roubiles, alihough
there exisis an estimate of credits received by mainland
China amounting to some 3.5 hillion roobles® This
discrepaney is =0 large that it can hardly be atributed
14 any posible errors in the estimated conversion co-
ellicients, and suggests, rather, that the Soviet data have
mare limited covernge, and may exclode; for instance,
loans for non-economic purposes and short-term com-
mercial loans,™

Chinese data expressed in domestic prices are not
subject to unceriainty arising from the conversion rates.
These indicale that between 1950 and 1957 the loans
received by mainlond China smounted 10 5.3 hillion

" This difference may be due 10 weveral factors. Apart droes
the difference beiwern lmane extended and loans wiilised. 1he
iata on eradils granded or received are gross in fwo other e
wpecisg ey represenl (otals gramted during & given peried
without amy allowance for the value of loans regaid and foe

granted to other couniries. They may also ipchide grants
and in sime cases military wil, which seemm f0 be excluided
from trade halanees. O the other haid, ibe data oo trade lal
mnee do ool inchode invisibles, which D some countrics anil
during some peviods coubil have been signihcant,

%A pecent publication of the Institute of Sisology of 1he
Soviet Acsidemvy aof :'-:I-nc'-:g;-lnd the smm ol 1,720 million
roihles almgside ihat of & million yuans o= gramied 1=
malaland China (ser Ekonumichesbes Sotrudnickestio KNR 5o

Sntamalisticheskors I;E!r}u i Masscorw, 19800}, Unlike
ihe inlermation published by ather cemirally planned peanomies
comcerning loans granted bul sl mecessarily wilived. the datn
an malaland China reler 1o ariual dishursements or seceipis
us recorded im the staze budgeis of that country. These data
are presigmably expressed in domestic prices, gnd therelemn can
ke compared directly with domests mvestment cxpenditure
eapresaed in the same prices. Bug lintle is ksown about the o
latios between domostic aml foreign prices ex [ yusns
althesgh it is geerslly ssswmed EI ihese diferences are mol
very barge amil in any event meuch smaller tham in other cenizally

med econadibes. Magtover, the scimal yoan.mable pxchange
rate applied during 19501959 is nst knewn ahbough there are
ressins Lo bebieve that that mie Buctoaiel, The Sevict bullerin
#m exchangs rabes eover the olher eentrally planned econsmies
il st clber comntries, bat do not centain asy dats on ymans
The officlal rair of exchange snmoomced severnl years agn was
o fom i the ynan 'Hr oroms rale ahtximed by relating
the wilan 1% the roohle and io ik pousil sierling Indicates a
ratie of 1.7 roubbes to the vuan, Bot the rate derived from the
ﬂ-TnI'H of the walue of Seviet-Clinese trade expressed in
raibiles anil in yuwans, during recent years ndicates o ratbo ol
L reubles o the yusn, This rate wm wed 1o convert imim
moualdes the loans reeeived by and extended to mainland Ching
during the perind inder review,

vuans while the loams extended by mainland China to
other, mostly Asian, centrally planned economies
coqualled 3.9 billion yuans, net borrowing thus amount-
ing to anly 1.4 hillion vuans. As the budgetary statistics
of mainland China make it possible 1o estimate repay-
msents of Toreign loans, the et fows can be derived,
After allowing for repayments there wos a net osuiflow
of some XM million yuans in 1950-1957 but this beeame
mare pronounced in 1958.1959. Taking into account
recorded loans in 1959, it appears that during the
decade &5 o whole there waa a not outflow of capital
amounting to st least some 1.6 billion vuans bat, if
illvwance is made for the estimated loans extended in
1958, the net outflow might have been as moch as 2.8
hillion.™

During the first throe years of the decade, in 1950
1952, the exoess of credits received over credits granted
wae very substantiol, smounting to 1.9 hillion yuans,
but the loans of about 16 billion yuans extended in
1953, mostly io North Korea, only partly offset by
further loans from the Soviet Union, redoced the eumo-
lative pet inflow of capital to only 700 million yuans
for the period 1950-1953, During the two following
VEars Iil.iin]ihd []ﬁ.ru mﬂllllllﬂ"d ] rl:rri:u': a nel impnrl
of capital but the repavment of loans beginning in 1954,
together with the decline in foreign borrowing and the
eonlimation ol fnl‘:i!n ]rm'll.rl!.. resalied in p continnos
net outflow of capital beginming in 1956, The importance
of these lows measured in relation 1o total Gxed invest
menil is indicated in the following data on capital faws
as a peroentage of hxed investment:

Lasinig revvined

— Lasing ¥

Virsa Nl of repaymeni  prankel L

[ 9501952 1636 L6 =1 14.5

19 1953 1.1 111 B 3.1

1954-1957 4.5 1.8 14 =15

19501957 .4 4.5 4.7 =2
195411955 - o 0,5% — .0
1051850 15 L8 2R = 1.0

* et Howe are equal io lvams received from shroad, nei of
repuymantd, loss loais eatemded abvosd, Minus sign indieates a
met wutlow of capital.

B These dats on loans extended snd on net fows are ander-
stated becanse they dn oot inchude the lnans exiended in 1958,
for which ne dsts sre available. The indusion of the estimated
vl ol ibese cradits wiuld ralee the ratia of net suiBows Tor
1953-1959 to between 3 aml 4 per cent of fined investment and
for the decade o 1960.1950 o between 1.4 and 1.9 per cont.

%004 is possibide that the totals annpunced by mainland Chima
include part of the saloe ol the Soviel shares in the joist
Soviet-Lhinese compankes which, sfter their dissolution, were
tin be reimbursed over o perisd of several years, (Sew the joim
Soviet-Chisrse communigqué published by Izvests {Moscow],
12 Detnkser 1954, )

8 [harimg 1958-195% mainland China did nst receive any addl-
tinmal is from abwowl. The repayment of foreign loons
amuanted in about one hillion yuans during these hen yeam
The data sn credit granted were available saly for the yvear
1959 amd amounted w 150 millisa yuans, The nei outflow se-
counded for s far was te 1350 millinn VIRETE, which,
isgribor with the 30 million yuans ndicaied in the exi for
19501957, brings ihie potal net ootflow during the decade 1o
1550 millsom vuans, exclusive of credits exten by minland
Chima I=m 1 A isndative wslimate af 1hese eredits yielded a
figure of 17390 million for 1958, Adding this amount 15 the som
imalicated alsewe, one arrives wl o tolad of 20 killio yusns
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It appears from these data thal net Torelgn borrowing
in relation to domestic investment was very important
only in 19501952 when it amounted to more than 14
peer cent. In the course of the following years this ratio
fell r.urlnidrrlhl?' urll:L afler 1956, becime nE-,:.ll!i'l.'r. Dhuir-
ing the decade as o whole the net outflow of capital
wmatmlied (o bedween one and 2 per cent af damestie
fAxed investment. Despite the deficiencies of and differ-
onces hetwoen measures of capital Aows based on statis-
ties of credits and granis extended, on the one hand, and
trade balanoes, on the other, the foreign trade data indi-
cole a roughly similar trond o thet just mentioned: o
conslderibile nel import during the carly years of the
decade followed by a steep decline in the surpleas. in
pubsequent years, and a net export in 1958-1959,

The mncressing fmportanee of hans extended by the
esnilrally planned eeonomies to ander-developed coun-
tries makes it pertinent to present some sdditional infor-
mation on these capital flows, which began around
195457 Very modest al that time, the extended lopns
roes 3 lmioel nunﬂnqll!}' From vEar fo yedar I'I':II:l'tL'l'i,E an
amount of 3.4 billion roubles in 1959, The total amount
of eredits granted from 1954 to the latter part of 1960
was equal to aboist 184 billion roubles, The distribution
of these loans over time s shown below (in billions of
roubles ) :

ing country in the group. It provided over 75 per
cent of the total eredits extended. Mainland China par-
ticipated in the aid to under-developed countries in the
amount of 730 million roubles, & large proportion of
which consisted of grant=.** Eastern Eurepean centrally

1 The ddata on these Sows couhl ol be presented i iakile 3-14
hecaiise ol lack of adequate nformation on thile distribution
by lendimg countries,

% by pontiest o the Sovaed Unbon, the asil of which conspsisd
st enclusively of crediis,

planned economics granted some 3 billion roubles 1o
unidder-deviloped areas, Ciechoslovakia and Essiern Ger-
many being the mos| important lenders,

The expansion of lending was accompanied by a sub-
slantial increase in the number of countries receiving
financial abd from the ceptrally planned economies, Up
i 1957 almost all the eredits were granted 1o five coun-
tries: Alghanistan, Egvpt, Indin, Indonesia and Yuogo-
elnvia; by the middle of 1960 this number hod increased
Lk lhrnl}'.Thn’ prefoenlge diztribution of eredits gnd aid
extended by the centrally planned economies to less
developed countries i shown below by area:™

R L
Ml e B e o e el |
United Arabh Eepublic i 17.0

L T . 6l

Larm AmErol i s 7.0

T PSR . 1 |

These lonns were wsually granted ot low interest rates
of 2 or 25 per oent and were repayable in from ten 1o
thirty years, depending on the purpose and size of the
loan. In cases where the lonns were extended for the
constructbon of & specific project, the repayment was
to begin only after ite completion. As a rule the delior
country wis entitled to repay the loans in domestie car-
reney of by export of domestic products to the creditor
coumniry. Crodits were nnl}' r-tn-lrﬁnm]lr !i'ln]:ﬂ:l i hard
currency, In most cuses eredits consisted of goods neces-
sary for speecific projects, and [requently of assistance
in preliminary programming and surveying, As these
preliminary slages are time consuming, perhaps no more
than 25 per ceni of the total eredits exiended to under-
developed countries hetween 1954 and 1960 had been
actunlly utilized by the end of the decade.

o llgsed om imformaiion from the recemang coumiries, Most
wl the credsis originally offered b Yagoslavia were indrefimitely
pstposed by ibe Sowiet Union snd siber esstern Eurspesn
riEniries.

Conelusion

ﬁ.h]‘mugh nn irua.lﬁrir;u'}' of datn hes Fll:"rjl.l.l*l.‘ij Tl
inlegraled amalysis of changes in sectoral saving and
investment, the foregoing discussion affords o basis for
o few general conclusions about the sectoral patiemn of
investment finance in the cenirally planned economies
in the nineteen fifties.

The maost evident conclusion i that budgetary saving,
which on the BVEFAEE Wikt the III'EEH-I‘ soirce of funds [or
financing investinent, sccounted Tor o declining share of
saving during the sourse of the decade. This shift, as well
a5 inter-country varistions i the share of bodgetary
gaving in total saving, was largely influenced by varia.
Liom in o el pnlil:inl with respeict 1o siale enler-
ill‘i.ﬂ-ﬂ-.. callective farms and the Flri'ru.lr suclars,

The decline in the share of budgetary saving in the
ol was pe=ocinted with o rize tn the :I-M"i.h[l and in the
:Ir-!n*r ol |r“~Eul|||:ing n!'_lhl' AL t'l!lll"l"jll'i.l\‘.' gerior,
reflecting impoartant alierations in government palicy.
At the beginning of the decade, most of the profits were
transferred 1o the budget regardless of the finaneial
needs of the enterprises, which were served instesd by
lmdp;.nlm:r granls, This ||-u-|i|::r, lrmfi.nF o miintain strict,
centralized control over the Gnasices of the rl1-1.!l|'|-'|"|.l-!l,
was subsequently aliered 80 as to leave 0 much greater
portion of the profits af the disposal of the enferprises.
An important factor influencing this change was the in-
creaseil tm]rhmi_ﬂ placed on expansion of output through
iechnical improvemenits in the exisling enterprises rather




than through new construction, This policy reduced the
newd 10 transfer funds from old 10 new enterprizes
through the state budger. The increase in the share of the
saving of the state enterprise sector in total saving was
al=o influenced by price reforms which, by eliminating
deficits or increasing the profits of enterprises, reduced
their reliance on budgetary grants,

The state enterprise sector was nol the only benefi-
cinry of shifts in the seetoral distribution of saving; the
collective farma and the private sector also substantially
increased their share of total saving. In the collective
farm sector, this change came about largely through a
rise in money earnings and in the undistributed revenue
of the collective farms resulting from increases in the
prices paid by the state purchasing agencies, The rise in
private saving was influenced by several factors: a sub-
stantial improvement in real personal income, an in-
crease in the availability of durable consumer goods
anid—probably most important—an increase in the sup-
ply of investment goods allocated by the state authorities
to private housing construction. As a result of all these
changes, the sectoral distribution of saving was quite
different at the end of the period from that at the begin-
ning. While data limitations prevent o statistical de-
seription of these changes in some of the centrally
planned economies, suficient information i= available
to indicate that in five countries in 19581959 budgetary
n\r]n,g amounied Lo nnl'gr abowl g half or lesx of total
saving. In some couniries private saving, snd in others
the saving of the state enterprize sector, ranked second
in importance. The saving of collective farms was
generally less significant, ranging from a negligible
proportion in Poland to about 11 per cent of the total
in Bulgaria,

Although variations in the seclioral distribution of
saving were due in large part 1o variations in govern.
menl policies, they also reflected changes in the share of
national income devoted to investment. During the
earfier period of development, the mobilization of an
inereasing share of the national income Tor productive
investment in the stale erlErprise  secior had s its
counterpart a considerable restriction on the growth of
the income of collective farms and households and on
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the supply of physical resources allocated 1o their invest-
mesil. Subsequently, when the investment drive slack-
ened, & change in this policy had the direct effect of
incrensing private and callective farm saving, Similarly,
the rate of saving in sale emlerprises increased as o
resull of modifications 1o methods of their fnancing

which were associated with a deceleration in the growth
of investment,

The directions taken by international capital Bows
were largely but not entirely influenced by the differ.
ences in the level of industrinl development among the
various centrally planned economies, The bulk of the
fareign lonns was received by the less industrinlized
European and Asian countries. Among the lending coun-
tries, by far the most important was the Soviet Union,
st subistontial leans were alse granted by Crechosle-
vakio and Eastern Germany and, rather surprisingly, by
mainland China. Although the credits received by the
latter country from the Seviet Union were very con-
siderable. the loans granted by mainland China to other
cauniries were nol much smaller, snd if sceount is taken
of the repayment of loans, mainland China, the least
developed country of the group, appears na a net ex:
porter of capital.

The flow of eredits was not always synchronized with
the intensity of the investment drive in the receiving
eountries, [n some cases most of the credits were received
during periods characlerized not by an expansion of
investment but by rising claime for consumer goods

The share of foreign loans in iotal saving both in
|r"|11|ir|p: and burruwin! CcouniTic: WEs [r]llim_-h small
throughout the period, especially if caleulated on a net
hasis. Hut the actual impact of the inflow of foreign
capital on the development of the receiving countries
was ot limes mlmidrr.l.hlr greater than would apprar
from the quantitutive ratios relating to the whale decade.
The loans received in the form of machinery and equip-
ment for sirategicnlly ssential industries played o con-
sidernble rale in the post-war recovery of several coun.
tries, and in the initiation of their industrialization. In
the aulmexquent peried, the loans were largely used by
receiving oountries o overoome specific shortoges that
impeded their farther economic growth or stability,
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Chapter 4
RECENT TRENDS IN INDUSTRIAL COUNTRIES

The year 1960 waos characterized by diverging trends
in demond and ootput in North America on the one
hand, and in western Exrope and Japan on ihe oiher,
At the beginning of the yenr demand was buoyant
throughoot the industrial counfries. In the United
States the rapid recovery [rom the impact of the steel
strike led 1o expectations that 1960 would be another
boom year. In severnl western European countries, in
contrast, there was a likelibood that expansion might
Ive slowed down by the growing pressure on productive
capacity and by the intreasing tightness of lubour sup-
ply. In fact, demand in the United States faltered in
the second quarter of 1960 and a mild recession devel-
opeed during the second half of the year, The level of
output for the year s 0 whole nevertheless surpassed
that for 1959, though the rate of increase was, of course,
substantially lower than in the preceding year. In most
western Furopean countries and Japan, sapply pm‘l.'l‘-d
to be more elastic than hod been anticipoted; and as
total demand continued to rise in 1960, output generally
expanded ab o higher rate than in 1959, However, ls-
cause of the sethack in North Awerica, the over-all rte
al !'.rn'lrl}l for mmdostrin] countries declined [rom 6 et
cent in 1959 (o 4 per cent in 1960 | see table -1,

Table 4-1. Induosirial Couniries: (sross National
Prodoct, 1958-1 ke

{Inalices at comstand prEes; TUGT = L)

I rduairiad vtk Wenkrn

Foar suapiidrien [T Kurape
19GR 1Kl bt b
me 1k 11 10,
| M) 110 i 113

Sourpe: Thvissan nf Demera] Ercsinmic Rescaseh asul Policies o
ihie United Nations Secrotaria, besed on data from replies o
Gavernments to the United Matinns questinnnaire of Nevember
L6 o woonsmie tnenuds, probleps and policies; Onaisation for
Europasn ation, Gemernd Swiisical  Sallstin
1Plru-b and official nulm'uqﬁmrm-

iomnl twlals are derived from coomiry dats s preees sl
ue'h.ur rates of 1054 Total [or indestrial eoumiries includes
Japan, {or which dsin refer to fvoal years beginming in April

The 196061 recession in the United Stoles was
initinted by a sharp fall in the rite of invenlory accu-
mulation, which more than affst the expansionary effect
of advances in other demand components, notably in
exports and public consumption. In the first quarter of
1961, however, there was also o small decline in the
volume of fimal purchases of goods, In Canada, the
upswing was brought to an end a1 about the same time,

when inventory nocumulation, fixed investment snd ex-
ports declined simultancously. Bt demestic Expansbon
e resumed its strength and consequently output in
the fourth quarter of 1960 recovered to a level above
that of the first quarter, Unemployment, which hod
fniled to decline in line with the FECOYETY of ol prut afier
the 1957-1958 recession, rose substantiolly both in
[:ln-di lnﬂ im the |_.-'|1'ilr|'| .qll!ﬂ.

In mosi western Enropean countries the rise in tolal
outpul attained peak rates in the early part of 1960,
During the rest of 1960 output continued 1o advanee
but, generally, more slowly; in 8 number of countries,
however, rates of expansion tended to stabilize towards
the end of the year. The principal factors in the ex-
Fllmlim of 1960 were an upsurge al indwesteial in-
vestment in plant and equipment and the continuing
buovancy of consumer demand for durables and other
manufaciures. Early in the vear the éxpansion was alsn
enhaneed to some extent by stockbuilding, although in
view of their hiEh i|1'r|:|nr| romnbend, rlunp'! iy tAvier-
taries tended 16 hive & more limited effect on domesti
wutput in the western Europeam countries than in the
United Staies, The decline in the rates of growih in the
coarse of 1960 resulied partly from a weskening of
demand for exports, particalarly o the United States,
und 1o some extend also from measures af restraind
which several countries had introduced ot the height
of the upswing early in the vear, The impact of these
measures was especially evident in the slackening of
the pace of residentio] construction, which hud contril-
wed lorgely to the upswing of activity in 1959, In addi-
tion, government consumption and public construction
were held down in several countries Tor the purpose of
reducing pressure on resources, The main features of
the BR8] O6G0 n[rnl-i:n[l; are shown in talle 42

The expansion in western Europe in 19640 was accom-
panied by rising demand for labowr and further reduoe
tions in the level of unemployment. Many coontries
experienced o growing shorage of akilled labour, espe
cially in the constroction and engineering industries,
bist there was generally no over-all labour shortage.
Tightening labour markets in western Europe brought
wbout some acceleration of wage increases, which began
io exeri pressare on prices in the lntter part of the year
when the rise in ouiput slowed down, Price increases,
however, remained moderate. The relative sinbility of
prices in 1960 reflected in part & decline in import
prices for industrin]l materials and foodstuffs, as well
as satisfactory crops in the majority of countries, which
helped o keep domestic Tomd prioes stahle.
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Tahle 42. Gros Natlonal Prodoet and fis ﬁt:jnr J.:nu:rl||r.||||-.qh.1 159571 Bi=
(A comatany prices; as poroentapes of 1907 gross nalbonal product; far 1958960, incremenia from preceding year)

Koty dovall (vnpatin af
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Ausiria
J957 1.} i 4 2.4 =1 1.5 =10 .4 M4
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1t i} £.9 0.z a0 =34 36 7.
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Table 42, Gross National Produet and its Major Components, 1957-1960%
{eosbined |
(At eomstant prices; as percentages of 1957 gross nationa] preduct; for 19581960, increments trom preceding year)
[T Formmai  Cowriamimd ﬂ (ibminge in 3 h.ﬂ::'::i
. ey m i I Lian e .:: g st i ks i parnis
Undtent Kingadom

T‘]EIT S KLy i A 15.4 5.4 1.8 0,4 d 6.7
1054 . 13 1.7 —ik] 0.2 =[] 0.z - —
1958, T8 A 03 L % | =1.3 0.y =0
1500 44 a5 0.5 L6 22 —20 1.2 1.1

Newth Amevica
197 1 CH 5.4 165 7.l [LE T ﬁ-ﬂ_} 6.2
a8, . i — 1.0 07 .7 = |2 =15 —{.B — {7 il
1%, ... i H A 2 X7 0.4 1.3 L4 =L} 0.2 {1 F ]
. PR TN ; g 1.7 0. 0.4 —LLT 1.1 LB =02
{Cin iz

JT%T AP R, Ty G574 22 25.0 {1 —53 225 1.7
1958, . . . 1.1 2.1 0.6 =13 -] 19 4 —1.5
450 et 3.2 a0 1,3 03 2.1 =27 fhd 87
150 X e 2.2 2.1 01 — 1.1 ik (18] i) =4

Uaried Sndea
1957 P e L0 5.4 164 165 03 i1 L) 4.4
1958 . : e —{kh i,7 =14 -4 — 1 —i .2
1950 = i ok 65 38 U4 L3 1.5 ={L5 i1 0.7
| S, B v B L7 i1 .5 —{1.7 1.1 ] e

Japan+ :

-{ET ——_ fn.0 509 949 | i —U.]_ 13,7 1.8
1954 &6 14 L =l =4, 0.3 0. =16
10t 183 44 E 6,7 B 22 | 4.3
Lo 133 5.0 1.6 G, = 1.1 —2.4 LG 349

Sourer: See tahle 4-1.

& Dgla conferm s lae & Frl.l.ilﬁl tn the OEEC swsiem ol
mations aecounts. Reglimel iotals are derived Trom evamtry data
ut prices and exchange rates of 1954

¥ Excluding Awitria and Helgium,

Deespite the downtum of demand in North America,
the trade of industrial countries rose to 4 ].H‘lh level in
1960, As import demond declined in North America
an import boom of unprecedented magnitude developed
in western European countries, which gave fresh im-
petus (o the expansion of world trade. This upsurge of
dermund -.upp]iﬂl the main stimulos 0 o recovery of
exporis from the United States and 1o o further expan-
slon in the exports of primiary prodiscing countries. It
also led 1o & considerable accelerstion of trade within
[rivey praes I'-:"'"“‘F"-'- thuneinll_l.' IO the members ol 1hs
I':umlrrq:u Eeonomic Lommunily,

The expansion of exports [rom wesiern Eul’-ﬂpﬂ WS
arrested after the first quarter of 1960 when United
States imports began to decline, and trade halances
deteriorated progressively during the rest of the year.
The deterioration occurred principally in trode with
the United States, where the trade bolance recorded o
earresponding improvement, Byt despite this shift in
external balances, the rate of reserve aceumulation ae
celerated in western Furope, while the United States
reserve position deteriornied no less than in 1959, This
development resulted primarily from a large owtflow

* Persanal comsumption (aeluiles chasges in inventoTies.

‘Ellﬂum- indude nel services; imperts refer (o merchan-
iliwe = ¥

* Flseal year beginning | Apsil of year stafed,

ol short-term funds from the United States during the
latter part of the year, chielly o wesiern European
financial centres.

Relving primarily on credit policy 1o restrain the
e ol d.rmaml., several westem Enrruprm caunlries,
notably the Federal Republic of Germany and the
United Kingdom, ruised discount rates early in 1960,
As the pace of activity slackened in the United States
and eredit was eased, interest rate differentials widened
and United States Funds were otiracted io weslern
Europe. The reemergence of large-scale movements of
“hot money™ as a major source of payments disequi-
libicium was facilitated by the elimination of payments
resttletions in the major European fAnancial centres. The
oulllow of United States funds was also enhanoed by
speculation on a possibile realignment of exchange rates,
and il occasioned a substantinl drain of the United
States gold reserve. To stem the inflow of United States
funds, and in on elfort w co-operate in preventing a
further deterioration of the United States balanee of
payments, discount rates were lowered in the Federal
Hepublic of Germany and the United Kingdom late in
19600 despite continuing domestic demand pressire,
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The experience of 1960 has {ooused attention on the
limitations of oredit policy, as a regulator of domestir
economic activity. In view of inevitable differences in
the timing of cyolical changes in the major industrinl
countries, reliance on the intersst rate as the prineipal
instrument of anti-cvelical policy is liable o give rise
lis fnterest rate diffecentials, which may st in mmolion
international flows of short-term funds. 8o long s basic

Pawr 11, CorgEst BCONOMIC BEVELOPMENTS

balance of payments dizequilibria persist in some of
the major indusirial countries, “hol money™ moveménts
can be expected 1o prodoce recurrent payments crises.
While the elimination of structaral imbalanee remains
the chiel goal of government policy in the Geld of in
iernational payments, increasing consideration i= also
|'|:i.11F_: [.i\-rn o the liuﬂnﬁu;m nl lppm'p'riqlr domeslic
anti-cyclical policies,

Domestic developments

The powsturs ix NonTn AsiEmics

The decline of output in the United States which began
in the second quarter of 1960 brought 1o an end the
shoriest of the post-war upswings, The rise in industrial
production had lested only twenty-five months when the
downturm began, compared o thirty-five months of
expansion during the years 19541957, and forty-five
months in 1949-1953, A comparison of the eyele of
1957160 with the preceding one sheds some Fight on
the factors thai have accounted for the brevity and lack
of vigour af the recent upswing. As table 4.3 shows, the

TII:I'E 4-3,  United States: Average
Economic Indicators During

average annusl rate of growth in gross national prodect
wad higher during the period 1957-1960 than in 1953-
1957, bat the expansion of final demand in the private
sector slackened considerably between the two cycles,
The Tactors which secounted for the more rapid growth
in 19571960 were §o eome extent accidental: an ah-
normilly high rate of invenlory accumilation in the
first quarter of 1960 after the termination of the steel
sirike, which raised the 19571960 growth rate; and
euthacks in defence expenditure during the period 1953-
14657, which d-r.prﬂll-ﬂ:] the aver-all growth rate of that
preriod. Bt the more important fact is that the growth
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of final demand has become less vigorous during the
mecenl r1_|l:|.-|-r mereasured [rom pl.-hi L Li] ]'l-:l!i.. than dl]rinjq'
the previous one, In particular, private fixed invest-
ment, aind especially investment in machinery and equip.
ment, has expanded less rapidly, owing in part at leasi
to the existence of conslderable siress capacity.

Thee sethack in 1960 was nevertheless relatively mild,
Gros national product in real terms declined less dur-
ing the frst two quarters of recession than in the cor-
responding period of earlier recessions, and final
demand even recorded & moderate advance. Upemploy-
meni, none the less, rose sharply, The decline of fotal
output during the second quarier of 1960 was preceded
by a period of stagnation in total manufacturing prodoc.
tion and of rapidly declining owtput in the primary
metils sector.

EEEHT THRENDE I ITDL!-TII.H_ f_l!ll.-"'-l'l"lli!-
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Although o number of factors combined 1o bring the
ipewing to an end and o reverse the trend of pmdl:lb-
tiom, it immiediate canse was, a8 noted earlier, a sharp
decline in the rate of inventory secumilation afier e
first quarter of 1960 {see table 4-4). Throoghoot the
upsiwing al 1958 1960 inventory movemends haid strongly
influeneed ils course. Stockbuilding, for its parl, wos
nffected by the strike in the steel industry in 1959, In
the first half of 1959 intensive stockbuilding in antici-
pation of the strike contributed {0 an aceeleration of the
pace of expansion, The strike, which extended over mosi
of the second hall of the year, was acoompanied by
inventory liquidation in the durable goods seetor. The
erttivment of the strike in November 1959 was followed
by an upsurge of inventory investment as steel wsing
industries rebuill their depleted stocks of materiale, and
restocking also took place throughout the channels of

Table 4-4. North America: Gross National Product and its Major Components, by Quarter, 1958-1960
{Change ftvm preceding quarier; seasemally sdjusted snnas] raies)
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Saurre; Conaida, Domdivion HBearesu of Staimeies, Voblosal & Pulilie invesimest inclsded in governmend diiure,

Acovunts lsgome and Expeniture, fourth quarter aned preliminary
ancusl, VP60 (Ditxsa); Unived States Department -'d'll nmimerce,

Cuirrent o amil Erssmomic Riepard u_||"|lr F.rr-d'-ru,
Junuary 1061 [thlnpnn. D.C).

¥ Besidential nondfarm construction for the United Stabes;
n:wrrridlutil] Hllhquﬂjulljh;“dfmnd

* Chamges in gross nation wet include ' residus] error®,
which s mot shawm separately in the table.
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distribotion for durable goods in anticipation of a
strong advance in Anal demand. When thie process cams
o an end in the second quaries of 1960, the rate of
sccumulation was sharply reduced. Business policies
regarding inventories berame mare cantioos as the year
progressed and the growth of finnl demand Tailed
come up 1o expeetation. By the last quarter of the year
inventory Hquidation was wide-spread.

Finnl demand, which had slockened during the strike,
made & good recovery in the first hall of 1960, Afier the
middle of the year, however, domestic demand in the
private sector declined, further advances in final
demand heing confined 1o the public and external sec.
tors. The contraction of final demand ].II'.EH'I with a |l'|.q.r!l
decline in consumer expenditure on durables during the
third quarter of the vear, and sabsequently spread o
business fixed investment.

Personal consumption played an important part
throughout the eyele of 1958-1960, During the 1957,
1958 recession, personal income had declined little, and
when it began to advance in the second quarter of 1958,
consumer spending, especially on durables, was stepped
up, partly as a result of the early recovery of residential
canstruction, The rise in personal consumplion was
slowed down considerably after mid-1959 with the lev.
elling off of consumer income during the seel strike.
Modest intreases in consumer spending during the
seeanid hall of 1959 aceurred af the expense of personal
saving. The subsequent recovery of income in 1960 was
sceompanied by a rise in the rale of personal saving, as
consumption expanded less rapidly than income,

Dhuring the second half of 1960 income (rom employ-
ment in the private sector declined sieadily in conse-
quence of rising unemployment and a shortening of the
work week, Other income components, including labour
income in the public sector and personal interes! income,
continued to advance, and trunsfer payments played
their stabiliting role. The lovel of total consumer income
waz therefore not affected by the contraction of the pri-
vate wage and salary bill, but as the buildup of savings
continued in the third quarter of the vear personal con.
sumption declined, The relative sluggishnes of con.
sumption during the first half of 1960 was a develop.
ment that had pot been foreseen. It led in the first
instance o overstocking and subsequently eontribuated
10 the sharp decline in the rate of inventory aceumula-
tien. Business outlays for plant and equipment, which
had staried to recover Inter than other demand com.
ponents in 1958, continued to rise vigorously in the first
half of 1960, But as the inventory cycle began to turn
downwards and consumer demand slackened, the exist-
ing productive capacity proved more than adequate and
investment programmes were curiailed.

Housing construction in the United States, which had
reached a peak early in 1959, declined continsously
until the second half of 1960. Its level in 1960 was 7 per
eent below that in 1959 and the number of new housing
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staris fell by 17 per eent. Tight eredit conditions that
p-lﬁdilt-d e the latber part af 1959 and d.urln,p; a F-nnd
part of 19} were the main contributing factor. In
the sevand half af 1960, the sibiation i the maorigage
market was cased and borrowing costs were lowered as
a result of government anticyclical measures. The
response fo these stimuli was, bowever, not immedinie,
But im the fourth quarier of the year there was a gign of
snipe Fecovery, as rellecied, for exampile, in the increase
of the number of applications for mortgage backing by
the Federnl Honsing Administration and the Yeterans
Adminkdration,

During 1959, government  expenifiture  declined,
partly in acoordance with the federal programme for
i balanoed budget and partly a2 & result of & retarda-
tion of construction by local and federal authorities
during the seel strike. Public construction recovered
early in 1960 and the decling in federal expenditure was
reversed bnie= in the venr. Lovernmeni rlpn'l.-rlil:l,:rr there
fore was a mildly exparsionary force in 1960, The part
pllj‘!tl‘ h'g' the pulﬂiﬂ: aeolor i I:rﬂ!ﬂ'rri:rpl -rin'qlnﬂ s
nol confined to jis own cutlays on poods and sérvices.
As noted eerlier, transler payments also advanced rap-
idly, and, in addition, disbursements by the Commodity
Credit Corporation to farmsers incressed in the secand
hall of 1560,

Export demand begin io recaver in the latter part ol
1959, and fts vigorous expansion during the first nine
months of 1960 geted a5 8 brake on the decline of final
demand. The Tactors responsible for the recovery are
ﬂllll!.!.'ll.'li in a later section.

Yariations in demand afected chiefly industrial pro-
duction in the Uniled Siaies. Total manufacturing pro-
dociion rose |r:r i per cent from the first fquarter ol
1958 1o the second quarter of 1959, Following tle
setback during the steel strike it recovered by the first
quarter of 1960 to a level slightly alove the pre-strike
peak. This level was maintained fo the middle of
the year. The decline of demand during the second half
of 1960 was reflected in a 7 per cent reduetion in indus-
trial outpul between June and December, Output of
durable goods contracted more sharply than the pro-
duaction of non-durnbles, the lntter being less affected by
the reduciion in inventory accamilation,

The devline of demand in the Uniied Staies had seri-
oas repereussions on the steel industry. After the restock-
ing was completed. orders and output declined rapidly.
The senzcnally sdjusted production index for the iron
unl stee] industry declined from 114 (1957 = 100} in
the first quarter of 1960, to 92 in the wcond quarter,
76 im the third quarter and 68 in the lest quarier of the
year, Dhuring most of the second half of 1960 capacity
utilization did not exceed 50 per cent.

However, despite the general slackening of demand,
960 wan o relatively pood year for the mslor-car in-
dustry, Production exceeded the previous vear's level
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by 1.1 million units, bui about two-fifths of the rise in
output weiil into invenlories which were rebuill early
in 1960 and remained high throughout the year. Part
of the rise in sales represented a displacement of foreign
oiirs, imports of which deelined by about 175,000 unils
from their 1959 level.

In Canada signs of recesion began to appear in the
first quarter of 1960, when Anal demand declined as
the resull of a4 reduction in consumer spending and of
a further drop in residential construction which had
heen falling since the beginning of 1959, In the second
queirier recessionary lendeocies became more wide-
spread, extending to industrial fxed investment and
inventory necumylation. In sddition, contractive forees
which began ta gain ground in the United States spread
1o Lanada through the decline in United States import
demand, which was rellected in o sharp drop in Cana-
idian exporis in the second quarter of the year. The
rising trend of demand in Canada was sharply reversed
in that quarter and gross national produet fell by 1.5
per cent. However, personal consumption showed con-
siderable strength during the downturn in the second
quarier, and it continued to rise during the rest of the
year, Although inventory liquidation continged, hxved
investmeil recovered in the second half of 1960, Total
demand consequently begain to recover in the thind
quarter and continued to advance more rapidly in the
Inst quarter of the vear when the il1'l.'l'rlhllr_l|" HavensERl
was reversed,

In Canods unemployment increased as entrants into
the labaur force exceeded the growth of employment
appartunities, Total civilian employment recorded only
a brief sethack carly in 196}, and =subsequently resumed
its slow advance. In the United States the decline of
activity reduced civilion employment by around one
million or L5 per cent between June and December
1960, and umemployment rose from 5.5 per cent to 6.8
per cent of the civilian labour foree, The unemploy-
ment rate in this country and the average duration of
unemployment have been higher 6l each sucesssive
evelical peak since 1953, as shown in the fallowing

table:
{nemployment and duration of unemploymeni in the
Unired States
LE 1
FPenk yuarfer m iuﬂ#{—u
farew T
1953
Secanid quarter 23 B
1957
Third spuarter, .. . 39 B.H
154}
Second quarier. . . 54 12.5

Source: Ulnitnd States Depariment of Labor, Monohly Labar
Revtw (Washingtam, [

Apart from the lower rate of growth in total sutput,
factor= such as shifts in demand and industry Incation,
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iechnilogical development Including the spread of auto-
miitiaon and rﬂ'l.n.np;n e pnph]ﬂinn Erhn'lh ilso eon-
tributed 1o the rising rate of unemployment in the
United States. The general decline in conl mining,
sectors of the metnl mamnufacturing indusiry and the
teatile indusiry hos mude Tor moch higher than average
unemployment in areas that are heavily drpmi:l:ul fTH]
these industries. Furthermore, the rising trend of the
average age of the labaur force which prevailed during
most of the nincteen [ifties is in the process of being
reversed, as a resuli of the high posi-war birth-rate. The
number of annual entrants into the laboor market lins
alrendy begun 1o inerease, bul the steepest rise is yet
mhesd.

Wage increases were moderale both in Canada and
ihe United States, but their impect on costs becume more
marked as sctivity declined and idle capacity increased
{aee table 4-3). Prices in 1960 were relatively stable,
reflecting o decline in the prices of durables offset by
moderate advances in those of non-durable manufse-

fured poods and foodstuffs,

I the United Stales monetary and eredil measures
which had been introdizced 2= early as .-lup,l.ﬂ 1G58 o
chock a possible overexpansion, and which had been
tightensd im 1959, were reversed after the first quorter
of 1%, Interest rates Tell throughout 1960, panly as
o result of two reductions in discount rates from 4 1o
4 per cent, undertaken in the summer of 1960, Reserve
requirements of banks were eased in September and
December, and the margin requirements for purchases
of stocks were redoced From 960 ga 70 per cenl.

During the fecal year 195960 the federal budget
attained & surplus of $1.2 billion after a defieit of §12.4
billion in the preceding fiscal year. The improvement
in the budgetary outcoms resulted from riging revenues
during the upswing of activity and from some reduc.
tions im expenditores. The progressivity of the income
tax and lower unemployment compenzation dishurss-
ments strengthened the cash position auwlomatically.
Afer the Arst quarter of 15960 these “bailt-in stabilizers™
slowly began 1o reverse their course. In the first quarter
of 1961 a number of steps were taken 1o accelerate the
transfer of porchazing power from the Federal Govern-
ment Lo consmers.

Residential construction, which had wapered off after
the middle of 1959, was stimulated in 1960 by measures
ledding to a eonsiderable easing of the federally con-
trolled morigage markel. At the beginning of 1961 the
maximum rote on mortgages isued by the Federal
Howsing Administration waz reduced by one-quarter of
one pet cenl. The Federal National Morigage Associa-
tion increased its sale prices on morigages more than
ite purchase prices in order to attract funds 1o the
martgage markel. In May 1961, the maximum rate on
Tederally fasaed mortgages was again lowersd by one-
quirter of one per cenl. Highway construction was
stepped up in the second hall of 1960, and other Tederal
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Table 4-5. Narth America: Employment, Production, Wages and Prices, 1958.1960

Tyl _— [ asked ¥iaker
fiem R . A o ... S
alf nlf fm i
Unemplovment as pereeniage
of aaviling [gboar forees Ft fiil fi.fi 7.5 .M 55 5.2 fi.ifb
(Percentage change from precedmg perind)
Total civilian employments —0.5 2H 0.7 (] - 1/ 6 1.0 0.1
Manufacturing prrk'il:::m- -L7 7.0 0y =27 s R 49 =35
(it per  man-hour i
manufacturing L& iH 45 =04 i 5.5 55 =0b
Hously sarnings in manifec
turing . 4.1 ¥ Lo 14 29 .2 8 .4
Lomsumes prices:
A jrems_ . __ . . | 28 1.1 0.1 1.1 27 0% 06 09
Food. .. vuns i 08 =11 &5 42 =L7 og 1.7

Sewree; [Hvisioa of Gessrsl Esvnemic Resonrch
il Paliches ol the United Nations Seeretanat,
bamed &m dats from Cansde, Dominiss Baresn of
Sgatintbos, Canidlan Shalieival Heretw ((Hiswal:

building projects were started earlier than wual, as
Minds becnme avoilahle

In Conada, government transfer payments in 196
advanced more sharply than in 1959 a= & result of in-
creased] dishursements on account of unemployment
insurance benefits, old-age pensions and family allow.
ances. The Government also ook measares lo redice
seasonil unemployment during the winter of 1960,/6]
by advancing the starting dute of the Municipal Winter
Works programme and by extending iis coverage to
inelude additional types of projects. An casing of credii
wis reflecied in o decline of e rates o shorl-ierm
geciirities from o post-war peak late in 1959 to o low
point in September 1960 which equalled that reached
during the recession of 1957.1958.

Tar coURsE oF THE EXPANSION [N wEsTERN Eunore
an Jaran

In western Earope the main foctors spstaining the
expansion in 1960 were busines fived investment, espe-
cially in machinery and equipment. and private con-
f-lrm].llim'l.. The rise in E'.'l.l.llll‘ril-., which had contribated
to the expansion in the course of 1959, levelled off after
the first quarter of 196, liwentory sccumulation sc-
celerated from mid:- 1959 10 mid- 1960, but subsequent]s
slackened, exoept in couniries such os the United King-
dom where an involuntary sccumuolation of stocks of
tinkshed products ocourred. The building up of stocks
of intermediate products and finished goods, which had
enthanced the rise i outpul in 1959, probably became
less importanl as an expansionary facter in 1960,

Despite & general similarity in the pattern of changes
in demand and sapply in the various western European
countries during the upswing of 1958 1960, differences
in timing and in rates of growth in ol outpul became

Unated Septen [eporiment of Commerce, Soreey of

Currend Husiness and United Stapes Degurimeni of

Lalwie, Woarklyv Laher Revien |"'p-p|1i:|1n1.|'|-. [rA0,
= Hall . yearly data are mmnlll-r' afjusied

particubarly marked in 1960, An indication of these
j||!|:'r-n:|.||11r:|= ditflerences is pﬂw:'d:ﬂl I'"." Lhe movements
of the index of indusirial production which are shown
in table 46, In the Federal Republic of Germany, Ttaly
and the Netherlonds, where activity had slackened -u-nly
briefly in 1958 and where expansion in 1959 had been
rapid, growih rates in 1960 were onee again above the
averape for the area. (M the two oller countries where
there was gleo & boom in 1959, Denmurk did not schieve
any further advance in the mie of expansion in 1960,
und the upswing in Sweden glowed down appreciahly,
partly o8 o result of vigorous government mensdres to
restrain demand. In the remaining countries, where the
upawing had got under woy somewhat later, trends in
total outpal in 1960 varied. Austria and Morway re-
corded high rates of growth throughout 1960, hut the
expunsion in Belgium, Fronce and the United Kingdom,
though appreciable for the year o= o whole, wos some-
what Irregular.

In the Federal H‘FII-LII:IIIF of l__-rrmml:}'. il iccrenl &4
pun-iun had started 652 an investmenl boom amd had
sprend In the course of 1959 1o all sectors of the scon-
omy. Townrds the end of that vear, investment in
machinery and equipment and export demand moss
|1:|rr|r|.1]ar|'. Tﬂp.it“:l.‘. Sinee the roantry had rijnrimrnl]
i :'tgnilirmil receamian o 1958, the canlinioies £Xpan-
siog in demind led 1o 6 shortage of labour and the full
utifization of productive capacity in many indusiries
earlier than in other industrial countries. In 1960 the
imvesiment boom continued under the inBoence of nplj-
matie expeviations in the husiness sector and ihe stimuo-
las provided by shortages of labour. At the same time,
privale consumption rose more rapidly than in the twe
preceding vears, reflecting mainly increases in wages,
Crross nntional product rose by B3 per cent in 19600, ax
rompared with 6.9 per cent in 1959, By the end of 1960,
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Table &6, Quarterly Chonges in Induostrial Prodostion, 1959 and 1960
{Ferenmiagn changs [rom proceding quarier) sessonally adjusied)

man rsm

Faoalry Firad Serord Thsed Faunth Firai Savwnd Third Frurlh

yoatier usrbey guarfer  quarivr  guarfer  quarier guarfer ek

Austrin 1 — 2 . ! 3 1 | 4
Belghumt. .. vovvvnreyes — 4 2 b -1 i — iy
Demennrk . o | ] 4 4 -— =] 1 |
Franca, ... .. : " - 4 F 1 5 =1 & 4 1
[:frml.'rq.' (Federal H.r]mhﬂr':l 1 2 3 5 3 . -— 3
linly I Pt 2 3 - ] 3 R 4 2 2 2
]lpln... B e e L S f 8 T G 0 2 fi 4
Metherlands | 1 | 3 [ 5 -3 |
Norway - 4 | 1 2 £ == 1
Bwiden . | . e - 4 o | 2 3 | = A 1
United Kingdom. .. .. 2 i 3 i 2 1 1 -]

Sourer THvizian of Ceseral Eeonnmic Research Economtin Co-opetation, Gesernl Sdiatird Raliatin

gnd Policles of the Unbel MNatlons Secreiarial, and frem Mimisiry = Inmtermational Trade and

based @n dsta from Organisatbon for Esropean

the pressure on capacity appeared to have somewhat
eased as a result of additions to plant and equipment
in the course of the year.

Expansion in the Netherlands had many features in
commsn with that in the Federal Hepublic of Germany.
Capacity became rather fully emploved before the sam-
mer of 1900 and labour shortages were el in most
seclore, The very strong expansion of 1959 none the les
continued in 1960 with undiminished vigour. Substan:
tinl wage increases produced an upsurge of consumer
demand, especially for durables, and the industrial in.
vestment boom which had been in progress since mid-
1959 continued for a scond year. These foctors more
than offsei the glackening of export demand, which had
been an important expansive factor in 1959 and early
in 1040,

In laly, as in the Federal Republic of Germany and
the Metherlands, the major facior in the EX PanE0n Was
indlustrial investmeni and consumer eopenditire on
durables. Sinee the level of consumption of durables in
ltaly is low by European standards, the country’s cur.
renit prosperity has produced an upsurge of demand for
dharables that has become an incressingly  importan
expansionary foctor. Export demand, which had en:
hanoed the upswing in 1959 and early in 1960, levelled
offl in the later part of the year. In contrast to the ex-
perionoe of the olher couniries in this group, [aly’s
lnbour supply remained ample, but the searcity of
skilled labour in the industrial regions of the North
became more acute in the course of 1960, It= large man-
power resources enabled Ttaly to achieve the highest
rale of expansion of industrial output in western Europe,
The Imlian Government maintuined 2 somewhat ex.
pansionary policy throoghout 1960, giving free reign
Lk imparts (o ense any strain that developed.

In Denmark and Sweden the expancion was affected
in varying degree by anti<cyclienl policies. In Denmark
the previous year's howsing boom was brought under

Inilusary, Japan

oontrol in 1960 by a tightening of building restrictions,
and the rize in fixed investment was consequently slowed
down in spite of an acceleration of investment in the
manulacturing sector. The expansion of demand for
consamer durahles was alen slackening. In Sweden de-
mand pressires had become inlense in the closing
months of 1959 and the Government applied & wide
range of restraining measures. Consumption was held
back by the introduction early in 1960 of a4 per cent
sales tax, and fixed investment was affected by a post-
ponement of public construction programmes. and by
oeredil resbrainks,

In Austrin, Finlond and Norway the expansion in
19600 followed more or less the same pattern as that in
most western European countries, There was an up
surge of Axed investment in the manufacturing sector
acoompanied by rapid increases in consumption, par-
ticularly of durables, Total fixed investment in Morway,
ey T, TOsE lese than in the other twa couniries, uwil'lg
i reductions in invesiment in the shipping sector. All
three countries benefited from good or excellent har.
veste which contributed 10 the growth of lotal owtpul.

In France the stabilization programme adopted in
December 1958 did not produce an immediate stima-
lating efect upon the cconomy, but the upsurge of ex-
poris led bo o vigorous expansion of indusirial prudm:-
tion after the first quarter of 1959, In 1960, while
exporis began o level off in the spring of the vear,
fived investment and privaie consamption expanded to
FIID'I'i.lI‘lI' the muin stinilds to the EOOMmY . For the T
14 i whale the gross national product rose substantially
faster than in 1959, but the increase was significantly
lower than that of the majority of western European
rogniries. A rrlq.li.i'rl:r lovw rade of Fm‘hlﬁ wis also re-
corded in Belgium. The slackening of export demand,
combined with the effect of restrictive measures intro-
ahueed for balance of payments ressons, curtailed sharply
the expansion of tolal demand in the Intter part of 15960,
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In the United Hm;dnm, th FTﬂ'll-'I-h of ok g im 1960
wits The highest in o decade. The upswing, which had
stirted &t the end of 1958 sttained peak rates in the
winter of 195960, The growing labour shorlage amd
pressure on capacily in some key seclors of indostry
Il the Government to introduce vorious measures of
restraind, inclading o tightening of hive-purchose con-
ditions and of bank eredit. Total output levelled of
after the second guarter of 196 and declined slightly
in the [ast quarter. The decline in United States import
demand and the deterioration of export earnings in the
overscas sterling area brought the expansion of United
Kingdom exports to an early end, and resulted in o
significant setback 10 production in export-oriented in-
dustries, such as the mor-car industry, Import demand
was buoyant throughout 1% and the United Kingdom
experienced a very substantinl deterforation in its cur-
ronl aceount balance in the second half of the year.

In Japan vigorous expansion continued in 1960 its
rate of growth was again the highest among the indus
trinl countries. In the second hall of 1958 and in 1959
inventory pecumulation played the dominant role in
stimulating expansion in total cutput. In 1960, & very
substantial increase in investment in machinery and
equipment, reflecting Inrgely the acoelersied effort of
the Japanese industries to absarh technological innova.
tions, became the main foree in sustaining the continued
expansion. Thi= was reinforced by steady increases in
private consumption and exports, Gross national product
rose by 11 per cent in 1960, The average rule of capacity
utilization in manofacturing rose continuously from the
middle of 1958 until the early part of 190 and sta-
hilized at a level of about 85 per cent during the rest
of the vear.

The total volume of fised investment increased from
159 jo 1960 in all the western Enropean induastrial
countries, as well ps in Japan, While fived investment
vontinued to be the main expansionary force in most
couniries, there were significant shifts in the role played
by its various components,

During the 19571958 recession and the early phase
of recovery, public investment had been stepped up 1o
offset declines in fived investement in the business sector.
Hesidential construction has been increasingly used in
the pest-war years by governments as a target for
conmnter-cyelical measures; thus its cyclical pattern has
tended to be the reverse of that of the general business
eyele, The volume of residential construction, which
had been slowed down considerably in 1958 by restrie-
tive policies introduced in the later siages of the previous
upswing, was subsequently stimulated by anti-cyelical
measures, and it became the most buoyanl component
of fixed investment in 1959 (see table .71, The boom
in residential construction again slowed down in 1960
in most western Ewropean countries. In Denmark, for
example, housing eompletions levelled off fn 1960, re-
flecting chiefly the impact of restrictive measures taken
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Table 4-7. Gross Domestic Fixed Invesiment amil
its Major Components, 195 1960=

(At renstant prices; percentsge changs liom preceding year

Asimnie sl e FNON RS fasp
Wesern Eurnpe
poes demeatie fned investmeni | T {1
Machimery amil equipment. z 5 13
Huusing | T ]
Ansdria

Grome domesiic fivesd invesgmeni 3 4 13
Machinery and siquipiment 3 3 18
Housing a2 T :

Bedginm

Lross domestie fiaed investment =5 4 fi
Mackinery and equipent T =2 2
'|'||l1.|1i:|1p; - 17 [

Flermark

Lipiiss ot el yovestmeni i 17 1 |
Machinery and equipment , T 11 1%
Housing -6 2B 3

Findand

Gross domestic fived investment | B 17
Machinery and eqguipment , i 13
Hou siTig - 12 5

Froace

l'irlu:rgmmméil.rd investment 2 - fy
Machinery and sgun it 4 =1
Huusing d ol | | 3

Germany (Federal Repmbiic)

Gross dramssiic: fizel invesimeni fi L1 12
M hinery and equapment T 11 18
Housing g M -

fiady

Gross domestic fasd inyestmeni i ] 14
Machimery and opiipneei = B
Hoosing 2 T =

Yetherlomls

Gross dimestic fived investment =11 13 11
Marhinery anid ripiipment . — 1 14 15
Housing ] =5 6 =2

Nurmsy

Groms domestic fixved investment 5 =i |
Mechinery and equipient B =2 2
Housing =T =] 3

Meceden

l:n\r;; ﬁllﬂﬂlll" fixed invesimen: 4 11 3
Machinery and oquipment ] ] fi
Huusing R 5 -1

Uit Kind

Gross dosmeestie fioed investment i iy L
Machinery and eueipment 2 3 fi
1'i'lll.ll|nﬁ i K =iy 14 13

Japman®
Gross domestic fued investment 0 24 27
Mschinery and pquipmante U
Huusing q n i

Sourre: Sow table 4-1.

“The differenrs briwesn changes in gross domestic fined
imvesimend anil those in the suim of the two B0 Renis [nils-
cabed teflecis offseiting changes in components oot shown.
T KL S

* Finiml year nming ril @ r siainid.

* Fingd investmen) in -.l.'m!}mnn:!:;mdwn
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by the Government in February; in ltaly house-building
declined partly as a reswlt of reduced outlays on public

. In Austria, the Federal Republic of Germany
and the Netherlands, however, the housing boom was
adversely alfected by Inbour shortage and consequently
there was little ar no increass in investment in hoasing

in 190,

The United Kingdom was the only country where
residential construction continged to advance rapidly in
1960, in spite of eredit restriction and a scaling down
of public housing programmes. In France and Norway,
where housing construction had stagnated in 1959, it
hegan 1o advance in 1960, as a result of an easing of
eredit in the case of France, and of the abolition of
licensing  requirements for housing construction in
Norway.

During the early phase of the upturn, business fixed
investment had played only i minor part in stimulating
demand. The increase in investment in machinery and
equipment generally lngged behind that of total invest.
ment in 1959, except in the Federal H.tp'l.lblil.‘ of Ger-
many, Finland, Italy, the Netherlands and Japan, where
the upturn had begun relatively early. In 1960, how-
ever, business fued investment, particularly in ma-
chimery and equipment, accelerated throughout western
Europe and Japan, partly in response to the upswing of
final demand and the consequent need for increased
prodductive capacity. An additional, and perhaps even
more impartant, contributing factor was the growing
labour ehortage which made incressed productivity o
prevequisite for further expansion.

It western Europe inventory accumulation was sukb-
stantial, but rates differed from country to country. In
Norway and Sweden additions to stocks in 1960 more

139

than offset the previous year's decline. Rates of accumu-
lation also advanced significantly in Ttaly, 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 produets,
notahly of pasenger cars and other durables, resulting
from falling exports and from declining domestic de-
mand owing 1o hire-purchase restrictions. In the Federal
Republic of Germany, however, stockbuilding, which
had been an expansionary factor of some signilicance
in 1959, slowed down in the course of 1960,

Although personal consumption in the western Euro-
pean countries il:l:p.lqdﬂl smmewhat less rapidly than
national product in 1960, itz accelerated rise In the
latter part of the year gave impetus to the expansion
when the rate of incresse of some of the other demand
romponents began (o slacken,

The vigorous advance of consumption in 1960 re-
flected a rapid rise in real personal dispoxable income
which was pssociated with rising employment and with
wage increases; in 8 few countries increased transler
payments also contributed 1o the rise in consumer in-
comes (s table 48}, While increases in consumption
im mést coantries were in line with those of disposable
income, in Sweden and the United Kingdom consump-
tioh fose more slowly than income. In both eountries,
as noted earlier, consumption was held back by govern-
mend measunes designed 1o resirain the growth of
dernand.

In the majority of western European countries the
growth of consumption reflected o rapid advance of
expenditure on consumer durables, especially on pas-
senger cars, for which there was still some backlog of

Table 4-B. Personal Disposable Income and Personal Consumption, 1958-1960%
(Ay conspant prices; pereentage change [rom preceding year)

Por o] g gt jul i
Vi e Toshal U kathing by
A v P T T T
Western Europe 2 4 5 - 6 10 T
Amsarim......... 4 5 L] H 3 T =3 5 | I
Belgivm. ,....... l & .. -3 ¥ s =16 H — i |
Denmirk 4 i i 6 & 1 fi H 5 i 10
Finland -1 B B -4 T ] =10 14 15 —4 16 i
Franee . . —_ 1 4 - | ! =5 - a =3 1]]. ;
Ermlln F-od.cﬂl I:dr:-l ; 5 f 7 5 [} ] - 4 ] )

! I: ﬂl"pn . : L a o [ 1 4 L 13 1] 21
ﬂll{lcrllm‘h 2 4 H | 3 (1] = & [ 11] - L 14
Morway. .. =7 fy g 1 L] -1 1] 3 -4 2 10
Sweden 1 a f a ] 1 I k] I 5 N1 =
United Kingdom 2 5 fi - | & 1 — 1 q 16 b | 2

Japane, ... .. 6 12 1 f T 7 2 9 9 -

Sourre; See table 4]

 Sep foatnode a to tehle &2,

# Far Belgium, Finlasd, the Netheriands and Rorsay, hoase-
heald durable grods unly
* Fiscal year beginning 1 April of vear stated.
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demand {see talle 4.9). The rise in domestic purchases
of passenger cars was facilitated by ensier supply con.
ditions in the major producing couniries which resulied
from the decline in exporis 1o the United Siates and by
the impart liberalization measures adopied in the twao
preceding years.

Table 49, Consumer Expenditure on Motor-cirs,
1958 1 Biie

[Peroentege changn from preceding year)

Uiy 33 A e
Austria I4 1] I8
Denmark : L2 | L] x
Finlamd R - = i} 47 11
Francs A, 11 —4 Ia
Germuny {Federal Repuhlic). . . Al 6 2
i:lt_ql T 21 5l
pan ; B 8 T
Metherlnnds s sallls DA —13 41 pLi*
Norway ) 10 i #
. . B 15 A
Unsited Kingfom 0 16 =
Snuroer Sew tahle 4.1,

= Thate are penorafly lused an sales or registratinm of new
PASSENERT FATE

The rates of increase in expenditure on durables in
1960 varied among countries. In many western Euro-
pean countries it ros more ragddly than in 1959, The
accelerated rise in France was to some extent the result
of an easing of hire-purchase restrictions, which was
put into effect chielly for the parpose of stimulating
domestic sales of passenger cars to compensate for fail-
ing exports (o the United States. The sharp uptern in
thie component of demand in Norway was assoriated
with the elimination of import restrictions on passenger
cars, as well s with the inception of a regular television
service. The upsurge of consumption of durables in
Italy and the Netherlands reflected boom conditions in
hoth countries: in the Netherlands it was reinforced by
very large increases in wages.

The rates of expansion in consumption on durahles
dropped considerably in Denmark, Finland and the
United Kingdom: in Sweden consumption of durahles
For 19600 82 0 whale actually declined & lile, It should
be noted, however, that the rise in expenditure on
durables in Sweden as well a5 in Denmark had been
norelerated i 1959 by several non-recurrent fuctors. In
Sweden the announcement of the imposition of 1 sales
tax as of | January 1960 resulied in an wpsarge of
purchases in the closing months of 1959, which de-
pressed sales in 1960. Moreover, both Denmark and
Sweden started telovision broadeasts in 1959, snd in
buth countries impart liberalization also had it greatest
impart in that year.

The scerleration of consumption was wot confined to

durables. In most countries consumer expenditure on
textibes and clothing rose more rapidly then in 1959,
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anid frequently at rates exceeding those for the national
product, The increase in domestic consumption in 1960
gave support to the recovery of the textile industries as
exports o North America and other overseas markets
levelled off. The buoyaney of consumer demand also
stimulated intra-European trade in textiles which ex.
panded by over 30 per cent,

Taken as a whole, total supply and total demand in
the indistrial countries have been remarkably well
balaneed slnce 1958, The rise in domestic autput and
imports has in general been suficient to meet the in.
ereased dimand without significant advances in the price
level. Most sectors of the economy benefited from the
rising trend of demand but the bulk of the inereass in
outpuet was nocounted for by manufacturing production.
In most countries manufacturing eontributed between
oll and 70 per cent of the increase of gross national
product from 1958 to 1%, Agricultural production
penerally rose relatively little during the upswing,
while most servier industries continued their steady,
though rather =low, expansion.

Recovery in manufacturing after the 1958 recession
generally starled in consumer goods and spread grad-
pally to other sectars, In the course of 1959 the main
emphasis shifted 1o capital goods industries. In 1960
production in consumer goods industries increased
[urther in western Europe but at a reduced rate. In mast
western Eoropean eountries output of metals and metal
products rase al peak rates during the second half of
1959 and the first hall of 1960 (1able 4-10). The sub-
sequent sleckening of the expansion was partly a1
tributable to capacity limitations,

The steel industry had a boom year in 1960 with o
13 per cent rise in output. Strong home demand and
rising exports resulied in virually full wtilization of
rapacity. Demand for heavier grodes used in construe-
tivn and heavy engineering remained strong throughout
1%k, while demand for steel sheet and other products
required in the manufacture of consimer durables eased
off in the latier part of the year.

Outpot in metal products industries continued 1o
expand rapidly, reflecting the high level of fixed in-
vestment and particularly the shift in 1960 towards
miachinery and equipment investment. In engineering,
the picturs was somewhat mived, Outpit of machine
tools and elecirical equipment rose rapidly, while pro-
duction of consumer durables eased off 1wwards the end
of 1960 in many countries. The pace of motor-car pro-
duction was slowed down in Franee and the United
Kingdam by the decline in sutomobile exports to the
Unitee States, In the United Kingdom, domestic sales
were also adversely affected by a tightening of hire-
purchase restrictions in April 1960,

Shiphuilding ha= continued to be weak in 1960, The
ttal launchings in 1960 were only some 5 per cont Jess
than in 1959, but the world total i the centrally planned
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Table 410, OEEC Member Countries: Manufacturing Production, 1958-1960=
[Pereentage champe frem preceding perind)

15 (T
- - Fw 8w
Total nu.nufnrrurm et o 253 i 53 54 20
Fond, Imwnpii tebaren 25 0.8 1.6 L9 |9
Textiles =T L5 L] 4.0 =L
l':hnmm-fll rat 52 T3 A R0 fi.l®
Base meetals =i, 1 9 [ H.0 18
Metal prodicts b | 1B fi,7 a0 1gs
Source; Urpanisation for E Economi = [hatn are seasonally wdjusied
miEnm, !}'al.lfuﬂuﬁl.:;.dimi m.n'.l. Hﬂ . i

o V910,

ceonomies excloded ) for gross tonnage under construc-
thsn of [} prder declined absoat 20 per rent ﬂq.rri.ns 15500,
The average capacity utilization probably did not ex-
eeed 70 pe'fl:rhtlrl 1960, as wqin.n!mn: H-I:Iperm'l.l.
in 1958,

Depression continues also in coal mining, b the
situation did not deteriorate further during 1960, The
sharp decline in consumption of solid fuels in western
Europe in 1958-1959 was halted in 1960 and turned 10
a slight increase as a result of the growth of steel pro-
duction and of the increased needs of power stations.
Dutput of coal declined somewhat from 1959 to 1960,
but the large pithead stocks were considerably redoced,

For the textile industries, the period from 1959 1o
mid- 1960 was one of I-tl‘ﬂrl! TECOVETY, st thereafter the
rate of growth slowed down, The rize was largely ac-
eounted For by man-made Abres, which have become
inereasingly popular in various wmes. The chemical in-
dustry has heen the most buoyant of the major geetors
of manufacturing throughout the 1958.1%0 business
evele; its production has risen more than twice as Tast
as tota] industrial production in the lost four yesrs. The
greatest increases have been recorded for plastic and
other synthetio materials,

The development in lsbour markets varied consider
ably in 1959 according to the timing and vigoar of the
upturn of activity in the individual western Enropean
countries, In several countries the decline of employ.
ment had continued in the Arst balf of the year, and it
was nof areested until late in 1959 or the early months
of 1960, In 1960, however, employment was generally
rigsing (table 411}, and in some cases unemployment
was reduced to the point where a shortage of labour
began to slow down the expansion in some seclors.

Labour markets gradually became tight in Austria,
Denmark, the Federal Republic of Germany and the
Netherlands, while Finland, Norway, Sweden and the

United Kingdom experienced specific shortages of
ekilled workers in most industeies, At times the sumber

of unhlled vacancies approached or excesded the num-
ber of unemployed. In France and Belgium, where the

E July-Movember,

upswing began later, the sapply of labour was adequaie
even in 1960, The total supply of labour remained
ample in Italy and Japan, enabling both countries to
achieve exceptionally rapid inereases in industrial
production.

The distribution of changes in employment among
imilustries has in the last thres years shown hoth secular
and cyclical traits, Commercial and service trades have
usually increased their employment at least partly m
the expense of agriculture, conl mining and, in the
highly industrialized countries, manufacturing. Within
manufacturing, there has been a shift in employment
towards rapidly growing branches like chemicals, while
the relative decline in textiles has continued. The higher
demand for investment goods and consumer durables
has made it possible for the metal manufactaring,
mechanical engineering and allied industries to acquire
an increasing share of the available workers. In these
branches the employment increases were penerally sub.
stantially greater in 1960 than in 1959 in spite of the
growing shortage of labour,

[huring the present cvele as in earlier ones, employ-
meni changed lesa than production. To some extent this
can be explained by variations in the average work week.
In Denmark, Norway and Sweden the standard working
time was redwced at the beginning of 1959, and in mos
countries the number of hours was limited by collective
contracts to a greater extent in the boom years 1959 and
100 than during the recession,

In o few western European couniries a lower net
emigration in 1959 and 1960 helped to inerease the
supply of labour. The increased use of workers from
sotthern Europe hos alleviated manpower shortages in
France and the Federal Republic of Germany. In
Sweden, about one-fourth of the one per cent incresse
in the lahour [orce in 1960 was also secounted for by
ned immigration,

Wages in manulacturing had risen at a declining rate
in 1958 in almost all induestrial countries. Because of
the inherent inertin in wage structures, the rate of in-
rrenss in mos countries in 1959 was similar to that of
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Talile 4-11.

Pur 11, CummEsT ECONGMIC BEVELOPMENTS
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Souror! [Mvision of General Eronsmic Besesrch
andl Polimes ol the |_;1|||r|| ﬁ]||l|||-| :‘“_‘"llﬂlll
hased om duta from Stxtsstienl OFice of the [nineil
hllhllll:u, Huﬂlll'n Miillepin of Sjeniwice, ani [rom
natjanal snmroes.

¢ Datw geoerally refer 1o the rablo of regisiened

1958, and lower than the rate of increase in output per
man-hour {see tahle 4-12 and chart 4-1). The tighten-
in}r. of labour markets in weslemn ]"'Jrrnr.u-p.n conntries
speeded up wage incresses in 1960, In 1958 and 1959
wage cost per onit of output developed favourahly in
almaost all countries as a result of higher capseity utiliza.
tion and the comparatively slow increase in wages. In
196 it declined more slowly ar increased as capacity
became more Tully utilized.

A distinguishing feature of the recent upswing and
hoom was the relative stability of prices (see table

applimnis Tor work o ul.'-uru-_rn-l um.-rhpln ml o
the tofal civilioe bbeur foree ar g0 the avilian
labaar furce avedlabls Do lhire, They are nod, how.
ever, tomparable among countries owing o differ.
ehers v delizigion,

4-13), Prices penerally incrensed only moderatelv in
each of the years 1958 to |6 and less than doring the
carresponding phases of the preceding evele. In several
indanees the increases were dus to fortuitons Factors
sich as poor harvests in 1959 or policy measures aimed
ni easing direct economic conirols. The recent trend
|1I|H'|1l'|.|l- !.[n'a.rrr :|r|'iﬂ_- ll.u:hl!il}' :|'|-||r|:ll| an iuqrrlﬂ'in!
halatice lsetween '||.1|r|.1|.1l|' and desannd 16 the industrial
oountries, The gradual disappearanee of shortages and
inflationary expectations has made precautionary slock-
piling of raw materials less necesary and, at 'l”il'll!
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Table 4-12.  Cost Components and Wholesale Prices
of Manufactured (roods, 1958-100

[Peroeniape chings [Tom preceding year)
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1958 . fi =11
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Sewrees Dhiwision of General Economic Research and Policies

1:!' the United Mations ain data frem Statitical
ifice of the lfnlu-d MNations, Moathly ﬂul!.!-d.- aff Sugiatiea, froem
ﬂrp.llhl.lh'u. T Ecomomic Co-operation, General

Srablstical Mulleiin, l.l.ﬂ rom national snErees.
= Unit values. The commodity coverage of mational daia
varies] Toels and fibricants wre generally excluded.
* Hourly wage rabes,
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|mrﬂ, even undesiralile. In western Enrope, the “]:!EI'I|

ization of trade may also have restroined producers and
employees from increasing prices and wages to an extent
that might impair the competitive position of their
industries,

As the expansion gathered momentum in 1959 and
1960, policies of varying, but generally increasing, re-
straind were applicd in the majority of western European
countries and in Japan. As in the preceding upswing,
the main emphasis in 1959 snd 1960 was on monetary
and credit measures, The discount rate, which had been
widely and effectively used before 1958 as o regulator
of domestic activity and which was so used again in
19591960, proved & rather inflexible policy instrument
in the recent upswing in view of it undesirable impact
on the international fow of funds' New methods af
credit control have therefore been applied in some coun-
iries in the recent pasi. Fiscal and budgetary policies
have also been increasingly used in conjunction with
monelary measures to regulate the pace of economic
netivity.

In the United Kingdom, money markets were easy
during 1959, but in the first half of 1960 credit policy
wWas tighlmﬂl. Mot only was the discount rate ralsed in
two instalments but the liguidity of the banks dimin-
ished by a new system of special deposits, and hire.
purchass restrictions which had been discontinoed in
Octobier 1958 were reimposed. Budget policy almed at
neutrality from a eyclical point of view, Some taxes
were reduced, however, as 8 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 10 per cent in the preceding
twelve months, In spite of continuing pressure in various
sectors af the economy and a deterioration in the cur.
rent sceount balanee, the dissount rate was reduced late
in 1960, The purpose of thi=s step was to narrow the
differentin]l between United States and British rates, but
the stimulating effect on outpul was a favourable by
prodiuct. Falling exporiz of sutomobiles induced the
suthorities 10 ease hire-purchase restrictions at the
beginning of 1961,

In the Federal Republic of Germany, alovst exclusive
reliance on monetary measures did not suceeed in check.
ing the very strong expansion of eredit in 1960 becanse
aof the inflow of short-term funds. To stem this inflow
the central bank followed the United Kingdom in re-
ducing the discount rate in November 1960 and January
1961, The revalustion of the Deutsche mark by 4.75
per cent in March 1961 was expecied to reduce domestic
demand pressure and simultaneowsly reverse the inflow
of funds. Budgeiary developments had no noliceabls
effect on domestic demand. To redisce pressure in the
condlruction seclor, restriclions were p].l.rid i pu'hlic
building in the second quarter of 1960,

11 rrrl..'l.dinmucinn.nf the imgerd of mesetary |:|-|'r|.u:gI wn exlermsl
halamies, sew page 157 helow,
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Table 413, Consumer Price Indices, 19581960
{Pervemtage champe from preceding vear)

A i e Fond

o l';.'l-l s Frn IEH rass Ler
Ausirin 3 1 3 i - 2
et TR PORT A l 1 - i 1 |
Depmark. .. ... ........ 1 ' 1 2 5 |
Finland ) 2 1 ] 2 4
Frames L4 T A 19 3 1
hrrm.l.u]' H'-r:brnl Hrpuhhr:l i 2 2 3 2 r'd
by ... .. 3 — | i —3 1
hjrnh sala s =] 3 4 -1 1 1
Netlierbands 2 2 3 - 2 i
Morsay & 2 -— i ] |
Swailien ! & 1 3 1 2 L
Ulmipesd hulgil:lnl 3 1 | 2 | -]

Source: [ivisinn of General Economie Research and Policies of the United Natbons Secpeiarisi, basel
ay dlmta from Statistics]l (ffiee of the Pnited Nabioms, Seaibdy Hulletin o Staristics,

The timing of the French eycle, which differed from
that of other Europesn countries, also affected the
timing of economic policy measures. The rate of dis-
eaunl was lowered bath in 1959 and late in 1960, Pro.
duction was given s varicty of credit stimuli in 1960,
Fi_'nl.lll |.H:I[i.v|i' ur|1'||:"|'| bial !'u.-r|| 'gun:uln 'in 19549 .IH'\-I"JFH'I'
somewhat less restrictive in 1960, [n response to a fall
if eir exporis, ]llnrplln:hu:l.r resirictions were eased in
Dictabier 1960, Redoctions in public price control led o
inctenses in French housing costs and Tood priecs both
in 1959 and 1960. In ltaly, the emphasis was on ex-
pansian throujchout 1959 and 1960; an aninterrupted
growth seemed fessible in view of large manpower
[ESOrees.

Among the smaller western European eountries,
Austria, Belgium and Finland relied mainly on central
bask policy in controlling expansion. In Denmark,
monelary messures were supplemented by tax redye
tinng to forestall inflationary wage increases and by
extensive Hmitations of residential and road construc
tiom, In Morway and Sweden, the relatively eisy credii
conditions during 1959 were tightened ot the beginning

Developments in

TRESES 1% THADE

The owtstanding Teature of the vrade of industrial
cobifilFes bin 1960 was = rrﬂ'lirn.ry in the Tace ol e
contractive influences emanating from the United States,
In eontrost Lo the situation W 19571058, whes the
North American recession had W2 counterpart in o
mmn kel n]l:ir!i.r_lmu_.[ ol the e af expansion in wealerm
European countries and Japan, the 1960 recession re-
main=d confined ta the United Siates and Canada. The
imports of ofher indusirial countries, instead of de
elining simulianeously with those of the United States
s they had done during the previous recession, con-

of 1L, muinky by raising the liquidity requirements
of monetary institutions. The Norwegian authorities
tried to modify woge demands by higher Tood subsidies
at the beginning of 1960, In Sweden, a peneral turnover
nx of 4 per cent, which became efective on 1 Jonuary
|, abaortied some |m|.'r|'|aui||;z jrwer (rom the con
sumer, At the end of the year considernble tax reduc-
i were ofered fo Brms for Fonds Gemporarily
sterilized with the ceniral bank, Publie construction was
rurimiled in favour of indmtrinl investments.

In the Netherlands the supply of productive resonrees
fecame =o stroined thot 1sx conoessions to investment
were reduced in May 1960, The Netherlands was abso
the only country b Hghten the ||:in:1|.:|l.ll‘|:|1.hr markel in
the autvimn of 19HL In June 1959 the Government in-
troduced & more flexible system of controlling wages,
which 1ok into sccount the productivity of individaal
enterprises. 1 would seem 1o be le=s of an ohetacle o
substantinl increass in earnings thon the old scheme of
uniform wage pevisions, i'-"dFi“F lm:r ihe ey pErirnoe of
it during 1960, Contralled rentz and food prices were
il=o ullawed to rise towards & [ree market level.

trade and payments

tinied to advanee ol an increasing rote in 1960, Thus,
despite the decline in the imports of North America,
thie comlbsined imports of industrial countries rose by
some 12 per cent from 1959 1o 1960, attaining a record
level af 882 billion (table 414,

"|||:|'|r|||;|||. thae I:":l.].lﬂ.ll.-l'iﬂﬂ of exports [rom  western
Europe slackened considerably during the course of
19K}, their level for the year as s whole was 14 per cent,
or snme $6 hillion above that of 1959. At the same time,
the pecelernted rise of the import demand of western
Europe and Japan led 1o o vigorous recovery of exports
fram North Americi, which incrensed by 15 per cemt
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Table 4-14. Value, Quantum and Unit Value of Trade and Change in Official Gold
and Foreign Exchange Reserves, 1957-1960, by Region
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pd thillewne of dellara]

North Amerfog®
1057, .. 2.6 4.0
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Wesern Exrope
1957, .. 4L 47.3 -7
1958 . 404 .2 —31.A
1950 3.7 6.7 =300
1560 o 55.3 ~53
.Fﬂ.rﬂ
08T .. 28 4.3 —1.5
195A 24 L] =53
la59 34 a4 =]
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Spurce: Divisdan of Ceneral Eronomic Hesearch
and Folicies of the Umited MNatioms Secrstaria,
based on data from 0O isn for Europesn
Ecomnmir tinm, Ssaristival 1
and (rom official netinnal soaress.

& [ats for 1950 sxclide tranafers to the [nier-
natienal Monetary Fumid in comnevion with guota
imeresses, Totale For Narth Americs inclode shor.

ar §3.2 billion. These advances, together with a sub-
stantial rise in the exporis of Japan added up to an
increase of 10 billion for the combined exports of
industrial countries. The rate of increase of 15 per cent
was the highest for any single year since the beginning
of the ninetesn fifijes.

The trade balances of industrial countries reflected
the inter-country differences in the phasing of the eycle,
which were noted earlier. In western Europe, where
imparts rose rapidly throughout the yeor, the trode
halance deteriorated progressively as the expansion of
exports slackened. In the full year 1960, the import
halance was 82.3 hillion larger than in 1959, This de-
terioration had its counterpart in an improvement of
the balance of North America by £3.8 billion f(on a
eif. basis). OFf this, $5.6 billion was aceounted for by
the balance of the United States. While the trade balance
shified in favour of North America and against western
Eurape and Japan, its impact on reserves was offset by
a change in the opposite direction of the capital balanee,
Thus, western Europe was ahle in accumulate reserves
in 1960 at a substantially higher rate than in the pre-
vious year. But in North America the outflow of bath
long-term and short-term capital led to & net loss of
gold and dollars which exoreded that of 1959, These

term liahilities of the United Staies o fareign
oflicial imstidutions.

b Evelnibing “'special em L rin of the
Caiid e, | T e

* | this table amd in |ulun1uﬂ|l tables in ihis
chapier, the perm western Emrope refers bo OEED
rwmtries.

develapments in the balance of payments are Tarther
examined in o loler section.

The 19591960 upswing proceeded without any major
change in either export or import prices of industrial
countries | inhle 4-14). Despite the growing pressure on
capacity in western Europe and wapge increases in all
the industrial countries, their export prices advanced
only fractionally in 1960, Import prices, sfter a limited
increase in the lntter part of 1959 and the early manths
af 1960, cased off in the course of the year. As their
average level in 1960 was the same s in 1959 there was
little change in the terms of trade, which had shified
in favour of industrial countries both in 1958 and 1959,
The abserce of any deterioration in the terms of trade
during a major boom reflected mainly developments in
world markets for primary products. The expansion of
capacity in the primary producing sector in response
ta shortages and high prices during the early post-war
vears had exceeded the long-term growth of demand
for primary products, especially after 1953, when the
growth in the United States slowed down appreciably,
The 1957-1958 reerssion hod led to a considerable in-
erease in the accumulation of inveniories in producing
countries and further weakened commodity prices in
the world markets. These trends were, however, not
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reversed by the upswing in industrial couniries during
the period 1958 1o 1960 partly because the recovery of
United Seates and western European import demand did
not coincide in time, The cxpansion of Narth American
imports From primary prodecing countries attained
peak rates around the middle of 1959, while western
European imparts only advanced relatively slowly ; and
when the imports of western Furope and Japan oo
eelerated in the lnst quarier afl 1950 and the I'hn[[inninp'
of 1964, United States imparts began to fall off, Com
madity prices recavered somewhat around the turn of
thit year 1959, but even ot that time only a few com-
madities, notably rabibser, tin and jule, reguined their
pre-recession levels, After the first quarter of 19460 com-
mod ity prices resumed their downward course, a8 the
ru'||u1rr|'||F Ep,l:rﬂ. indicnie:

fm‘rnr.rl J'Iﬂ:l'!i'l uf OEES countries

(1057 = 100
Pkl ni [T dtaw mumtrriuis
9
First quarter. ... ; . Oy
Sopond quader. ... ..o, .. 32 ag
Third guarter Q4 ag
Fourth quaifer. ... . EPWRIES. L
151
Firsi quarter Ml 1ol
Secund quarier . 8l L]
Third qusries il O
Fourth quarier ] 91

Sewirce:  Organisatiog for Ea n Econemic UCo-operation,
Gemerad Spatistical Mulletin, March 1901, iz

The large advance of the level of trade of industrial
couniries from 1959 fo 1960 reflected primarily the
rapid expansion of trade, which began in the latter part
of 1959 and attained peak rmtes in the firsd quarier of
19540, Tﬁr rale ol F:Ej.ld.lﬂ.inu ||l|:hr|:r|. nnnﬂidrl‘llrl!r
thereafter, and in the second hall of the year it was
less than half the rate for the frst quarter for both
exports and imports (ses lalile 4151, While the growth
of all trade fows slackened, the decline of exporis 1o
North Americn, which oceurred after the first quarter
of the vear, was the most imporiant single [actor ac
copnling for the retardation.

The contribution of the varions markets o changes
in the traide of industrial oountries over the entire eyele
from 1957 to 1960 i= dhown in table 4-16, Three facts
are clearly mdicatest by thiee dota: the stendy growth
of demand in western Europe, both in 1959 and 1960,
in coniras to the relatively large variotions in the Narth
American market ; the high elasticity of import demand
in industrinl countries, notably of their demand for
products entering their mutual trode. and the lagging
growth over the entire cycle of the imports of primary
producing countrics compared with those of industrial
eountTies,

The rise in the imports of western European coun
tries—by 18 per cent from 1959 o 1960—afected, in
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the first place, the area’s imports from North America,
which rose by neady twofifths, and, secondly, intra.
Furopean trade, which advanced J.'l?' 18 per cent. The
rise in the imports of western Europe [rom primary
prodducing vountries, which averaged almost 13 per
cenl, in terme of quanfum was appreciable, but muach
of it oecurred in the first quarter of the year, when
manufactarers thronghout Europe were rebuilding in-
veriories. Therealter it slackened considerably,

The decline in the import demand of Northe America
iffected all its trading partners in some degree. Al-
though it was relatively slight=35 per cent on the
nyerage Tor the yeiir, impnrls Tell From a |I-I.".IL in the
st quarler of 159600 1o well below their |1'|1-l.':'|.1ul yrnr'u
levil in sibsequent quarters; The yeardo-vear decline
averaged 5 per cent for importe from western Egrope
and 3.5 per éenl Tor the mutual trade of Cansda ond
the United States; but since imports from Japan con-
tinuwed 1o advance, the total decline of imports from
irichesirial countries was of the order of 3 per cent. The
decline in imparts from primary producing countries,
which began as early as the first guarter of 1960, was
pomewhat Inrger.

The imports of primary producing countries hegan
ie recover in the latter part of 1959 and continued to
rige tn 196D, The revival of i11|]|~n-rl 1h-n|.l.||.-|] ik T!ll'lﬂlI'li'
prndicing countrics gave support 1o the expansion of
pagurris From western Europe and Japan, and it con-
tribiutesd 1o some extent o the recovery of Un ed Staties
expirts, However, as the rise in the exports of primary
producing countries slowed down in the conrse of 1960,
their import demand slackened. The average rate of
increase of exports to them was 11 per cent, compared
o o 15 per eent rise in the ootual trade of indestrial
countries. Over the entire upswing since 1958 the dis-
(rafily wis even greater.

ThHE EXPANSIGN OF THADE [N WESTERN EUmore
axo Jaras

It was noted earlier that the upswing of 1958-1960,
in contrest o that of 1953-1957, proceeded without sig-
nificant price incresses ond that supply proved sdequale
1o meet the rising demand. The alwence of inflationnry
|hrin' |:|r'|.'|_-|n|.1r|'|¢|-|ll| refected a combination of (actors,
including the refative stability of raw material prices
since 1958, A factor of varving but generally very con-
siderable importance, which coniributed to the main-
tenance of domestic balance, was the very rapid advance
in the quantum of imports, During the cyelical upswing
of 1953-1957, balance of payments cansiderations had,
in most countries, placed a limit on the extent to which
imparts could be permitted to expand in response 1o the
rise in domestic demand; the growing pressure on
lxmestic resoureEs wis f-ﬂllllﬂlﬂl'ﬂ”‘!.' pellected in rising
[iFaces.

By the end of 1958, the external balance and foreign
schange reserves of most western European countries
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Table 4-15. Quantum of Trade by Areas of Destinstion and Origin, 1958-1960
{Perceniage change frum carrespandiag petind al preceding yeur]

. Earperis in i Tmgpawria firom
fiieiicto L Wi Winlrrn inswarrial ool m"’l’l-r.i' ] Wil mﬁh’j
Ay Narvps rmmniree AR Asandrien
Narth Americas
1959, , -— 9 =1 a = ; I f
1955
Third quarter. . 3 L T A - a2 17
Fourth quarter . . 4 # 9 i —-f : 10 2
LTI
First ter ; 20 11 41 F 4] (] 7 —is
Scnmﬁuncr 14 -7 i I i -3 -1
Third quarter. .. .. K| =10 K i 15 1] Fad = -5
Fourth quarter 4 | 3l ? 15 =11 |
Western Eu
1959. . B 13 37 Ifi in i 12 Io 6
1855
Third quarter. 12 40 i & -2 15 10 8
Fourth quarter . . . 16 b 2 o a 3 15 kil
19l
First quarter. . ..... .. 25 s F {j 26 2 A 5 4
Second quarter 11 =11 ' 1 10 k2 17 1
Thind quarter. . . 10 i 1 17 I A o 17 14
Fourth quarier (1] =14 13 T 4 12 12 4
Al indusirial cowainess ©
1050 i = 13 1f ol | 1] k2 i
1959
Thinl quarter 10 = 14 17 -1 1 14 L]
Fourth quarter. ... ........ 13 16 |9 19 2 F i 15 10
| 5l
First qusrier. . R - | I b 2 15 i = I
Zecond quarter 12 =7 22 13 10 ¥ 11 i
Third quarier L =11 e | 11 1] 5 1 0
Fourth quartes 9 ~q 16 b 8 x) L] 2
Somree: Few table 414 im the total bat sre not shown separately beoamse of evirems
. Inl:l:m.l.inf apan, variatians in the small amounts of this trade
* Exporis fram North Amerdca 1o pastern Esrope sre included * Excluding “npecial estegory” exporis of the United States
Table 4-16. Demand for Exports in Major Areas of Destination, 19581960
(Perceniage change (rom preceding year)
Aren o Eexiradas
[ Nurily Amenien Waalars Kurgje r'h"l_f":.bh
50 1SR 10 T T T
Change in demands. =10 &2 25 1R 41 6D -24 TB A7
haanium af Frparis
Ares o Ein:
Indusirial countries - 2 =3 =i} Iz 22 = =] 11
Western Eurape 11 37 -5 -] & 18 ] 1 1l
MNorth America =] 9 =4 =17 =1 a9 =l =7 T
Japan Rk s 49 & 6 10 42 -3 6 11
Source; See fable 14, ducing eountries plus infow of foreign cupitsl wnd
* For North America and western Europe, change nby minms net pavments (of services, the toial
im gross nadional F'-":l'lnl'-'l- for primary Plt'dﬂl'i E:H;; Wivioed |!l:|: umif value of imports of primary

evunires, change in imperl capaciiy-—that &, produsing ceunpries,
valuse of merchandise exports from primery peo-
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had been sulficiently strengthened to allow imports 1o
rise 1o the exlent TI'H'II.JiI‘EI‘l far the maintenanee of do-
mestic balanee, Import demand did in fact rise suls
lllnl'i.l"}' fr.ﬂlrr |r|i||ri||-|E the twa yeam of r.:lpa.r:.lirrm
followirig the sethack of 1958 than in the corresponding
petiad af the preceding upswing (table 4-17), The con-
tribution of importe towards medting the rise in domestic
dempnd in 1959 and 196 exceeded sobstantiolly tha
of the previous evelical peak of 1956 or 1957 as the
fullowing ratios of increments in imports 1o those in
total domestic demond® indicate:

1555 o 0.2
1956 ia 0.4
1957 ISR i |
1958 0,45
1959 o (.44

The greater buoyancy of total import demand in 1959
and 1960 than in ihe previous upswing was primarily
pecounied for by demand for manufaciures. As 1able
17 shows, h|.a|1r| from B differences in the Ii.hli:ll._p:
nl itz pdvanes. ipnport demand For industrial materials
Followed n sirilar course in both eyeles, bt the impor
cocficient for manufaciures ross substaniially Taster
bath im 1959 and 1960 than in the corresponding stnges
of the previone cvele, In 1959 manulactures accounted
For the major part of the increase m non-food imiporis;
and their accelerated rise in 1960, topether with the
evclical upswing of raw material imparts, resulted in
i imprecedented pdvance in imports.

The anisual vigour of the rse in western Europe’s
imports of monufactures both i 1959 and 1960 was
partly aftributable to the Tact that the 19551960 up-
ewing was preceded and sccompanied by the dis
mantling of payments restrictions and o substontiol

2This is equal s ibhs sum o personal comsamgition, paldio
e sy i amil [FL] ilnemiralin rnilirql Frfiimsi son, @ FoibslETi
Fil'l'l.

B

liberalization of imports of industrial products from
other European countries and the United States. Con-
eequently rising domestic demand was allowed for the
first time in post-war years to exert more fully its im-
pact on the external sector. Moreover, the transition to
relatively unrestricted trade and payeents itsell 1ended
to enhanor imports especially i 1959, through the effects
of some backlog of demund for previously restricted
items, inventory purchases by distributors of newly
available products and similar temporary factors. Fur-
thermuore, deliveries of long-lead items, for which orders
hnd been plnrrr! in COREHUENCS of impnrt liberaliza-
tiog, became more sibatantial in the latter part of 1959
ariil especially bn 1960, This was nolibly true of imports
of United States capital equipment. The expansion af
trade within Europe. which consists primarily of mams-
{wetures, was aleo enhanced !!!f the establizhment of the
European Economic Community ot the beginning of
1959 and |:|:|.' the neceleration of bis imlegration time-
takle in 1960,

The timing of the recovery of raw materials imports
varied to some extent with the upturn of production in
individual countries, For western Europe as o whale,
imports rose slowly up 1o the middle of 1959, The ex-
pansion accelerated in the last quarter of 1959 and
nttained peak rates during the first half of 1960, The
rapid rise of raw malerials imports in 190 refected
not only the growing consumption of manulacturing
industry, but alea the rebuilding by manulacturers of
their raw materin] socks. Variotions in rates of jnven.
tory accumikition generallv sceount in large part Tor
the evelical instability of the raw materials imports af
weElern I;:uruprln counlries, |r: prr.iud: Elf :Itlrh'rlihp
demand for iheir products, manofacturers tend o let
their inventories run down, n-ltlrni:.'hirlﬁ them as activily

Table 4-17. Western Europe: Indicators of Import Demand, 19531960

oo gt e 1
i Flagsdal
Tl Frienal ::::::LJ A i
1953 5.5 4.3 A | LiE
1154 1,00 1.0 T 1w
15955 17.5 44 83 ]
1556 i75 L] 7.9 LY
1957 178 4.3 B3 La
1UGH 17 ko Hat 1LY
| L 1 . T 4.5 Ao 20
JRE L1 0t [ ¥ .9 24

Trparis ihige il rompanesty
d'li:; -E:l::llf i 1

= — rati

[rermm: Surpmesd Ii:u-!lﬂi: elsthing
2.4 o LR | bfi 6.2
248 19.2 54 6.7
a.l 185 N {1,8
34 a2 a7 f1.4
3.2 210 2B T4
3.4 2.6 N | T4
X 2.5 .5 B
4.3 240 01

Sourrer See (abbe 4-14

= A1 1954 prives,

b K carreni prices.

* Crudde materials, [uels aml base metals.
1 Exelusding base meials

¢ Based nn duta for countries and oommodifie:
listead in iwhile 419,

I lmporis fur {ull year 1960, Components ifs
baseil om anmssl rate for January-Sepeesmber and
do ok add wp to todal.
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picks up.” This was the case in 1958 when raw materials
imports fefl sharply although manufacturing activity
was maintained, The decline in imports was et b red
by the fact that recession had set in ot & time when stocks
of raw materials, built ap after the Seer crisis, were
exceptionally high in many of the Eur counlries.
Fuor this reason severdl oountries did not begin to reboild
inventories until the latter part of 1959, when the up-
swing of activity was already well under way. After the
middle of 1959, inveatory purchases combined with the
rising currenl requirements of manofacturing industry
to produce correspondingly high rates of increase in
imports, which were maintained op to the middle of
1960, Thus, as chart 4-2 indicates, the fucluations of
raw materials imports considerably exceeded those of

total manufaciuring p-l.'-l.u:iur.'linn.

Both the decline and subsequent recovery of raw
materials imports were enhanced during the 19571960
c','l:L- ]:lr conditions in the toxtile iﬂdl.llﬂ-r'r which s a
lnrge consumer of imparted materials. The recession of
1058 was more severe in the Eatile il'rlill!-lﬂ' than in
other branches of manufscturing, and recovery did not
gather momentum until the latter part of 1959, Since
textile fibres account for betwesn one-guarter and one-
third of the imports of mw materisls other than {uels
of western Evropean countries, the development of de.
mand for textiles has a considerable impact on total
imports of industrial materials.

During the two years following the recession of 1958,
impaorts of manufactures by western European coantries
increased by over two-fifths in terms of quantum, nearly
three times as {ast a8 manufocturing prodoction in the
ared, In 1959, the impotus 1o the expansion came pri-
marily from rising consumption expenditure, notahly
an durables; and, s noted sarlier, it wos reinforeed by
trade liberalization and the impact of European integra-
tion movements. In 1960 when an industrial investment
haom of major proportions developed throughout moest
al western the emphasis in the further advance
of imports shified towards capital equipment; at the
same time, imports of durables, notably of passenger
cars, increased at an accelerated pace. The rise in im-
ports of miscellansous manufactures, on the other hand,
slsckened in 1960 after the initial post-liberalization
spurt of import demand had spent itself { see tnbln .18,

Throughout the post-war pericd, demand for durables
was extremely buoyvant in western Eqropean countries,

“The [ellswing dats (Husizate the development ol manidae-
thigers aocamalatien of mventories of raw malerials over ibe
19571960 cycle in the United Kingdoo:

{ Milliomn of povesds serling, in 554 pﬂu:ﬂﬁlmm or quarienly

rivirn; semsorsaily e

JELL Tt
1957 JLET ] re— —— e ——
Firal Aerraa Firal Heremud'
Rl LEEL) b half
12 —21 —2 L] 38 afy

Em-.l: Matinnal Institute of Economic and Social Research.
NMotiowal [natirure Ecowsmic Beveew | Losadon, March 196])

Pawe 1. CuomEExT EcoNoMIC DEVELDFMENTS

Chart 42 Changes in Manufacturing Production
and lmports of Raw Materials, 1954-19060
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and it exerted considerable pressure on both domestic
resources and external balances, especially during
periods of rigsing activity. Restrictions on imports were
generally severe, and wp to 1957 liberalization had mafle
relatively slow progress, Comsequently, the shifi in
peodicy towards freer trade, which securred in 1958 and
1959, was bound 1o have a very considerable impact on
impaorts of commodities, such as passenger cars and
other major durables, which had remained subject to
slringent quotas in most of the European countries. As
early as 1958, when demand for durables was relatively
slack, imports advanced rapidly in the wake of the hrst
liberalization measares and acoounted in large part for
the sodest rise in imports of manafactures in that year.
Imports sccolerated in 1959 as liberalization progressed,
nolally among the members of the Economis
Community, and attained peak rates in 1960, when im-
ports of passenger cars rose by over ane-quarter.

In the smaller European couniries, where a high
proportion of the tolal supply of pasenger cars and
other major items is imported, consumplion was 1o an
impariant extent determined during the nineteen fifties
l.'l].' lhr drgrﬂ- nr resircliveness of lm.pun l'.rlh“‘llll | B
fable 4-197, In these circomstances, the liberalization
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Table 418, Western Evrope: Imports of Manufsctures, 195819600

Frors wari' — .!r:- i-'ﬁ Sl
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af dullurs) A fe of doflars)  1DAS et
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Textiles and -|::|l:lr|'||l1gI g 1B 17.0 | a3 b 69,1
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Hase metals, . ....... . A48 e 1N | e 30,0 1579

Soureer for En Erm
oriian” Forsiyn Tiade Skl o,
series B [Paris].

measures of the ]:l.l-l (R ¥eirs hod & considerable i
part on both the volume and pattern of consumption:
it produced a shift towards imp-uq1|.-d comemadilies which
had previously been relatively searce, and it eontributed
to the upsurge of consumption in 1959, Well over half
of the total rise from 1957 1o 1959 of consumption ex-
penditure on darables in this group of countries was in
impaorted supplies, and the commodities involved ac-
counted for more than one-third of the tetal increase of
imports of manufactures other than base metals, Avail-
able data indicote that the development of 19581959
continued in 1960: imporis of pasenger cars rose by
maore than 30 per cent in 1960, and accounted by tham-
selves for around oneffth of the total incresse of
imparts of manufactures of the group sinee 1950,

* 1960; January-Seplember ot annoal rate,
b Ineluling passsmper cars,

Tn the larger countries, where imporiz are marginal
il cjibias far :I'n.linr dur.l]ﬂ.l.-l had p-fruinl.ul:r leeemi
emall, liberalization or significant quots increpsss pro-
dured an upsirge of imports which raised their share in
total consumption from 1.B per cent in 1957 10 2.7 per
cent in 1959, Prodiect diflerentintion—especially im.
portant in the cnse of pasenger cars—wos the major
factor in the advance of import demand in 1958 and
1959, n= there was no significant pressare on domestic
capacity in either year. Although the increase in imparts
wits relatively lurge, the amounts involved were o less
sygnificont fuctor in the rise of the imports of this group
in 1959 aned 1960, Moreover, there were considerahle
variatione in the extent to which individual countries
Ei||-rru.]i:lrrl impnr‘h. Th-r Federal Hq:m.hhr. ol r.rrrm.l.nf

Tahle 4-19.  Imports of Consumer Duribles, by Group of Western
European Countrics, 1953 and 1957-1960
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was the first 10 admil & growing volume of durables of
foreign make and its imports advaneed rapidly through-
ot the nineteen fifties, so that by 1960 the demand For
imported durables had already begun to become bess
busyant. In France, ltaly and the United Kingdom, on
the sther hand, import liberalization was of more recent
date, and import demand advanced especially in 1959
and 1960,

Imports of capital equipment advanced relatively
slowly in 1959, when the recovery of investment was
primarily in residential and other construction, Demand
for imported equipment was none the less more beoyant
than tatal demand for equipment, and imports contrib.
uted more than a third te the advance of investment | see
table 4200, Most of the supplies at that time were oh-
tained From within Europe where capacity was still
adequaie to the demands mode upon ik Late in 1959
and in 1960 the shiflt of emphasis in investment 1o bndis-
trinl reequipment and expansion produced an upsurge
of demand for machinery which the major European
producers found increasingly dilicali to meet. Thus, as
the contribution of imports 1o the rise in investment
increased further, in 1960 demand shifted to the United
Stntes, As tnble 4-20 indicates, imports from the Tnited
Sqabes necounted in 1960 for ope-hfth of the estimated
total increase of investment in machinery and equip-
menl. However, it should be noted that imports from the
Linited States in 1960 were somewhat abnormal owing to
a concentration of shipments of United States jet air-
craft. But apart from (hese niroraft sales, the share of
[inited States machinery in the rise of industrial invest-
ment was considerably higher than it had been even at
the peak of the previous upswing in 1955 and 1956,
when pressure on indusirial capacity in western Earo-
pean countries was no less severe than in 1960, The
elimination of restrictions on doller imports has no
dould been of major importance in this development,
buit the character of the investment boom of 1960 is also
likely 10 have Favoured United Stales products. Many of
the European economies had reached the point where
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Muture growth of output depended to o grealer sxtent
than in earlier years on advances in productivity, in
view of Lhe grrlwina' scarcily of labaur. The industrial
investment boom of 1960 was therefore 1o an impoartant
extent molivated by the need for reducing labour re-
gl rements in manulaciuring and services industries. In
thrse cireumstances there was o strong demand for types
of equipment in which the United States had not only
n substantinl bead in terms of design bot also ample
capacity to hll orders prompily.

The expansion of Japanese imports differed from that
of western European countries, While in western Europe
imports pose 0t 4 higher rate than gross national prodoct
i bath 1959 and 1964, in Japan the increase in imports
was omly roughly in proportion 1o the advance of gross
output in 196, As shown in the accompanying table,
L i.m.|:||:|r1 roeficient in 196 was in fact n:q1|.'|ﬂm|1|:|'
below that reached during the preceding evelical peak
in 1957,

i b
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1565 113
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1668 10,5

1555 1h.3
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In Japan, apart from the influence of the more re-
slrielive i:mr.u:rl |.r|1i:ir:r, the r.:l.p]m.linr: for the relatively
slow advance in imports lies in the fact that fnished
manufactures, which contributed largely 1o the accelera-
tion of Im1;|:\||:|r|.'|. intns western El.lrul.ﬂ‘:, amaount to less than
15 per cent of Japanese imporis (see table 4211, The
only class of fnished manufactures that constitates o
sgnificant proportion of imports is machinery and
transport equipment. Rot despite the vigorous advance
of industrial investment both in 1959 and 1990, imports
of machinery barely rose in 1959 and they appear to

Table 420, Wesiern Hunﬁe:‘hdiuu:inﬁnaﬂ%puﬂ Demand for Producer
quipment,
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Table 4-21. Japon: Composition of Imporis, 1957-1960

{4
Plervi ST T
o el
Total imports ) 4.3 =,
Food. . .. R .y :
Crude materials and semi-mapn-
factures : A =471
Manufactiares U] =13.8
Capital equipment. , ........ 03 :

J'er: aidirilaining
RS T
PSR B [FIC™ TN da I fn
FEL L] L] FHiw i
18.7 4.0 1] L1
=04 129 =1 Q
J1.0 i ity | {14 Hi
fi.3 182 i3 o
did 14.2 ' 4

Svire: Inpanese Gavermment, Econemic Planming Agency, fopanes Econemic Smiishivs {Tekye),
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have risen less rapidly than investment in 1960, Furiher-
T, imqmril of industrial materinle Pt r«uq'l.lliﬂrrqH}'
faster than manufacturing production from 1958 1o
5% when inventories were being rebuilt and when the
eountry’s lextile industry was recovering from a major
recession. In 1960 they advanced only in line with many-
facturing activity,

The mintstanding feature of the development of exports
in 1960 was the relative cxse with which the majority
of western European countries overcame the adverse

effect on their exports of the decline in the import de-
matid of the United States,

Although the reduction of exporis to North America
waz quite moderate for the year a2 a whole, it amounted
o as much &= 15 per cent in the sscond half of 1960 as
compared with the corresponding period of 1959 [
table 4-15). The decline was largely confined to the
comimandities that had recorded the largest increases in
195%; passenger cars and steel aceounted in fact for the

bulk of the total decline during the first nine months of
15633,

In spite of the reduction of exports to North America,
the total exports of western European countries in the
second half of 1960 exceeded the level of the correspand-
ing period of 1959 by 8 per cent. Intra-western Euro-
pean trade rose further, snd substantial gains were made
in exports to eastern Evrope. On the other hand, the
rate of exponsion of exports to primary producting
countries fell From 15 per cent in the Arst half of 1960
e only 4 per cent in the bast quarter of the year,

The impact of the decline in exponts 1o North America
on individual countries in western Europe differed ac-
cording to the importance of passenger cars and steel in
their exports ta the United Stmtes, and the extent to
which they were able 1o offset losses by increased sales
of ather commodities. A few couniries, notably the Fed-
eral Republic of Germany, laly and Sweden, were even
able to increase total exports 1o the United States in
1960, The United Kingdom, on the other hand, experi-
enced & significant sethack in the United Stales market,
not only with its exports of passenger cars, but also with
various other manufactures, The buovancy of intra-

European trade compensated to an important exient for
lnssrs in the North American market. But in this reapect,
to, the United Kingdom was less favournbly placed
than the other major exporters which belong 1o the
European Economic Community. The growing cohesive
ness of the group ond the high growth rate of most of its
members provided o better alternative outlet for exports
of the six EEC couniries than was available io the
United Kingdom. The Iatter did not enjoy any preferen-
tinl treptment in EEC markets, while its major expon
markets in the (versea Sterling Area were adversely
affected by the decline of commedity prices,

The expansion of intra:European trade began to re-
flect, al least in same degres, the effects of the Tormation
of two separate trading groups within Europe, Az shown
in table 422, EEC intra-trode rose by 25 per cent in
[, while total trade within Europe rose by only 19
peT cent, Thiz (act can e rur[ii].' r'.l.pllincd by alkove
average growih raies in several of the EEC countries,
However, it appears thit actual and prospective prefer-
mnees hove I.Ill.'Fl.lTl o alflect trade within wesleri Eh‘h’.l'.l-!'.
This is sugmested by the fact that total imports, ns well
a= imports of individual clases of commaodities by EEC
members from each ather, inereased more than their im-
ports From the United Kingdom and other non-members.
(M the other hand, the establishment of the Eampean
Froe Trade Asmociation is of oo recent date 1o hove
affected the group's trade to mny significant extent in
1960, In fact, 1aking the year as a whole, members of
EFTA increased their imports from EEC countries {aster
than their matunl trade. But in the third quarier of 1960,
when the first of the tardll reductions under the agree
ment establishing EFTA went into cffect, the growth of
trade among the members of EFTA acoelerated, while
that of the lej'l.lll irupqu’s from EEC member coun-
iries continued to slacken.

Thus far the booming demand throughout western
Europe has offset any losses 1o trade that might have
resulied from preferences already appled within the
two groups, ond the net effect of the integration move-
ments has been to create trade rather than (o divert it
from il= normal channele. Bt after the second EEC
tarill cul of January 1961, which applies to intra-group
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Table 422, Intra-Evropean Trade, 1958-1960
[Pereeniige chamge in value from cormesponding peried of preceding vear]

Total tride among DEEC couniries |
Trude RUAE EEL poumntres . Ll

from EEC countries 1o EFTA countries
Fxporis from EFTA countries 1o EEC countries
Trade among EFTA couniries AT

[
] e e =
Syecuesl Thard Fomrik
::ir duiee paanks quarier
11 H ) a0 18 13
19 i I8 21 16
mn = 21 H 12
B ] 12 i1 !
i a2 i3 15 11

Source: Dhrganisation for European Eeonomic Co-operation, Forsign Trade Seatisival Hulletin, series &

{Paris]

trade only, and which is 1o be followed in July by a
similar one in the EFTA countries, formal diserimina-
tion will be considerably increased. Changes in trade
patierns may thus become more significant in the future,
expecially if, as seema likely, import demand in western
European countries becomes less buovant.

ThE pEVELOPMENT OF THADE 18 NoRTH AMERICA

The decline of the importe of the United States ne-
pelernied in the course of 1960 a8 the sconomy passed
from expansion in the firsl quarter to recession in the
rest of the year. Although the decline was small For the
yenr as a whole, it reflected o significant weakening in
the country's import demand. A= table 423 indicotes,
the import coeficient, which had advanced during the
1957-1958 reoession, declined in 1960 almost as much
as in the more severe recession of 1953 1954,

In 1960 the decline in the demand for imports affected
chiefly industrial materials and passenger cars. The
normalization of steel imports after the setilement of
the steel strike accounted partly for the reduction of
demand for industrinl materials, while the decline in
passenger car imports resulied From a shift in consumer

purchases to domestic “compuct” cars. The decline in
imports of industrial materials other than iron and steel
reflected the downturn of manufacturing production
after the first quarter of the year, and the sharp drop
in the rale of inventory accumulation which had initi-
ated the recession in the second quarter of 1960, How.
ever, as table 4-24 shows, decline of imports became
wide-spread in the second half of the vear and affected
the bulk of imports of manufacturers as well as of
industrial materials,

The recovery of United States exports. after almost
cightern months of gagnation at the level to which they
had fallen in 1958, began in the second half of 1959
and sccelerated in 1960, For the full year 1960, total
non-military exports were 19 per cent ahove their pre-
vious year's level and somewhat higher in value though
nol in quantum than in 1957,

The recovery was closely linked to the boom condi-
tiong which prevailed in western Europe and Japan.
These countries accounted for over two-thirds of the rise
in Unfted States exports from 1959 to 1960, although
their share in the 1959 total wae less than one-third.
United States cxports are !mtrl.l:l[l' J'I'I#lh' eensitive 1o

Table 4-23. United States: Indicators of Import Demand

ey o lnial
" Imm l—-r-tu-m_
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1954 | LR ] 1.2 L7 1.9 i 2
955 ; 28 ¥ 1.3 08 2 04 5
1956, .. .. . A0 LIF 1.3 iR 26 0.4 26
1957 3.0 LR L3 0.5 2R |.I:|- 15
1958 a2 1.0 L2 1.0 al a5 5
| b 36 10 L4 12 4.0 4. 31
1960, ., a4 1L 1.2 12 4.0 29 al
Sewrce: United States Depsriment of Commeroe, & Al carrent prices,
Survey of Cureend Bosimess anad  Total il * Hatin of imporis of fnighed mensfaciore,
i-Eui: af the [ndred Simies (Washiogtom, oiher tham mewsprint snd passenger cars, b0 eon-
n sumption expenditure, sther than pxpenditure on

y AT prices.

foed, passenger cars and gasaline,




Crarmen 4.

Table 4-24,

RECENT TRENDS I% INDUSTRIAL COUNTIHES

155

United States: Composition of Imports, 1959 and 1960

DNareenlage change ia

lem L A vl

mw off luﬂulu'l e Fl.-'l? Bl
Toml [ 1405 —2.3 43 ]
Foand. . .. 3.42 329 =18 T =4.3
Caffer 4 1.10 (LI =R.5 =05 =T4
Meat, st 048 038 —180 -3 —14.0
Imdmsirial materials . . .4 i1l —456 1.5 = 110
. 0,58 k.50 =126 il — 5.7
Maom-ferrous metals 1.31 133 0o 10.3 —~TR
Peiroloum T 1.54 1.54 5 —n2 i el
Findsleed manufactures 517 5.06 L7 158.2 =83
Autnmahiles .84 63 =256 —3.3 — A
Machinery i, Fols 07 B4 172 (T3
Textile manufaciure . . . 0.84 (R4 I s 210 15
All vthers . | | m .00 55 153 35

Sowrre: Unibed States Dtpqn-'-uu of Commerce,
Forelgn Commerce Weekly (Washington, [LL),
6 March 1961,

cyelieal changes of activity in the other major industrial
countries, which tend 1o draw heavily on United States
supplies of industrial materials and equipment during
periods of rapid expansion when their own prodoctive
eapacity proves inadequate to meet the rising demand.
The instability of this marginal demand® has contrib-
ated significantly 1o the wide fuctuations of United
States exports in recent years, Western Europe and Japan
sccounted for over hall of the decline of United States
exporis in 1958, and for a similar proportion of the
preceding increase. Demand conditions in these coun:
tries have also tended to affect the exports of the United
States indirectly through their effect on the ability of
the countries concerned to supply third markets where
their products compete with United States EXpOTLE,

The recovery of exports in 196 was more narrowly
confined o western Europe and Japan than the previous
upswing (table 4-25) owing 1o the slackness of demand
in Canada and Latin America which account for nearly
half of total United States exports, In Canada, as in the
United States, growth was halied in 1960, while the
Latin American market was adversely afected by the
continuing decline of commodity prices since the 1957
recession, as well as by political factors. Thus, the em-

4 The Rallowing cosficients for the imports of western Esrn-

pram (DEEC) coontries from the Usiied Siates indicaie the
extent ol cvelical swings in the area’s demand for Unieed Siates
produscts:
Year Tmiprin frem L'h.l:li&.h
o =T
L] : I .
1054, . ... L6
1955 1.9
1956 . 21
1967. . . 2.1
1958, . . LG
1954, . L5
1960 ; . 18
Souree: Rased on data from 0O imn for Fure Ern-
samic Cooperating, (rmeral .ﬁlﬁnﬂrﬁwﬂd{ﬂm llnu!rjﬁlﬂ'hl

= Change from corresponeding perisd of pre’
cedimg year

barge on exports to Cuba in mid-1960 invelved o re-
duction of United Sistes exporis to Latin America of
over $200 million for the full year 1960,

Table 4-25. United States: E.'.'|.|'||:|ﬂ'.l" hF Aren,
1955-1)
.4."’”..,,..., ““""“"H;_""_“'L
o dile 1887 Tea 960
Towml 142 361 =160 |94
Western Enmpr and Japaim 48 320 =233 389
Canada 12 T 124 —
Lagin *.rnrrlrl 32 410 =106 —1.1
Australis and Union of
Soath Africa .5 6 —11.7 455
Uther ; 25 419 =134 I7TH

Sowrve: United Seates it of Cammeroe, T-nl-m! Expurt
and Imparr Tm.dr uf'ﬂu- [T rdred 'iru.lﬂ [wmrious ssoes).

*= Excluding “special msegnry’’ expoeris.

United States exports made significant gains in the
flrwlnped coantries of the Dverses ﬁ'l:nﬂin!: Area, whers
they benefited From the elimination of payments restrie-
tions, In some countries in the Middle Enst, as well as
in India and other Asian countries, there were large
shipments of agricultural surpluses. Bul these markets
are as yet small in relation to total United States exporis.

In view of the predominant role of industrially devel-
oped couniries in the recovery and the nature of their
import demand, a relatively narrow range of commodi-
ties accounted for a large part of the export guins, Thus,
iron and steel, non-ferroms metals and cotton contrib-
uled two-fifths of the rise in export receipts, These com-
modities had also been prominent in the wpswing of
exports in 1955-1957 a8 well as in their decling in 1958
(ser table 326}, The fact that their share was even
greater in the 1960 upswing than in the preceding one
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Table 4-26, Umited States: Composition of Exports, 1955 ta 1960
Ferermtage rhasa: ferrendage dimiribilion af riaage
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snd Foerign Commeree Weeldy, & March (961

wis o same extentaccidental :strikes in the United States
metal industries had redoced exporis of iron and steel
and copper below normal levels in 1959 and the resump-
tion of production lite in the year enbanced the nse of
exports in 1960, Cotton exports in 1959 were likewise
abnormally low owing 1o the fnet that textile manufae-
turers abrond had postponed porchases in anticipation
of a reduction in the United States Government's export
price. After the announcement of the new price in Sep-
tember 1959 there was o rush of orders which affected
shipments in 19%60. The rise in United Sintes exports
was also enhaneed by the bunching of deliveries of jet
aircraft which had been ordered by the major foreign

airlines several years earlier.,

Although the 1959-1960 recovery had some of the
marks of a cyolical spurt which might sibside as demand
pressure opsed in other indusirial countries, it was in
lact more ||rr|a.|||}' hiased, as [ar as ex purh i the Indus-
irial countries of wesiern Eu are concerned, than
the upswing of 19551957, While the rise of exports ti
weslEin I‘:n:rnpr From 1959 (o 1060 was Fh:l.lrr thari Uil
of 19551956 or 1956-1957, the contribution of com-
maddities for which demand has tended to be most un-
stable—notably of iron and steel, copper and coal—waz
lezs significant. As a result of the changing pattern of
European fuel consumption, exports of coal did not rise
al all in 1960 and the combined ghare of the three ather
commodities was pot as large as it had been during the
19551957 upswing. If one also allows For the Fact tha
the level of exports of iron and steel, copper and cotion
WA thhn-rrn-ll:r low i 1959 owing o the special (actors
mentioned above, ihe evidence that the expor Fecovery
in 1960 wis more solidly hased than the earlier upswing

is Turiher strengthened. 1t remains 1o be seen, however.
whether the rise in the Faparis of a number of l-l'“'l-l'l
industrial materials and semi-manufactures, which con:
tributed significantly to the upswing in 1960, can be
maintained in the future, 1t may well be that exports of
commaihties, such 85 syathetic mbber and other sy
thetic materinls, pulp and paper products and various
chemice] substances, did well in the European market
because productive capacity has thus far Ingged behind
the rising demand for some of these relatively new prod-
ucts, If eapacity is built up in western Europe to meet
normal requirements, the United States may ultimately
became o marginal supplicr of some of these commadi-
ties &= well.

Prospects in the Earopean market for United States
CRpaorts af other manulaciures, i.1'H"|l.|d|l1-E Irl.lr:1'l[nﬂ'j',
textiles and ather consumer goods, which had previously
heen limited by European impart restrictions, may prove
to be more favourable in the long run. United Seates
textiles and mass-produced clothing, as well as a wide
range of misoellaneois manufactunes, moy benefit fram
the same factors that have atiracted a growing volume
of Furopean consumer goods to the United Stales in
revent years. Moreover, the need for raising the produe.
tivity of Enropean industry is unlikely to diminish, and
conserquently demand for United States aquipment onn
be expected lo continue growing.

In view of the small share of exports in total Unibed
Stotes output, the export boom did not contribute as
much to the maintenance of demand in the United States
a5 the previons year's upsurpe of European exports had
done in that area. But it gave useful support to produc-
tiom in a number of individual industries, notably in
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machine tools, where ihe rise in export shipmenis very
largely offset the deeline in domestic demand in the
second half of 1960,

BALANCE OF PAYMENTS DEVELOPFMENTS

As indicated earlier, the continuing expansion in
western Europe and the moderate contraction in the
North American econombes during 1960 resulied in o
delerioration of trode halanoes b weslern El.L'I‘ﬂ]n!d:h
countries and an improvement of the trade balance of
the United States,

A tendency wwards detersoration of trade balanos
was [iresent in most weslern European oountries in 1960
itable 4271, but it was particularly marked in ltaly
and the United Kingdom, which together accounted for
two-thirds of the $2.3 Lillion rise in the import balance
of western Europe. The only countries which recorded
some improvement in balances were Belgium  and
France, where expansion had been relatively slow in
19600, [n the m-iari.tf of conniries the delersralion was
iuite moderaie and erenied mo signifienn) payments
diffeulties: im fact, most countries were abile to wdd Lo
their gold and foreign exchange reserves.

Changes in rates of reserve accumalstion were less
uniiform than changes in irade balances, and in several
cases they were largely unrelated to the development of
enrrent transactions. For western Europe a= a whole,
the rate of sccumulation of ofcial gold and foreign
exchange reserves in 1960 was $2.5 billion higher than
in 1959, in spite of an increase in the area’s merchandise
import balance of $2.3 hillion. The shift in the capital
balance in favour of western Europe thus appedrs o

have been of the order of $4.8 billion*

The improvement in the copital halance of western
Europe hid a counterpant in a deterioration of that of
the United States, As table 3-29 below shows, the outflow
from the United States on capital account together with
thie shifl in the balanee of unrecorded transactions in-
erensed by 338 hillion,

The bulk of the capital oatflow from the United
States and of the capital inflow into western European
countries consisted of short-teem Tunds which United
States banks and individuals had transferred o the main
financial centres of wesler Eld:rupr, where shart-term
inferest rates were higher than those in the United States.
The transfer of funds was 1o some extent also motivabed
by speculation on o possible readjustment of exchange
rates, The principal European recipients of these funds
were the Federal Republic of Germany and the United
Kingdam, and, to o less extent, the Netherlands and
Switeerland. As table 4-27 indicates, it was chielly in
these countries that o deteriocation of trade holances

% The metual rovement o wesiers Eurepe’s capliial halases
i overstabed by this figare, which does not allow far the rise in
Uinited Kingdom sterling labilities asousting 1o $ia billion,
ﬂnr a redurctinn in the foreign eichange asseis of commercinl

.
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in 1% was accompanied by an scceleration of reserve
Aot Lt o,

The disparity between shorblerm rates in westém
Eurppean countrics and the United States hod resalted
from differences in the pace of economic activity and
from the uze of eredit policy as a regulutor of activity
in these areas. Thus, as the expansion sceelerated in
weslern F.1.|:m|ar|-. a 1'|.1.||:|1J"-|-r of Hn“-mmh I'EL!-I-J |:1i.l-
cound rafes early in 1960, In the United Stotes the down-
frirm m llll_' I'H"I'nl'll'! unrier nF I:hr YEpT led t0 an cl.-u'np
of eredit and & reduction of short-term rates in Juoly.
"IJIIEF the third fuzrter of the yeur the difTerential
hetween the United Staies and western European rates
amwinted bo 2 per cend in the case of the Fedoral Bepalb.
lic of Germany and Sweden, and to o= moch &5 3 per
vent in the cose of the United Kingdom ( table 4281,

The restoration of currency convertibility has greatly
inerensed the international mobility of funds. In these
circumstances, inlerest rate differentials tend 1o give
rise to movements of short-term funds, which may defeni
the damestic purpose for which the monetary measures
had originally been introduced. Furthermaore, in view
of the persisierice of basic disequilibria in the curvent
nnd long-term capital transactions of some of the major
industril countries, “hot money” movements may have
i i!!id-l].-th' l‘IiMdpti.'u‘ ﬂﬁm‘l an the ralernational oy
ments svetem, In consequence of the experience of 1960
some governiments have shified e HI'||1|1|.|'|3I- Trom mone-
tary (o fecal policies and to more selective and Aexihile
forms of credil control, Eforis have also been intensified
in 1960 to reduce basie disequilibrin in the external
balances of the United Kingdom, the United States and
the Federal Republic of Germany.

The conffict between domestic and external policy ab-
jectives s particularly scute in the case of the United
kingdam in siew of the weakness of it= external bolanee
and the need for more rapid growth that is Felt in many
(juariers,

Throughout most of the post-war years the external
balance of the United Kingdom has been under consid-
eruble strain. This strain has resulted very largely from
the strisctiure of 1= external transactions, The traditional
pafiern il the Lhnpted H.'m!l:ln:rn'n external Pransaclions
ws onie where g sirplus From servies [ransactions served
o fnanee an import balasee on merchandise socount
nnd & substantial cuflow of longterm capital as well as
Varioms governmend ey |.1H1-|I|.1.1.|m abroad, Afier the war
the surplus on service transactions was considerably re-
duced in relation to payments for imports and the level
of eapitnl transfers and other expenditures to be h-
nanoed. It therelore became the first oim of povernment
palicy to reduee the structural imbalance of the country’s
merchandise trade, by Turthering the expansion of fls
exports and by restraining the growth of its imports.

Throughout the nineteen ffties, the expansion of Brit-
ish exports lnpged behind that of the other major wesi-
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Table 4-27. Trade and Changes in (MEcial Gold and Foreign Exchange Reserves®
195519610
Tisie! frnake Eh.-—r_u
i ¥ anal remr el i
o Fr — - 7 ==
ruires, IJ'IIH:‘FE I gllire: PERTTIF
FRE =
Ausiria
1959 . Ly 111 - [l i |
1ol P P gt N - . | 134 — Ml 19
Helginm-Lavemlowrs
1550 i _— 11 112 = 147 — 118
15460 v 125 124 =145 b1
[lenmeri
1959 LGB 1.2 | T0
Ty 113 141 — 341 —37
Framoe 1
19540 119 L3 524 1,008
L] i 134G 11a SR x50
Grermany | Federal Rl.-_pu.ﬂl'-l:'l
JREETH 113 121 1 430 =211
il AT 131 143 1257 2,184
Teady
1ah 123 1Ll — M 878
190 150 161 — ] A4 126
Nerherimnis
19549 F 114 113 —dail -3
15503 131 131 =503 g
Mvorwar .
1650 : 111 11 — 5 k]
1 s 116 2R =583 2
1950 : 10R 105 = — kR
1960 124 125 — 3 46
Smitzeriand
1950 LR 111 = 128 i
1ol ; 123 130 — 344 2
Cnited Kimgelom
1950 104 o7 =485 =133
TR ; ) 1] 120 — 2 HE4 e
Al OEEC cowmairies
150 113 (R —4,(0N (=1 1]
1l 127 fad = 5.0 4,401
Cannda
153! 103 11l — 454 -Td
L I 108 =hfl —4
{ndted| Seaterd
1955 Oy 115 — 3% —1.562
EE] 114 114 ks = 2

Source: [hviglon af General Eoenemic Bosearch
and Folicies of the United Nations Secretariat,
bmgad on duia from Inlernational Monetary Fumd.
Internimtionai Financial Stmtiaries (Washdmgion, [.C ),
from Drpanissdion for l'Jrn-ptu Economic Cn-
nperation, Fﬂr:l."-u Traaly Siadiaricdd Rulleréa, serins
A, mnd Ceneral Statisies, pari 1 I:I'lri.l:l, Janmary
I!Iq'ﬁl. and ;_rﬁ} EL-IIIIII."l:I 5:.'5.“ De r::.;:mli.ﬂ
NMmere, i s [rpwt
nsaed Smies, i e o

* Basid om exports fob and imports eid.
Imeport dsts For Canads and the United Sudies bave

been adjusied 1o c.ill, basks by adding 10 par cent
to Lo, valees,

b Excluding transfers in 15599 i the Intermations]
Monriary Fond in conoexion with gisld inereases,
" [mgsnrts ol nlup- evelndal from quentum in

dipes, bl included in balence,

4 Exrluding shipmenis of malitary sapplies
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Tahle 420, Rates of Discoont of Central Hanks, 1954.1941
{Percemiage per anmwm)
— et
{omndry l}:rl':' J-l;rbl'slll Jd,-h.lm Juady T :m lﬁu:r
[ June (885 Fune (950 (i Vuy I95T i
Western E

Ausiris 5N — 150 .50 - - S
Ii-]p'uuu 4.1 L] {1 — L u) ERLL
Denmark G0 =50 1.00 1.} 6,50
Finland 1.5 — {50 — — - .73
Framoe. ....... | ] =1 AN = — .50 R
Germany (Faderal Republic) .00 —{L25 125 =200 AL
lealy ; .50 — - — — .50
Metherlamls 350 - LTS .75 - - 3,50
Misrwiay 3,50 &l
Suwden 4.50 — .50 — - 5,000
United Kinglom 5.00 = 1.0 2.00 - —1.00 5,00
Japan . 167 =0.75 0.87 - {137 -7 (.57

Worth America
Casiada= 1.497 330 =2 — .57 | bt
United Staien [New York) 1.75 1.75 — {1,534 - 4im

Bewrer: Siatimtica] Ofice of the United Nations, H‘rml':'lf:r' Bulleita af Sairsties
& Mlased wn the rate |rlf'll.i'||l1. im the lsst week of the p-:rl-:-ﬂ siaied.

ern European countries. This was partly the result of
their predominant orientation towards the more slowly
growing oversens markets in the primary producing
countrics of the sterling area, while continental Euro-
pean countries benefited to o greater extent than the
United Kingdom from the rapid expansion of import
demand in western Europe itself, But, in addition,
United Kingdom exporis alse lost ground in their tradi-
tional markete® In the earlier post-war years they had
benefited from discriminatory impart restrictions in the
[Wereen Sterling Area, os well as from tariff preferences.
The elimination of the restrictions and the mrluu|
erosion of toriff preferences opened up sterling aren
markets 1o the products of other European countries as
well as to those of the United Stotes and Jopan, and
stiffened the competition which United Kingdom esports
had 1o meet, The growing dificulties in export markets
have repeatedly foreed the Government to protect the
external balance by means of domestic policies of re-
straint. The consequent slow and intermittent expansion
of the British economy (nhibited ihe Frn'urtl: of its i'i'l"l:l'l‘l'
uctivity which, in turn, contributed significantly 1o the
gredter cost increnses in the United Kingdom than in
some of the other European countries with whose prod-
wcts British exports have to compete.

* The axtit of the Usited Kingdom's Inss in sterling ares
markeis ks indieaved by the following Bgures:
Pavenilgs dhaive af erjmnle of rnnnfacfaees
= Chyarem Arwi

In 1959 and 1960 the United Kingdom economy re-
cumed fis f'l.[um'lrln afier mor= than thres VEArs of
wirtial ﬂ..l"l'l..l!il:lrl. uurinp: ihee |'llrri1'|ld 1956- 1958 the
irade Eap hnd been \'irtulll].' eliminated {1akls 4-29),
reserves had risen appreciably and the position of ster.
ling had strengthened sufficiently for the Government 1o
mnke sierling freely ponverlible inta dollass far eorrend
transactions. But the elimination of the trade gap had
been achieved primarilv by means of restraining im-
ports, For although exports expanded, they failed to
keep pace with the growth of exports from the rest of
Furope. Moreaver, there was no basic improvement in
thie rest of the country’s external transactions. Net earm-
ings from invisibles were no higher during the years
19561958 than earlier in the nineteen ffties, while net
governmenl expenditures and the longterm capital out-
flow had increozed, In these circumstances, any signifi-
cant easing of restraints was soon bound to upeet the
precarious external balance,

I 1959 the expansion of the United Kingdom econ.
omy was moderate and. moreaver, the external balance
henefited from a comhbination of favourable rircum-
dances: booming United States demand Tor British
manufactures and the existenee within the country af
adequate stocks of raw materials which moderated im-
port demand until the latter part of the year, The accel-
eration of growth in the latter part of 1959 and early
in 1960 resulied in & sharp increase in import demand

: B il for industrial materials, as well as for manafactures. As
Uﬁ”jﬂ?‘:ﬂm 'ﬁ"i E;:; ;;g gi the loom of exports to the United States came to an end,
United Staes. .. 129 132 145 170 the trade balance of the United Kingdom deteriorated
Japan i B4 90 112 A3 sharply after the middle of 1960, and as net earnings

Soureer Mational Institute of Econemie snd Social Ressarch,
Natinnnd Fapitnte Ervsumic Rovdew, March 1961

lream imvisthles also decdlined the commercal current
aecount wend into defieit. This wae Turtler secentaatbed
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Federal Republic of Germany, United Rimgdom and Umited Stmtes:

Summary of Balance of Payments, 1952.1953 10 19460
Hallenme of dollars)

Erdertmd frmreer and
A sl P lverre va' Jilpwri' shur lrrm f-lﬁ[:ll.u
Janydihbe mrreni I e
i el O ous oo ., G M
_—e B B B ik e w aa o
el s iy LT T TI, e o | ik o i
Tt = = |
Germany | Ferloral Reputdlic)
1952-1953, average i 3y ~{.1 (L1 .3 LN - —.R -
19561957, avernge LY 14 (L) 0.6 =8 — LLE, 03 =1.1
L5 1.4 —.Z - 0.9 —iT —;1 1.1 —1L4 —iLA =
1050 | ={1.f 7 (N1 = ([}, e =={.3 05 —{1.3 —i.] -
Il I2 o | LR L —i{k8 0l 1.1 Lo =2
Uit Kingolam®
166219535, averags =5 1.2 7 =0,4 3 -4 (N ez —i.1 -0l
1554 —l.> 15 ] —iL4 = =16 -2 LB}
18955 - 1.0 12 L1 =11, —iL] —L4 s | .5 LI —.4
1956-1957, average =1 1.3 L4y —0.4 - =1 i ={1.] o
| 58 0.2 13 1.5 —{.5 —{kd —{1.4 A 13 —0.7 ikl
15955 —n2 1.0 [[F1] 1.5 =[5k =14 =06 02 2 LR
T -1.0 B9 —01 —0F —O0d 03 —L5 4 -85 i
[lailed Stafest
1952-1553, avernge 1.9 I.4 ] =2 - 4 Y] - 1.8 14 .4 1.2
1956- 19T, svernge 5.4 20 i | —i.1 —2.5 =zl =7 04 M6 L8
1958 dd ¥ al =34 -0 =0 —d.h ikl bl 1.2
1555 ] 1.5 24 -3 -2 =17 =} 0.7 | 8
1, .7 15 fn.d | =14 A | = -] L7 x]
Lowreer Divisinm of Geseral Economic Hessarch asd Pulicies * Excludig tranefers 1o Internstions] Monetary Fund in

af the lUnided Netiome Sereetarial, based on dats from Ieber-
national Monetary Fumd, Halance of Paymens  Fearbosd
W eshimglun, D.C { amd [rom nafienal sowrees

o Fai Lnated "-Illn gl derm Halnlities and lwiegn frur-
chases of United States government securities; for Umiged
Kingrdom, sterling liahiEikes

by a comsiderable increase in 1960 of net government
expenditure abroad. As & resuli, the over-all balance of
current and long-derm capital tronsactions deteriorated
by &1 hillion. The impact of this deéterioration on re-
serves wis cpshioned by the inflow of shori-term funds,
which was noted carlier. The rise from 1959 o 1960 in
the recorded inflow of short-term capital wgether with
that of unrecorded receipts tolalled $1.2 billion. This
inflow enabled the United Kingdom not anly to finence
the increased deficit of other transactions, bot al=o 1o
add ta itz gold and dollar reservies, Some of these funds
appeared (o have been invested in longerderm securi-
ties, but the bulk of them were highly volatile and apd
1o be withdrawn, should inlerest rates cease 1o favour
the United Kingdom, or should a loss of confidence in
sterling ocour,

It arder 1o redvce the wide dispanity between United
Kingdom rates and those prevailing in the United States
and in the continental Anancial centres, the Bank of
England reduced its discount rate from 6 per cend to 5.5
per cent in Detober 1960 and further 1o 5 per cent in
December of that year, but even at this level United
Kingdom interest rates have an I'1.IF'I_' ower those prevail-

CI it 'lll1|I IO inrTraers,
* {hwing tn revisions of hasic daia, the distribation of privais
itil Bows wx between long-1enm -m-! short<jerm for the vears
I"hH £ 149641 is nat strictly comparahble mlh that of parlier yours
4L1r||,|.q||n,= L i B -Ilf militar !I.I:Jrl anil mervices under
gramin

ing i oither inancial centres, Since mid- 1960, growth of
domestie economic activity has agsin been nrrested s
a resalt of the decline in foreign demand for British
exports and the imposition of restroining measures.
Linder such circumstances, to stimulaie the econamy by
means of monetary policy is rendered more difbeult by
the need to aveid a large-scale withdrawal of short-term
funds.

In some respects the lsasic pmh!em of external bal-
ance in the United Stotes is similar to that of the United
Kingdam, In both countries government expenditures
abroad arre large in relation to their commercial surpls,
and both are major exporters of long-term capital. Ex-
ternal transactions in both cases were partly financed by
building up substantial shortaerm lishilities to the rest
of the world, In the case of the United States, however,
ihe pereient siznble overall deficit I.I'I.I!l}l.lj_'.hullt maost
of the nineteen ifties related to government foreign aid
policies. which were designed to make aviilable to the
rest of the world the physical and Anancial resources
neces=ary for the maintenance of growth and o high
level of trade. In addition, the maintenance of military
extablishments on foreign soil also contrilted 1o the
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growing strain on the United States external balance,
particularly since large cash disbursements abroad
were in no way thed to purchases of United Ststes
products. Thus, any adverse shifts in the balance of
eurpent commercial trananctions, which may arise from
n decline of demand in export markets or from rsing
import demand in periads of domestic boom, have to be
financed out of reserves of by forther additions to short-
term liabilities. The drain on the external reserves of
the United States in 1959 had resulted from such a
development, With external commitments normally in
excess of the commercial surplus, impact of the shift
in the current account balance had to be borne by a
decling in reserves and an inerease in short-term Liabili-
ties (table 4-29),

In 1960, however, the trend in the United States cur.
rent nccount pasition was reversed. This was. &5 noted
in an earlier section, the result of the slackening of
United States demand for imports and of the rise of its
exports which was stimulated by the boom conditions in
western Europe and Japan, The merchandise trade sur-
plus on an [ob. basis rose from under 1 billion in
1959 o 84.7 hillion in 1960, Since changes in invisibiles
were relatively minor and mutually offsetting. the eur-
fedil accodint 'I1.I:I.'FI|I].I romse I'Hr i :ntrrupnhﬂ:ll'l.ﬂ' A FnaiEnl.,
Dhier things being equal, thiz shift would have sulficed
to eliminate the need for any Turther drawings on the
United Staies gold stock or for Torther additions 1o is
short-term liabilities, However, much of the gain was
offset by the large sutfow of shortterm Tunds 1o which
reference wos 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 States corrent aceount wosld
have bemefited reserves. The sluckness of the United
Sinles ECOIY discouraged Toreign long-term inves:
mend in the United States, which diried up alter mid-vear,
imvalving for the vear as a whole a decline in United
States receipts of over S200 million compared with
1959 {aer table 4005, At the same time United States
private long-term capital moved in increasing amount
into investments in western Europe.” Thus, despite a
recheced ouiflow 1o Canada and other areas, total United
Siates private direct investment advanced by some $200
million. There were also some olher jlhkpl!l'ldﬂm ﬂﬂ'ﬂtﬁ.
nitably redoced repayments on United States govern-
ment credile, which had been sccelerated in 1959 o
ease the United States balance of paymenis position in
that year.

The recorded outflow of shori-term capital rose by
£1.1 billion from 1959 o 1960, and the shift in unre
corded transactions from net infow in 1959 1o nell da-
flow in 1960 also refiected o change in the short-term
capital position of the United States of the order of 81.7
billion.

The outflow of short-term [unds began in the second
iquanrter of 1960, and sccelerated in the third and fourth
quinrters after discount rates were raised in the Federal
Republic of Germany and the United Kingdom. The
oiitflow rose From p seazonally adjusted aonual rape of
£1.2 hillion in the first quarier 1o 82 billion in the
wrecnmd, £1.6 hillion in the third, aid H.T Bl v o thee

7 This cutfiew was snhanced by the acquisitben el the minsrity
sharelliling of the British subsidiary of a Umited Staies mulor
car manufsrtwrer im the last quareer of the year,

Tahle 430, United States Balanee of Payvmients, by Half-year, 195% amd 1960
(Billions of dollars: seascnally sdjusbed)

. (T i
- Firnl half Mevaand haslf Fire! hall o)
HEEF | :Iillb;} Ta #.5 05 LR
| . Il $d i LE wed el .
Im-wnrls —7.5 —%.4 — T4 =T.
lamre . na 7 1.4 *hH
Privote sridees amd donanions 0.7 i i 8
Crirrent emmercinl babsnee 1.0 1.4 2k 6
i Il'fﬂ-'.'ﬂ.l i 1.6 L5 1.5 1.5
ilitary expendiiures . | . ] . =L =1, - .8 —1.5
Grmuln:i]:rrd.il.l.. S =15 =15 — 1.6 =148
Repayments on loans exiended 4 i 03 3
Privaite vapi :
Direct mvestmenit ) . ={L,7 —.b —ila =10
Foreign long-ierm capital 0.2 0.3 0.5 —
Balamee of above transactions =22 -] — .5 —04
(ither private capitul =14 — iy =5 - I.E
Unreenrded tranzaetions g 0.5 0.4 =2 1,7
in goldd reserve amd dallar Falalitees

i = : i IL.B L.X 5

Soarce: |mited Stxtes Department of Commeree, Ssrey of Clirrend Busines, March 1960,
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last quarter of the year. The rise in the last quarter was
entirely in unrecorded transactions.

[t should be noted, however, that the tranefer of funds
was it salely motivated by interest rate differentials bus
involved also speculation on 8 possible change of the
dollar's gold parity. For instance, Switzerland, whose
interest rales are among the lowest in Europe, received
a dollar inflow estimated at $400 million in the second
hall 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 holdings were
sold to central banks, notably in the United Kingdom,
Switeerland and the Netherlands, which normally take
i large part of their reserve gains in gold, As such sales
imereased in the last quarier of the year, the drain of
the United States gold stock accelerated. That period
was characterized by an upsurge of demand in the
Lemdon gold market, where the gold price rose 1o s peak
of $41 per fine ounce in October 1960, During the last
quarter of the year an estimated $500 million of gold
pussed into private ownership, Some of this gold is
thought 1o have come from central bank reserves which
released gold in order to stabilize its open-market price.
The firm position taken by the new United States Ad-
ministration in the matter of the gold parity of the
dollar, helped to damp down the speculative furry.
Although the United States continued 1o lose gold in
January and February 1961, the outflow of gold tapered
off, and was reversed in March.

In the case of the Federal Republic of Germuny, the
inflow of short-term funds considerably aggravated the
problems arising from the structural surplus of the ex-
ternal balance. For almost a decade the inflow of foreign
exchange which resulted from a persistent balance of
payments surplus has produced a tendency towards
excessive liquidity. The country’s basic surplus, which
arises from merchandise irade, is enhanced by outlays
of the United States Government for its military estah-
lishment in the Federal Republic of Germany tatalling
close to §1 hillion.

The Government has dealt with the domestic prollem
of excessive liquidity through the sterilization of funds.

Papr 1. CumrreNtT BECONOMIC DEVELOPMENTS

Ui the external side, efforts to reduce the country’s strue-
turnl surplus an current wecount have been largely con.
finedd 1o @ rapid dismantling of import and payments
restrictions during the nipeteen fifties and to tarifl re-
disctions, More substantial progress was made in offset-
ting the surplas through increased capital transfers in
the form of indemuoificntion pavments, accelerated debt
repayment, sdvance paymenis for armaments ordered
ahrogd and & E:t'nw:in!: volume of eredils to irder-
developed eountries.

After 1957 the Federal Repablic of Germany's cur-
rent aceount surplus began to decline, and in both 1958
and 1959 reserve acoumilation fell short of receipts
from United States military expenditures. Despite some
ineredse in the corrent surplus in 1960, reserve acoumi-
lation would not have exceeded these receipts had it not
been Tor the inflow of short-term fands. The basic Aows
have clearly come closer to over-all balance in the latter
part of the nineteen fifties, But the balance continues to
be primarily based on government capital franssctions
and unilateral translers, some of which are of limited
duration, while others are single transactions. The nel
outflow of private capital has remained very small in
view of substantial foreign investments in the booming
eeanomy of the country,

The Government of the Federnl Republic of Germany
proceeded 1o revalue the Deutsche mark by 4.75 per cent
in March 1961, The revaluation may be expecied to
reduce the expart surplus in some degree, and is likely
to lead to &« withdrawal of short-term funds as well as
b some sale of longer-term securities, which had been
parchased by non-residents in anticipation of an ex-
change rate adjisstment. Advance debt repayments, sup-
geated by the German authorities for 1961, will further
contribute 1o a reduetion of the surplus, bot measures
of this kind would have o anee-for-all effect, leaving the
hasic pusition unchanged. For the long run, the solution
of the German surplus remains with a high and rising
level of capital exports, so lang as receipts from military
rxpenditures continue to How into the country. Apart
from these receipis, the surples would readily be ab.
sarbed even by the eurrent level of capital transfers.

Outlook”

In the industrial countries of western Enrape and in
Japan, a continuation of expansion with declining
growth rates is indicated. No substantial aceeleration of
econdmic aclivity is foreseen in any of the countries,
nor is any serioss recession envisaged. The upswing of
business investment, especially in machinery and equip-
menl, may he expected to continue in many countries,
si least until the second half of the vear. Consumer

" Bmsedl in part wpan of Giwernments 0 the Undgesd
Mations questionnaire of Mowember 1960 om eoonomde trends,

problems amd palicies.

spending is likely to rise further in view of substantial
increases in disposable personal incomes. Growing pres-
sure of costs and profit margins and some price in-
creases are anticipated in several countries, Expon
demandd, which had weakened in the course of 1960, muy

become more buayant in the course of 1961,

In North America, indicators point to 8 moderate re-
covery from the mild recesfion which had developed in
the middle of 1%, The recession had obviously passed
its trough by the end of the first quarter of 1961, It is
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generally assumed that considerable underutilization
of both labour foroe and productive capacity will persist
[or same time to come,

SLower cROWTH N WESTERN EUROPE axn Jarax

O the supply side, no significant dificufties are an-
ticipated in 1961 in the industrial countries of western
Europe or in Japan. Output will probably become some-
what less flexible in 1961 a= full employment levels are
reached or approached and eapacity is fully wtilived in
many countries. Considerable inter-country differences
exist, however, In a few countries, supply limitations
are likely 1o contribute significantly to a retardation of
growth rates, This applies particalarly to Awstria, 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,
rapecially in construction, are also anticipated in Den.
mark, Norway, Sweden and the United Kingdom. In
other western European countries, ns well a5 in Japan,
the supply position appears o be less strained, Although
the supply (actors will reduoe the growth rates in some
countries, a rise in total output of same 3 to 5 per cent
is considered possible in all western European industrial

COunires.

Demand in western European countries and Japan is
generally expected to rise more slowly in 1961, In view
of the relatively large wage and salary increases which
have already been negotisted or are expected in most
countries, consumplion expenditure is likely to rise
significantly. The growth of personal consumption, to-
gether with industrial investment, will remain major
expansionsry factors in a number of countries, A reln-
tively large share of the increase in consumption will
prabably be devoted, as in 1960, 10 consumer durables,
particularly to automobiles. Public expenditure will be
inereased in almost all countries and will give additional
sapport o demand.

Although no detsiled information on invenlory move
ments is available, it seoms likely that this component of
demand will play a relatively minor part in the expan-
sion in 1961, Changes in the volume of residential
construction will generally also be rather small. Most
couniries, however, anticipate relatively large increases
in business investment, notably in plant and equip-
ment in manufacturing industry. In many western
European countries the continuation of the investment
boom will in part be related to the expansion of markets,
as the tarifl levels are reduced within the European
Economic Community and the Enropean Free Trade
Association.

In the foreign sector, export demand is expected o
continue 1o rise in 1961 probably somewhat faster than
in the latter part of 1960, On the other hand, the rise
in imports is likely 1o slow down as the pace of the
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expansion slackens, and demand pressure is exsed. Ex.
ternal balances may record some further deterioration
in the early part of 1961, but for the year as a whole
they wre expected to be similar to those of 1960,

While the expansion of sconomic activity will con-
tinuwe in western Eorope in 1961, most eountries antici-
pate that growth rates will be lower than in 1960, For
western Europe as & whale, the increase in total output
may fall from 6 per cent to 4.5 per cent and that of
industrial production from 9 to 6 per cent” (see table
4311, In the six countries which recarded increases in
total output of 7 per cent or more in 1960, the rates of
FEpARSIOn are X to decline to around 4 1o 5 per
cent in 1961, In Austria, the Fedoral Republic of Ger-
many and the Netherlands, where labour markets be-
came tight in 1960, these lower rates may represent a
peturn to more normal full emplovment growth rates,
Growth rates of 5 per cent are anticipated in Finland
lrll! ILI]!!.

Table 4-31. Real Gross National Prodoet and In-

dustrial Production, 1960 and Oficial Estimaties
lor 1961

iPerrentage chanpe from preceding year)

Vi rmay mntinmal predbar] f-l“l-d__ . FH-_

[ —— = T T T i
ldnad}  (salimadeall (ool lesb

Western Furope:

1] 4.5 q
Metherlands . L 4 13 fi
Ausirin B ] i L]
Finland. . ... L] 5 il (i}
Leermany (Federul
Hepublic) A 5.5 Ll 9
laly 1 i 15 i
Morway .. .. T 4 7 |
'Hnr]p'um. . 5 T L]
Depmiark 5 5 .
Framee. . . 5 5 i1 [
Umited Kimgdom 5 3 i 5
Sweden .. ... 3 4 B 4.5
- O 1= G 36 15

Sourre: Divissan of General Economic Besearch and Policies
of the Unared Natlons Secretarisl, hased o dita From replies of
Governments 18 the United Nations questionnaing of November
%60 on economic trends, problams icies; from "ls
Situation Fooppmiqes de lo Communsuié ef les perspectives
pour 1061, fournal oficiel des Communautés mmpéosne
(Brussels), 22 April 1961, and fram natisnal somfees

* Countries in western Ewrope oo arranged in descecding
erder of the rate of inorease in gross national product s 1960,

v Fartber inerease, but ot a bower rate tham im 1960

* Fiscal year beginming | April.

The prospects for the remaining western European
eountries in 1961 are more varied. Growth of total out-
put in these countries in 1960 was below the avernge
for western Earope. In 1961 only Sweden anticipates a

¥ The Commission of the Eurspran Eeonomic Community has
estimated the increase in the ::lnmzvl gross mational prodoct

ol thai area in 196) &t 45 40 5 per cont as compared with the
increase of 7 per eent in 1960, end that of indestrial preduction
ot B e 7 pir cont s compared with 12 per cemt in 1960
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significant acceleration in the expansion of output.
While the pace of expansion in France is expeeted 1o be
maintained, a slackening is likely to ocour in Belgiom,
Denmark and the United Kingdom. In the United King-
dom the slight decline in 1otal outpst in the Istter pari
af 1960 appears 1o have been reversed recently alter
the relaxation of hire-purchase restrictions in Janunry
1961, However, restraints on the expansion of domestic
demand will remain necessnry in view of the substantial
deterioration of the external balanee in 1960,

The prospect for Japan in 1961 is similar 1o that for
most western European countries. The exceptionally
high rate of growth in total outpat in 1960 will not be
maintained in 1961, bat the slackening will be only
moderate. A slower growth of exports is expected to be
thee Friﬂ::iplf h-l..lrﬂ:'ns (netor,

While the rates of growth in western Europe and
Japan are likely to be lower in 1961, the pressure on
prices, which was evident in many countries during
1960, may become stronger, Wages are generally ex-
pected to rise at approximately the same rale as in 1960,
and in a [ew countries greater increases are considered
passible. The only country where wages are likely to
rise significantly less than in 1960 is the Netherlands,
which experienced an unwaually large upward shift in
labour incomes after the relaxation of government con.
trol of wages and salaries in mid-1959, With the rapid
disappearance of unused productive capacity, the rate
of increase in output per man-hour, which started to
fall in most countries in the latter part of 1960, may
decline further, resulting in larger increases in unit
wage costs, The decline in the prices of imported raw
materials in the conrse of 1960, combined with & good
harvest, which had contributed in & number of eountries
towards moderating increases in the general price bevel
in 1960, were fortuitous factors that cannot be counted
upon in 1961,

In most western European countries cautious restraing
will remuin the keynote in government economic policy
for 1961, In countries such as the Federal Republic of
Germany, the Netherlands and Sweden, where supply
limitations have been increasingly felt, the Governments
have introduced in tecent months additional measures
ta moderate the growth of demand pressures. In the
Federal Republic of Germany, for instance, the Govern-
meit decided to postpone many public building projects,
The upward revaluation of the Deutsche mark in March
1M1, which was underiaken mainly for the purpose of
ehecking inflows of short-term funds, should facilitate
the task of relieving the pressure of demand on resources
by discouraging exports and encouraging imports, In
the Netherlands, the guilder was also revalued at the
game time; monetary policy beeame more resteictive
after the beginning of the year. No relaxation of govern.
ment restraints is expected in 1961, in view of the Tact
that new wage contracts will be negotinted loter in the
jear and the current budget has already made condi-
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tional arrangements for reducing direct taxes by the
middle of the year, ln Sweden, the Government has
alrendy curtuiled the public building programme and
the imuance of private building permits. At the same
time, the buedget for 1961 /62 pims at an aver-all surplus
vomparable 1o that of the current fi=cal Vear,

The emphasis of government policy in the United
Kingdom will also remain restrictive in 1961, mainly
for balance of payments reasons. The relaxation of hire-
purchase restrictions in January 1961 was introduced
for the purpose of stimulating production in the con-
sumser durahle goods industries which had suffered as
a result of & decline in exports. In countries with spame
capacity and adequate manpower, as in France and
ltaly, policies are expected lo remain or become more
expansionnry in 1961,

The gross national product of the United States, on
a seasonally adjusted basis, fell in real terms by about
L5 per cent from the fourth quarter of 1960 to the first
quarter of 1961, Most of the decline was due 10 the
continued culback in inventories, although lor the firs
time during the recession personal consumption abso
slipped slightly, The total decline from the peak in the
serond quarter af 1960 was thus about 2.5 per cent

However, in the second quarter of 1961 there were
signs indicating that the worst of the current recession
might have been over. There was an upturn in inven-
tory mevements in the durable goods sector. But more
important was the develapment in the field of industrial
production. After a fall of 7 per cent from May 1960
1o February this year, the index of industrial produc-
tion rose by oneholf of one per cent in March and hy
another 2.5 per cent in April. In addition, there was
some evidence of even stronger improvement in May,
particularly in the sieel and autemobile industries,
which had accounted for most of the increase in April,
It seems posaible that deel production, which was ran-
ning al ghoul halfl of |'l||lr'i|'!.' :lurier 1he p,reﬁ:ﬂi,nF Wi
ter months, may incresse to 75 per cent of capaciny
Iwefore the middle of the year. As shown in table 4-32,
many athit economic indicators also gained strength by

April

Furthermore, according 1o the survey conducted
jeintly by the United States Department of Commeroe
anid the Securities and Exchange Commission in late
January and February of 1961, & modest rise in busi.
ness outlays on plant and equipment is expected in the
second hall of the year, although or the vear as & whale
the level will be 3 per cemt lower than in 1960, The
actiial development may prove 1o be more favoarable
than had been anticipated at the beginning of the year.
Aceording 1o the MeGraw-Hill Survey of late March
and early April, businessmen had shightly increased
their jnvestment plans since Octaber 1960, and in-
lended o reduce expenditare on plant and equipment
om the average by only one per cenl in 1961 (see table
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Table 4-32.
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United States: Reeent Changes in Certain Economic Indicators

{Based nm seasonally sdjusied series)

Hiem

Industrial production. .
Sreel produced . . . .
Cars sssrmbled
Non-agricaliueal emgloymeni
Average hoirs worked in manufacturing
Tatal pl.-nlurnl el i

Wage and sabary dishursements in rrl.lr:ul:'lrl:unrl;
fuil sales i

New orders for durable p;l'l-rn:l'l
Private howsing starts

dlareandage
plnmls, il e e
fa A il T
Februwary 161 =74 g
Uecember | 560 — 86 AL
March 196 =436 20,1
December 19460 =18 1.2
December 19460 =45 31
Febiri 193] 0.9 1.4
June | =19 | |
.I.Irl.l.l.l.rrlu' | Sl =54 1.1
January 1961 — |28 124
December 1760 — 280 25.0

Sonreer Umited Sauies
Eranamar Indicutors {Washington, D005

4331, This would fvolve o considerable increass in
the second half of 1961,

In Canada, trends in production followed broadly
those in the United Ststes. Fixed investment, accord-
ing to a survey conducted ot the end of 1960, is expected
o rise by one to 2 per cent in 1961, But this will be
entirely due to increases in expenditure for housing and
institutional services, since business fved investment
is expected to decline somewhat. Export= may show a
moderate incroase in 1961,

Table 4-33. United States: Plans for Capital
H-]j:l‘l'llhli

{Hlkioms of dolflers]

erernlage

e --'En -;n-um:-.l- PP e TP
Manufacturing 1448  LidW =
Mining, IRE ] ].03 4
Railraads. 0% £, 65 =33

Dhher tramspor amd

conMamimicaliins a7 N -0
Eleciric and pue wiilities A58 613 B
Commercial . ; M, il 2
Tors. 3560 3535 - 1

Source; "Hesiness Plans for New Flant anil Equipment, 1961,
14", Fourternih Annsal McGram-Hill Sarvey (New York)
e .'|.FI'I|. 1061,

Deparimeni of Cammerce, Serey of Carreal Bastaen; Joint Econnmie Comtm ities,

Unemployment still remains high in both countries;
on a sensonally adjusted basts, it amounts o neardy 7
per cent of the labour force in the United States and 10
8 per cent in Cunada. The immediate outlook is that a
considerable degree of unemployment will persist dur-
ing 1961, but in the United Stotes it is expected to fall
to about 6 per cent of the labour foroe by the end of
ihe year.

Up o January 1961, the United States had relied
mainly wpon expansionary momclary measures o
achieve a PECOVETY al eromwmic :tl!i.ril‘ll.. Slﬂlﬂ‘qﬂtﬂth‘.
slepa were laken Lo speed up sctivity on federal projects,
to aceelerate the returs of funds o the privale sctor
and 1o lower interesi rales on housing lonms. Congress
passed legislation providing for o temporary extension
of unemployment compensation benehis, and for an in-
rronse in the legal minimum wage, A number of long
irrm measares which will have & stimulating effect on
the economy were also proposed. These include a tax
reform to stimulate plant investment, programmes for
aid 1o education, urban renewal and o liberalization of
socinl security benefits. Moreover, the problem of
structural unemployment is receiving increased aiten-
ibnp. A [ederal [ﬂl.l.ﬂa!rlrll programime to hr[p -rlnl,-.|1rrlu-1|
nreas stiracl new industries hos passed Congress, and
i programme [or the retraining of manpower displaced

b putn-m.l['n:m ]'i.l!l.l hcrn inlrndlll;ﬂ".




Chapter 5
RECENT TRENDS IN PRIMARY EXPORTING COUNTRIES

After two years in which external developments had
exercised a preponderant influence upon the course of
eranamic policy and events in the primary exporting
countries, 1960 opened with domestic decisions 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 sverage export unit values of the primary
exporting countries—had inched upwards throughout
1959, It also reflects the fact that by dint of severe
resiraint on imporis, the primary exporting countries
had restored their over-all deficit on the balance of
trade to manageable proportions, so that after two years
of sharp contraction foreign exchange reserves had been
mugmiented, ot beast slightly, in 1959,

With external pressures thus reloxed, most of the
primary exporting countries allowed domestic expendi-
ture to rise significanily in 1960, In most instances this
was achieved through an increase in investment, though
in somé counlries 14X concessions or a loosening of
impart control brought aboul & marked rise in con.
stmpption, While domestic production rose appreciably
in mast of the primary exporting countries, the growth
in agricalral outpet wes generally bess favourable
than in the previous year. The combined result of &
substantial rise in investment, o proportionately smaller
bt Hidhiprﬂd rise in rnn.lnmpl!illrl and a h‘ﬂdl‘l‘ll:"!.'
for domestic agricoliurs] production o lag was the
building up of an unprecedented demand for imports,

While internal cirewmstances were thes inducing a
major expansion in imports, world markets for most of
the saleable products of the primary exporting countries
had begun to weaken, With the failure of the upswing

in ceanomic activity in North America, the effect of the
boom in western Furope and Japan on markets for most
raw materinls was not sufcient to sustain prices: after a
rise of aboul an eighth between the end of 1958 and
mid- 1960, the price index of raw materials in inlerna-
tional trade began io recede again, without having re-
gained the pre-recession average of 1957. The rise in
raw malerial prices was not sustained long encugh to
u"ﬂ'l ﬁthi'vr]f the :nnl.'inu'mﬁ dn'nrrln'l:rﬂ drift of food
prices ander the influence of large socks and a further
accumulation of surpluses of several major commaodities.
As o result, the price index of all primary commodities
moving in international trade hod barely regained the
ond of 1958 figure when, early in 1960, it staried to slide
downwards again.'

The fuilure of the aveTage mnu‘uud'll:}' Frier |:ru:|nu:|. L{5]
register any advance in 1960, compared with 1959, had
grave implications for moest of the primary exporting
countries. Instead of being able 10 finunce the upsurge
in imporis by means of a parallel rize in export earnings,
most of these countries found their trade halances de-
teriorating rapidly. The result was a spate of overseas
bormowing, & considerable rise in foreign shortderm
limbilities and & drawing down of the exchange reserves
that had bern accumulated in the previous vear. By the
o of 1960 the problem of financing the trade deficit
was again the principal determinant of internal policy
and many of the primary exporting countries were pul-
ting into effect measures designed 1o reduce the demand
for imports. Where foreign credite were not available
this often involved a cut in the rate of growth in invest-
menk.

1 The wotld primary evammodiiy situaibon in 1560 b discossed
I*T s -i:l.tl:u.tl im Uiniied MNations, Commadity Surpey, [0 | Sales
M SLILELD Y.

The impact of external developments

THE GROWTH OF EXPONT EARNINGS

The expansion in world demand for the products of
the primary exporting countries, =0 marked in 1959,
began 1o slow down early in 1960, North American
imports from the primary exporting countries showed
little if any further growth; imports into western
Enrope increased vigorously in the first half of the year
but then began 1o slacken. In very few cases was the
expansion in demand suffscient o put any strain on sap-
plies: for most of the export products of the primary

Exporting countriss, capacity remained in excess of rale
of consumption. The increase in demand, therefore, was
achicved with relatively small changes in price: nrlh-
in the case of rubber and r||:|r|-l.F|urr| fibsres did supplies
lng to such o degree that prices registered a rapid up-
swing, The price index of all primary commodities
maving in international trade rose by aboutl 3 per cent
bietwreen the beginning of 1950 and the middle of 1960 ;
and that gain was lost in the second half of 1960. The

umit vailue of exports from the primary exporting coun-
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tries recanded an even smaller rise and thai oo was
reversed in the second halfl of 1960 by the third quarter
thiz index had ﬂ:rnppnd bhelow the mnﬂ]mding 1550
lewel, 9 per cent below the 1957 average.

As n result of the slackening in the rate of expansion
in demand for the products of the primary exporting
countries, the aggregnie volume of the laiter’s exparts
incrensed by only all & much between 1959 and 1960
s it had between 1958 and 1959 when & gain of almost
B per cent wos registered. The decline in the rate of
increase wos sharpest in Latin America and Oceania; the
export quantum index rose only slightly in Latin Amer.
ira while in Oceania it was virtually the same in 1960 as
in 1959, In Africa and southern and south-eastern Asia
the quantum of exports regisiered a further substantial
rise hetwoen 1959 and 1960 —almost 7 per cent—but in
bath regions this was less than the rise recorded in the
previous interval, Only inthe Middle Esst was there an
aceelorntion : lut.lhﬂl.llurln-niuhlh. the expansion between
1959 and 1900 was about hall as much again as between
1958 and 1959, Compared with the pre-recession ndex
of 1957, the 1960 quantum of exports was about o third
greater in the Midd i E'j.ltl about a sixth greater in
Africa, an ecighth greater in Latin America, a tenth
greater in Ovoeanin and only about 2 per cent greater in
southern and south-castern Asia,

The southern and south-eastern Asian region, how-
ever, was the only one to enjoy an average unit value of
exporis higher than in 1957, In Africa and the Middle
East unit valoes hardly recovered at all in 1959,/60 and
the avernge for 1960 was almost 10 per eent below the
pre-recesaion level, In Latin America and Oceania there
was a more marked recovery in 1959, bt it followed a
sharper decline in 1958 and it was not sustained in 1960:
in both regions the 1960 average was an sighth or more
lwlow the 1957 avernge { see chart 5-11.

In relation 1o the pre-recession level, the export earn-
ings of the primary exporting countries reached their
lowest rute in the second quarter of 1958, almost $600
million below the corresponding 1957 figure. The sub-
sequent Tecovery carried them 1o a peak in the second
quarter of 1960, about 8600 million above the corre-
sponding 1957 figure. Thereafter, the dip in unit values
and the faltering in volume combined to reverse the
apward trend in earnings. The slowing down in the rise
in export enmings was common ko all major groups of
exportersi in the aggregate the couniries exporting
mainly raw materials — fbres, rubber and metals — or
tropical fondstuffs earned less in the secand half of 1960
than in the second half of 1959, This reflects chiefly the
drag on earnings exerted by the downward priee trend
of rubber, wool and the beverage crops: rubber prices
declined steeply in 1960 from the 1959 peak, wool
prices in the lnst quarter of 1960 sveraged about 8 per
cent below the corresponding 1959 figure, while
throughowt 1959 and 1960 the quarterly price index of
colfee and cooos moving in international trade remained
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bl 1le corresponding figure in the preoeding year
{ g ehunrt 5=217.,

The export earnings of the temperate food group re-
mauined remarkobly stable in 1958 and 1959, but began
to expand significantly in the fourth quarter of 19509
under the influence of wn upsirge i shipments from
Spain—in the wake of & major carrency dovaluation—
and o o less extent from Lebanon, [reland, lsrael and
Portugal. The earnings of this group reflect the relative
prioce stability of many of the lemperate (oods, partbcu-
Inrly frudy, and the continuation of the upward move
ment in meat pricess in 1960 these averaged 15 per cent
above the 1953 level and 55 per cent above the 1950

level,

.*u-l.r.l.ll'gf deeline in fuel prices throughout the 1957 1o
1960 cyele tended to offect the expansion in the volome
of shipmenis from the peirolenm -rtp-nrlmn- counbries.
Aggregate earnings, which had declined in 1959, rose
again in 1960, but &t & rate which diminished in the see-
o half af the YEAT,

As implied above, the widest swings in earnings were
liise |'.~|I ﬂ'b: rﬁq.l:hl:rirn ﬂpnq'lin.p uuinl:r T m.n.irri.lll:
thess registered the sharpest decline in 1958, the most
marked rise in 1959 and a notable shrinking of the rate
of increase in 1960. In the case af the Abre exporting
group, changes in aggregate camings, reflecting the
course of the textile industry eyele, conformed closely 1o
mavements in the price index of wool and colton moving
in international trade : after rising steadily s 1959, this
index tailed off rapidly in 1960-<ootton prices remakn-
ing stable but wool prices receding again—and in the
final quarter of the vear it wae scthoally below the cor-
responding 1959 Jevel. Changes in the prices of non-
spparel fibres exercised 8 moderating effect in 1960 the
Flrir'm al hard fibires remained :I'r].HI]'I.*rI!-' firm and I!iHI!
while the poor 1959 /64 jute crop caused raw jule prioes
iy s, Hnw:qlr.r.l the resuliant increase n I:Eu‘,- 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 lnst

quarter of 196,

The melals, ores and rubber exporting group— -
enoed most srongly by changes in the level of activity
in the durable goods industries in the industrial coun-
tries—registered swings of the greatest amplitude. The
FHE in r.lrrdnpl Wi well sisstained in 1?5'], bt I:l.pl!:l'l‘d
off rapidly after the firsi quarter of 1960, This reflects
the trend of the prin- of rabber in international trade
which affected the course of earnings in the group to o
greater extent than did the relatively modest fuctuations
in the price index of non-fermous base metals and ores.
The latter, however, abo lost momentum in the second
half of 1960, and by the lost quarter was below the cor-
responiling 1958 level,




16 Pant II.

CUNNENT ECONOMIC DEVELOPMENTS

Chart 5-1. Primary Exporting Countries: Indices of Foreign Trade Quanium and Unit Value
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Chart 52, Changes in Prices of Selected Commiod ities and in Export Peocesds amnd lmport Expendi-
ture of Groupe of Countrics Exporting Them?
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THE SOUNCE AND DISTRIBUTION OF INCREASES IN
EXPURT FROCEEDS

Motwithstanding the slackening in the rate of growth
of export volume and the reversal in the 195960 up-
ward creep in average onit valoe, the relative gain in
totn] earnings of the primary exporting countries was
j1p|| aver 5 per cenl hetween 1959 and 1960, Between
1958 and 1954, the increass was i'u.ll under 7 per ceEnl.
The proportion of countries registering o decline be-
tween 1959 and 1960—about & third of the cighlyv-seven
far which daia are available—was semewhal lower than
in the previous interval, but among them were rather
more of the major traders, including Australia, Brasil
and Indonesin, In a third of the countrics whose eam-
ings declined, however, the reduction was only mar.
ginal. In only about & fifth of the primary exporting
pouniries were earnings down by more than 3 per cemt
and these were predominantly the smaller traders.
acoounting for less than an eighth of total exports. Less
than a tenth of the primary exporting countries experi
enced reductions of more than 10 per cent in their
export proceeds: these were all small traders—pespon-
sible for little more than one per cent of the total ex-
ports of the primary exporting countries—that had
expanded their exports murkedly in 1959 (Barbados
i Hﬂi\"l.l., far Ek.l.mplrl or had had pikar r.'l:pl]l‘t CTOPS
im 195960 (Mauritius, Nicaragua, Parsguay and
Tunisia, for example).

Al the other end of the scale, increases of & fifth or
more were scored by about a sinth of the primary
pxporting countries under review—a larger proportion
than in 1958 but, because it included fewer of the
major traders. accounting for a smaller proportion af
total earnings (see table 5-1). Among the eountries
registering signiheani—over 10 per cent—increases in

Panr 1. CummesT ROONOMIC DEVELOFPMENTS

their export proceeds between 1959 and 1960 there was
le=s of & commodity concentration than in the previoos
interval. Hi.gh-*:r rubiber carnings payed an important
part in the gains of the Federation of Malaya, North
Bornen and Thailand and higher metal and ore enmings
in those of Jampics, the Republic of Korea, Peru, the
F‘l'dl"f.tl‘l“'l 1"{ Hh“ﬂﬂl‘ .I'Id H'«'m!ﬂﬂd .I'Id Eifrl'l.
Leone. However, there were also large imcreases among
filire exporters such as Pakistan, Tanganyika and the
United Arab Republic (Egyvpt), petroleum exporiers
soch s Kuwail and Trinided, riee exporters surh
as Cambodia and the “rpuHir of 1a"il-l-:"'hl'h lnd ﬁ"l.lal
exporiers such as Lebanon and Spain. In addition, sev-
eral afl the coumiri=s thal had rtpﬂ1mmd 5 ﬂh.q.'rp :Il'p
in expaorts between 1958 and 1959 —Costa Rica, Haiti,
Réunion and Uraguay, for example—regisiered cor-
respondingly sharp pains between 19559 and 1960,

Dnly three groups enrned less in 1960 thon in 1959
those whose exports consisted principally of cocon, to-
buoce ar refined petroleum; In the cocoa group the re-
duction was due entirely 1o the decline in cocoa prices.
This was offest by 0 major expansion in volume in the
case of Ghana bl not in the case of Cameroun. Redoe-
tions in unit voloe and quantum were about equally
responisibile for the decline in the rarnings of the tobacen
and lrﬂrrldlr:f |.'r|'.'l:rt||r|.r.r|1 KT, I llli._- I:uhl.l'“'.l Eroup
the reduction sceurred mainly in Turkey; in the see-
atidary petroleum group the principal factor was &
decline in ghipmenis from the Netherlands Antilles and
Sarnwak.

In most of the other groups, quantom gaine played
n ].lrp-:r par than pr'i:'r ineregwes in rniu'nE Iretal pro-
ceeds [gee table 5:-25. This was Henll'ﬂ]}' trae ol the
food exporting groups a8 well as those exporting mainly
crude petroleam, mibber or wool: among these groups

Table 5-1. Primary Exporting Countries: Distribution of Changes in
Exports and Imports

IF'E----.{I.I i--i'-r.l'd'.
Paie B e . I""Tﬁ:' o
| grrvisap v = DN mmnirier dlime i

mis [ fman e thaE e maE e

Less than 90 . _ . . 10 ] 5 04 | 5 g 30
Less than 95 3 16 a4 8 a0 1] 108 41
Legs than 108 . 32 ¥ | f.7 B a 1 3.9 il
0 ormore...... ... B5& il M 200 L1 itk 18,7 1.0
More than 105 i n Ju 152 133 ' H | S B3 i
Mose tham 110, . .. B i | a8 RO 2 47 7 211
Mose than 120, i3 15 543 3.2 4 o | L1 a0
More than 130, | A 1 20 ] 2 A nH 12
Tora® &7 27 110 are a7 &7 16 5.8

Bsree Divisian of GCenernl Evanamie Resaarch
and Policies of the United Mstioss Secretaria,
hased om [mierngtione] Monetary Fend, feerso.
hiemal Fisancial Seanistics.

* Prelimdnary, estimateil [ur some couniries on
the basts of less ihan iwelve months' jrads,

b Far lest ol conmntries tvchided, we fostnntes 1o
table 5.2: [sr statlstmal conveniesce lormer Freach
Eqguaincial Mrica enid former Fronch Wesi Africa
have boeti imcorpersted ae dingle entities; Homp
Eanng and Singapore have alsi been meluded
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Table 52, Primary Exporting Countries: Indices of Export and Import Quantum,
Unit Value and Terms of Trade®
[Cormespamiling postion of preceding year = 100}
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Petroleum, n.pumh | PR il 05 05 97 13 a7 a4y 05 a7 1ie2
Metals and opes™ [z 1 g 03 110 o102 {11 TS
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Meats, . d i L 103 105 o3 113 ) 1aE 107 103
Tene e L6 o5 10 L] 111 1L 4] L | Gl 1 ']
ﬁwm comntries lisped a7 (1753 R ([T} ] [{IL] k] 1ol L8] [7.1]
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Sowece; [hvislnn ol General Ecosomic Research anil Folicies
of the United Nations Secretariat: "Hlmuﬂ] (iffice of the United
Mations, Manibly Fealieiin ; Imlernaticnal .'I-!u-nrllr}
Fuand, Marernations! [

= Group indices are derived from countsy imhiers wedghoed by
the current dollsr vabos of sxports or imports; 1960 Ggures are
pﬂh-m.;:qqq, based on less than iwelve monihs’ trede in soms
pumanAries,

& Camerinn and Chama,

* Burma, Cambodis and Thailend.

d Brunel, Iran, lrag, Kuwsdl, Quter, Seudi Arabis, Trinidad
and Tobagp a enerusly
* Former Fresch West Afries, Libya, Migeria and the Philip-

L Mrrl.l Eemsdor, Hondurss, Isruel, Lebanon, Paname, Pactu-

i H-l.llul:hl “Hritish Guiana, China {Taiwan], Cuba, Deminican
Hepubdie, I'.|||1 Gumdeloups, Martinigue, Msurities snd Réunion.

price movementz were all downward, though only
slightly in the majority of cases. The most notable
exoeption was the tea group in which India enjoyed
an appreciable rise in average export unit value, partly
through an increase in the prioe of high-grade tea but
also through o substantial recovery in burlap prices in
the wake of the jule shortage referred o earlier in
this chapter. The meal exporting group was also an
exceplion: il regisiered & 5 per oemt rise in average
init valoe as well as a pomewhal emaller rise in expori
quantum,

In contrast o the changes among most of the Tood
exporting proups, increases in onil value contributed
more than increases in volume to the rise in the export
earnings of the groups exporting mainly metals and ores
or vegetable ibres. These groups earned between 7 and
B per cent more in 1960 than in 1959, the bulk of the
pain stemming from higher prices.

& Australia, New Tealend, Undos of Bowth Alries and Uroguay

| Federsbinn of Malsya, Imdomnesia, Norih Bornen and ihe Re.
P-uu:il.' of ¥iet-Nam.

I reece and Turiey,

v Angols, Bruzil, Colombia, Costa Hics, FI Sabvedor, Ethiopde,
l'“u...l-nuh. Flasti |.n|t Madagescar.

P e, Bahrain, Netherlands Aniilles and Sarawak

- B'-u-]nu., Chide, Conge, Cyprus, Federation of Hhedesin amd
Myasalend, Jamaica, Jordan, u:nrnrrrlh. Peru, Bepablic af Kores,
Herrs Leoms, Surinam snd Tumisia.

* British East Africa, formor French Equlﬂanll Afrien, Mevino,

Moaambsque, N5 Pakistin, Sudan, Usited Aral RI'FI-I-HI-!'
(Egypt) wned Unied ﬁ ahise (Syria).
.ﬁ#ﬂtllﬁ, aragany.

# Ceylon gnd [rhh

* Latin America, Africa {sxoleding the Univn of Soath Africa),
Middle Easi jexcluding Turkey), soul arid sualhepaslern
Aisin, -l.i.!]:ll.l.'d 1_|:|' the valiae of trede in 1951.

For most of the food exporters the decline in average
unit volue of exports between 1959 and 1960 was the
socond one in sucerssion; for the colfee, sugar, [ruit
snd wine and tobaceo exporting groups it was the third
successive decline. 1t was also the third successive de-
cline for the petralenm exporters. For the rubber, woal
and vil-seeds exparters, on the other hand, the decline
in 1960 followed a marked recovery in the preceding
year. In the vegetable fibre group the recovery came
in 1960 followed a marked recovery in the preceding
had drogiped sharply in the recession, the rise between
1959 prd 1960 swas the second in a row. For the meat
exporting group it wos alss the second increase,

In most countries the changes in export prices be-
tween 1959 and 1960 were smaller than those that had
oecarred in the two pmn‘.-dill.ﬂ intervala. On balanee
it was a very slight upward movement, in contrast to
the decline between 1957 and 1959, The overwhelming
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bulk of the increment in total export proceeds. between
1959 and 1960, however, caume from the PApAnsin in
valume.

THE UrswiNG 1N IMPORTS

As has happened in previous cyeles, the course of
imiporis into the primary exporting oonitries conlormed
clusely o that of expont earnings, but with o disting
|l!’. The reversal in the downward movement in ex pir
carnings came in mid- 1958, that in imports not wntil
well into 1959, The upswing in carnings [alered in
the second half of 1960; import expenditure contimaed
to increase: having been cut back sharply in 1958, it did
nol regain 1957 rates until the beginning of 1960,

As in the cose of expor! enmings, the most decisive
cyclienl swing in import expenditure was registered
by the raw material exporters. Imports into the hbre ex-
porting countries, having declined steadily in 1958 /59,
rime correspondingly in 195960, reaching & peak raie
of expansion in the third quarter of 1960 when imports
were & fourth above the corresponding 1959 level, The
rate of increase of imports inle the rubber and metal
exporting group of countries began o taper off some-
what earlier, but expansion continoed throughouwt 196,
This was true of the food exporting group, 1o, although
—as suggesied above—hath the outs in 1958 and 1959
and the increase in 1960 were relutively smaller (see
chart 52,

In comtrast 1o the upswing in imports into most of
the primary exporting countries in 1959 and 1960,
there was po recovery in the case of the petroleam
exporling group: import expenditure was redoced far
ther in 1960, The dominant ebement in this downward
trend was Venezoela whose impeorts had Been partico
]Irl}' |.I.i,|2;-'|:l in 1957. A decline in I':ﬁ:n.inp: petivity in the
Metherlands Antilles also contributed o the reduction
bt the growp's total fmports, Only in Aden, Trag, Qatar
and Trinidad wis there a moarked expansion in imports
and this was insulcicnt 10 offset the contrnction ebe
wihsere.

While price changes played a major role in reducing
vaporl eamings in 1958 and holding them back in
1959, they vontribuled rather less to the reduction in
ill'lp-lll'.l t'.'l.]n'r!ldil:l!u: while 1he 1.'|;|||||.-|1||: of exports rosn
flﬂﬂ}' tﬂllillLHHﬂ!'_l’ between mid-10958 and end- 1960,
the volume of imports dipped steeply in 1958 and,
though rising strongly thereafter, was only about 3 per
cent above the 1957 level in 1960, Bebween 1957 and
1958 and again between 1958 and 1939, import ex-
penditure was redoeed by almost twice i much—some
whisl less thin 6 per cent and 3 per cent respectively—
i iJ'I'I|.Iﬂl|: viplime, And between 1950 and 1960, the
upturn in prices added between ane and 2 per cent 1o
the cost of imports, the volume of which expanded by
alimvost 9 per oent

The trend of impaort price changes was broadly simi.
lar in the main geographical regions: the downswing

Panr I1. Conrent ECONOMIC DEVELOPMENTS
was mosl marked amnd the upswing least morked in
Alrica, while (veania registered the smallest changes
{see chart 5:1). The course of import quantum differed
te o much grenter extent. At the one extreme was the
upsurge of imports into Oceania in 1959 and 1960 which
carried the avernge quantum index for 1960 to about o
fifih abave the 1957 level. Al the other extreme was the
conlinuance of the downward drili of imporis into
Latin America, as & result of which the average quan-
tum index in 1960 was aboul an eighth below the 1957
level, Imporie into southermn and south-easiern Asia
|1u.|:r|1,' rnﬁl.i:nr'd the 1957 level in 1960, In the Middle
East there was o much steadier growth in the volume of
imperis. In Alrica, oo, the 1958-1959 decline was less
prosouseed, but e ropid rise in the second hall of
1959 was ol sustained throughowt 190 and For the
year as o whole the yolume of imports was only aboot
9 per cent above the 1957 level,

As indicated above, the increase in import espendi-
ture in 1960 was wide-spread: about four-fifths of the
countries lor which dota sre available imporied more
in 196 ﬂh.in i 1954, HII"I'!'\'H:'H 1058 n.r:d lm the proe
portien regisbering increases was only onedull | see
table 5-1). The proportion of countries reducing their
imports by 10 per cenl or more dropped Trom 24 per
cent to O per cent and the proportion of trade secounted
for by soch couniries dropped in o comparable eshion,
There was & corresponding change at the other end of
the scale: well over hall af the primary exporting
vountries increased their imports by 10 per cent or
more in 1960 compared with less than & seventh of the
cuuntries i 1959, while the trade for which these ooun-
trics acconnted rose even more sharply—from 8 per
cent to over 57 per cent.

The only important trading countries (o register e
ductions of more than 10 per cent in import expenditure
beiween 19559 and 1960 were the Netherlands Antilles
and Yenezuela (which bore the brunt of the read;s-
monl to surplus conditions in the world petroleum mar.
ket ), Cuba and the Dominican Hepublic {which bore
the bruni of the readjustment in world sugar trode that
lallowed in the wake of the palitical changes in which
they were invalved | and the Congo, where constitutional
changes were accompanied by economic breakdown in
paris of the country. There was a cuthack of just under
10 per cent in Spain where retrenchment was part of o
ril'n:llir alabsilizatvomn programme,

In contrast o these were o number of countries in
which imparts rose by a fourth or more. including (in
iescending order of relative increase) Pakistan, Uru-
guay, Cambadia, Australia, Peri, China (Taiwan) snd
[ndonesia. Thes: weps E:hrlu.||:|. amaELy the couniries
which had eajoyed o substantial rise in export earnings
in the sevond hall of 1959 and the Grar half of 1960,

In the groupings of countries according to their
principal export | see table 521 only two—the sugar and
the petroleum exporting groups—spent less on imports
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in 1960 than in 1959, In the ease of the sugar group
the reduction was entirely the result of the upheaval in
Cuban trade consequent apon the break in relations with
the United States. In the case of the petroleun prodie-
ing group the reduction was largely o reflection of the
severe cul in imports inte Venezuele, referred to above,
though some of the Middle East producers also imported
somewhat less than in 1959, In the cose of the rehning
group, it was the vourse of peteoleum trade itsell which
resulted in & reduction in imports: prices of erude were
lower and, as indicated above, imporis into the Nether
lands Antilles and Sarawak were abso amaller in volums,

For the rest there was a sizable expansion in imporis:
in terms of quantum it ranged from less than 10 per
cent in the case of the tea, rice and froil and wine
exparting groups to over 20 per cent in the case of the
rubber and wool exporting groups, Except in the case of
the secondary petroleum group, discussed above, im-
port prices did not diverge much From the 1959 level.
Having dropped messurably and almost universally
between 1958 and 1959—partly as a result of declining
freight rates—there was & tendency for the price of
imports o sverage somewhat more in 1960, The wnit
valoe of manufactires in international trade was about
3 per cent higher than in 1959 and this offset—and in
most groups more than offset—the Further decline in
foud and Tuel prices. Apart from the secondary petros
leum group, the coffer, froit and tobaces exporting
groups were the only ones to register a lower import
unit value in 1960: the decline was most marked in
Brazil, Greece and Spain, The vegetable fibre exporting
group registered the largest incresse—a reflection, in
part. of higher impart prices reported by Mexico,

MovEMENTS IX THE TERSME OF TIADE

Total manufacturing production outside the centrally
planned countries rase by 11 per cent between 1958 and
1959 and by 5 per cent between 1959 and 1960, These
increases—and the concomitant rise in demand for in-
dustrinl materials—were largely responsible for an im-
provement in the terms of trade of the raw material
exporting couniries: by about 6 per cent in 1959 anid
about one per cent in 1960, These gains were more o
less offset by a comparable deterioration in the terms of
teade of the food and fuel exporting countries, Thus for
the primary exporting countries as o whole the terms of
trade in 1959 and 1960 remnined approximately af the
1958 level. In 1959 there was & slight decline in both
export and import unit valwes; in 1960 there was a slight
rise [ser table 5-2).

The principal exceptions to the pattern in 1960 were
the tew, meat and coffee groups among the food ex
parters, whose terms of trade improved, and the wool
and rubber groups among the raw materinl exporters,
whose terms of trade deteriorated after their sharp rise
in 1052, The meat and tea exporters were the only groups
b regisier a :tﬂd'!.' improvemenl it their terms of trade

throughout the 1957 1o 1960 cyole, For most of the food
exporters, however, the terms of trade worsened between
1959 and 1960 as they had between 1958 and 1959, In
the case of the sugar group, indeed, this was the third
successive decline in the purchasing power ol its exports.
The coffer exporters registered a slight improvement in
1964) after two years of rapid decline: between 1959 and
1964 the average cost of its imports dropped alightly
more than the average price of its exporis. The sharpest
reduction in 1960 was in the cocon exporting group
whose terme of trade had also worsened in 1959—but
only after a considerable rise—against the trend—follow-
ing a poor harvest in 1957 /58,

Like the sugar group the petroledm exporiers also
F‘I:!'.'Iifn;"r-rl the third sicerssive deterioralion in their
terme of trade between 1959 and 1960, The group was
divided, however: the countries exporting mainly crude
oil suffered a second decline of 5 per cent in their terms
of trade while—partly as a resuli—the exporters of re-
fined p:rnllurll Ell'rn:wd il oo, thﬂﬂp:h smuller, im-
provement in their terms of trade.

Among the mw material exporters, the metals gronp
registered an appreciable improvement both in 1959 and
i 1960, The terms of trade of the fbre group, though
declining just as sharply in 1958, rose only slightly in
the recovery phase. This reflects, for the most part, dif-
ferences in the movements of eotton and woal prices.
Between 1958 and 1959 woal prices rose, while the aver-
age export unit value of the vegetable fbre group
declined. Between 1959 and 1960 the position was
reversed : the unit value of exports of the wool group
was barely maintained, while that of the vegetable fbre
grouwp—benehting from higher prices for sisal as well as
for long staple cotton—was somewhat higher.

THE DESTINATION OF EXMORTS

The expansion in the trade of the primary exporting
countries betwesn 159 and | 060 was 'n-iqh.'i:nl di=tributed.
In absolute terms, by far the largest increase was in
shipments to western Europe, but there were also major
guins in exports 10 southern and south-eastern Asia,
lapan, the Unian of Soviet Socialist Republics and east.
ern Furope and Ooeanin. There were smaller gaing in
caports to the West Indies, Afriea, the Middle East and
mainland China. The only reductions were in trade with
the western hemisphere: shipments to North America
were about 2 per ceni—§136 million—below the 1959
level and shipments to Latin America were ilzo some
what lower—largely because of a 3 per cont contraction
in trade among the twenty republics themselves.

Apart from an expansion of almost $200 million te
western Eump:-. the most notable &iflﬂllmm‘ in the
pattern of Latin American trade was a switch from
North America 1o the centrally planned countries:
largely as i result of the realignment of the Cuban sugar
trade, exports to North Americs dropped by about 3105
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million while exparts o the Soviet Unjon and castern
Europe incrensed by almost the same amount. Latin
America was the anly region to export less to Japan in
1960 than in 1959 | see table 5-3) . More than half of the
increase in the value of exports to the primary exporting
regions was accounted for by shipments 10 the West
Indies—largely crude petroleum moving from Venezuela
to Trinidad.

About half of the increase in the camings of Africa
[rom expanded trade with western Evrope was offset by
the reduction in the proceeds of North American trade.
Far behind the E-l.'il'l- i\ !!.pﬂ.l:l.l o wesdern l_.qrupr i
absolute terms was a large proportionate increase in
exports to southern and south-eastern Asia, of which
purchases by India—of copper Trom Morthern Rhodesia
and cotton from Fast Africa—were major elements.
There was alss a sizable increase in exports of maize by
the Union of South Africa 1o the Philippines where the
loeal 1959 crop had been a poor one. In contrast to Latin
America, trade within the region was greater than in
1959 (by about 6 per cent) ; 88 in Latin Ameries, how-
ever, ithis trade remained less than 10 per cent of the
region's total exports. African exports to the Soviet
Unfon and eastern Eurcpe, though less than 2 per cent
of the tolal, also rose sharply in 1960, reflecting in-

Pawr 11 CunmkNt ECONOMIC DEVELOPMENTS
creased sales of copper from the Federation of Rhodesia
and Mynsaland, cocoa from Chana, and wool Trom the
Union of South Afriea,

The Middle East increased its trade 10 & grester extent
than any of the other primary exporting regions. Ship-
ments lo western Europe—largely of petroloum—ae-
counted for about a third of the increment and ship-
ments to Japan for ahout a sixth. Unlike most of the
other regions, the Middle Fast increased its earnings
from shipments to North Americs, notwithstinding a
marked decline in the average price of crude petroleum
between 1959 and 1960, About 10 per cent of the inore-
ment in earnings came from trade with southern and
south-rastern Asia; cotton and rice contributed to this—
Egyptian cotton exports to India were double the 1959
volume—though the bulk of the gain was accounted for
by petroleam. There were smaller increases in exports
to each of the other regions with the exception of Latin
America where development of local petroleum re-
soarees in Argenting and Bragil further reduced import
demand,

By far the largest absolute incresse in the value of
exporis between 1959 and 1960 was thal recorded in
southern and =sooth-eastern Asia: st abomt 8530 millien
it gecounted Faor about 40 per cent of the expansion in

Table 53. Primary Exporting Countries: Distribution of Exporis, by Region
{ Yadie, millina of dollers, T.o.b.; indes, 1950 = | 04)
[Ep——
w " - et : r—— o
A i m S— rndrien rEndrien
Primary coatriest
Valua; | E = 20619 68T 12,515 1,573 L1114 7. 100
I 1006500 e 10 GH 164 112 16 i1
Lain Americs
Value: 1959, ., 8,318 (A5 2515 251 153 1562
Imdiex: 1960, . ... ... 13 a7 107 05 i a2
Value; 1959 5k A5 3,550 BS E7 3l
Indes: 1960 .. . 104 - rd LS 113 132 113
Mfiddle Fax
Value: 1050 e 4,705 434 2355 261 MM 1,223
Index: 1960, 104 il i 26 113 a7
Socathern ond sourh-eamern Ada
Value: 1950 7.158 1,982 5 173 2 TET
Index: [96H0 ; 107 [ 10 111 ay 111
¥ 1‘
alue: 1959 " 2808 357 1,542 o | 1045 44
Index: |90 ; T A4 o 116 116 [14
(hhers
Valwe: 19568, . . . Ls3 A2 572 il | 1 375
Index; | %60 e S La2 T {1 30 Y 101

Sewier’ Stilmbicsl (Hice of the Uil Nations
* Including exports whese destination wes mot

reporisl

b Sam of regeons indicated; Greece, Treland,
Partugal, Spain snd Turkey are not included,
* Mostly the West Indies.
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the combined earnings of the primary exporting coun-
trics, Well over hall this increase came from exporis to
primary exporting countries, most notably those within
the region. Most of the countries participated in this
upsurge in intra-regional trade: in terme of total value
the largest increases were in the entrepdt trade of Hong
Kong and Singapore; the rice and tin are exports of
Thailand, the tin and robber shipment= of the Federa-
tion of Malaya to Singapore and India and the raw jute
exports of Pakistan. Proportionately, however, there
were also major increases in the exports of Cambodia
and the Republic of Yiel-Nom—mainly of rice—and of
China (Taiwan |, the Philippines and Sarawak. Only
Burma, India and Indonesia sold le=s within the region
in 1960 than in 1959,

About a Bfth of the increpse in the combined sarnings
of the countries of southern and south-enstern Asia came
from exporis to western Evrope snd about an eighth
from exports to Japan, Like the Middle East, the region
sold more 1o North America in 1960: though there were
reductions in exports 1o the United States of some major
pmﬂth-— notably rubber and copra—tluse were more
than offeet by increaszes in 0 pumber of other iems, in-
cluding in particulsr tin and copper, sugar (the Philip.
pines Billing part of the gap left by the ending of the
Cuoban quota}, jule barlap and, signibeantly, a range
il manialactured collon and rayion textiles, siles af
which rose (eom about :l'."ﬂ it || b Ly over !-]l.l| i | Lo

Southern and south-eastern Asin also increased its
exporis to other primary exporiing regions, especially
(hceania, receipls from which were almost a fourth
greater than in 1959, In contrast to the other regions,
however, it sold less o the Soviet Union and eastern
Europe: largely because of the decline in the price of
rubber, the wvalue of ecyports to these destinations
drapped back by about 3 per cent in 1946,

Dceania was the only reglon th export bess in 1
than in 195%, The principal decline was in receipts from
western Europe but there was alse a reduction in sales
to Morth America and te mainland Ching, Exports to
aother ﬂ'ﬂ_‘ihﬂl were all I!IiEhr’l:., ﬂpﬂ.—]ﬂ“r in the case of
Japan whose purchises of wool were st o record level
and, ot o smaller seale, the Soviel Unlon which re
entered the Australisn suctions in 1959/60, switching
its purchases from Latin American suppliers. Trade
within the region also registered a sharp—20 per eonl—
increass 05 Australin raised the level of its exports o
New Zealand.

In the aggregate the expansion in exports from the
primary exporting countries in 1960 was distingoished
by the slackening in trade with the industrial countries
and the revival of trade among the primary exporiing
countries themselves, Between 1958 and 1959, notwith-
standing a decline of about 4 per cent in average price,
the value of exports to North America and wesiern
Eurape had risen by about 6 per cent ; between 1959 and
1960 it rose by lese than 2 per cent. Between 1958 and

1959 trade among the primary exporting countries had
remained virtwally stationary in total walue; between
1959 and 19640 it rose by more than B per oent. The rate
of growth of exports o Jupan—though, at 12 per cent,
still pelatively high—was only half the previous fgure.
Exporis to the centrally planned couniries, on the other
L, El.l.'lu.ml:ﬂ b}' 12 per oenl between 1958 and 1959
and by 16 per cent batwesn 1950 and 1960, umdin;_ i
per cent of o] primary exporting countries’ exporis
for the first time.

Notwithstanding the lag in North American demand
and the considerable expansion in trade amang the pri-
mary exporiing countries themselves, the industrial
n'lll.uﬂ.riﬂ Again qluurqud. l.]:: I:n.l“;.— l.'bnm Th =T el —
of the exports from these countries. The main com-
ponent of the incresse in this trade between 195% and
196} was raw materiale: thus after a decline of o sixth
between 1957 and 1958—as indusirial demand receded—
and a partial recovery in 1959, cornings from row
material exports to ihe indisstrial countries reached a
new peak in 1960, about T per cent above the highest
pre-recession figare of 1956,

To judge from the value of imports inte the indostrial
countries in the first three quuriers of the year, the
largest gain in earnings from raw material exporis from
the primary exporting countries acerued to southern and
south-eastern Asin: this region received more than half
the iotal increment, & rise of & fourth an the correspond-
]"E 10540 ﬁ!_'um i see 1able 541, The relative size of this
giin pmh-l]ih' diminished as 1960 I.I-I:E"I'E.'l.l-l"ll, for in the
secand hal{ of the year raw material prices were declin
ing, very sharply in the case of mubber, 0 major sauree
of the region’s earnings It is prn-!:u.l:!r Uhnt the llr;_t Tiss
in the eammings of Oceania from raw material exports
was similarly reduced by lower wool prices in the final
quarter of the year ; and to o less extent the smaller gains
in Africa | olsowt 10 jrer vend I e Latin America | aboui
6 per cent) may also have been somewhat lower on the
basis of a full year comparison,

MNext 1o raw materials, manofactures—mostly non-
ferrous metals and lextiles—yielded the largest inere-
menl in procesds fram exports to the industrial coun-
tries, All regions, with the exception of Oceania, gained
substantially from this source. In the aggregate the in-
erease in the first three quarters of the year was a8 moch
as a fourth but as the prices of non-ferrous metals were
rising in the final quarter of 1959 and declining in the
final quarter of 19640, the incrense in the Tull year was
probably smaller.

Among the major components of the rise in earnings
from manufoctures was a very large increase in ship
ments from Latin America 1o western Europe, chielly al
copper and other metals, sales of which were over 50
per cent higher in 1960, There was also & marked rise—
of over a third—in shipments from southern and sauth-
enstern Asis, both b0 western Europe and o North
America. High jute prices played a part in this rise but
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Table 54. Exports of Selected Categories of Goods
to Industrial Countries

(Value, millions of dollars in the first three quariees of 195%9;
imien, 195T lgiore = | (0}

urll'-nz- Fraaistuls mm Furia ”rﬁw-t
Primary exporting

coundries

Value: 1959 6,061 5389 37T 1562

Index: 1960 iy 113 103 125
Latin America

Value: 1959, ., 2,666 N 1,146 350

Indesx: 1960 10l 0 % |41

Vilise: 1950, | Gy 1,585 178 ki

Index: 19 ] 110 i 114
Maddle Eirs

Walue: 150 268 34 2358 %

Index: 960 il | o [ e [ k]
Sovarhrrn and wwabh

eualern Ama

Value: 1959, AT | A5G 106 A4

[mide: 1060 17 15 11l | s
Uesania

Valwe: 1954 6] H55 & BT

Imndden s 106A0. | 116 b | T

Siurce! United Mations, Commoaliéy Trade Shaiimies, Seaiistieal
Serien [
* Metals we ineluded with " menulsesie
* lncluding Jl;!:ﬂahrlnu-f western Europenn countries in the
Caribdean and South Esit Asia. The rvETageE in Ll daffers
I-H.r,hll}' from that af 1%5%40; ss & ressle the fuel indes 3 unier.
atabed,

it also reflects n considerable expansion in the exports
af tin and cotton cloth,

Manufactures have thus been the most dvnamir vle
ment amang the exports of the primary exporting coun.
tries in recent years: though still constituting only 10
per cent of the total shipped 16 industrial countries, in
1964 they earned about a third more than in 1957, an
increase of aboul four times the average. This reflects
not only 8 more rapid growth in volume than in the
case of primary products but also a significant difference
in Pl'iﬂi trend: while prices of non-ferrosse metals in
1960 were slightly above the 1957 avernge and the price
level of other manufoctures had remained relatively
stable. the price index of primary products moving in
international trade had dropped by shout 9 per cent.

Between 1959 and 1960 the incraase in earnings from
fuel exports to the industrial countries was only about
a third of that derived from manufsctures. The valie
ol shipments 1o Japan was about a fourth higher, to
western Europe about 4 per cent higher, to North Amer.
ica slightly below the 1939 level. In the agerezute the
increase in fuel enrnings was between 3 and 4 per cent.
slightly greater than in the preceding interval. As the
average price was about 3 per cent less than in 1959,
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the increase in the quanium of exports was almost 7
e el

The mast notable proportionate gaine in fuel exparts
were in shipments 1o Japan: the value of petroleum
shipments from the Middle East was about 22 per cent
ahove the 1959 level, shipments from sputhern and
south-cistern Asin almost doubled, while shipments of
conl from Anstralin almost trebled, In abeolute terms,
however, the expansion in exports 1o western Europs
was [ar larger: most of the increase in reovipts accroed
to the Middle East but cxports from Africn, sonthern
and south-eastern Asia and the Caribbean islands were
all appreciably higher; only Latin America supplied
lese, In its quontitatively more important trade with
North Amwrica, on the ather hand, Latin American peiro-
leum earnings were slightly greater than in 1959,

In contrast 1o the expassion im carnings from raw
materials, fuels and manufactores exported to the in-
diustrial eountries, the primary exporting countries
camed less from sales of foodsuffs in 1960 than in
1958, This was the second yvenr of decling in foodstuff
eamings: alter rising [ractionally between 1957 and
1958 they declined by one per cent between 1958 and
1959 and by almaost 4 per cenl between 1955 and 19640,
The principal factors in the most recent decline were
lower cocoa and robusta coffee prices which reduced
African earnings. poor grain harvests which reduced
the earnings of exporiers in the Middle East and North
Africa, lower cattle slaughter and lower beef and butter
prices which reduced the eamings of Oceanio.

The decline was concentrated largely on North Amer-
ica: western European imports from the primary ex.
porting countries were only fractionally lower and
Japanese imports were almest 5 per cent higher, Only
southern and south-eastern Asia sold more food to North
America in 1960 than in 1959, largely as a result of
the increase i the Philippine sugar quota following the
break between the United States and Cuba. Exports from
ather regions were substantially less than in 1959, The
smallest relstive loss—buot the largest in absolute terms

was registered by Latin America, affected not only by
o switching of a portion of the United States sugar quota
out of the region but also by lower coffer and cocon
prices and reduced beel and cantle shipments. Fruit and
nuls were the only major categories 1o vield higher re-
ceipts in 1960 than in 1959, and {or the year as n whole
Latin American exports of feodstufls to the United States
were 7 per cent below the 1959 level.

The reduction in Latin American exports 1o North
America was just about offset by increased shipments
to western Ewrope—chiefly of cereals and to a much
smaller extent [ruit and coffee. The only other region
to eéarn more from food exporls 10 western Europe was
siitithern and south-eastern Asis which supplied more
tei and mare rice than in 1959, Imports from Oceania
were about 1 per cent below the high 1959 level, while
imports Trom Alrica and the Middle Easi declined
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agnin, lian sharply than in 1959 in the case of Africa
but more sharply in the case of the Middle Ena,

Though Japan again reduced 12 imports of rice, hav-
ing become virtually sell.sufficient in this crap, it pur.
chinsed more wheat lur.I rn.|.|.'l.r -nﬂ. mre sugar ‘l.b.un in
1959, The increases came in approximately equal shares
from southerm and south-eastorn Asia, Latin Americs
and Alrica and in the nggregate the primary exporting
countries enrned about 5 per cent more from their food
exports to Japan.

TII-I[ SUUHRCE 4NP COMPOZITION OF IMPMIRTS

.i.pll't fram the l_:r.rlrrll anil ﬂ.ﬂ:llqr:l!iﬂ. nErense in
trade among the primary exporiing countries them-
solves, there was a lorge and widespread inerease in
the value of goods drawn from the industrial and cen-
trally planned regions. In the aggregate imports {rom
the indusirial countries rose by abaut an eighth, and
imporis from the centrally planned countries by somi
whai M.

[n Latin Amesica tse change in the pattern of exporis
noted above was paralleled by a change in the source
of imports. The principal ineresse was in imports from
western Europe, There was a large increase in imports
from the Soviet Union, sccompanied by a reduction in
imporis from North America. Jopan also supplied a
much larger quantity of goods, Notwithstanding the
realignment of Cuban trade, and the expansion in the
European and Japanese share of the Latin American
market, almost half of the region’s imporis contineed
to come from Morth America.

The most notable changes in the distribution of Afri-
can imports were a further rise—of almost 10 per cent-
in purchazes from western Eorope and & decline of
about & &fth in purchases from Japan. The latter, how.
ever, was more than arcounted for by changes in the
delivery of ships for Liberian registry; Japanese ex.
parts to the rest of Africa were considernbly higher than
in 1959, especially 1o Nigeria, British Fast Africa,
Lhana and the Union of South Africa. On o smaller
scale impaorts from the other regions all rose, but over
two-thirds of the region's imports again came from
western Europe,

Like .‘Lfrit'l.. the Middle East drew the balk of the
increment in its external supplies from western Europe.
With the exception of eastern Europe and the Soviet
Union—which furnished more or less the same amount
as in 1959—imports fram the other regions also row,
mosl substantinlly in the case of North America.

Southern and south-eastern Asip was distinguished
nol only by the mossive increase in its tatal im
nbout u sixth ahove the 1959 level—but also by the
lact that the largest element in this increass come Trom
the United States, The largest relative expansion, how.
ever, was in goods drawn from Japan: this flow rose by

almost a third, o constitoie about a seventh of the
region's total imports in 1960,

Both Oceania and the West Indion region increased
itheir imporis from almost all sources, but especially
Fiam western ]:':lLI'I.I'llE I.|1d Morth .ll:nrr'irj.. |'.L1|.-J fana &
smaller scale from Japan. The expansion was particu.
larly lnrge in the case of trade between Oecania nnd
Japan: between 1959 amld 1960 Japan's share of the
exports of Coeanin rose from about 10 per cent o 12
per cend and of the imparts from 4 per cenl fo nearly
T per cent.

In wmtal, well over threefourths of the increment in
imports indo the primary exporting couniries between
1950 and 1960 nriﬁinlhﬂ:l in the indostirial countries:
of this, substantially more than half came from western
I:u:ru'l:u-, rither less than a third frosm North America
and the remainder from Japan, OF the incresse in im-
ports from the industrial countries—to judge by trade
returns for the first three quarters of the year—almon
hall consisied of machinery and tromsport equipment
and rother less than a thied of other manufactured
goods—including steel and other metal semi-manofac-
tures. The remaining fourth was divided more or less
equally between chemicals, raw moterials and foodstuffs.
For the year as a whole it is probable thoat the propor-
tion of imports drawn from North America and the
|.u"n|r|:|rl|.|||'| rnmi.i!l'ns of Toodstulls were bath somewhat
higher: United Stafet grain exports o the primary
oy FI!I‘tirIF rnunh-ir:l .ml: ll.li:ﬂ.lmlil“r in '|J'|r lq:ll 1|I:|:|.r|.-r|'
of the vear, approsching §1.0 billion in 1960, compared
with lesa than $0.7 billion in 1959,

The most notable coneentration on impors of capital
poods was in Alvica and Latin America, In Africa all
major categories of imports from the indusirial coun-
irirs—with the exceplion of fuel—registered an increase
between 1959 and 1960, bt over 60 per cent of the
increment comprised machinery and vehicles. The bulk
of the expansion was in supplics from western Enrope
bt the largest relative incrense was in the equipmient
other than ships, drawn from Japan (see table 551,

In Latin America the whole of the net increase in
i:n'l.]mrl.u from ihe indusirial couniries was acoounted
for by capital goods: there were abo increases in im-
FDI'L'I- af chemicals and row matetials, bt these were
offeet by reductions in importe of {ood and [uel and in
manufactures other tham machinery and vehicles. As
in the case of Africa, the bulk af the increment in -I.'I:I.Fi—
inl gowls camwe from western Enrope: though North
America continued 1o supply about half of the 1otal,
there was litile change in this Bow between 1959 and
1960, Latin American imports of machinery from the
United States were actually slightly lower in 1960 than
in 1959, though this reduction was offset by on increase
in imporis of vehicles, especially aircrafit.

In the Middle East the largest incresse in imports
from the industrial countries in the first three quarters
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Table 55 Imports of Selected Categories of Goods from Industrial Conntries
(Value, millions of dollers in the first three quariers of 1959; index, 1959 Rgure = 10}
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of the year was in the category of manufactures ather
than machinery and vehicles. This increase came almost
entirely from western Europe. lmports of capital goods
may have registered a grester expansion later in the
year: exports {rom the United States in 1960 were
shout § per cent above the 1959 level. Much greater,
however, was the expansion in food shipments from the
United Stmtes: these increased by slmost a third in
value between 1959 and 1960, & 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

enuniries in the Caribbean and Sowth Easi Asia
The coverage in 19640 differs sbightly from sbe
ol 1950,

ilmiosi 805 billion in 1960 compared with less than 80.3
billion in 1959, There was also o doubling—to nearly
$0.2 billion—of raw cotton shipments from the United
States &b well as o large inoreass in shipments of copital
goods and most other manufactures. In southern and
south-easlern Asin, indeed, imports in the first three
quarters of the year were sppreciably higher in all major
categories and from each of the industrial regions.

There was s comparable general expansion in imparts
into Oceania, though this was concentrated to a far
greater extent on manufactures,

The balance of payments

In many ways the most notable development in the
primary exporting countries in 1960 wos the upsurge
of imports examined in the previous section. Though,
#s indicated above, there was a further increase in ex-
port earnings, it was far outpaced by this incrense in
import expenditure. As a resull the merchandise balance
aguin deteriorated. As in past vears much of the deficit
was met by long-term borrowing and—on a more selec-
tive basis—by an inflow 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 1o out-
run the resources available from exports and long-term

capital, The result was an incresse in short-term debi
A pood deal of this was in the form of a further expan-
sion of commercinl credit, but o number of eountries
had recourse to the International Monetary Fund {IMF)
whose lending activities, after & notable reduction be-
tween 1958 and 1959, increased again in 1960,

Apart lrom these external resources, the primary ex-
porting countries drew on their own produection of gold
and on their reserves af foreign currencies to finance
the growing deficit. Gold production imereased by be-
Iwesii O ani & per oEnt, Fulljn; abaut H.:]E- imallimie 81
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the disposal of the primary exporting countries, mostly
in the Union of South Africa. Nevertheless, total offcial
gold and foreign exchange holdings were drawn down
in the course of the yesr by about $429 million,

As the year advanced the strain on the balance of
payments in & number of countries began o mount,
In some the slackening in the pward movement of ex-
port earnings was the major factor, in others an outflow
of private capital was more significant. In most, how-
ever, il was the rapid rise in import expenditure that
exeried the strongest pressure on external sccounts, The
result was o reversal of the trend towards relaxation
that had set in during the second half of 1959 in the
wake of Jmp:rm.'in!; balanoes. I]:r the end of the frst
quarter of 19461 there had been 8 number of devaluations
{mostly implicit), import controls were being reim-
posed or made more stringent, exchange restrictions
were being tightened up, fiscal and monetary restraints
were being re-introduced in order 1o curh internal de-
mand, effarts were being mule to postpone the repay-
ment of old debts and 1o raise new loans and new in-
centives were being offered both to encourage exparis
and 1o attract foreign capital, How to finanoe the ex-
ternal deficit was again the question of most immediate
concern (o o majority of the primary exporting coun-
iries.

THE WINENING OF THE PATMENTS GAF

The trend in expart earnings of the primary expart-
ing countries, vigorously upward throughout 1959,
levelled off in 1960, Import expenditure, on the other
band, having been cut back in 1958, did nol resume
its upward trend until the second hall of 1959, There.
ufter, imports rose more rapidly than exports and showed
litle :.'iﬂm af ]m]]i.ns afl mm 1060 |see charl 5-3). Los-
sequently, having reached its lowest level in the first
hall of 1959, the merchandize trode deficit of the
primary exporting countries increased steadily during
the recovery phase of the cyele. By the second half of
1960 the deficit—exports fob. minus imports eif.—
was ppproaching the annual rate of 5 billion. This was
eloae o the rale nbl.lini.n.g i the first hall aof 1958,
though well below the mid-1957 rate of 86 billion that
precipitated the payments crisis of 195758,

Between 1959 and 1960 the export earnings of the
primary exporting countries rose by over 81.6 billion.
Expenditure on imports—measured e.if.—rose by about
twioe that amount, however, so that there was o net in-
erease in the passive balance of trade from about §2.6
hillion to about £4.3 hillion. The incresss in the deficit
derived almost entirely from southern and south-castern
Asia and Decania—in equal proportions—and Africa, In
each of these regions there was o consliderable widen-

*ing of the rade gap, the great expansion in import ex-
penditure having been insufficiently supported by an
increase in export earmings. lo the Middle East and
among the primary exporting countries aof Europe, ex-

Chart 53, Primary Exporiing Countries: Moving
Four-quarter Average of Exports and Imports
{Bellioms of dollars, anmual rates)
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ports rose more than imports, increasing the surples in
the former and I"'I'leTi.I:IF the deficit in the latter. In Latin
America, on the other hand, the expansion in imports
exceeded that in exports and the passive balanoce—which
bad been greatly reduced in 1959 was widened slightly
i 196,

The only commaodity-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 faclor was a cutback in imports—in Cuba
and the Dominican Hepublic—as a resalt of which the
group’s passive balance was reduced to les than 4 per
cent of its total trade, In the Fruil and wine group the
tige in export receipts was both general and large
enough to surpaze a notable increase in imporis. In the
Fl:l.'ml-rl.lm Eroup, the rise in the active balance derived
from a simultaneous expansion in exports and contrac-
tion in imports; the expansion in export receipts how-
ever was confined largely 1o the crude group, where it
was universal: the secondary petroleum exporters did
not share in it {see table 5467,

Apart from the crude petroleum group the only other
ane with an active balance of trade was that whose prin-
vipal export is rubber. In contrast to the petroleum
group, however, the rubber exporters registered a
sitable reduction in their over-all trade surplus: in the
wiake of the remarkable rise in incomes they had en-
joved in 1959 came a 21 per cent increase in imporis
in 1960, In absoluie terms this was double the amount
by which export receipts increased.
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Table 5. Changes in the Balanee of Trade of Selected Groups of Countries
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Among the remaining groups of primary exporting
counities there was jin iocrease—ind generally o sub-
stantial increase—in the merchandise deficit between
1959 and 19601 Tn all coses the cause of the ineresse
wias the expansion in import expenditure. Only in the
tobieen and coroa groups was the effect of the upswing
in importz enhanced by o reduction in exporl receipts;
in all the wher groups the widening of the gap took
place despite o rise in exporis. Proportionotely, the
widening wae greatest in the case of the cocon, wool
und volfes exporting groups, bul there was also a large
incrense in the relative deficit of the oil-seed, meal, vege-
table fbre and metal exporting growps, in the face of
npprociably higher export earnings.

The widening trade gap wos a fuirly general phenom-
enon, Between 1959 and 1960 the irade balance in
over Iwo-thirds of the primary exporting countries be-
came less gotive or more passive; this was more than
iwice the proportion recorded between 1958 and 1955,
In 1959 the largest category—# per cent—comprised
countrics whose trade balance was less passive than in
the previows year; in 1960 the largest category —48 per
cent—was of countries whose balance had beooms maore
pilssive. 'nml.l,!;h the proportion of countries with an
active halance was muoch the same in 1960 as in 1959
—between a fourth and a third of all the primary export-
ing eountrics—the relative size of the balance was sig-
nificantly smaller

This violent swing in the balance of trade—from an
improvement of over 8.3 billion between 1958 and
1959 to o deterioration of about §1.7 billion between

* For country composition of groups, see foatneles (o table 5.2

* Hong Koug and Singapure

1959 and 1960 —was accentunted by changes in income
paymenis fraem Fnl'u'!n-n'n-ht'd assets, The 1958 peces-
siom had resulted in a marked reduction in prafi trans-
fers in 1959, particularly from mineral and rubber
companies; by the same token the recovery in demand
and prices in 1959 was followed by o simble incresse
in dividend pavments in 196,

Among the lew countries in which the carnings trans-
mitted by foreign investors did not increase hetween
1959 and 1960 were Australin, Colombia and Inde-
nesin. In Avstralia the outflow of investment invome
wae al a peak—£A 145 million or 13 per cent of import
expenditure, measured cif.—in the fiscal year ending
in mid-1960; it declined somewhat in the second half
of 1960, In Colombia net payments on {oreign invesi-
ment, which had dropped back sharply in 1959 from
a 1958 peak. receded Mirther in 1960, In Indonesia where
estate production has tended 1o decline—in the case of
rubber by about a Bfth hetween 1955/56 and 1959/60
—the et outflow of investment income was also some-
what lower in 19060 than in 1959,

THE MOVEMENT OF CAFITAL

In the aggregate the flow of long-term capital [rom
the industrial to the primary exporting countries does
not appear 1o have incressed very markedly between
1959 and 1960, The movement of public funds con-
tined at o high rate but there were potent faotors mili-
lating against an increase in the flow of private funds,
inclisding, in particular, the upsurge in investment op-
portunities in western Europe and Japan and the con
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tinued existenee of idle copacity in many Helds of
primary commedily production,

The movement of private capital was also affected by
lhd ﬂH'h:tErnn- Lily i.nl!:nu'lﬁrnl:l.-u-rl al pﬂl:il:irll OF PO
uncertainty in & number of important troding countries
~ineluding ihe Uongis, Cuba, the Union of South Alrica
mnd Venezuels and on o smaller spale Ecoador, the Fed-
eration of Rhodesia and Nyvasaland, Hondures and
Hl'u}'l:l. I thise countries nol only was the amount of
new Toreign investment greatly reduced but there was
wlso & Hight of capital, domestic o= well as foreign-
owned. The resull in most of these cases was o net out-
Mo af privaie |'l||i1|1,

Thiz sllow was ofset by the movement of private
capital (o other primary exporting couniries—mosl
notally it Argenting. Australin and Brazil and, on o
smaller scale, into such countries as Colombin, Greece,
lsruel, the Philippines, Thailand and New Zealand-
willy the result that on balanee long-term capital move-
meits geem b hove bevn sustained more or less ot the

P9 Jevel,

From ibe United Staies the pet outflow of privaie
long-term capital to the primary exporting couniries was
of the order of 30,7 billion. This woes moch the same as
in 1959 in potal, though more of ii—especially in the
case of fupds moving 1o Latin America—was in the form
ol :ulm:njlli.-um 1o new ssues and less of it in the form
of the direet investment of United Stotes corporations
unidd other long-term capital movements. Direct private
inwesiment in the primary |"|:||-|;|-:1i:|'|.p; coimiries was less
than 30,3 hillion in 1960, having dropped progressively
From = 19501957 ayverage ol over 810 billion when
pelt'u'rlj:rn Hiveslmenl 10 1i"=:r|.ﬂ:|.rE]l was al ils pn.ul_
Sinee there was an sppreciable inorense in total direct
privite investment between 1959 and 1960, the move-
ment towards the indusirial countries noted in the pre-
vious intervial was evidently still running strongly.

[n contrast Lo the contrnetion in direct private invest-
ment in the primary exporting countries, long-term
lending by the United States Government contipued 10
expanid: it was aboul 6 per cent greater in 1960 than in
1959, and ps repaymenis were sizable in both vears, the
incrinse in net sdvances was somewhat larger than that.
Uf the net amount of 80006 hillion in 1960, sabstantially
less—a filnh o 1960 |.'l.|l1:||.|ll'rr.| with iwice that g
tion in 1959—went o Lofin Americs and correspond-
ingly more to other primary exporting countriez. These
countries—~notably India pnd Pukistan as well as others
ins the Middle East and southem and sooth-rasiern Asia
—alse grined From e qul..ll:r ol nur|1-|u-| cuvmeysdilies in
exchange for local eurrencies. The amount invelved in
1960 —aboat $0.4 billion—wos considerably greater than
in the previous vear, Though csentially o form of
short-term lHaldlity in the first instance, o large propor
tion of the local currency hobifings of the United States
was intended for re-lending within the country in ques-
tion, thas being converied o longer-term: borrowing,

Eubstuntiolly larger than public lending was the total
af public granis: excloding miliiary transfers. these
amunted o about 813 billion in 1960, slightly more
than in 1959, The lorgest recipients of United States
public capital—loan and gram—were, in descending
arder, Indin, the Hepublic of Korea, the Hepublic of
Viel-Mam, Pakisian, the United Arab Hepublic and
Turkey, but sizabile amounts alsy wenl o olher Asian
and Middle Enstern countries as well as 1o Argentina,
Brazil and Moroceo,

Though sggrepate Ggures are nob avallable, it would
appear that the investment boom in western Evrope
militated agains ainy preal sncrease in the outflow of
private capilal 1o the primary exporting countries,
'-TI!HF pu'llit ::.;-:'ul moveinienis ll.I'I:I'EI:II Ein hnl: |rr.rr|
on & somewhst larger seale than in 1959, the total (low
wae probably wd moch above the 1959 hgure. There
wiis g gmall incrense in officin] capital transfers from the
Umited Kingdom o the rest of the sterling aren, includ-
ing a E6 million rise in government grants o the de-
pendent territories. Net private loog-derm investment,
however, dropped further—from £184 million in 1958
1 £15 million i 1959 and £136 million in 1960—
whereas the income from past investment recovered
from ite 1959 decline. The outflow of private capital
from France to the primary exporting countries also
declined. This was not fully offset by public capital, for
while grants to franc pone countries wers somewhat
grester than in 1959, new lending wos on a reduced
scale. The principal increase appears 1o have come from
the Federal Republic of Germany: investments in the
under-developed countries by the Reconstruction Loan
Corporation ruse [rom DM 270 to DM 580 million and
there was also an increase—fram DM 240 10 M 280
million—in reparation payments to lerael, The level of
multilaternl aid through the European Economic Com-
munity (EEC) was also substantially higher in 1960
than in 1959 the total amount committed rose from the
equivalent of 867 million in March 1960 1o §126 miltion
in March 1961,

The role of selected fnstitntions

Over and above the funds Bowing to the primary ex-
porting countrics by way of direct privote investment or
Eovarnmsenl granl ar -IIJ'HIl il'ringﬂl IHI.III:"I.'I“!,'. e
to foreipn -'ulunpc was also obtained through borrow.
ing From one or other of the inlemational Gnancial in-
stitutions, Most important among these institutions from
e peoint al view of Inllg term fimamee wis the Inter
national Bank for Reconstruction and Development
{ TEERLYY.

With the renewal of expansion in many primary ex-
porting countries in the course of 1959,/60, borrowing
from the IBRD rose sharply between 1959 and 1960:
new loans—at $473 million—were almos back ot the
record 1958 bevel. The increase inactivity was facilitated
by the enlargement of the Bank's own resources—-capital




182

and borrowing powers—but in most lending countries
the capital market remained tight and loan charges con-
tinued at the higher rates introduced in 1957,

Parily as a result of the decline in new commitments
in 1959, actual dishursements of the IBRD in the pri.
mary exporting countries were somewhat lower in 1960
'I:hln in 1959: §344 million, or about 15 per cent below
the 1958 peak. Since repayments were about 28 million
higher than in 1959, moreover, the net outflow of funds
from the Hank to the primary exporting countries—at
220 million—wns about 13 per cent below the 1959
Ievel.

As in 1959 the main recipients of new funds in 1960
were in Africa and southern and south-eastern Asin. Net
African receipts in 1960 totalled 888 million, somewhal
less than in 1959, These fgures, however, 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 812 million in 1960. Net draw-
ings of the rest of Africa amounted 1o $100 million in
1960, 40 per cent above the 1959 figure. The largest
dishursements in Africa in 1960 were in Algeria and the
Federation of Rhodesin and Nyasaland ; sizable amounts
went to the Congn, Gabon, Nigeria and the Sudan, and
smaller amounts to a number of other countries, As in
1959, the principal new loan was [or mineral develop-
ment: in 1959 it was ia Algeria and Gabon, in 1960 in
Mauritania where new iren ore deposils are being

opened up.

Net dishursements in southern and south-enstermn 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 Thailend also drew substantial amounts
on earlier loans and there were smaller dishursements
i 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 §155 million was
available in undisbursed loans to the former and about
$136 million to the latter. These two amounts were by
far the largest of those still 1o be drawn on: together
they sccounted for almost & fourth of the total credit
still available to all borrowers from past loans.

Gross disbursements to Latin America were wide-
spread: no less than thirteen of the twenty 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 $10 million and a5 repayments were
relatively large, the net outflow of funds 1o Latin Amer-
ica was only about 831 million, §3 million below the
1959 hgure, In the Middle East, Iran and the United
Arab Republic were the principal recipients of Bank
funds in 1960; on & much smaller scale disbursements
were also made to Lebanon and Turkey, Hepayments
reduced the net receipts considerably but—nt 834 million
—they were substantially grester than in 1959, As in
1959, Ausiralia repaid a portion of earlier loans,

Pawmr II l...l.'ll'I:I'.H'l' If_l!l-:'lu-illl.t BEVELOPFMENTS

In the |hrir|'|.lr].' HI'H;IHIII'LE couniries in the !ﬂ!ﬂslll"_.
the sum of new loans negotiated in 1960 excecded the
amaal dhabivraed bn (e eourse of the FeAr J'.l}' abaoui
$129 million. As o result, the total of prospective funds
standing to the credil of borrowers ot the beginning of
1961 was in escess of §1 billion

“n a r-u:h smaller 1I|:|.|r wWere :he |:||'h:rll||:|l1.l ol the
International Finance Carporation (IFC). Disburse.
mienks on investments mada by the 1FC in the primary
u.pu-'rlJnF couniries amwunied 1o about 314 milllan in
1960 eompared with only $8 million in 1959 and less
than §6 million in 1958, Most of the enterprises in which
the Corporation participated in 1960 were in Latin
America, the largest amounis going to Brazl, Peru and
Venezuels. Ameng the commitments of $14 million un-
dishursed at the end of the year, however, were partici-
pations in indusiries in other regions, incloding India,

Iran and Tanganyika,

Among the major national institutions, the Export-
Import Bank af Washington was a much less important
source of funds in 1960 than in 1959, This reflects o
mirked slowing down in the pumber and size of Joans
negotisted in the fiscal year 195960 o well 25 o
murked incresse in the volume of repayment. The main
coptraction in nel disbursements between 1959 and
1960 was in Latin America: the amount paid out in
other regions—though relatively small—ree consider-
ably, from abouwt §25 million 1o almost 859 million.
The chief recipients were India and Spain, Net dishorse-
ments in Latin America declined from §156 million in
1959 1o less than $5 million in 1960. Only Argentina
drew & met amount of much the same order ps in 1959
$41 million as agsinst more than $58 million. Mexico
received considerably less, Brazil's receipls were entirely
ahsorbed by repayments and the other main borrowers
—Chile, Colombin and Peru, whose combined net draw-
ings had amounied w0 $B8 million in 1950—paid hack
& net aum of $45 million in 1960

In contrast o the contraction in net dishursements,
the amount of new Export-lmport Bank lending to pri-
mary exporting countries in 1960 was more than double
the 1959 figure. New loans were negotisted with Indo-
nesia, lran and the United Arsbh Hepublic (Egypt)
bringing the total made available 1o the Middle East
up to §53 million (compared with §17 million in 1959
and to southern and south-sastern Asin up to $134 mil-
lion (compared with a mere $12 million in 1959).
Similarly, new loans arranged for Latin American
countries—al about $318 million—{ar exceeded the §239
million negotiated in the previous year, Ei!tl.iﬁl:‘l.hllj‘.
of the total of 8727 million committed, over $530 mil-
lion was arranged in the second half of the year. This
represents & notable stepping up of operations in re-
spect of Latin America and, on a smaller scale, Africa
and the Middle East and it reflects both the increase
in pressure on the balance of payments of a number of
countries and a marked casing in the lending policy of
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the Bank. The latior was mwst notioeable in the case
of Latin America where the problem of current account
imbalances was accentuated by the heavy 1960/61
schedule for repayment of eardier loans. The Bank
helped to mseet the situation not only by negotiating new
loans but alsa by re-phasing repayments, most notably
for Brazil.

Of rapidly incressing importance as a source of
United States credit has been the Development Loan
Fund (DLF). Though the loans arranged for primary
exporting countries totalled somewhnl less in 1959 /60
than in the previous fiscal year, there was—as in the
case of the Export-lmport Bank—a marked acceleration
in the second hall of 1960: the amount negotisted in
this pericd was mot Tar short of the total for the whole
of 1959,/60, While lagging far behind the amount nego-
tiated, disbursements rose more steadily—from less than
866 million in 1958/59 1o almost §203 million in
1959/60 and an annual rate of 8243 million in the
second half of 1960, By the end of 1960, after throe
vears of operation the Fund had allocsted about 81,84
billion; of this about §1.37 billion had been ohligated
but less than $0.4 billion actually disbursed.

Well over hall of the amount dishursed by the DLF
in 1959,/60 was in southern and south-castern Asia,
much of it in Indin where the Fund has been an im-
poriant vehicle for the United States contribution 1o
the external support of the development programme.
Smaller sums were paid out in the Middle East (obout
$38 million, including Greece), Latin America (§25
million) and Africn (88 million). Concentration on
southern and south-eastern Asin was even greater in the
second half of 1960882 million of the wtal of about
$108 million disbursed in primary exporting countries.
New lending to the other regions was stepped up
sharply: $172 million was committed in the Middle
East, §72 million in Latin America and 844 million in
Africa. But the actual release of funds in these regions
remained relatively small-about $16 million in the
Middle East, 85 million in Latin Americs and rather less
than that in Africa.

THE INCREASE IN SHONT-TERM DERT

A large proportion of inlernational trade is financed
by relatively short-term commercial credit, and in a
number of primary exporting countries changes in the
How of imports in 1960 were reflected in changes in
the volume of outstanding foreign lishilities sccumu-
lated in the banking system. Thus & decline in such
liahilities—as reported in Ceylon, Cuba, the Dominican
Republic and Venezuela, for example—was associated
with a reduction in imports. More commanly, 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 Hepublic of Yiet-Nam, South Africs and the Sudan
—foreign linbilities followed the eourse of imports

downwards in 1959 and opwards in 1960, In others—
the Federation of Malaya and Ghana, for example—these
movements wore upward in both years, Larger imports
in 1960 were also reflected in incrensed short-term debt
in such countries as Brazil, Chile, Ecuador, El Salvadar,
Iraq and the United Arab Republic.

One of the instruments through which the volume of
short-term boarrowing has been expanded is the system
of export credit puarantes insuranoe, The extension of
this syslem continued in 1960: more countries set ap
machinery o assist exporiers in this way, in several
countries the nature and number of insuralile risks were
enlarged and there was a tendency to lengthen the
period for which eredit would be granted, especinlly
to importers of the beavier capital poods.

In the United States the Export-Import Bank intro-
duced—in May 1960—n scheme for insuning exporiens
agninst non-payment brought about by political devel.
opments, This provided 180-day cover and was the
Bank's first essay in short-term guaraniees: by the end
of 1960 about $120 million of United States exports
had been insired in this way, In April 1961 the Bank
enlarged its operations Turther by extending its facili-
ties 1o government-owned petrobeum companies, which
had not previously been eligible.

A counterpart to the inerease in foreign linbilities in
many of the primary exporting countries in 1960 was
the growth in short-term capital movements From miost
of the industrial countries, From the United States 1o
the primary exporting countries, for example, there was
an incresse from less than $0.2 billion 10 over $0.6
billion in the outflow of private shortterm funds and an
increase from less than $0.3 billion to nearly 80.5 bil-
lion in the outflow of government shortterm funds,
Much of the latier reflects the expansion in salos of
surplus whest and rice for local currency, as well as
an increase in loans—particularly through the DLF-
repayable in local curreney, In addition to the rapid
rise in short-term credits in 1960 there was 2 rapid
decline in short-term debits: in 1959 i p[imlr}' =
porting countries’ shod-lerm clidme on the United
States increased by ahout $0.7 billion, in 1960 they in-
creased by only $04 billion.

In some primary exporting countries short-term lia-
bilities were rediced by a process of consolidation and
deferment which converted them, by agreement with
creditor countries, into longer-erm loans. To some ex-
tent this has occurred in the case of the local currency
claims aceruing to the United States from its surplus
disposal programme, though in recent years such cur-
rency haw been aoquired much more rapidly than it has
been relent. In 1950/60 Brazil, Chine (Taiwan),
India, Israel, Pakistan, the Republic of Kores and Spain
were among the countries receiving food or cash loans
in retiurn for local currency, and commodity sales alone
yielded the equivalent of over $400 million in the cur-
rencies of the recipient countries, In the case of India,
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agreemet was reached in 1900 on the disposition af
the Bs, 4600 milllsn | $966 million nqui'l.'uJ-EnI } enunder-
part fomd that hsd boen buill up as a resubl of Poblic
Law 48 shipments in the period 1956-1959: R, 2420
million to be lent o the Government, Rs, 10850 million
o be given 1o the Governoment as & grant, Hs. 730 mil
lion to be used for local expenditare by the United
Statrs, and Rz, 450 million 10 be reserved for loans 1o
business enterprises in Indis, both lodian and United
States-owned,

Notwithstunding the deflerment of short-term debt and
other adjustments 1o the capital sccount in & namber
of primary exporting countries, problems of financing
the eurrent account remained. With imports continuing
to rise, and export prices beginning to fall sgain, pres-
siare an reserves tended to mownt o8 the yvear sdvaneed,
The result was recourse 1o the IMF by a number of
countries, In the first hall of the year stand-by arrange
ments were sought by Guatemala, Honduras and Yene-
goela; in |be hoal quarer of the year, Argenting,
Colomdsia, El Salvador, Haiti, lran, Nicaragua and Para-
gusy joined the Hst of such ountries, The smowmnt of
credit available in terms of stand-by agreements stood
ot 8356 million at the end of 1960, compared with 163

million a year earlier.

In the rourse of the year twelve primary exporting
couniries drew on the Fund's resources—the same num-
ber = in each of the previous two years, but the amount
barrowed (8273 million ) was substantially greater than
in 1959 (8180 millien) or 1958 |§184 million). The
largest drawings in 1960 were by Argentina (870 mil-
tlon b, the United Arab Repuablic {849.8 million |, Brasil
8477 million) and lran (845 milllon); smaller
amounis were drawn by Bolivia, the Dominican Repuls-
lic, El Salvador, Hondurez and Paraguay. The only
sperations oulside Latin America and the Middle Fasi
were drawings of 8125 million by Pakistan and the
Union of South Africa and & smaller amount by the
Philippines. In southern and south-eastern Asin, Burma,
India and Indonesia all made repayments and the net
return of finds from the region amounted to almost 880
million. Though several other countries made repay-
menls on previous loans—among them Chile, Colombia,
Haiti, the Sudan and Turkev—the other regions all in
creased their net drawings and for the primary expart-
irl!: ronnlries 12 & group the mel pcrommodatbon af orded
by the Fund—at $98 million—approached the level of
the recession yenr 1958, This provides a sharp contrust
with the low level of net drawings in 1959 repoyments
of 8107 million by other primary exporting countries
had almost offset the amounts drawn by Argentina
and Spain in conjunction with their stahilization pro-
grimanes.

The hl";hrr rale of |:|.11'u.'|.r.|F continued into the new
year. In the first quarter of 1961 Chile, Colombia and

the Union of South Africa borrowed sizable amounts
and new :lI.II:IILIII-!f prranemenls were entered into with

Pamr I, CuRRENT ECONOMIC DEVELDEMENTS

Pera aivd Turkey a8 well as Chile, And in April, Aus-
tralia enlled on the Fand—for the first time sinee 1952
drawing §175 million and arcanging o stosd-by credil
of B100 million 1o meet possible peeds in il following
twe lve maonthe

STHATNS 0N RESEHVES

The combined effect of the almost universal upsurge
in expenditure on imporis by the primary exporting
coiintrles, the increase in profits sarned and transmitied
by Toreign invistore from same of these countries and
il Aight ol cagrital Trom ilese and others was consider-
able pressure on the over-all external balance. And not-
withstanding the support provided by a continuing net
inflow of privite capital, an appreciable inorepse in
movements of public capital, both loan and grant. and
an even more sabstantial expansion in short-term eredits,
commercial and oflcial, the primary exporting countries
had to draw on their reserves o fnanee the payments
deficit, The decline of 1957 and 1958, which had been
reversed in 1959, wae thus resumed in 960,

The largest losses in reserves in 1900 were registered
in Oeennia. Africe and Latin America; there was a
small decling in the Middle Fasi | excluding korwait and
Saudi Arabia, where they probably rose) while in
smdhern ll1l|. un.|.1]1|-|.-ul:r'111 jq |.|.| .IIH". EYEn mare, 'm the
primiry exporting countries of Europe reserves were
pugmented sgain (see lable 5-T), The rise in reserves
in this Enropean groop was I‘a:rFEh- the result of de-
Wlnprrlrrll!h in l"in'uin where Lhe stabilization PrOETAmImIE,
with 15 secompanying devaluation and extermal bor-
Fowing, was associiied with major improvement in the
halanes of teade. In southern and =outh-eastern Asia, on
thie other hand, the increpes in reserves was more & e
fection of capital muosvements: there was a rise in FTS
term borrowing and & considerable increase in other
forms of credit which helped to finanee the sxpamsion
in imports and the resultant worsening of the merchan-
ilise balance.

Oceania also enjoyed a further influx of long-term
capital and a major increase in short-term oredit oon-
nected with a similar upsurge in imports. But the bulk
of the deterioration in the balance of trade was financed
from domestic reserves: these were drawn down to the
low level they had reached after the 1955 imprart boom.

In Africa, exeluding the Portugoese and (ormer
French territories, about three-fourths of the large in-
crease in the trode defickt between 1959 and 1960 was
paid for from reserves, the remaining fourth by an in-
erease in e wel inflow of capital, The bulk of the 1560
trade deficit was accounted for by South Alrice where,
along with o massive oulflow of capital, it absorbed not
onty 3748 million of newly mined gold but also §184
muillbomn of alicial Toreign exchange reseryes,

In Latin America as in Africa, the outfow of cagital
was fully offeet: in contrast to the situation in 1939,
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Table 57. Primary Exporting Countries: Regional Changes in Trade Balances and Heserves
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the decline in reserves in 1960 was smaller than the
over-all trade deficit. This overall change was com-
pounded of opposite movements, however: in Vene
muela o large improvement in the balance of trade was
sceompanied by a large outlow of capital, while in the
rest of the region a correspanding warsening in the trade
aceasint wis more than offset by the inflow of eupital.
Uutside Cuba and Veneruels, indeed, there was an ap-
preciahle increase in officinl reserves, notwithstanding a
trade deficit almost as large as that ineurred in 1958,

In the aggregate, less than 10 per cent of the trade
deficit of the primary exporting countries was financed
from oficial reseeves; Tor the under-developed group
of countries the propartion was only 6 per cent. These
agigregates, however, lend to concenl the nature and
magnitude of the change between 1959 and 1960 they
reflect the net resull of a number of unesually large
transactions, particularly on capital aceount, Among
these was nat only the owtflow of funds from such coun-
trics &5 the Congo, Cuba, the Dominican Republic, the
Union of Seuth Africa and Venesuela, referred to above,
but aleo & major inflow of funds into such countries as
Argentina, India and Pakistan.

A comparison of end-of-year figures also tends to
hide the severity of the drain on reserves in the second
half of the year when the rapid expansion in imports
continued in the face of declining export prices. After
a guin of over §300 million in the first half of 1960,
offcinl reserves were drawn down by about $840 million
—or almost 5 per cent—in the second half of the year.

In 1959 almost two-thirds of the primary exporting
caitfitries had added to their reserves; in 1960 about

{825 million se 1958, B9 million in 1958 and =80 silion in
10l have been allocated 1o Africe.

# Greece, Ireland, Portugal and Spuin

. E‘U'll-'l'lj-lll. Tram, Iraiy, lsroel, Jordun, Lebanon, Swdan, Turkey
ansl the Umited Arab Repiblic

i} per cent of the primary exporting countries had to
hnance & balance of payments deficit by drawing down
their reserves. Nor was the reduction o small one: 40
per ceal of the primary exporting countries lost more
than 10 per cent of their reserves and one-Tourth lost
more than 20 per cent, well over double the propartion
of countries in these calegories in 1959, At the other
end ol the scale, the proportion of countries increasing
their reserves by more than 20 per cent dropped from
a third to an eighth. In iotal, reserves were increased
by about 4 per cent in the course of 1959 and reduced
by alssst 3 per cent in 1960,

By the beginning of 1961 the over-all ratio of reserves
1o import expenditure at current annual rates had
dropped well below a half, 10 o post-war low. In view
of the large and continuing increase in the accumulated
debt of the primary exporting countries and the grow-
ing burden of servicing and repaying it, international
liquidity had sgain beeome a pressing problem, posing
u serious threal to economic development programmes
tii o mumbrer of countries.

ABJTUSTHMENTS IN TRADE AND PAYMENTS POLICTES

In general the principal cause for the rise in short-
term liabilities, the ranning down of foreign exchange
reserves and the re-emergence—towards the end of 1960
—of balance of payments strains was the expansion in
imports. This expansion was largely the result of evenis
and decisions of 1959 the reversal of the 1958 down-
swing in primary commodity prices ond the holding
back of imports had, by the end of 1959, restored ex-
ternal esquilibriven and replenished reserves to the
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degree thought necessary, in many countries, o warrant
pome felaxation of resiraint on domestic demand, par-
ticularly for investmint, and on import expenditure.
Where imports were still under quantitative control,
there was o general tendency for quotas and ourrency
allocations 1o be on a more liberal scale in 1960 than
in the previous two vears, In other countries—partiou-
larly those exporting rublser or tin or, 10 & less extent,
wool or copper—the rise in prices and earnings in 1959
was sufficient to evsure that, in the absenee of controls,
imparts would expand in 1960,

Import expendiiures rose between 1959 and 1960 in
almasl B0 per cend of the primary exporting couniries,
And in 80 per cent of these countries the rise in imports
eonlributed Enll.nll::.l 45 per cent), !“F'!F (25 per
vent) or partly | 10 per oont) to & deterioration in the
balance of trade (see wmbile 5-8).

Mot all the countries in which the trade balance
deteriorated —because expenditure on imports rose to &
greater extent than income from exports—had to draw
upon their reserves. Half of them, indeed, entered 1961
with larger holdings of foreign exchange than they bad
had at the beginning of 1960, In many cases this reflects
the resulis of borrowing, though in several countries
donations and other receipts also helped 10 finance the
additional importe. There was an incressed Aow of
pH\'lt-E t!E.pH..Il o A I'Hr!rl':llrlll., China { Tarwan ), Jordan,
Pakistan and the Philippines, and these countries, as
ln'l!“ iic) Iid'lﬂ-].. .'I-Iu-l:nl:ru. Il1: Hrpuhlir ol K-u-rl.-.l and the
Republic of Vier-Nam, ales received more in the way
of gronts and other invisibles than in 1959, Lebanon's
invisible earnings rose als, Notwithstanding the rise in
reserves, measures to restrain imports became common
ini this group as 196 advanced, especially in those coun-
iries in which the expansion in foreign exchange hold-
ings wan largely the result of additional borrowing.

Pakistan and the Philippines were amony the coun-
trics deliberately incressing impors, st least ot one
stage in the year. In Pakistan import quotas in the
eecond holf of 1960 were the most generous sinoe the
institution of contral in 1952 raw materials for local
indusiry were particularly fovoured but there wos a
large increase in allocotions for consumer poods, too,
intended o be dhirl“lli-mmr:r. In ithe H1.i|lp|:|i.|:|r.'i the
spicial import tax on United Steles goods was reduoed
early in the vear aind in May a general relaxation of
credit was accompanisd by & substantial reduction in
advance deposit requirements for importers, At the
same time 8 devaluation of the pso l.|-1.|:|.'ir|g rale wak
designed 1o stimulate sxports, The ppsurge in imports
was checked 1o some extent towards the end of the vear,
lwwever, when, s part of a decontrol programms, the
proportion of imports granted quotas ot the low oficial
rate was greatly redoced. With foreign exchange hold-
ings declining steadily from o September pesk. the
proportion of imports eligible for the prefemred rate was
ngain reduced in March 1961,

Adjustments of the effective exchange rale were sl
e |11lr other countries in this groizj, bath o stimilae
exports and to eurb imports, The Republic of korea
devalued the hwan in February 1960 and again, more
sharply, in Janunry 1961, Eforts o eneouroge exports
also took other forms: in April restrictions on trode
with Japan were relaxed, in July an exchange retention
scheme, medism-term credit facilities and selective sub-
sidies were all offered as export incentives, A more
liberal investment luw was enncted early in 1960 in order
to attract foreign capital, In China [ Taiwan} there was
also an incrensed inflow of capital following the promal-
potion of & more favourdble Foreign invesiment law in
19589 and the granting of Turiher concessions to inves-
tore in September 1960, However, largely a5 o result of
o poor 195960 riee harvest, exports lagged until late
in the year when a better 196061 crop provided sup-
plies for a recovery; in the meantime imports were
discournged to some extent by o 10 per cent devaluntion
of ane of the selling rates of the NT dollar in July. In
lsrael o 30 per cent premium was ofered on foreign
exirreney brought in by immigrants and tourists and in
the course of the yenr there were several substantinl in-
crenses in duties on imports, The Republic of Viet-Mam
alse used duties along with n “stabilization surtax™ to
i.zrp i!r:lpl:ld: in check as well as (o increass the prodec:
tion of local industries.

Argenting and Uroguay had devalued and simplified
their rl.t]u.rl.pr. slrisctures in !'JEQ.Thnuaﬁ in bnith coirn-
iries the free market role Huctuated only within rels-
tivily marrow limits during 1960, sdjustiments wers
made ta the effcctive rate from time 1o time by altering
ihe rate of tax on major exports and the category and
rate af surcharge on imports ne such adjustmeni In
Lruguny wis o redoction of the relention tax on wool,
late in the year: this boosted shipments which had been
lagging since the opening of the 1960,6] season with
lower world prices. Even with these adjustments impart
expenditure inereased 1o 0 much greater extent than
export earnings in hath countries, The Tact that reserves
continoed to rise reflects the cesults of incoming capital ;
it alse hides the rise in shortderm and mediumderm
obligations. This rise and the impending maturity of
debitz incurred earlier forced both countries o seek new
ctedils bowards the end af Ih: year. .'-DEE'nl:irlu. qr.r-qgeﬂ
with the IMF to defer repayment of it 1958 barrowing
afl $4L.5 million 1o March 1963 and 1o have repayment
of its 19510 imrrnhihﬁ ol 100 millian siretched out over
five vears. This, along with accommodation arranged
with other ereditors, including the “Paris Club"™ of
European exparters, served to reduce the 1961 repay-
meni burden Trom 8375 million—more than hall of
end- 1M reserves and a thind of 1960 export earnings
—to mhout 875 million. Urugusy segaotinted an increase
in = e of credit From United States |.1u.r|h... [form !E.H
million to 852 million, It also arranged a stand-by
credit of 830 million with the IMF bot was not abbe
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immediately (o0 comply with the financial conditions
governing eligibility.

Among the remaining countries in which the expan:
sion in imports was enticely responsible for a deteriora:
thon in the balance of trade. capital inflow and net
receipts from sources other than trade were not sufficient
to prevent s reduction in reserves. In this group, indeed,

were several countries from which there was o capital
outflow,

Most notable among them was South Africa where—
the merchandise deficit being covered by gold produc-
tion—the los of reserves in 1960 was whelly accounted
for by an outward movement of private capital, much
of which took the form of the purchase of foreign-
owned shares in local concerns. In Awgust interest rates
were raised o narrow the gap between local and Euro-
pean rates; the adminstration of exchange control an
resident’s capital movements was lighlened ; in Novem-
ber it was decided to reduce quite deastically—at least
in respect of other than capital goods—import quotas 1o
be allocated in 1961 ; a small credit was negotiated with
the IMF lute in 1960 and o larger one (25 million )
rjrl? w106l

Similarly, though on & much smaller scale, capital
{tight From Kenyn was a factor in reducing the external
reseries of the British East African territories, thoogh
in this case the rise in imports and the decline in
robusta coffer prices and carnings |.r|l1'ﬁ|i the mujor
rofe. In Ecundor the merchandise balanoe remained
petive though imports expanded to o somewhat greater
extent than exports. Banana shipments contributed most
ta the rise in receipts but some encouragement was given
to minor lems |.1].' in increase in the propartion eligible
for conversion at the free mte of exchange, which
averaged shout & sisth above the official buving rate
during the year, Fears of inflotion in the woke of de
climing prices for voros and colfer exports and rising
investaenl expendifuces in the public sector seem fo
have contributed in some mensare not only o the ex-
pansion in imports bot alzo to the outflow of capital. A
more slgnificant imulant of imporis, heweser, was a
reduction, in April, from 50 per cend 1o 25 per cenl, in
the prior deposits required for & number of Hems,

Private capital also registered a small net outflow
From Indin; its effect, however, was Tar outweighed by
increased donstions. With reserves falling sieeply in
the hirst three quarters of the year and with a growing
appreciation of the foreign exchange gap in the f-
nancipg of the third development plan due to sart in
1961, increasing elfforts were made 1o improve the bal-
ance of trade. August saw the abolition of export controls
on aboul seventy items, while import allocations for the
sin months beginning in October were severely cut, Allo-
cations for the following periad, in 1961, were reduced
still further. To attract more foreign private capital the
1961 /62 budpet—while providing for & sizable increass
in total tax revenue—reduced the rates of tax applicable

Paur II. CummeENT ECONOMIC DEVELOPMENTS
to cetlain incmne sceruing 1o foreign-owned companies
and to [ﬂ'e:iln. techmicians. Al the same lme & consor-
tum representing the IBRD, the Federal Hepublic of
Germany, the United Kingdom and the United States
began marshalling the credit necessary 1o finance a pros
pective external deficit of 86.5 billion over the next hve
yvears, The Soviet Umion, having provided the equivalent
of 33TE mullion i 1960, -nﬂlch.'l] & new credit af abouat
$126 million for industrial projects o be Bnonced
largely in 1961, Contributions of 820 million by Japan
and 856 million by Cansdn raised the amount available
[rom the IBRIY consortiiam 1o 8223 billion (or the next
iwo fiscal years and to af least 3.5 hillion over the Ave
years af the plan,

The rise in imporis ko Irag sand New Fealand re-
flects, in part, the relaxation of import controls imposed
in 1959, Developments in 1960 prevented this process
from being extended, however, and later in the year it
was the decling in reserves that dominated policy. In
Irag the external balance was affected by the weakness
of petroleum prices and by the poor domestic harvest
which made i1 necessary, in the third quarter, to prohilit
the export of bardey and arrange for additional imports
of wheat. Trade agreements negotisted towards the end
of the vear offered dotes and cement in exchange for
eelecied imports, [n New Zealond & precipitous decline
in reserves in the second hall of the year—as imports
eontinued to rise, in the face of falling export prices—
induced & tightening of domestic credit policy, an
increase in import duties and an effort 1o riise external
laans,

Coneern aboul external balance influenced the policies
pursaed by most of the other countries in this group.
In Mexico, though the decline in foreign reserves was
reversed in the lnst quarter of the year, the relationship
hetween dollar nssete and dollar linbilities was {ar less
favourable st the beginning of 1961 than it had been
it the begirming of 1960, The Government was given
puthority to adjust triffe and establish import controls
in order to protect industry and minimize the inhibiting
effect of the paymenis position on internal industrial
development. In Cambodia laws relating to foreign in-
vestment were liberalised in an effort o aitract new
capital, In Ghana, in the face of lower exporl price,
discrimination against dollar and Japonese poods was
ended in 4 move 1o reduce import prices, In Nigeria
funds were borrowed from the United Kingdom under
the new system of “Exchequer loans™ and there was o
general increase in tariffs, partly for revenue purposes,
partly 16 protect new industries and partly 10 slow down
the rate of increase in imports in the light of the lower
COCON [Frices,

Maost of the countries in the group experiencing bith
an expansion in imports and a contraction in exports
i see table 58) registered a decline in foreign exchange
holdings, These were generally countries in which in-
Aationary pressures hod been—and in some cases still
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were=particularly strong and in which efforts 1o correct
the external imbalance were complicated by the lack
of internal balance. At the one extreme of this group
were some of the Lotin American countries—notably
Brazil, Chile, Colombia and Parmguny—while at the
other end were the Unibed Arab Republic (Syria),
Tumisia, Burma and Awstralia,

In Brazil, 1960 opened with an effort to encourage
secandary expaorts by allowing their proceeds to e con-
verted ot the free market rate—about 2K cruzeiros per
dollar—al which 130 eruseiros was in cash, the re
mainder in the form of a negotishle bill on the central
bank. The import rate for foel, wheai and equipment
wias beld al ) criageiron, the aisklion rate Tor
sthier imports was bid up steadily—by & weighted aver.
age of 32 per eenl in the conrse of the year. With imports
rising and export receipts tending 1o lag, the [ree rate
of exchange deprecinted in the second half of the year.
To compenszate for rising costs, the export rate for coffes
and cocon was raised from 76 to 90 cruseiros per dollar.
In 1958 and 1959 the effect of the growing imbalance
on the country’s foreign exchange holdings had heen
masked by a stzable inflow of private capital and further
oflicial borrowing which together had Bnanced maore
than u third of total imparis. In 1960, however, the
imbalance was greater and the inflow of capital smaller,
By the end of the year delivery of foreign exchange
bnn;l:l ot auction was having to be delerred. As in the
epse of Arpentina, the eriziz was precipitated by the
heavy 1961 schedule for repayment of external debi:
aguinst eamings of less than §1.3 billion in 1964, te-
serves of abouat 8440 million and a pasive balance il
irnde, debts of over §1 hillion were falling due in 1961,
The situation wis met in part in March 1961 by a fusther
devaluation, the most significant aspect of which was the
sbandonment of the soction system for imporiers’ ex-
r.luh!r h.-qu'irrl:lﬂl.i in favoar of the Fres Tl'l.ll'h.ft Al
o chanpge in the preferential rate for sssential imports
Trom D00 o 300 crogeiros per dollar. Al the same time
iegutiations began far the consolidation and stretehing
out of the various segments of the country’s debi-—to the
IME, 1o the United Sinies Government, and 1o com:
mercial creditors in the United States, Europe and Japan
—and for new credits to restore the inflow of capital
bo ot least its 1959 level. A third element in the pro-
gramme was the opening up of new markets; if neces.
snry by means of bilateral agreements such as those with
the Soviet Union in 1959, with Crechoslovakin and
Paland in 1960 and with Yugoslavia in April 1961,

Colambia, like Brazil, had a passive balance of trade
in 1960 and a smaller inflow of private capital. Never-
theless the decline in reserves was nol much greater thin
the amount by which commercial ndebtedness was
teduced. In an effort o preserve the external balanee,
the domestic restraints of the 1959 stabilization pro-
pramme were continued and the export pesn was de
valued by about 6 per eent in May, Exports were also
expanded by means of coffee and cotton barter agree-

ments with the Federal Kepublic of Germany, Japan,
the Soviet Union and the United Kingdom. Coffee soles
were stimulated late in the year by a reduction in expart
tax, A contribution to export earnings wes also made
by beel, shipments ol which were no longer prohibited.
With i.m]'mrl.l 'rilinr_ in a record level in 1960, however,
reserves declined steadily throughout the year. A new
stand-by agreement was entered into with the IMF in
Movembier, and early i 1961 825 million was drawn in
support of the balance of paymenii.

Chile also drew on its IMF stand-by eredit early in
1961, after o year in which reserves had fallen rapidly,
in the wake of & record rate of importation, The expan-
SRR UM iu'L]:l::rll wns &n element 1o e dl:d!uﬂ-lir slnbilizs-
tion programme ; it was indueed by o relaxation of quan-
I.H.l.l:iv:- ::lunl'rni. ] rﬂlurl:inn iim e prim-r llhl.lﬂli"l.l- :r|.-||:|1.|.i.|:lrd
[rom imporiers and & further movement towards contral
by tarsff,

In Awstralin internal demand pressares were reln-
tively much milder than in the Latin American countries
in this group, snd ﬂ.i!'tnﬂi:'lmuf |:|nHti.-E|| were fallowed,
at least in the second hall of the year, None the les,
in combination with a general relasation of import con-
trol in February 1960, they helped to induce a tré-
mendous gpsurge i imports. Though tax and other
incentives were offered to exporters, the steady decline
in expart prices was suliclent o prevent sarnings [rom
increasing, Despite a further large inflow of rlpitl], the
result was o deamatic runming down of reserves that had
been secwmulated in 1959 The drain continoed into
1961 and, adhering 1o s more liberal trade policy,
the Governmend had recowrse o the IMF while further
tightening domestic credit conditions.

In the United Arab Republic {Syrin) the expansion
in imports in 1960 From the relatively low level of 1959
Was Erl.H.IH"'l"d in J.-lu.l'l ll}' lrru.ngﬂmnnb under F'I.Il!li.t Law
40 of the United States, Since, in the wake of ancther
pooT hin'ﬂl. I'ID'HI"FFI. I"ll'l-ll:l'l EII'I"|iI1FI| rtnndlhﬂ ‘I:-'ﬂ:l'lli.tll1
iy the lowest level sines 1950, reserves bore o large
pm'mrli.nn al ihe sirain. The free rate for the ||-u|1l'|.l|i
depreciated. despite steicter import controls and re.
siraints on domestic credit. Exchange holding were
bovostd by borrowing fram the IMF in the lusi quarier
of the year, but the external balance remained under
stress o in February 1961 general exchange controls

were bmposed,

The rise in imports into Burms came in the wake of
increased export earnings in 1950; whereas earnings
fell away in the second hall of 1960, however, imporis
rose still [urther ns o resull of some selective incnoases
kn 'Lm{mcrl licenees relesed in mid-vear in an eforl 1o
reverse the upward movement in the eost of living. This
ohjective was achieved but anly by drawing hesvily
on reserves, | he infow of privaie J'u.FELuJ seems 1o have
beren somewhat less than in 1959, despite the passage
in February 1960 of & pew imvestment law desigoesd
to attroed foreign enlerprises, Heeeipie of aid, however,
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were somewhat greater than in 1959, partly as o result
of a decision, taken in April, 10 sccept grants from the
LUnited States. The decline in exports in the second half
of the vear reflects movements in rice sales: shipments
of other commodities, encournged by an exchange re-
tention scheme inaugurated earlier in the year, were
penerally well maintained.

In Tunisin, in the face of a poor alive crop and a
0 per cent drop in olive ol shipments, imports rose
vigorously from the low 1959 level, reflecting a marked
increase in fnvestment both in |i',h|: industries in the
privite sector and onder the Government's expanding
“equipment budget™. The increase in the trade dehcit
was more or bess covered by a comparable inerease in
donations and official capital receipts: although French
military disbursements were Turther reduced as Jocal
estublishments were scaled down, there was & more than
compensating rise in funds [rom the United States, As
a resall, reserves—which had been greatly strengthened
by the impori restraings in 1959 were drawn down only
marginnlly.

Among the few primary exporiing countries whose
reserves were higher at the end of 1960 than st the
beginning, despile an expamion in imports and a con-
iraction in exports, Indonesia and the Sudan derived
jpart 'uif the increase from an active balanes of trade,
Honduras reinforeed its exchange holding by barrowing
from the IMF. and Greece had a larger inflow of public

capital and non-trade income.

Indomesian reserves rose rapldly afier the devalua-
tion of August 1959 and under the influence of high
l"l.I.I.l.l!nlt'l prim Afer rr.l.r]:i.nE H I.ll:u.k in Hp.n.'h 106l
the highest sinee that of the Korean boom—they were
drawn down slowly during 1960 &= imports increased
and export reeeipls turned downwards, A reorganiza-
tion of the exchange control system early in the year
gave export and importsaving industries the highest
claim to import allocations. Later, in August, however,
the system was relaxed in respect of certain consumer
goods, in order to hold down the urban cost of living.
For the sume reason sugar exports wers saspended in the
wake of o smaller domestic crop. Against this, however,
reserves seem o have gained more from the net move.
ment of capital in 160 than in most recent years.

In the Sudan the strong recovery in exports in 1959
greatly increased the country's reserves and made pos.
sible 8 general relaxation of economic controls both
internal and external. Though carnings in 1960 were
appreciably below the 1959 level, many import duties
were reduced in the middle of the vear and a substantial
addition wos made to the list of items oot subject 1o

special licence,

In Greece the deterioration of the merchandise bal-
ance was more than offset by larger net receipts {rom
shipping, transport and touriem. Reserves were also rein-
forced by a net inflow of public capital appreciably

Pamr 1l CumEeNT ECONOMIC DEVELDPMENTS

hiEErr than the low 1950 ﬂ';urr. The effect of this was
largely offsel, however, by a decline in the amount of
Foreign private capital invested in Greek industries
under the recently enacted incentive scheme and by the
purchase of foreign-owned assels in the electricity in-
dustry.

There were relatively few countries—about 10 per
ceitl of the primary exporting group—in which o redue
tion in export procesds was exclsively or even partly
responsible for & worsening of the external balaner,
The weskening of the petroleum market capsed the
reduction in Bahfain and Qatar; the decline in cocoa
prices was the principal fastor in Cameroun. In Mauri-
linis, sugar Fll'l:ldl.ll'.til:lrl was severely out by cyclone dam-
agr. In Bolivia tin exports slumped badly and foreign
exchange holdings, alier baving been built up by higher
exports in 1959, were drown down rapidly, despite an
increase in the inflow of private capital. There was o
similar decline in reserves in Nicaragun, following o
vary poor oofion crop and & halving of colion éxpori
enrsings, though in this cise the drain was cliecked by
an increRse in oversea borrowing os well as o reversal
in private copital movements,

In Turkey export receipls were lower i 1960 than
in 1959 for almost all major ilems, most seriously for
lolares, shipments of which dropped back a further 13
per cenl to the smallest volume since 1952, The lag in
tobacco sales—most notable in the first quarter of 1960
—wis fosome extent the result of the exclusion of tobacoo
from the devalustion of export rates in August 195%;
in the course of 19640, the tobaceo rate was raised rom
its parity of 5,60 liras per dollar, partly in February
and completely in August when o unified 9.00 rate was
eetablished. The failure of export carnings 10 rise in
1960 necessitated o reversal of import policy: a con-
siderable liberalization in the Gret half of the year was
followed by o sharp cuthack in the second half, accom:
Fnuil:-d bw new resbraints on domnestie r]E':rh.ll.m:L (Mheinl
huldings of foreign exchange declined for the third
suceessive year, and with foreign labilities substantially
higher and a large amount of Foreign debl maturing. &
refinancing operation became necessary. Early in 1961
a sizable stand-by eredil was negotinted with the IMF
and maturing debts owing to creditors in the Organisa-
tion for Evropean Economic Co-operation {DEEC) were
consolidaied and extended,

About a third of the primacy exporting countries
strengthened their merchandise balanee between 1959
and 1960, For almost three-fourths of this group, the
improvement stemmed from increased export eamings.
The improvement in the irade balance in these countries,
however. was nol always accompanied by an increase
i reserves | indeed a majority of them registered a de-
cline in their foreign exchange holdings.

A few rountries managed to increase their exports
1o m degree that enabled them 1o finance both an ex-
pansion in imports and an addition 1o reserves. In this
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group were Hritish North Borneo, the Federation of
Malava, Sarawak and Thailand all of which substan-
tially increased their camings from rubber and tin.
The group also included Peru, where the coming into
}Irqduqll':ln of the new Tprnmpq.]q O peT mine added
very considernbly io tolal exporis, as well a2 Giatemala
where there was o major recovery in banana exporis,

In Guatemals and Thailand, the inflow of private
capital also seems to have been greater in 1960 than
im 1959, This was 1'.I1I."II-IJTIEI-'E|. in Thailand PHH!!- by a
revigion of custams tariffe early in 1960, which lowered
duties on investment goods and raw materials and raised
them on consumer manufactares, poritly by the exenmp:
tion (ot various periods of new or expanding or export
industries from a recent increase in corporate and divi-
denad taxes and stamp duties and also by o simplification
sl relaxation of exchange controls. Rationalization of
the il in {favour of local industry also played & part
in encouraging investmoent in Pero, and to o less extent
in the Federation of Maloya.

In the Federation of Rhodesia and Nyasaland—as
in Peru and the Federation of Malova—there was an
inerease in the trade surplas despite an expansion in
imports. Nevertheles, reserves were drawn down as the
result of & net outflow of private capital—enhanced by
an increase in dividend payments by mining companies,
I‘ullu-nring the 19559 /60 reee in copper prices, The third
quarter of 1960 brought some monetary restrainis on
internil demand, but the capital outflow continued
until. in thrlﬂr}' 19951, a sysiem of exchange conbrals
wins introduced to protect the external balanee,

In the United Arab Republic (Egypt) 1960 opened
with & heavy drain on reserves associated with several
major non-oommercial payments—chielly compensation
to the shareholders of forefgn concerns that had been
nutionalized and to the Sudan for the Aooding of the
wrea upsiream from the Aswan Dam, These payments
secentuled the elfect on the balance of payments of
thie !!'l].i';'-&l‘g' lisiw priuﬂ- Fiar 1ul|.y 1-1..l|.|-|r eiklon |.1r|.-|.'u.i|i.n!;
in 1958 and 1959 and the poor rice erop in 1958,/59,
As i result, exchange holdings reached their lowest level
in March 1960, With cotton prices recovering somew ol
in 19600 export earnings rose much foster than imports
and the trade deficit was halved. Sues Conal esrnings
were about an eighth above the 1959 hgoure and loans
from the IBRID, the IMF and the Export-lmport Bank
all '|'|.|-||:|Ed o raise the level af reserves gz the year
progressed. The paymenis position was also strength.
ened by & decline in the proportion of exports moving
in hilnternl accounts, Al the end of 1960, however, hold:
ings of oonvertible currencies were still a Gfth lower
than & year earlier. As the eotton market recovered,
the discount quoted on the cotton export pound was
[.",rl.dl.lljl}' reduced: [ram 33 per cent al the beginning
of the 195960 season it had been cut to 6 per cent ot
the beginning of the 196061 season. The premium on
the import pound was reduced more or less in siep—

from Z7.5 per cent in September 1959 to 10 per cemi
in July 1960,

Among the countries whose balanee of trade was
improved not only by expanding exporis buk also by
contraction in imports, Ethiopia, Kuwait and Spain
registered o rise in reserves, while Cevioa, Costa Rica,
the Dominican Republic, Tmn amd Sawdi Arabia all
registered @ decline,

Ethiopis gained chiefly from a lorge inerease in
coffes shipmonts, but there was also an mward move
ment of private capital, in contrast to the outward move
ment in 1958, Spanish reserves continued the rapid
rise which had commenced after the promulgation of
n stahilization programme in 1958: in 1959 foreign
borrowing and import cuts had [JI-M'EI] the largest role;
in 1960 the expansion in exports predominated. He.
straints on imports were gradually relaxed: in the see.
ond half of 1960 impert expenditure wos almost back
b |J'If runupurldin; 19’59 level and |!|1; ﬁpl—]l 1961 thies
foarrths of imports were reparted (o be unrestricted. The
imwird movement of private funds also pppears 1o have
oovelerated, part of il representing o repatriotion of
previous flight capital under an amoesty: arrangemenl
m foree early in 1960, As o result, exchange canirols
wiere wlso relaxed during the year,

The major influence on the external balance of the
Dominican Republic was o capital flight: despite a $45
million incresse in exports, o 830 million cut in imports
wed o draft of 39 million on the IMF, forelgn exchange
holdings ai the eod of 1960 were $10 million less than
al the end of 1959, Heserves were also drawn down
ini Iran, despite o sizable inerease in the trade ssirplus.
and in Ceylon, despite a sizable reduction in the trade
deficit, This was the second year of drain on reserves
in Iran and the fourth year in Ceylon: hence, in loth
countries o primary aim of eeonomic policy in 1960
was to dampen further the demond for imports, Credin
restraints were inlensifed, import duties raisod and a
syatem of mdvance deposits introdooed. In Ceylon the
export duty on rubber was lowered as its price fell,
foreign exchange allowances for travel were cut and
efforts were made to atiract foreign capital into approved
industries,

In about & tenth of the primary exporting countries
trade balances were improved entirely or largely as a
result of a reduction in imports. In this group, however,
changes in the trade balenee were generally less signifi-
canl than tir:w|n||mrr1ll.m ru.'|li1n1 aetonl. 1t was Lirgely
85 & resull of an outflow of capital thol reserves were
drnwn down in most of the countries in this E e, mied
notably in the Congo, Caba and Venezuela,

In the Congo there was a ned outflow of capital for
the third vear in succession : ns o result official holdings
of gold and convertible currencies, which had stood at
8338 million at the end of 1956, had dropped w0 §221
million at the end of 1958, 887 million at the end af
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1959 mnd an estimated $63 million at the end of 1960,
despite a further decline in imports. [n Cuba the decline
which had siarted in 1956 aceelerated markedly in the
wake of political changes: the loss in reserves in sue-
cessive years was §16 million, $45 million, $74 millian,
8116 million and $121 million.

In Venezuels changes in reserves, which had been
due lo large transactions in the pelroleum sector in
1957-1959, were influenced more by developments in
other soctors in 1960, There was a large outflow of
eapital which was sbowed down only in the final quarter
of the year with the institution of exchange control.
This was accompanied by a measure of selective devalu-
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ation: secondary exports—particularly coffee and cocoa
—brcame eligible lor & more favourable rate of ex-
change. In addition, more private transactions were to
be effected on the froe market where, by the end of
the vear, the bolivar had depreciated 1o 4.28 per dollar,
compared with the official rates of 3.35 For most im-
ports, 343 for iron ore and 309 [or petroleum, Under
the influence of a large active balance of irade wnd
contrel over sxchange transaclions, reserves peeavered
rapidly after the tarn of the year: by the end of March
officinl exchange holdings were 7 per cemt above the
corresponding 1960 figure. The stand-by credit of $100
million negotiated with the IMF in April 1960 had not
bean used.

Internal balance

There were wide-spread increass in production in
the primary exporiing couniries between 1959 and 1960,
In total, bowever, they probably amounted 10 o slightly
smaller rate of increase tinn was recorded between 1958
and 1959, The principal reason for the slackening in
the rate of growth was a somewhat poorer out-turn of
i number of important crops in some major countries,
s & result of which total agricultioral output registered
a smaller gain than in the previous period.

In the other seciors, by contrast, gains between 1950
and 1960 were generally grester than in the preceding
inferval. Furthermore, since the lag in agriculiore was
offset by a sizable increase in imporis of Toodsiufs,
the expansion in total available supplics wos appreciably
greater than between 1958 and 1959,

The rise in imp-u-rla nol m|.|1' mppl-r:rrpmrrl loweml
priduction of Toodstulfs and supported the expansion
of domestic industry, but it also provided a mach larger
volume of capital goods. This reflects the change in
paliey which oceurred in many primary exporting coun-
iries towards the end of 1959 the resirainis on demand
that were impaosed in 1958, having redoced imports
and relieved the pressire on the balanee of payments,
were generally relaxed and in the course of 1960 there
wits & renewed buildup of import demand, particularly
for investment gonds.

By the end of the vear the strains which, as indicated
in the previous section, hod re-emerged in the area of
external payments, were also showing signs of reappear-
ing in the domestic cconamy in & number of conntries.
Efforis to restrain demand were again in evidence; in
mos instances these were aimed at relieving the external
bnlance by reducing the demand for imports but in many
cases the need for restraint reflects the faflure of do-
mestic production to keep up with the growth of pur-
chasing power released by the new higher level of
investment, With reserves falling and the terms of trade
agnin moving against the primary exporting counifes,

reliaf I!!r wity of a further increase in imports became
bess Feanible and by carly in 1961 dizinflationary actions
were being taken in many places.

Exransion 1 SUPPLIES

Domestic production incrensed between 1959 and
1960 in most primary exporting coantries ; in the aggre-
gate, however, the expansion wos probably slightly less
than in the IJI"'l."I.'I.‘diJ‘I.E interyal. Thr FrnFmr:'pnm: ol e
tries in which per capita output failed 10 rise between
1959 and 1960 was about snc-third—somewhat greater
than between 1958 and 1959, The principal reason for
the ﬂ:th-ﬂ.lng b the rate ol FD'I‘I:I'I wan the r'|14|1F'|r|;p_
ngricultural situation: 1957/58 was o year of poor
crops, so thet the recovery in 1958759 vielded a much
larger increase—relative to the preceding year—than did
1959 /60,

Thus, alihough production of the basic food crops
cantinued to rise, it was at a much slower pace. Among
the cereals, increases in the rice crop—of about 4 per
cisfit—atnd, o o less extent, the wheat orop were offset
in soame measdre by rather smaller crope of the coarse
j.:l!'l.ih.l_ 'n'hzi.'-! Wi B [I.u"lihel' m:lrlm:r. im IUEI.‘I' ph;ldu:linn
in the primary exporting countries bit il was only a
slight one, made in the face of cuthacks by some of the
major exporiers, notably in Aostrolis and Latin Ameriea,

Tllﬂl.lgh thi Ltpimlinp in cereal irnt&u-rtinn WRE l'r,LEﬂf
general, there were significantly smaller crops in Cey.
lon, Ching | Thiwan) and India in the cose of foe, in
the Mediterranean countries and the souwthern hemi-
sphere exparters in the case of wheal, in Argentina,
the United Arab Republic (Egypt) and Indonesin in the
pcase of maige and in Australin and North Africa in the
case of barley. These cereal resulls reflect, in large
measure. the incidence of poor weather, the consequence
of which nleo shows up in the fact that redootions in
tofal food output were concentrated largely in Latin
America and the Mediterranean region, the most notable
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cerurring in Argenting and Spain—from record levels
in 1958,/59. Food production also drapped sharply from
@ record level in Australia, while Iraqg, Ireland and
Tunisia experienced their second suceessive decline and
in the United Arab Hepublic (Syria) production
dropped further from the low level 1o which it had been
reduced by drought in 1958 and 1959, In southern and
gouth-castern Asia the only country' nol enjoying o
higher level of food production in 1959/60 was Chins
{Taiwan) where typhoon damage affected both sagar
aiid, bess severely, rice output,

Apart [rom the basic foodstuffs, the overwhelming
bulk of which is consumed domestically, most of the
other agricultural crops—among which export products
are more prominent—registered & wide-spread increase
between 1958/50 and 1959/60. The largest over-all
gains were in respoct of coffer (27 per cent), cocoa
{12 per cent) and tobaceo (10 per cent ), but there were
abo increases in the sutput of tree oils, wool and the
agaves, though these were generally small in the aggre-
gate, Againsi this, however, the out-turn of several of
the major industrial erops was lower in the primary
exporting countries in 195960, Both Indis and Pakistan
reaped poor jute crops and total production was down
B per cent. There were significant reductions in the
outpat of cotton in India and Central America, not fully
offset by expansion elsewhere and total production was
down 5 per cent. A drastic decline in Indonesia was
largely responsible for the fact that natoral rubler
output in 1960 was 5 per cent below the 1959 level,

As a result of the relative lag in food prodwction and
the decline in vegetable fibre and rubber production,
the over-all increase in agriculiural output was very
small. The propartion of primary exporting countries
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registering u reduction rose from & fourth between
1958 and 1959 1o o third between 1959 and 1960 while
at the other end of the scale the proportion with increases
in excess of 10 per cent declined from about 18 per cent
to about 4 per cent, In consequence the over-all increase
in agricultural production dropped from aboat & per
el it le=s than one pET oenl i mee table 3-8,

In contrast 1o agriculture, mining production in-
cressed 1o an apprecisbly greater extent between 1959
and 1960 than in the preceding interval. Among the
mujor minerals only copper registered o smaller gain
than between 1958 and 1959,

The most significant increase was iu petroleum, pro-
duction of which rose by 11 per cent in the primary
rq:Fm1in‘; couniies l:'l.ll'rlpil‘ﬂd with about one peT cenld
in the industrial countries, The expansion was general,
but there was & marked contrast between the Middie
East, where the increase was 14 per cent, and Latin
America, where it was only 5 per cent. And within Latin
America there was 8 marked contrast between the coun-
trice seeking 1o raise local prodisction in order to reduce
imparts and those whose outpul moves mainly into
world markets, With a 44 per cent increase in produe-
tion, Argenting moved into third place as a regional
producer, and there was a 36 per cent increase in Brozil.
In Colombia on the other hand cutput was only 4 per
cent higher and in Venczuela less than 4 per cent higher.
The most dromatic increase—ot least in relative terms—
wis again in Alrica where many new wells were brought
into production and tolal output rose from less than 3
millian 1o aver 10 million tons.

Partly as a result of the increase in petroleam pro-
duction and consumplion, coal cutput declined in a

Table 5-9. Primary ET'—“—HF Countries: Indicated Change between 1959 and 1960
otal Supplies and Selected Companents’
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number of countries, most notably Algerin, Ireland,
Maroren, New fealand and Nigerin. Coal production was
also cut back in Southern Rbodesin, as the demand for
electricity was switched From thermal sations to the
newly opened Kariba hydrostation, Among the major
coul producers, however, production continued 1o ex-
pand, a2 in Indin where there was a 10 per cent increase,
ot resummed ita earlier n'.rnwﬂL a4 in Australia and the
Unian of South Afrien, whers 1060 output wis up 11 per
cent and & per cent respectively, There were also gains
among some of the emaller producers—such as Ching
i Taiwan b, Mexico, Pakistan, the Republic of Korea
and Spaip—and, in total, production in the primary
exporrting countries was 6 per cent above the 1959 level,

Production of the major non-ferrous metals increased
approciably more than between 1958 and 1959, cxcepl
in the cose of copper, output of which had risen dra-
matically in 1959 in the wake of recovering demand
in the metal-using industries and lengthy strikes among
United States producers. In the primary exporting coun-
tries, the increase in copper production between 1959
and 1960 was about & per cent, a slight deeline in Chile

- apel h:l.' sirikes |1r|.'|.r.|F biew=n mpore than oflsel bj’
expansion elsewhere, relatively modest in the Congo (7
per cenl | and the Federation of Rhodesiz and Nynsaland
5 et el ), bt npr.'rla.l.".|1|ur in Peria where the Ti.rq -
pala mine came inbo operation raising output Trom
about 35,000 ons & yvear lo 165,000 tons. Peru was the
main contributor 16 an over-all increase of about 5 per
cent in the production of lead and rioe, alsa: ihere
were small gains in Awaralia and Spaim but these were
offset by a decline in Mexican production.

With the removal of export quotas and o recovery in
world demand, mine production of tin rose by alout
an eighth. The increase was concentrated very largely
in South East Asia: there were gains of almost 3 per
cent in the Federation of Malava, 25 per cent in Thailand
arad 5 per cont in Indonesia. African production rose
nlso—n Nigerian increase making good o small reduction
in the Congo—bul there was an 18 per cent decline in
Bolivip whenve maet of the 1959 expansion had come.
Even this increase left (ofal production about an eighth
bl 1l lrhr-rﬂ-ﬂa.:inn bewel,

The output of fron vre in the primary exporting couin-
fries in 1960 was almost a Gfth above the 1958 level.
This was 1urp-|1r thi COnsequenon of the rise tn 'lu'q.ln-rl
demand in the industrin] counteles; the most notable
expansion oceurred in Veneruels, the Federation of
Malava and Peru and on o smaller scale, Algeria, Chile
il !'l-i.u:ﬂ fi. ]iﬂ'ﬂ'l"‘l.f:r.. 1|1rrr Was alsc b} hra,r—--nrlﬁ third—
inerense 6 lndie. based on the incresse in domestie
regpuire mapts,

This expansion in the ouiput of the major minerals
L] 1r||r1.'lr-|] i 1'|'|u.r|p;ﬂ in ||'|.r mrr'r-.”. |ri'E| al rh'ln:in!
activity, Between 1958 pnd 1959 mining production
failed 1o increase in aboul one-third of the primary

exparting countries and increased by more than 10 per
cenl in another thind, Between 1959 and 1990 the pro-
portion of countries registering ni incremse was oly
about & sixth and the proportion registering an incrense
of over 10 per ceni had risen to 4 per cenl.

The acceleration in the growth of manufacturing in-
dusiry noted in 1959% contlnued in 1960, Though the
proportion of primary exporting countries in which
manufacturing sutput inceeased by more than 10 per
cent was much the same—about a fourth—in 1960 as
in 1950, the proportion in which ooiput was o greater
than in the preceding vear dropped from 27 per cent
to 6 per cent, As & result there was & donbling in the
average rale of incresse: from & per cent between 1958
and 1959 to about 8 per oent between 1959 and 1960,
As in the previous inferval the rate of growth between
1959 and 190 seems o have been greatest {over 11
per cent) in southern and south-eastern Asin and least
{under 4 per cent) in Latin Ameriea.

The lagging industries in Latin America were textiles
II'|I.‘I puper: thissr showed no increase in prudu-.tinh in
10680, In the cose of textiles, 1960 was the Fonrth sic-
CrEEILE ¥ear al deckine, Thiz was alo o ]lEEqu ihdlﬁLﬂ'
in southern and south-eastern Asin: after a 5 per cent
increase in 1959 it dropped back to o 2 per cent in-
ereaee in V060, afeeted h!.' the sharifall in the Iadian
colton crop and the posr jute sul-turm which foresd the
elosing of a substantial number of mills ss 2 method of
rationing supplies.

The outpyt of the non-metallic minerals industries
also registered very litthe increase in Latin America, A
major factor in this was the decline in construction in
Venerueln, though cement production was only slightly
higher in Chile, Guatemala and Perw In southem and
south-eastern Asia, output of these indusiries pose by a
further 9 por cent; cement production was an eighth
above the 1959 level, having declined only in Thailand.
Cement production incressed substantially in the other
mFiurll- aln: h}' 4 per ioenl in Africa, 7 per oefl in
Ohceanin, and by 10 per eent in the Middle East. Only in
ﬁluin. Tumisia, Upnd.u anal the Upited Arab Republic
(Syria) was production lower than in 1959, and the
over-gll rate of expansion in the primary exporting coun-
trirs was ahout 7 per cenl, approximately the same as
in the two previous year.

The contrazt between Latin America and southern
und south-epatern Asin was even mope marked in the
basic metals industries: production increased by over
A0 per cent in the Asian region bot only moderately
in Latin America. One of the reasons for the viporas
growth in southern and south-eastern Asin was the com-
ing into operation of more iron and steel making ca-
pacity in India: in 1960 the outpat of pig-iron in [ndia
eapeeded 4 million tons for the first time, There was

# fpe Umited Nations, Farfd Eeonemic Surcey, 1050 (Sales
Mo BRILCIY, page 204,
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also 4 substantial increase in pig<iron production
Australia (15 per cent) and the Union of Sauth Alrica
(11 per cent ) and, on o smaller scale, in steel production
in Turkey {24 per cent) and in Argenting where a rise
of I0 per cenl from the depressed 1959 level carried
outpul to an sighth above the 1958 record., In the aggre
gate, steel production in the primary exporiing countries
increased by about 13 per cent between 1959 and 1960,
somewhat more than in the previows interval and rather
mare than il increased in the industrial countries,

In general, the growth in manufacturing was greater
than that in sgriculiure. This was almest invariably
the case in the less developed, predominantly agricul.
tural, cooniries in which the industrial base is relatively
narrow. Among the few exceptions were Guatemala
andd Turkey —countries in which disinflationary palicies,
put into effect in 1959 1o protect o deteriorating external
balance, exerted a depressing influence on local industry
during most of 1960, Chile and Venezuela were the
principal exceptions among the countries in which in-
dustry is relatively more important : there was a decline
in mamufacturing produoction in Chile and in the con-
struction industry in Venezuela, These declines were also
largely a by-product of stabilization measures, aggra-
viated in the case of Chile by labour strikes.

Among the countries in which industry makes a rela-
tively large contribution to'total production, incresses
in manufacturing in Argentine, Australin and Portugal
helped to offser the effect on the gross domestic product
of lower agricultural outpot. This also happened in sev-
eral of the countries in which manufscturing ie bess
devedoped —notably China | Taiwan |, Greeee and India
—in which there were particularly large gains in the
industrial sector, and to o less extent in Kenya, Moroceo
i Tumisin,

Electricity production in the primary exporting coun-
tries inereased by about 10 per cent between 1959 and
1960, as it had done in the previoos interval. The in-
crease wos virtually universal and though it was often
closely related to industrial and mining expansion it
showed a steadicr and more uniform rate of growth, This
was gasocisted o some extent with & rapid extension
and expansion of residential consamption, particulurly
in drban areas, but also—and incredsingly in some coun-
irigs—among rurdl and village populations.

The distributive sector—as messared by the turnover
of foreign and domestic trade. railway and port traffe,
the consumption of motor-spirit and the bodgeted ex-
penditures of government communications departments
—alss registered a substantial increase hetwoen 1950
and 1964, Its growth stemmed largely from increasing
total doemestic production but in many of the primary
exporting countries it was strongly affected by move-
ments in foreign trade which were generally more ex-
pansionary, partly in moving a larger export output and
partly in handling the upsurge in imports,
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This upsurge in imports added substantially io the
volume of supplies available for internal use in most of
the primary exporting countries. The proportion of coun.
tries in which total supplies Failed 1o increase between
1959 and 19060 was only about hall of the proportion
in which domestic production failed to increase, Cor-
respondingly, while about enethird of the primary
expariing countries registered an expansion in domestic
production of more than 5 per cent. the proportion of
eounlries i which total supplics so incressed was almost
il per cenl.

In abwout three-fourths of the primary exporting coun-
tries the relative incresse in import quantum exceeded
the relative growth of domestic production. The excep-
tioms were some of the countries in which the external
balance was under heavy strain and some of the coun:
tries in which the expansion in local production was
particularly large. Among the laiter were the Ivory
Coast, Republic of Viet-Nam, Thailand and Ugands
where there was only & modest incresse in imporis.
Among the former, imporls were under restraint in
Iran, Turkey and the United Arab Republic (Egypm),
and, less diroctly, in Guatemala and Venetuela, In Cey.
lon they dropped back Trom the record 1959 level as
liquidity declined and in the Congo (in 1959/60) they
were reduced by politieal uneertainties as well as by
apital outfow.

The principal reinforcement to available supplies
browght by imports was in the category of capital goods,
As indicated earlier in this chapter, well over half of the
increment in imports from the industrial countries com-
prised machinery and transport equipment, while a
sizable proportion of the large increase in imports of
ather manufartures consisted of metals and metal goods
and other products for use in construction and other
industrial activities. From the industrial countries, par-
ticularly North America, there also came 8 substantial
volume of food, supplementing imports drawn [rom
other primary exporting countries, notably the rice pro-
ducers of South East Asia and the wheat and maize
producers of the southern hemisphere. Haw material
supplies, especially cotton snd synthetic rubber, were
nlso sugmented by imports from the industrial coun-
tries, while there was a Turther increase in movements
lﬂ1 fuel among the primary exporting countries them-
pelves.

While the expansion in imports of machinery and
vehicles wis widely distributed, the expansion in im-
ports of foodstuffs, raw materials and fuels was mmch
more selective, reflecting in some cages o shartfall in
domestic production. By meane of trade with the rest
of the world, the primary exporting countries were thus
ahle 1o compensate to some extent for the relatively
bow rate of increase in their combined agricultursl out.
put. lmports nit only supplemented Jocal supplies of
food but ulso furnished some of the row materials for
increasing the output of local industry. At the same time,
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maost of the primary exporting countries provided them-
selves with the capital goods necessary for stepping up
their rate of investment.

INCREASES IN CONSUMPTION AND INVESTMENT®

The effect on domestic expenditure of the slight slack-
ening in the average rate of growth in production in
the primary exporting countries was offset by a contrary
movemenl in external trade. On the ope hand, as indi-
coted in the precoding section, the addition 1o supplies
From imports in 1960 was much greater than in 1959,
Un the other |:|.|l|1|:LI the volume of Hm-rl_-l sald abroad
increased to a significantly smaller extent than in 1959,
Az a resuli gross domestic expenditure increased be-
tween 1959 and 1960 rither mare than in the preceding
interval and rather more than gross domestic production,

The proportion of countries in which ﬂprﬁdfll'l.ll!n"
(niled to rise above the previous year's level dropped
from a third in 1959 to a tenth in 1960, Conversely,
the proportion of countries registering an increase in
expenditure of more than 5 per cent almost doodled,
1o over 40 per cent, The countries in which expenditire
declined or was barely bold at the 1959 level were coun-
triez in which gl.ul.rri.l:] wtalsilization programmes wene
in operation—as in the case of Spain and Venezuels,
Eﬂl’ t‘“lﬂFlh Thr“ Wrre .ITHH'LF 'L.IE mﬂll‘;‘ﬂ m 'IHJI'I
domestic production had failed to increase as Fast as
populstion {ses table 5-10}.

Not all sountries in which production failed 1o rise
were forced to keep expenditure down to or below the
195% level, however. In & number of cases expenditure
was sustained by tmporis, e in Chile, Indonesin, henyva
and the United Arab Republic (Syrin). In some—notahly
the United Aral Hepublic (Syria) and to o less extent
Indin and Turkey=a rcut in exports abwo played an

i This section |8 hased largely oo tentative hgures of “indi

reted chanee™: the oonelesions are (bus sugeestive ruilier han
bk,
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important part in maintaining. or even increasing, the
level of supplies retained for domestic use, in the face
af n very modest expansion in domestic production.

Motwithstanding the smaller average increase in agri-
cultural sutpul, consumption in the primary exporting
cotnlries rose o o somewhal greater extent hetween
1958 gud 190 than m the FlrE'rh:ﬂ.h interval. The pro-
partion of eountries registering & decline in per capita
consumplion dropped [rom about a third in 1939 10
about & sixih in 1960, while the proportion registering
a rise of more than 3 per cent doubled to well over o
third.

The countries in which per copite personsl consamp-
tion declined between 1959 and 1960 were mostly those
in which domestic production Tailed 16 expand—Argen
lino, H.EII:-'I.. &.l]n aid 1the United Arab H.ﬂpuhl-if
(Syria}, for example. But there was also 0 reduction
in & [ew eountries in which oulpul wes hiHhE!—ﬂ-m
and Tanganyika, for example, and to o less extent Portu-
gal: in these cases the incresse in production went
largely into exports and the incresse in inports largely
into capital formation. Conversely, not all countries in
which production failed 1o rise registered & decline in
per capits private copsumption. In Chile and Vene
ruela, for example, consumption was just about sus
tained—with the aid of imports in the case of Chile,
from local farm and factory oulput and Froem inventories
al imported goods in the case of Venezueln, In these
countries investment {ared less well. In Indonesia, the
F,-l;!l.qnﬁ'pnﬂ i imFlr.'lrIl mol m[].' sistabred et :a||Iln =i
sumiption but facilitated & recovery in investment from
the low Agure of 1955,

.ﬁ.mnnn: the counlrees 16 which domestic prﬂdl.l"liﬂ'l.'l
iiicredsed more o less in line with populoation, there
wis & similar rise in total personal consumption. In
euntemaln anad the Hrpu!ﬂin of Korea the moinlennnoe
of per capita private consumption involved the cutting
back of both current public consumption pnd total

Tahle 510, Primary Exporting Countries: Indicated Change between 1959 and 1960
in Expenditures an Gross Domestic Produc®
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Table 5-10. Primary Exporting Conniriest Indivated Change between 1959 and 1960
in Expenditures on Gris Domestic Produet’ | contimued |
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fixed capital formation. In China (Taiwan) and India
the cost of maintaining consumption levels was o reduc:
tion in exporis and a drawing down of inventories; but
in these countries Axed nvestment wis raised to s greater
extent than in 1959, Colombia and Turkey also main-
tained prrsonal consumption lovels and increased the
rate of mvestment; part of the latter, however, reflects
the accumulation of export crops and a decline in the
volume of material sold abroad. '

Apart from Tanganyika, the countries in which do-
mestic production rose moderately between 1959 and
1960 all registered comparable increases in consump-
tion. Except in the case of Ceylon, these countries re-
ceived & substantial aceretion of supplies from imports.
This enabled mest af them to raise the level of invest.
ment to a greater exient than consumption and generally
to o greater extend than in 1959, The exception was the
Federation of Rhodesin and Nvasaland where capital
moved out and investment again declined. The higher
level of hath consumption and investment in Australia
and Mexico was achieved, in part, al the expense of
exports, which were al a lower level than in 1959. To a
less extent this was also the case in Brazil and the Union
of South Africa: exports absorbed u very small fraction
of the increment in total supplies. In Fokistan & notable
ris in private consumption—following a reduction in
1959—was offset to some extent by a cutback in currenl
public expenditure; but the Government was lnrgely

ble for a sizable increase in investment, re
versing the 1959 decline, Pakistan also registered the
|argest increase in exports in this groap, This wes from
the low level to which exports had fallen in 1958 and
1959, however, and it was achieved in part by drawing
down stocks, particularly of jule. current outgant of
which was well below the 1958/59 figure.

Among the countries in which domestic production
expanded most, there was a general and substantial rise
in eonsumption. Availahle supplies incrensed by ar least
5 per cent in cach of the countries in this group, and
only in Iraq, Peru, Thailand and the United Arab
Republic (Egypt) did personal consumption rise by
lene. Foreign trade was particularly buoyant in this
group: nat enly did the merement in imports add con-
siderably 10 1otal supplies bt in general the volume
of exports as well above the 1959 level, Tn some coun:
tries in the group, indeed, it wos expansion in export
industries that contributed most o the growth i do-
mestic production—coffee in Ecusdor, cocon in Ghana
and the Ivary Caast, petroleum in Iraq, copper and other
minerals in Pero and cotton in the United Arob Republic
(Egypt). The only countries in which the quantum of
goads shipped abroad was little if at all greater than in
1959 were the Federation of Malava ahd New Zealond:
in these countries the large increment in supplies went
into consumplion—especinlly private eonsumption—and
investment, both in new fixed copital and in inventories.

lovestment rose vigorously in most other couniries
in this group as well. The only counbries in which inyvest-
ment inereased by less than 6 per cent were Burma, the
Congn, lsrael and Thailand. In Burma the lag was in
the private sctor notwithstending the Government’s de-
clared intention of giving more scope to indigenous
enterprise, In Thailand i was in the public sector:
private investment rose substantially s the industrial
encourngement messures aken in 1958 began to show
tangible resilta, In lsrael a decling in cutlay on agricul-
ture and public housing was only just offset by nereased
investment in transport, particularly in the marine
sectar, In the Congo capital formation in 1959760
showed a further sharp decline as funds continoed o
How oul of the country,

In the other countries in the groap much of the in-
crease |n invesbimenis was in the public seclor, a8 in
the Federation of Malaya, the Ivory Const and the United
Arab Republic (Egypt), or at least partly in responae
to government action designed 1o stimulale private in-
vestment, This wos the case in Ghana, where speciol
“1ax holiday™ provisions were extended, in New Zealond,
where the tax on retained profits was lowered and more
rapid deprecintion permitted, and in Cambodia, where
the interest charged on development loans Trom the
National Equipment Fund was cul 1o 3 per cent for
agriculture and 4 per cent for industry.

The expansion in Axed capital formation between
1950 and 1960 was by no means confined to the coun
tries in which domestic production rose maost decisively -
there  were li.p'lliuﬁuunl increases in ipvestmenl even
among the eountrics whose outpit failed 1o keep pace
with the !Tn'urth al i||:||.|lu|ul]|:|r:. as i the case of Argen.
ting, Indonesia and the United Arab Bepublic {Syria).
The vear thus brought a reversal of the dowiward move:
ment 5o policealile in 1959, The proportion of primary
exporting countries in which fixed investment failed 1o
rise above the level of the previous vear drogped from
50 per cent in 1959 to 20 per cent in 1960, while the
proportion in which fixed investment increased by more
than 5 per cent rose (rom less than 30 per cent o more
thon GF pier cent.

DOMESTIC ADJUSTMESTS T EXTEHNAL IMHALANCE

The higher level of eeonomic activity in 1960 was
associated in most of the primary exporting countries
with & further increase in the supply of money, As indi-
cated in the first portion of this chapter, however, there
wis o marked contrast between 1950 and 1960 in the
impact of developments in the external sector, In 1959
the widespread improvement in the balance af trade
generally had the effect of increasing the supply of
DY from thie sayree. In 1960, on the other hand,
there was a general delerioration in the trade balance
and the eMect of this on the money supply was significant
in many of the primary exporting countries and in a few.

predominant.
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The widening of the irade gap was bridged to o lurge
extent by an increased inflow of foreign capital and
credit. While this—by providing additional international
liquidity—lessened the impact of the deficit on the gold
and foreign exchange reserves of the primary exporting
countries, it resulted in u sizgable expansion in foreign
liahilities. The secumulation of these liahilities reduced
the contribution of foreign exchange receipts 10 the
domestic supply of maoney. Thus in 70 per cent of the
primary exporting countries movements in ned foreign
assets—a measure of the impoct of foreign iransactions
on domestic currency—were relatively contractionary in
1960: in & third of the countries an EXpansisn in 1050
turmed 1o @ contraction in 1%, in a foarth the expan-
sionary effect was less in 1960 than in 1959, and in o
tenih the contractionary eflect was enhanced. In the
remaining 30 per cent of the primary exporting coun-
tries, movements in net foreign assels were expansionary
or less contractionary than in 1959, In abhout half of
these cases, however, the change was not the result of
mercantile transactions—on which the balance actually
worsened--but of an increase in foreign donations with
nar mssecinled finbility.

The swing in the external sector was thus the prin.
'-'ii:'l-l cmise of :'I'L.l.np;r in the mEelary situation in mos
of the primary exporting countries. In 1959 the propor-
tion of countries regisering an expansionary (or less
contractionary ) change in money supply was double
the proportion in which there was a controctionary (or
le=s expansionary ! change. This diggribution was e
versed in 1960 the contractionary changes were twijee
&s aumerous as the expansionary (see table 5110, In
1959 the concentration of expansionary changes was
largely (75 per cenl) among the countriés in which
the relative contribution of fnn.-i.p;n assels bo lotal maney
supply had risen. Conversely, in 1960 the concentration
of contractionary changes was largely (83 per cont|
among the countries in which the relative contribution
of foreign sssets had declined. Moreover, where the
change in foreign assets was o factor, its contribution
to the change in total money supply was itsell a large
one: in both yeurs it aceounted for more than hall the
change in mare than two-thivds of the countries.

Notwithstanding the restraining influence of the ex-
lernal sector, the maney supply rose in 80 per cent of
the primary exporting countries in 1960 —as against 92
per cent in the previous year, With industrial activity
generally at an apprecisbly higher level than in 1950
and investment increasing sharply. both the private and
the pablic sector tended 1o borrow more Trom the hank-
ing system. Credit to the private ssetor expianded in all
but an eighth of the countries and that 1o the public
seclor in all but a fifth.

Government borrowing from the banking system
added 1o the money sapply rather more frequently in
1960 than in 1959, And the IFr'}]ﬂﬂilJn ol ciuniries
in which this was an important Factor in the increase
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Table 511, Primary Exporting Countriss: Distri-
bution According 10 Chonges during 1959 and
1968 in the Supply of Money and in Foreign

Suider &f rouniries 1 ehick
afin o rhangs i fovigs aisls  =n eelalom. i Lie peerediing: roi,
R Calein i aty . Mo lukie o matay gty e Yolil

depiiining
Fomiirs Fmlar Phahes

Lower than s Jueceding

venr
1959 B | i 15
1960, . 15 Ith k| H
Higher thim in preceding
T
1955 i | 18 5
1 2 a fs IZ
Tisdui
1058, 12 1 L | ]
| T [H] (K] ) H

Sonre: [visinn of (eneral Eoonomie BEesearch snd Podicies
af ihe Unitel Najions Secretaris, based sn [njermationas]
Maonstary Fond, faferaasionnd Finesms! Siansio,

" Mumey ropoesents holdi of mobes and eoim suiside the
munelary synlem amd ikeman -dﬂ'l.hli.ilil- ol tie privats snclar in
commsereial anil pentral bamks, Foreign sssets i far as
possible the duomesiic munetary effecis of [orelgn ransactjons;
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in the morey supply rose sharply—from 37 per cent 1o
63 per cent in the aggregate and From 31 per cent to
) per cent amsong the countries in which money supply
rose by 15 per cent or more. (s the other hand, among
the countries in which the supply of money declined
in 1960, 5 reduetion in credit 1o the public seclor was
the chiel eatse in as many enses a8 8 reduction in foreign
asspts,

Ui the whale, the expansion in the supply of goods
available in the primary exporting countries was suffi-
clent tn accommodste the rise in demand generated by
the incresse In investment and other economic activily,
#o that movements in price levels were not ubnormally
large. In rather more than a fourth of the primary ex-
porting couniries the cost of living remained more or
less stabile or registered a decline (see table 5:12). In
rather lese than a fourth the cos of living continued
i climmby in 1900 at much the sume rate se in 1959, And
it n slightly smaller proportion there was & measurable
slowing down in the rae w incresss, However, the
proportion of countries in which the cost of living be-
gan o rise or rose more rapidly—about 29 per cent in
all—was appreciably greater than the proportion in
which there was some deceleration of a previously rising
irend.

In the eritical group of countries—about 40 per eent
af the total—in which prices rose by 6 per cent or more
in either year,® the distribation war not muoch more

tin addition ti ibe ffieen cousides midiesied o wable 512,

there were mine countries in which (e coat of Bvimg rose b &
pee cent o mieee jm 1959 Lot |y less than & per cenmt i 15960
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Table 512 Primary Exporting Countries: Distribution of Change
in the Cost of Livimg
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decisive, though the proportion in which there was de-
celeration (46 per cent) was slightly greater than the
Fmpurri,q-n im which a riee hugu.n or acoelerated |42 por
cent ). And perhops more significant, in the small group
~about a sixth of all the primary exporting countries—
in which prices rose by more than 10 per cent in the
course of 1959 or 190, there wis some evidence of the
effects of disinflationary policies: in nlmost three-fourths
of these countries there was a discernible slackening
i the rate of increase, In this group the most notable
change occurred in countries soch as Argentina, Chale,
Peru and Turkey in which the rate of price incresse
was reduced From these upper bracketz in 1959 10 n
more manogeable hgure in 1960,
L]

- L ]

The countries in which the price level remained more
or less stable in 1960 were for the most part countrics
in which there was & moderate increase in domestic
expenditure, sustained 10 a degree by a larger volume
of imports which helped in all cases 1o raise the avail-
able volome of supplies at least & per cent above the
19559 level, The consedquence wis o general deteriorathon
ini the balanee of trade, except in Tanganyiko and the
United Arab Republic {(Egypll—where exports rose
sharply—and o smaller increase in the money supply
than in 1959, except in lsrael, where the inflow of aid
and other Tunds was a major item {see table 5-13),

Except in El Salvador, govemment expendifure was
an expansionary Force, especially in the United Arab
Hl'pul:r“.l' ll':p::rpl:l where, erEr Ihr influence ol o
ermment development plans, fixed investment registered
& mijor incresse, The resdltant inerease in consumer
demand was contained by an increase in imporis,
nolably grain, and later in the vear by a better domestic
it erop, lmport supply was not oaly greater in volume
buit, by virtue of suceessive redoctions in the premiom
pavable on foreign exchange, it was also lower in local
CUFFEneCY est.

® Changs between the lasi quarier of 1959 and
1he last quarier of | Vel as i with the change
beiween the lasi guarter of 1958 and the lass
quarier of 1959,

In lsrael, where investmeni remained st much the
gamme level oz in 1958 and 1959, there wis o general
rise in wages in mid-year following an adjustment of
the cowt of living allowance. Partly s= a result of this,
prives began to edge upwards somewhat more than sea-
sonally in the second half of 1960, There was also a rise
in wages in Ghana—n substantial one of about 17 per
cent in the case of the effective rate for unskilled lnbour

the immediate effect of which was borne by employers
a= the wage measure was followed by o freeze of the
prices of essential goods.

In the Union of South Afriea the principal expan-
sionary stimulus come Trom the budget of March 1960
which contained & variety of tax concessions—hoth [or
consumers and for business—including, in particular,
an incrense in depreciation allowances intended to en-
courage private investment. In the course of the year
there wos o peneral rise in unskilled wage rotes, b
developments an the external sector contined to reduce
ligguidity; and in Augist interest roles were Taised in
un efort 1o slow down the outflow of capital.

Amaong the rountries ko which the retail price beveel
declined in 1960 there were signs of recession, lnvest-
ment was reduced or rose only slightly above the 1959
level and, with imports lower in real terms—except in
Tunisia where there was an increase lnrpe enoigh to
sustain the per capita level of supplies in the [ace of
smaller domestic crops—available supplies registered
only a small increase. In the Dominican Republic the
money =upply recovered [rom its 1959 decline, in the
wake of an increase in export receipts and government
borrowing; but imponts declined agnin—to the lowest
level since 1954—and though there was a large outflow
of eapital, the private sector borrowed less from the
hanking svstem as economic activity slackened. In Guate-
mala, on the other hand, the principal deflationary in-
fRuence was the Government’s ausierity progransme,
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istituted in 1958 to protect the balance of payments
in the face of the decline in coffee prices, In 1960 the
Fu-:l‘tip peclor was again expansionary, but investment
was cut back further and though import duties had been
raised in 1959 their impoct was more than offset by
the slackening of demand.

The government sector in Ceyvlon wae also less ex-
pl.u.l'pnrlu.l.‘r in 100 than in 1950, 11 became inereasingly
roacerned about the continuing declise in reserves: in
August interest rotes were raised and selective credin
ponitols imjsised with restraint on imports their main
object. Impart duties were raised on a wide range of
consizmer goods but the dominant influence on the cost
of living was the price of rice: on the free market this
declined in the first ball of the vear and in April the
subsidy on rationed rice was increased. Despite an in-
crease in borrowing, fixed thvestment in e privoie
serior inp{rﬂ. however, and 1|:|:-r|1:||.1|-l.|-y'r||r:|1 coptinued
to rise: the number of applicants for work was o fifth
greater at the end of 1960 than a year earlier.

L]
L] L]

The feabure common to the countries in which prices
b:pn. 1o reee i VO, after h.m"inp_ heirn nLI!'iuHil'}' T
declining in 1959, wus a stepping up in their mie.of
capital formation: in 0 number af cases—Eroadar, the

wuggily ai the imning of the vear,

H[I'::I'rmrrh'rf-lrr#'n# the balmner of trade fex-

ris Lok, mines imgarts ¢4 hHiHI- |l amal the
alsnee af rude n 1959 expressed a= & prroesiage
.ﬂ' 1.71;|| 1r.||]r [1'||.|r||l1| I|||l|.|n- lﬂl|l‘|l'tl] im [';:;'ﬂ a

4 Maonthly average: in many insbandces @ prin-
T Tl

* Canmtries arp arrayel i eseeniling onder of
diflerenee between the change in the enst of living
during 1950 and the change during 10

" Counttes i affaped in H.mrlir':!; neder &l
chamge in the cnsi ol |fv|-; ||u:'|rlﬂ LN

Federation of Malayn and the Sudan, for example—this
had been cut back between 1958 and 1959, In mast af
these countries—with the exeeption of Burma, Ireland
and the Republic of Viet-Nam—there was some relaxa-
tion of eredit to the private sector late in 1959 or early
in 106}, Governments also tended 1o increase their bor-
rowing, excepl in Burma and in Thailand where—in
contrast 1o the sler countries in the proup=investment
in the public sector did not increase and tox rates were
raised al the beginning of 1960, In Burmn, where the
inerense in prices—hby far the sharpest in the group—
sceurred largely in the first hall of the year under the
comhined influence of tight import controls, relaxed
price controls and a recovery in fived investment in thee
public sector, o number of policies were reversed in
July: certain prices were again subjected to control,
railway rates were cut and import licences increased.
The resalt was a stabilization of the cost of living but
sharp deterioration in foreign exchange reserves,

Concen about the impact of rising domestic demand
on the external balance began to influence fscal and
monelary policy in some of the other countries in the
group as the year advanced and—as in Ecuador, the
Federation of Malaya and Nicaragus—export prices de-
elined. The Federation of Malava tightened eredit con-
ditions in July by raising interest rates and the reserve




- a

requirements of commercinl banks. Bul liguidity was
also reduced in Ecundor where the Government also eut
back its imvestment plans in order to slow down the
rate a1 which domestic demand was expanding.

[ ]

In almost all the countries in which prices continued
b rise in VM0 ol much the same rafe as in 1959, the
external sector played & restraining role. Only in the
case of Cyprus, the Federation of Rhodesia and Nyass-
land and Iran did exports rise more—or fall bess—than
impurts, and in these countries other factors provided
restraint : in the Federation of Rhodesin and Nyasaland
a large drain on capital and in lran disinflationary
povernment action. New Zrealand was the only country
in the group to register a more expansionary movement
in mopey supply in 1960 than in 1959,

The rise in imports facilitated o higher level of in-
vestment in most of these countries—the chief excep-
tions heing the Federation of Rhodesia and Nvasaland
and the Republic of Korea—and although domestic de-
mand conlinued to press heavily on available supplies,
it was onaly in Holivia, lran and the Republic of Korea
that the sirain was reflected in 2 rate of retail price
increase of more than 5 per cent. Nevertheless, most
of these countries ook restraining action at some stage
during the vear, especially when the expansion in dames-
tic demand became n threat to external equilibriam.

The Federation of Rhodesia and Nyasaland entered
the year with the reflationary policies of 1959: credit
conditions were further relaxed and bank reserve re

i lowered. These mensures were reversed in
the second hall of the year, not because of any undue
rise in internal demand—fixed capital formation was ac-
tunlly below the 1959 level—but because of the deteriora
tign in the external aceounts occasioned by & continuing
outflow of capital. As indicated earlier in this chapter,
this wus Enally countered—in March 1961 by the im-
position of exchange controls.

In Colombin, changes in policy were in the opposite
direction: the tight contral of credit carried over from
the 1959 stabilization programme wae relaxed some-
what in the second half of 1960. Thus the deflationary
influemce of a sharp deterioration in the balance of trade
and a slight reduction in government borrowing from
the banking system was mare or less offset by an upsurge
in private credit, accentusted towards the end of the
year by the financing of the coffee crop, The pressare
on prices was centained partly by an appreciable in-
crease in available supplies—both domestic and im-
ported—and partly by the fact that the stabilization
programme itsell was simed largely at curbing con-
sumer demand, particularly for imports, and hasd re
salted in a reduction in the wage carnens’ share of the
national income.

The deflationary effect of an expansion in imports
was also offset in varying degree by the growth of
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domestic credit in Greeee, Iran, lrag and New Zealand.
In Balivia, on the other hand, the effects of the stabiliza-
thon programme started m 1958 were eill predominant :
the rate of expansion in both pablic and private credit
wis agiin feduced. This was also the case in the Repub-
Iil'ﬂf HIJI'E-I h'hl!l.'q‘.'.. in Fdlnm-r. a rrilqu WHE ?lu'#d_
o lslal hank sdvances and investment wis el hack,

In lrag there was & large increase in public capital
expenditure under the interim economic plan, especially
in the fields of housing and transport. The threat posed
o price stability by another poor harvest was met by
& ban on barley exports and a considerable increase in
imparts of grain, Greece abso registered a large increase
in investment, espocially in the public sector; although
this and a rise in payments under the wheat suppornt
scheme coniribuied 10 0 sigable Eovernment deficit, this
was smaller than in 1959, On the other hand, partly
ander the influence of lower interest raies, private bor-
rowing expanded 1o a greater extent than in 1959,

In New Zealand, where personal dispisable incomes
had been ralsed by tax concessions in the 1959/60
budget and by higher export prices in the 1959/60
season, the centrnl bank began to exert pressure on the
high level of commercial bank ligoidity early in the
year. The primary sbject was to reduee the demand for
imparts, increasingly so as the year progressed and the
external balance grew more precarious. But fixed in-
vestment which had declined in 1959 recovered strongly
in 1%, with the Government also barrowing more
from the banks. The demand lisbility-reserve ratio was
raised 10 1 very high fgure—from 22 per cent 1o 38
per cent—in the course of 1960, and in March 1961 in-
terest rates were raised and government expenditure
cut in @ further effort 10 restrain demand.

ln lran the main attack on the inflationary rise in
impart demand was made in the course of the sevond
half of the vear. It started with restraints on borrowing
by imporiers hut was extended to a ban on borrowing
by government departments and local authorities and
on lending by the Morigage Bank and by the Ministry
of Industry and Mines as well &s te a cut in public
expenditure in the 1961 budget.

Az indicated above, ane of the most nolable (ealures
of 1960 was the increase in the number of primary
exporting countries in which there was a measurahle
#lowing down in the rate at which prices had been ris-
ing, This was partly a by-product of the upsurge in
imports—in cantrast to the effect of import cuts in the
previous vear—but i also reflects the result of various
stabilization programmes, Maost of these involved
restraings on domestic demand ; but many of them had
stared 1 1958 or 1959 with o devaluation, the effects
of which on the internal price structure had been largely
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absorbed before 1960, There were thus some partie-
larly sharp contrasis between priee trends in 1959 and
price trends in 1960,

In Spain und Venezuela, the deceleration in the price
rise was not the result of any inerease in the availability
of imported goads: it was brought about by & reduction
in domestic expenditure, largely in consumption in
Spain, in investment in Venemuels, With the recovery in
external reserves in Spain there was a change in policy
in the second hall of the vear: credit conditions were
eised in an effort to stimulate the lagging economy.
Unemployment increased rapidly, however, and at the
beginning of 196] the number of registered unemployed
wis more than a third greater than a vear earlier. In
Veneruela there was also a substantinl increase in
unemployment, and when, with the aid of exchange
control, the ouwtflow of capital was halted in the final
quarter of 1960, o programme of poblic works and
eredit relaxation was promulgated in order to hagten the
recovery of the construction industry.

Restraints on domestic expenditure also played an
important part in the deceleration in price increases in
Argenting and the United Arab Republic | Syria ), where
per capita consumplion declined, and in Chile where
fixed investment was held back. In these countries the
problem was complicsted by the insdequacy of the
growth of local production.

In the United Arab Bepublic (Syria) local crops
were agiin very poor and domestic consamption would
have dropped more sharply had not supplies been signif-
icantly augmented by imports, This imposed additional
external strain and it was largely to meet this that
monetary and exchange policy was directed in the
seoond half of 1960, Though the lgquidity base of the
commercial banks was reduced by the removal of Funds
belonging 1o semi-public bodies and by an incresse in
reserve requirements, the expansion of eredit to the pri-
vale secior was greater than in 1959, The Grovernment
also horrowed more, to inance a higher rate of invest-
meni.

There was little growth in production in Argentina,
but significant gains in one or twe import-saving indus-
tries—notably petroleum—combined with a large inflow
of capital helped to increase the supply of investment
goods without imperilling external equilibrium. Inter-
nally, perhaps the most hopeful sign was a Turther
reduction in the Government’s cash deficit—{rom 34 per
cent of the money supply in 1958, before the stabiliza-
tion programme was inaugurated, to 18 per cent in 1959
and 8 mere 2 per cent in 1960-—even though part of this
was achieved by deferring debt payments. This defer-
menl had a restraining effeet on the Government's
domestic ereditors whose liquidity was also redueed by
the rise in prices and wages that followed the devalua-
tion in 1959, The tight money policy in force through:
out 1959 and 1960 did not prevent a further large rise
in bank lending to the privale seclor and, in order to

lessen the inimical effects on production of any shortage
in working capital, the credit base was enlarged (o some
extent late in 1960 by g redoction in the reserve require-
menis of the commercial banks,

Inndequate gaine in production also hampered the
stahilization effort in Chile where the effect of high levels
of unemployment and frequent strikes was aggravated
by the disastrous earthquake that occurred in May which
not only disrupted communications and hampered agri-
culfure but also helped to unbaldnee the government
sccounts, Some of the sirikes reduced export cutput and,
iogether with the downturn in copper prices, this had
the dual effect of weakening both the external balanes
and government revenoe, Wage increases ll‘lull‘.'li in the
second half of the year and early in 1961 also tended to
complicate the stabilization efort,

There was also & notworthy slowing down of price
increases i some of the other Latin American countries
—particularly Brazil, Peru and Uruguay—in which in-
flationiry pressures have been extremely powerful in
recent years, Though there was again a large monetary
cxpansion it was appreciably les than in 1959, re-
strnined by a deckine in foreign assets in Brazll and by a
reduction in government borrowing in Peru and Uria-
guay. The gain in Stability was most convincing in Peru
where il was underpinned by a large increase in domes-
tie: production and exports which made possible 8 con-
sidernble expansion in imports, a sizable growth in
reserves and o major rise in capital formation,

In Bragil there was 8 more satisfoctory growth in
domestic production than in 1959 —particularly for local
use — uid @ substantial increment in supplies from
abropd. Against this, however, private eredit again
inereosed rmirhrqﬂ} amil —-even mnrr!rupnﬂunt—ll:rr:
wis & grealer exponsion in governmenl borrowing,
sccentuated by the need 1o Bnance another large coffee
surplus. Though the rise in retail prices was somewhast
le=s rapid in 1960 than in 1959, it was agnin very sieep
and an increase of G0 per cenl in minimom wages wias
decreed in Oetober. Parthy ss a result of this there was
a jump in the cost of living towards the end of the year.
With the pressiare of domestic demand as strong as ever,
the importance of increasing—or ol least maintaining—
the Bow of goods [rom abroad became crucial. As indi-
cated earlier in this chapter, the crisis of external
disequilibrium was met carly in 1961 by a consolidation
of debis, new borrowing and a devaluation. This had a
stabilizing impact on the domestic economy, absorbing
eome of the excess purchasing power through increased
availability of imports and higher crizeiro costs.

In Urn.!w.u!. whirre costs had been raised by the deval-
uation of December 1959, the deflationary effect of a
eubstantial expansion in imports and an enlargement of
the budget surplus was more than affset by production
losses through strikes and drought. Higher costs and
increases in wages in several sectors were followed by a
rapid rise in the provision of credit to the privale sectar,




In contrast to the course of private credit in the ather
countries in this group, however, the rise in Uriguay
was bess in 1960 than in 1959,

Among the remaining countries in thin group an
expansion in imports in 1960 abo played o strategic
rale in restraining the rise in prices. In Indin and Pak-
istan the resiilt was a levelling off in the cost of living
trend, despite 0 considerable inorease in investment,
especially in the public sector. In Pakistan a good wheat
crop also helped: in April it was possible 1o end ration-
ing in the western provinee, In March, however, both
India and Pakistan took sieps to limit the expansion of
eredit to the private sector. In India, eredit was tightened
further in May and again in October, but relaxed some-
what towards the end of the vear. In Pakistan, the
restraints having been directed chiefly against import.
ers, some stimulus was [ater provided 1o private invest-
ment through a reduction of corporate taxes and ather
tax concessions granted in the mid-vear budger. In both
eountries privale credil expanded o & greater extent
than in 1959 in line with the ineresse in trade and
investment.

Imports were also of crucial significance in Turkey
in 1960 though they did not rise much above the high
level of the previous year. An appreciable increase in
domestic food supplies was supplemented hy receipts
of Public Law 480 wheat from the United States and
the coit of living was held more or less constant—com-
pared with an increase of about & fifth in 1959, After
a temporary relaxation of eredit conditions in July 1960,
resirictive measures were reintroduced in the second
hall of the year: government investment was cut by
about T per cent of the budgeted Bgure and interest
tiles—io other than agricultural borrowers—were sub-
stantially raised.

L]

In most of the countries in which there was a measur-
able acceleration in the rate of increase in retail prices,
the rise in 1960 ook place in the face of & greatly en.
larged inllow of imported goods, Local production was
generally higher than in 1959 and with the resultant in-
crense in the volume of supplies available there was a
cpnsiderable rise in investment and a smaller—hut ap-
preciable—rise in consumplion. In contrast to this ex-
pansion in activity, the rate of increase in money supply
was generally lower than in 1959, largely becanse of the
decline in foreign assets but also—in some cases—in e
spanse fo restraints on government borrowing and on
private ceedit, generally imposed in order to protect the
vklefial balpmes.

In Cambadia the policy of granting low-interest loans
te encourage agricultural and industrial development
was continued, and investment—public as well as private
—wis consigerably higher than in 1959, In China
iTaiwan) investment was also incressed substantially,
parily in terms of & new [ourvear development plan
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which began in mid- 1960 erops were generally poor in
1959760 but the inflationary impact of this was softened
by m sharp cut in rice exports and an incregse in food
imporis,

In the sther countries in the group there was a further
stpiblic inerease in fived eapital formation, especially
in the private sector in Australia and in the public
sectnr in Mexion, This was prenmpanied by o relaxation
ol control over imports, dampened to some extent in Par-
apuny andd the Philippines by devaluation. The process
of reloxation continued in the Philippines, loreigs
exchange reserves having recovered by July to the high-
vt pobnt sinoe early 1957, As domestic credit conditions
were cased, prices began to rise more rupidly, peflecting
not only the growth of demand but also the rise in the
prao cost of imports,

In Australia the rise i |i4'||.:i'|:|il1l,I was restraimned b}' 1]
spectaculor decling in foreign reserves in the seconid
halfl of the vear and it was largely 1o protect the external
balance that monetary and fiscal policy was directed.
An effort was made 1o check the Bow of eredit 10
imparters, and tax measures were enacied o diecourage
the demand for motor-cars and the use of hire-purchase
arrungements. With the sopply of imported poods
greatly augmented and o better ount-turm of domestac
agriculture, the rse in the cost of living elackened
again tpwards the end af the vear. Wage pressure alsp
cased samewhat as unemployment—which had dropped
i an Chefsher rll_qu.- that was the lowest since 1956—
began to rise again: by Febroary 1961 it was above the
eorregponding 1960 level. By that stage the wholesale
price of domestic goods had also receded Trom its Aug
=t peak to below the corresponding 1960 figure.

In Indowesia the monetary reform of August 1950
which eut the volume of notes in circulation by about
a third proved 1o have had only a very temporary effect:
prices rose steeply in the first half of 1960, A marked
slackening in the second half of the year was largely
the result of a major increase in imports, though it was
facilitated by o notable change in the Government's
cash position: this lollowed a substantial increase in
revenie from higher taxes—particularly on petroleum

-and from state trading activities. An eflort waz made
to reduee liquidity by raising the reserve requirements
of the commercial banks, bot lending 10 the private
sector continued to increase, exerting a powerfol expan.
siiminry inipailee an the supply of maney,

Changes in the rate of increase in retail prices pro-
vide only an inadequate messare of the variastion in
inflationary pressures. Nevertheless they are related 1o
the siate of internal balance, not only to the extent that
they may indicate changes in the relationship betwoen
consumer demand and the available supply of goods,
but ales hecause in many countries they are an L et
tant determinanit of olficial economic palicy, especially
where there is a close link between wage rates and the
cost of living and where urban populations are gaining
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in sige amd political infoence. For this reason some
stgnificance attaches 1o the foct that 1900 saw & dimiog-
tion in the extent to which the cost of living in the pri-
mary exporting couniries was protected from adverse
developmenis,

There wis, for example, & greater readiness than in
previaas yeirs 1o accepl the consequences of devaluotion
as far as internal prices are concerned; thus the local
currency cost of imporied goods tended, on the whale,
io become more realistic even ihough this entailed &
more or less immediste rise in the domestic wholesale, or
even retail, price indes, Similarly, the tendency o
shelter the users of particular products or services—
notably those operated by government, such as trame
port, power and commonication—from inflationary
forces in the rest of the cconomy was much less in evi.
1:|r|1nr. Tlu- i.l.ﬂirr In redies hurtp:du.rr dicheils and lrt'ilIJt
the liquidity of the sconomy a3 & whole under better con-
l:ml I!rn.tled i |.|-rrl|;j| TREre rrl-qu:nll}' OVET |.|'|r [ear al
the consequences of lowering subsidies and raising
prices in key seclors, The pursuit of a better budgetary
balance also led to n widening or decpening of the tax
strisctuite in o number of instances.
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Thiz increase in the willingness of governments 1o
rick octions, the initinl effect of which was likely to be
a rise in the vost of lving, reflects in part the working
ol of stabilisation programmes adopied carlicr, In mos
cnnes The |'.|:|'|'rr:u1-:|I rﬂiirﬂire ol Uhese PrOETAFmES WS
the improvamant of the external balsnee and in varying
degree this involved some carbing of the demand for
imports, A rise in consumer prices would cootriluate
to thnt emd provided i did not adversely afect rl:l'l:u:il.lt*-
tism, This was not alwavs achieved, for in several eoun-
tries the rize in prices provoked strikes os workers
resisted the implied threst to real wages. However, in
many coundries the risk seemed somewhat smaller in
19600 than it had in 1959 when reserves were generally
low amad impun-rl_-: h;l‘ll"l}' regiricted. With reserves hinhﬂ
and imports rising, the chances of shsorbing part of the
imjlnﬂ of =neh netion seemed more favourable, al |easi
in the earlier part of the vear. As 1960 advanoed, haw-
ever, the scope [or action to improve intermal balance
was steadily marrowed: increasingly, policies had 10
concentrate on (the deteriorating external situation. By
the end of the year the criterion for action wes again
its potential effect on exchange reserves rather than an
domestic production.

Dutlook”

H'!.' the end of 19460 the |'l'I'iTl1!r]-' r:'P-urIinF ronlries
= 0 group were approaching one of the limits 1o their
eallecthve fate ol growth, n.;m-rl:.'. the meane of inter-
national payvmenl. Reserves had been drown down ; debis
—short-term s well m= longterm—had been piled up.
Lontinuation into 1961 of the relatively high average
rate of growth that characterized 1960 is predicated in
the hrst instance om o concomitant expimsion in the
means of payment, Economic trends and developments
in the early months of 1961 suggest that such an ex-
pansion = nod impossible; though o riee in the total
proceeds likely te be derived from the exports of the
plIITIl.n txpnmr:g couniries & rnnlmg:rll! anl & TeCovery
it demand in North America, the volume of capital
available to supplement export enmings seems likely
to be lll'.lt'r«t'id.hh' grenier than in 1960,

The claims likely to be made on the available means
of poyment will depend on the course of local produe-
tion, the size and distribution of incomes and the con-
lrnh—ﬁu:.-] 0r ql.llnﬁl.lli'l'f—f!.fl'l_‘.il-[‘d over e Ihull:r:m
of imparts, On all these scores 1961 claims are |ikely
to be more productive of economic growth than thoss
made in 1960, Domestic food crops are reported to be
generally better in Wﬁnfﬁl thar II'E:F were in 1950 /60
and the prospects for a higher output of many indiee
trinl goods in 1961 should reflect the higher lovel of

*This section is based in part on replies received from Gen.
ermmends b the United Natsns questioanaire of Moyember 1960
on econamie tremids, probbens el policies

ir|1.ﬂ11'ru-n| n‘f igﬁ'l. I:n many ruqnlﬁrl the |:r|:|||-ud'l d.lt-
miand of the export sector is likely to be lower than it
was 1960, And the rutionalizstion of tariffs in a
mumber of countries, along with the reimposition or
tightening up of import controls, will probably tend
to Taviuir raw materials and rapil‘.l] gonds aver con-
sumer goods. Moreover, cluims on the means of pay-
ment arising from capital fight will probably be at a
much lower level in 1961 than Ihr? were in 1960,

Exront MuosPECTS

The foreign exchange carnings of the primary ex-
poarting countries depend mrmhr]minnt!r on the impor
demand for primary commodities of the industrial coun-
tries. The course of events in the first quarier of 1961
sugpests that for the year as a whole this demand is
unlikely, in the aggregate, 10 fall below the 1960
level. One of the reasons for this lies in the fact tha
1900 saw North America drop out of phase with western
Europe and Japan in lerms of business cycle timing.
In 1960 the consequence was the pelering oul ol the
recovery in commaodity prices that had begun in 1959.
I 1961 the conseqisence may well be that the resumed
recovery in North American demand will compensaie
for such slackening in demand in the other industrial
countries e may he cansed by either the changed inven-
tory poeition or a slewing down in the high rates of
growth that characterized 1960. Thus the over-all
sability in primary commodity prioes that emerged
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from the gentle rise in 1959 and the equally gentle de-
cline in 1960 may well continue through 1961.

A consideration of supply conditions and policies
leads 1o & similar conclusion, On the one hand, supplies
—in being or potential From existing capacity—are gen-
erally appreciably in excess of probable consumption.
O the other hand, where the imbalance is greatest, the
rate of ﬂ-]-i-l-l:ﬂ:r' utilization and the Bow of IHH“.FI o
world markets are generally under the firmest contral,
Thus while the pessibility of a marked rise in average
price is reduced by the availability of supplies—From
stocks, il not from current production—the possibility
of n substantial fall is reduced by marketing policies
which in general have been internationally aecepted,
tacitly if not in terms of a formal agreement,

Over-all stability of price and an average rate of
off take at least up 1o the 1960 level would serve 1o set
a floor to the total receipts of the primary exporting
countries. But this would not ensure stability or expan.
skt kn the receipts of individual countries: here, pros.
pects are by no means uniform, differences in market
conditions among the various traded commadities being
compounded by the wsual diversity in production out-
come and domestic demand,

By and large, the degree of uniformity is highest
among the countries exporting mainly {oodstulfs, panly
because total demand for food Auctuates less than total
demand for industrial material and partly because it
is among the major food trms that the lurgest surphases
have recently been sccumulnting, But even among the
food exporiess prospects differ widely.

In the case of cereals there are now more net im-
porters than nel exporiers among the primary export-
ing countries and crop changes are of more conse
quence in terms of local food supply than in terms of
their repetcissions on foreign exchange earnings. More-
over, in view of the large and still incressing stocks—
held predominantly in North America—the possibility
of a significant rise in price is virtually raled out. The
chiel determinants of the course of cereal earnings in
1961 are the size and quality of the wheat and barley
crops in western Europe—as the major importing region
—and in the principal sources of supply among the pri-
mary exporting countries. Subject 1o a different set of
forces, but not wholly unrelated, is the markes for rice
in Asia.

The Evropean import demund for wheat is likely to
be appreciably greater in 1961 than it was in 1960,
the 19640,/6] crop having been about 3 million tons (7 or
8 per cent) below the 1959,/60 level and, because of
the wet weather. of a geoerally poorer quality. This
reduction has been accentuated by a relatively poor
out-turn of spring crops. It is probable, however, that
the shortinll will be made good by North America:
among the primary exporting countries the principal
exporters of Latin America and North Africa have had
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poor crops and only Australia and Turkey are likely
to increase their wheat earnings to any substantial ex-
lent.

A larger European barley crop and the use of a larger
proportion of local wheat & Teed will tend o reduce
import demand for the coarse grains. Bath Argentina
and the Union of South Africa have more maize to
sell but, as production outside the centrally planned
countries was up & further 3 per cent in 196061, prices
are likely to be lower, Australia, Iraq and Turkey may
expori more barley, but probably ales st somewhat
lower prices. As in the case of wheat, the market for
coarse grains will continue to be affected by the exise.
ence of huge stocks, but support policies pursued by
majar producers are likely 1o keep prices relatively
stable,

The changes in rice production between 1959 /60 and
1960/61 are likely to induce & higher rate of consump-
tion bul n smaller volume of international trade: the
roductions in output are concentrated mainly in the
exporting countries, notably Burma, Cambodia, main-
land China, the Republic of Korea and the United Arab
Republic I.Eﬁfpll', the imporiers have all reaped an
appreciahly larger harvest. The principal exception is
Pakistun whete the crop i= eomewhat below the high
1959,/60 level: this may tend 1o raise import require
ments since the wheal crop—because of drought in the
West—also promises 10 be smaller than in 1960, The
principal unknown in the rice situation is the impact of
the crop reductions in mainland Ching: w meet domes-
tic needs some 2 million tons of wheat and a large
quantity of barley were purchased—{rom Australin and
LCanada—carty in 1961.° About $00,000 tons of rice were
alse ordered from Burma: bt this may be used-—m1
least in part—to ship against previous commitments (o
other countries, Exports from mainland China had
dropped back in 1960 from a high level of the previous
year, bul this did ot prevent an apprecishle decline
i price; in view of the larger crops in most deficit coun-
tries, a further reduction in net exports from mainland
China may not gresly affect the market, Neverthelbess,
us in the case of wheat and barley, prices in the first
quarter of 1961 were slightly above both the correspand-
ing 1960 bevel and the average Tor the preceding quarter,

Sugar exporters [ace an unusually uneeriain situa-
tion in 1961, The most definite development i= one that
i likely to depress the international market: a bumper
European crop in 1960,/6] will greatly reduce impont
demand. The impact of thi= will be softened, however,
to the extent that purchases of Coban sugar by the
centrally planned countries represent a net addition 1o
total demand and are not offset by @ rise in exports,

“In May 19| Canasds te provide malnland Ching wiib
fi million tows of whent snd harley over a period of two and one-
hall years. These purchases, ibough lisge, need 1o be compared
with ik end-ol-srason stocks in the hands of major exgorters i
their impart s oo be assessod i mid- 1960 such siocks oealled
ik million tens, with & larther large Encrease im pruspeci far
[ 5el) ],




L HAPTER 5.

Production ootside Europe i alo well above the
1959,/6d0 level and free market prices in the hirst quarier
of 1961 were below the average for bolh the Flj'rﬁ_"l‘_\q!th
quarier and the corresponding quarter of 1060, For
Cubu, therefore, unit values in 1961 are likely to be
appreciably less than in 1960, By the same token, unit
values for the countries that have obtained & larger
share aof the protected United States market—particu-
larly Peru, Mexico, Brazil, China ( Taiwan), the Fed-
eration of the West Indies and British Guinna and the
Philippines, as well as India and Australis which have
teen allotted quotas for the first time—will be higher
than in 1960. Commuonwealth exporters—notably Aus
tralia, Fiji, Mauritius and the West Indies—will alsa
earn more from sales to the United }';ill.!:ril:lm as the
tesult of a llig.ﬂ increase in the nr-_!'-_ml:mtrd Irljn-_ byt

this may well be offset if the Mree morke ||rirr' falls
lower,

Exporters of meat and dairy productz sre unlikely 1o
earn much more from this teade in 1961 than they did
in 1960, The state of herds in Oceania is such that no
great increase in the volume of exportable meat is ex.
pected ; in Latin America an increase in Argenting will
probubly be offset 1o a degree by o reduction in Ure.
guny ; and with lecal supplies still rising in the United
States a further increase in beef prices seems unlikely.
In the cose of buteer, the market has weakened sub-
stantially under the presure of large stocks and an
imbalance between production and domestic consump-
than In many F-Iln'r|u.'|.|.|:| eountries: in the firsi quarier
of 1961 international prices were aboul 30 per cenl
lower than in the first quarter of 1960, In these clrenm-
stances the earnings of the primary EXporling countries
from butter in 1961 are not expected 1o reach the 1960
level.

The pressare of ocke is also likely to be felt by the
beverage crop exporiers. In the case of o flee, however,
these stocks have heen successfully isalated by the prin-
cipal producers, and prices—at leasi of arabica bypis
~are likely 1o be susinined in 1961 as they were in
1960, The fact that the 196061 Brazilian ETOP WES o
third smaller than the preceding one should not prevent
caffer eamnings from being fully maintained: stocks on
hand are in excess of a normal year's world trade, North
American imports, which receded in 1960 Trom their
high 1959 level, may well rise again, thus increasing
Latin American earnings. However, a further increase
in African production—of about 8 per cent—may bring
robusta prices, which weakened considerably in 1960
and early 1961, under added stress, noiwithetanding
the agreement to limit exports, In expectation of this,

some countries reduced the prices paid o growers for
the ['m_."'lﬂ orop.

While arabica coffecs were yielding much the same
price in the Arsi quarter of 1961 as o vear earlier, coooa
was yielding about a fourth less, In 1960, cocoa ex-
parters were able to maintain their earnings by Increas.
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ing the amount shipgped; but the resultant increwse in
importers’ stocks hos made a repetition of this very
unlikely, Though an appreciable=T to 10 pET cEnl-
rise in consumption ks forecast, o large surplus will re
main (vom the record 196061 erap—even though the
miidd-year crops are réported io be emaller than in 1960
—keeping prices and carnings below the 1960 level, As
in the case of coffee, growers” prices have been reduoeed
very sharply in Migeria.

Lompared with colfee and cocon stocks, stocks of fen
are al normal levels and, with production and consump.
tion both expected 1o register o moderate increase in
IHil, export proceeds may well exoeed the 1960 figure,
Prices in the first quarter of 1961 were about 5 per cent
above the corresponding 1960 average.

Earnings from oil-seeds and vegetable ofls are likely
to be higher in 1961 than in 1960: this reflects a con-
tinting growth of demand, especially in Europe, a larger
nutput in several of the |.|1'.i:r|:|:|.r:,' % Pn-rqiﬂ.!.!_ ek | Fis—
natably ground-nuts in West Africa and copra in the
Philippines—smaller sfocks of sovi beans in the United
Stutes and the radically changed position of mainland
China. The failure of crops in severil areas converied
mainland China #arly in 1961 from an increasing seller
ony world markets o 8 large buyer. The immediote i
pact was on foxn beans, the price of which in the first
quarier of 1961 avernged a Afth or more above the cor
responding 19640 figure. But Chinese purchases also 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 throughaut the soft oil market and per-
haps 1o some exient in the market far hard oils, wheee
prices, alier declining rapidly in 1960, levelled aut at
about the low 1957 AVETAgE in the 1.-11'11.,' maonths of 19651,

A further small incresse in expecied in total con-
sumpticn of tobaceo and several primary exporting
countries should benefit, Production is higher in the
Federation of Rhodesin and Nyasaland, Greeee and Tur-
key, for example; the Salishury auctions have opened
with higher prices than they did in 1960, though in
TIJTEI"_-‘ prices have been lower: Lrreck tohacco en r1|ir|p~
should gain from that country’s aecess 1o the Eropean
Lommon Market when artangements for association are
completed.

Earnings from raw material exports are subject to
much more erratic impulses from the demand side than
are those derived from food but, as sugpested earlier in
this section, the differences in cyclical phasing among
the industrial countties may provide an unusual degree
of stability in 1961,

In the case of the fibres, the rate of growth of the
teatile industry outside the centrally planned countries
slackened measurably in the course of 1960, output in
the fourth quarter actually falling below the corres-
ponding 1959 level. Despite this. net cotton eamings of
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in internnl demand, Alibough this generated sirong
pressures on the external balanee and some countries
were foreed to apply restraints towards the end of the
year, it was by no means exhawsted ; if Lguidity difs
cultics do not supervene, the expansion of domestic
Hprrldilurr will agnin be a dominani infleence in 1961,

Whatever ils magnitude, the siructure of domestic
expenditure in 196] may differ somewhat Trom what it
was in 19, espeecially in its impact on import demand.
The expansion in 1960 followed a lengthy period-—up
tw two years in some countries—of more stringent con
trols over imports; a8 & result, pant of the demand in
1960 was far replenishment of inventories of most types
of imported goods. The expansion alsa came in the wake
of & marked rise in the incomes of several groups of
paparters—most notably the producers of rbber and 10
& smaller extent the producers of long staple colton,
wool, butter and copra—whose expenditure in 1960
hfll.l-rd o lhlpr the Fltlnrn nr imp-u-rl.u. The 1irr mnd
patiern of imports was alss infuenced by the fact tha
|ﬂ’59..-'flll CT i p;rl'ir].an.rE].' { o] CTOjS—WERe EETCE:
illy very litthe above those of the previous vear.

In all these respecte the forces influencing demand are
different in 1961, Inventories of imported goods are
generally high. Apart from jute growers, few producer
groups have enjoyed any substantial rise in income,
while several imporiant groups—notably those produc.
ing wool, rublser, buiter and robasia colfee—have exper:
ienced 8 sharp decline, And, by and large, food, fuel and
raw material requirements will be mel to a grealer
extent from domestic production. In one respect, how-
ever, the trend in 1960 is likely 10 be reinforced in 196] :
in most of the primary exporting countries fived capital
formation—and hence the demand for investment goods
from abroad—is being stepped up, especially in Asia
anid the Middle East.

New development plans go into effect in several
countries in southern and south-casiern Asia, including
most notably, the Federation of Malaya, India, Indo-
nesin, Pakistan and Thailand. In India, the third fve-
year plan entails an increase of between 6 and 7 per
cent in public nvestment in 1961 and private ves-
meni is also expecied to increase, In Indonesia, 196] is
the first year of an eight-vear developmeni plan which
embodies 8 widespread expansion in investment. A
smilar sectoral halanee— with srme :mpiiu'ﬂ an rFaral
development in public spending—is being aimed at in
the new fve-year plan in the Federation of Malaya, as
well a8 in the new siv-year plan in Thailond which seeks
Ia rq:ilr Ihr n\.‘-rrrq” Fiile al !mwl}l in prrrdllrl:inn !rm:n
4 1o 5 per cent & year, In Pakistan the second five vear
plan involves a greater effort than the first: the increase
in hxed capital formation, for example, i= to be 50 per
et larger then it was onder the original plan and there
will e a :l-nmhql! Erealér conceplralion on lETiEII]
tural imprukrmrnl.

Among most of the other countries in the region &
further expansion of investment is contemploted. Cam-
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bddin is in the sscond year of its five.year plan of eeo-
naomie diversification, one of the muin purpesss of which
is o redisce the country’s dependence on imports. In
Ching | Taiwan) and in the Hepablic of Korea an 11
per vent inerease fn gross capital formation s joedicted.
In the Philippines the relaxation of credit restrictions
in 1) is expected to resalt in an sppreciable rise in
private investment in 1961, In the Republic of Viet-
Nam, where 161 marks the end of the fimt Give-year
plan, the budget has provided for increased expendi-
tare an '|lu|!|]ir worrks amd rnmmuqir'nthmnl while in the
privaie sector investment is expected io continue jis
expanson, except in the case of rubber where the 1960
jui.l'r declive has aried 4= o r]-Hrrn-nl. ]n Hur-mq, ulhr"
invesiment had slackened in 1960, some recovery s in
:nighl. ATESIE pnrlh' from a H‘H‘IIHﬂH‘HIﬂF of the oo
nomic Development Fund for agriculiural improve.
ment, and parily from new railway I-l.'|1l|1'li|:|n, finanred
largely by an TBRD boan.

A genernl increase in invetment = also foreseen in
the .'i'liﬂd:r Fist lr:ﬂ I|:|r .'ilr&i.lfrrl:ru-l.n n-n'iurl- A lm'lir-
sprind evpansion is scheduled fn the United Arab
Hepublic (Egypt) where o new hveyear plan—aiming
at a 4 per cenl increase in nalional income—came iRl
oporation in the seeond half of 1960, In Greece, the state
invesiment programme involves an increase in public
eupenditures of about a fourth between 1960 and 1961,
with a somewhat greater emphazis on secondary indus-
iry, In lrlq increases in investmend in housing and
tranapart scheduled under the 195%-1963 Interim Eoo-
nommic Flan may be exoeeded a5 8 new development pro-
gramme gels under way in the course af 1961, In lsrael a
further 10 per cent rise in fixed capital formation is pre-
dicted : the development budget provides for increased
cxpenditure in several bhelds, notably irrigation and
transport. Moroeeo plans an appreciable rise in public
investment, chiefly in low-cost housing and other con-
ariction, In the Sudan, where the development budget
doubiled between 1900 and 1961, rural investment con-
tinues to predominate. Poblic investment is alzo being
increased substantially in the United Arab Hepublic
(Byrial where s new five-year ﬁrn:|u$|ni-.1'|l programme
—with emphasis on transport and communications and
irrigation—has been insugurated. In Turkey a rise of
more than & Gfth i predicted for total capital Torma-
tion : it is expected that a lorge increase in public invest-
ment will be accompanied by a smaller increase in the
privaie secbor,

In this region the enly country likely to register a
reduction in capital Formation in 1961 = Iran: here &
deflationary policy was sdopied in the second half of
1'% amid, in an eflon 1o stabilize both the internal and
the external halance, public investment was cot hack,
In Tunisia it & probable that new fixed capital forma-
tion will remain more or less s the 1960 level: public
rl.|1||u| |'1|.!u-11dilurr' 5 doe o rhee, but emost of the
increase is to be devoted fo the scquisition of French-
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owned Tarmland and shares in private phosphate cor-
RIS,

In the other regions expansion is less likely to be as
m_-u.r[}' umiversal as plmrlh indicate it will be in the Mid-
dle East and southern and south-easterm Asia. In
Oveanin, for example, the delerioration of the external
balante seems lkely to have o restrictive effect on the
course of domestic capital formation. In Awsiralia,
credit restraints are aimed at reducing total demand,
and government capital expenditure in the year enl-
ing in mid-1961 has been hudgeted at a lower fguee than
in the previous vear. In New Zealand, the bodget for the
year ending in March 1961 provided for a sizable
increase in capital expenditure, but here again, disin-
Aationary measures began to dominate towards the end
of the period.

In Latin America efforts to restore external equilib-
ri.um. lllu:l :n-rr:il:d a 1I.11:r|:|! i:rlﬂu:rlr.: aver Pu[i:ib il
the beginning of 1961, In Ecuador planned government
capital expenditure was cut back ; in Guatemals the rate
of public mvestment ander the 19601964 development
plan was redoced below the level of the previous plan,
while tn Brazil it is reported that “some decline in the
raie of growth = probable™ at least until the purchas-
ing power of the eruzeire has been stabilized,

Elsewhere in Latin America, however, investment iz
planned to recover or imcrease Turther, In Argenting
road and house-building and private manufscturing are
likely to be the leading aress of expansion. In Chile
where investment Iu._gg;ﬂl im 1960, a 55 per cenl increagr
in gross hxed capital formation i the targel for 1961 ;
thi= is within the framework of & teneyear development
programme, adopted in November 1950, which = de
signed to raise, permanently, the propertion of resources
devoted to investment, with considerable emphasis in
the early stages on agriculture. Veneruela 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 o longer-term plan to raise
the ratic of capital formation o gros product, In Cuba
q frrr-r:q:r pll.n. inluEurﬂrd I'-l:l'l:r in 1961, hos set jar-

in a number of sectors; this should raise invest.
mend shove the 1960 level ﬂupi!-r rr|m.rlrd lhurl'.l.gt:r al
some materinls and co el socozioned by the dis
ruption of established trade patterns. Mexico intends
16 mainlain the rale of r:|;|1u.|n5|:|u al recenl Fears; thiie
pace i set by public investment plans, but the oulcome
for the vear will also depend on the volume of Foreign
capital available,

In Africa, prospects are clouded not only by the hal-
ance of payments strains generated by high import ex-
penditure and a drastic decline in key export prices—for
eocon, robiss coffee and mering wool, in particular—
but also by the Right of capital and by other sconomic
rl:pr-rnuuuimu al the Flrllrnqnd constitutionnl and ad-

ministrative changes that secureed in 1960 or are dus
in 1961. In East Africa it is probable that more will
be imnvested in 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 eonsiderably higher in Tanganyika, while for the
1961 /62 hscal year substantial aid has been promised
by the United Kingdom. Ethiopia reports that “draw-
ings on foreign eredits in 1961 are likely 10 be much
higher™ than in 1%60; and this presages a higher level
of eapital formation. In West Africa the immediate
trend in Investment ks more obscare, The fall in cocoa
price has severely reduced the Aow of development
fimds in Ghana and NEFHL In CChana, where external
reserves declined in 1960 to the lowest level since 1952,
the Yolta 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 former French territories an indication of
trend is given by the fact that French aid—which sup-
poris the developmeni budgets in these countries—ap-
pears in the regular French budget for 1961 at much
the same hgure -NF 670 million—as in 196,

In southern Africa the outfow of capital had been
brought under control by early in 1961 ; but an increase
in  domestic invesiment seems [ar [rom assured.
Budgeted figures indicate o lower rate of public capital
formation in 1961 both in the Federation of Rhodesia
wid Myasaland and in the Union of South Africa. In
South Africa railway investment is being reduced, but
the impact of this may be offset by an expected rise in
the f;pi.tﬂ r:.p:nd'mlrr of other Fublinlj-wneﬂ oo -
porations, particularly in encrgy and steel. The budget
introduced in March 1961 provided special incentives
to private investment, including a reduction in corpora-
thon tax rates and provision for acoelerated deprecia-
tion, but the strain on the external account may pre-
vent this policy from exercizing its intended effect: in
Mav interest rates were roised and the liquidity of the
commercin]l banks redueed.

IMrFLicATIONS Fiim INTERNAL BalANCE

The wide-spread growth in development expenditures
planned for 1961 is Likely to increase stlll lariher the
magnitude—both absolute and relative—of imports af
capital goods. It will also increase total domestic de-
mand and, hence, in some cases, reinforce the sirnins
on internal equilibrium. A= & result of earfier deflation.
ary policies, better food crope and an enlargement of
industrial capacily, some primary exporfing countries
may find it less difhenlt to contend with such strains in
1961 than in earlier years, The extent to which sup-
plies can be increased, however, remains the eritical
factor. An adequate increase in domestic autput is hy
no means assured, especially in those countries in which
the attempt to curh the growth of excessive monetary
demand has tended to inhibil econsmic aetivity. In-
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1|l.l'ir.||1nr!.' lorces remmain p-l.rw:'rfu! in many of these
ooamririeE and not gll of them bhave had satiefaciory
haryvests.

The scale of any supplementary fow of supplies from
abroad depends on the stale of exterial balance and in
most primary experiing oountries this remains pre
carious, With the means of payment severely limited
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and with the hjghﬂd |1r|.r|-ri|:| h:-in_!.[ H.-I'I_'I:‘lr-l'IEI‘I o 1m-
ports of materials to keep the economy running and
equipment to expand and extend ils productive capacity,
the scope for increasing the low of goods fo match the
rise in money incomes is closcly circomseribed, Hence,
the state of internal balance is also likely to remain

[FrecaTious.




Chapter 6

RECENT TRENDS IN CENTRALLY PLANNED ECONOMIES

The average pace of economic expansion in the cen-
trally planned economies slackened somewhat in 1960
as compared with 1959, but it remained af approxi-
mately the level of the latter part of the nineteen fifties,
The slhackening was due largely to a decline in the rate
of growth of national income in mainland China, Bul-
garin, Hungary and Bomanin, In Poland and the Union
of Soviet Socialist Hepoblics, national income increased
al I|I:|1'I.|.I.l||].' ﬂ'lf sxme Tale as 1950 lnl:l' in Cipcho.
slovakin, at o higher rate.

The rate of growth in industrial production increased
in Caechoslovakin, Hungary, Poland and Romania, but
it declined slightly in the Soviet Union and to o greater
degree in Bulgaria, Eastern 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 agrioultural output were far less
favourable than those in industrial production. Farm
production declined in mainland China and Hungary
and the rate of increase in output was considerably
reduced in Bulgaria. In the Soviet Union, where out-

put had remained stationary in 1959, and in Poland
and Czechoslovakia, where it had fallen somewhat, pro-
daction increased in 1960,

Investment activity decelerated in most countries; an
rxception was Homania where it accelerated substan-
tially. In the Soviet Union, the rate of increase in fxed
investment remained almost unchanged. In some coun-
iries the rise in retnil sales also slackened very sub-
stanitially, but in the Soviet Union and Romania, it
increased af n higher rate than in 1959,

The overall balance between supply and demand
improved in some countrics and prices of consamer
gonde were consequently redisced ; in most of the sther
couniries, the balance was generally maintained, though
in =omse cerlain pressure |:|;||:|Ii|1|.|.rd to be fell, either on
total supplies or on supplies of specific goode. At the
same time, the supply of some goods exceeded demand
and involuntary stock accumulation eccureed, In main.
land China, the pressure of demand upon supply seems

o have increased in 1960, especially with respeet 1o
Tood.

Agricultural production

In spite of bad weather in the sarly part of the year
and heavy rains during the harvest sesson, gross agri-
cultural patput increased in 1960 in Bolgaria, Caecho.
slovakia, Poland and the Soviet Union. It fell, however,
in mainland China, Hungary and apparently also in
Eastern Germany. [n general, the results attained were
much betier in erop production than in the prodoction
of livestock and animal products {see table 6-1).

In the Soviet Union the small increase in agricultural
putput was due to the recovery of erop production from
its 1959 decline, This increase was far below the average
annuanl raie of almost B per cent foreseen by the seven.
yeur plan. Since the annual rate during the frst two
years amounted 1o about one per cent, the fulfilment
of the seven-year plan for agriculture would require an
avernge annual rate of increase in outputl of more than
1% per cent during the remaining five years of the plan.

In mainland Ching, where output had increased in
1958 and 1959, the fall in 1960 was attributed largely
to natural calamities. Crops an over half of the aren
ander cultivation were reported partly or whally de-
stroyed by unprecedented drought, typhoons and floads.

A common fenture in 1960 was the generally better
performance in production of erops than of livesioek
and animal products, In Crechoslovakin and Poland,
crop production increased by 12 per cent and 9 per
e, mprﬂ:ivrlr, whereas the oulput aof livestoek and
animal products expanded by only about one per cemt
in both oountries. Similarly, in Eastern (ermany the
performance of erop production seems to have been
better than that of animal hwbandry, In the Soviet
Union the rise in crop production appears to have been
sccompanied by a slight fall in the output of livestock
and snimal products, while in Hungary the farmer ap-
parently declined less than the latter,

Data relating to the production of major erops 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 Crechoslovakin and the Soviet Union it increassd by
shout & and 5 per cent. respectively. In the latter coun-
try, grain sutpul nevertheless remained more than 10 per
cent below the peak level reached in 1958. The output
of sugnr-beets generally rose steeply in 1960, excreding
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Table 6-1. Indices of Agricultural Production
i Preceding year = (1))
Fisundey wind lien R 1557 F5 [ i
#HH-I agriculivesl outpa B.6 1165 LHE 11A0 L2
Crops. . e 91.4 1225 A 125.8
Livestock and animal products L] 105,58 114 1044
Cerchonovakia 3
Groms agriculimral output 1024 004 126 9B 107.0=
r.q_"n];u " 0.3 .1 [0 5.2 1120
Livestock and aninsal products. . |66 1015 1003 104 (]
FEairern Cermany
Gross agricuftural ootgun 0. 117.1 [ 2 03,7
Hungary
Gross agricultural output, , BT 1134 05,5 4.1 0an
Palind
Gross agricultural outgut 107.4 1041 [04.0 w0 1054
i i | L | .y (02D 0.6 INER
Livestock sl animal products, 1064 1076 1043 7 10,7
Rowamin
Cross agriculiural untput B3 a4 .2 1211
Crops., e e T 134.8 i 1288
Livestock snd amimal producis a3.5 14,9 (01,7 1046.8
China { mamfand)
(iross agricaltural aatput 105,10 1035 1950 L17.0
[/S5R
Gross ngricultueal oatpt 1135 (TN 17 | R £ 102,
d 1148 885 1146 Qi [0,
Livestock and animal products 110.6 LT 1046 | 0.3 94,1k

Soiror: Reports on fulflment of % national
statistical yearhooks aod siakisiical hullepins.
* [hata annsunced in the ropart on the fubfilmens
of the plan for 1960, However, scearding to the
by of the Covernment of Crechoalovaiis to the
United Nations questionnaire of November 1960

the previous yenr's production by as much as 40 per
cent in some countries, The potato harvest in Caecho-
slovakia and the Soviet Union was poorer than in 1950,
bat in Poland it was higher. Data on output of crops
are not available for Eastern Germony but sverage
vields of mosi rrops increased substantially,

an seofnimc temls, problems amid policies, agri.
raltaral nmipul Fose % 6.5 per eenl, orops h:,-
6. per cnnl aned livestock and snimal produsts by
1.3 per cent.

b Estimated om the basts al ln.-l:mqﬂnl.-r ilaka.

Suatistics concerning crops vields are presented in
talsle -1, In Hungary and Poland. in contrast to Eastern
Germany, Urechoslovakia and Bulgaria. the vields of
wheat per hectare declined in 1960, although they re-
mained far above the average for the period 1954.1050,
Sugar-beet vields increased markedly as compared with

Tahle 62, Output of Major Crops

{Therasands of baiis)

fermins Sugar-heelr Pikafiars

- ... Bk —

SRy, Prees: - s 60 v - e T e
Bulgaria.. .. 1,700 5000 4800 0 LA 1600 250 K
Caeehealovak i 4,062 3315 5760 6012 4546 B4 8240 A3M 5954
Eastern Cermany 5,004 5048 6086 4650 13,261 12436
Hungary.... ... ... 3,228 oo 3.9))e X0l2  2AM : 254 2366 .
Paland LE55E 14,125 14242 THZ 5975 1020 MIM 35608 37,766
Homania. . , . . T [ 1 3, A L740 3440 3400 278 2R ;
[IS2R 113200 125900 133,200 35480 43042 56,000 A1425  B656]  A4000

Seurce: Peports on fulfilment of plans; national statissical * Whest, rye, lnrley, nats and corn,

yearbooks and bulleting; Prorda (Mosenw), 21 Janoary 1961

b Exgluding corn.
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Table 6-3, Yield of Mujor Crops
(Ciindals per hectare)
W bl Moggmir-leels Arodvdrs
. A o fre————
fu35- 1048  fasa [ :?ﬂ'ﬁr [¥5% (L] I¥5T (L] 1550

Bulgaria 142 178= 190= 1660 216,7 pl 1 Bl [P
Ceechosinvakin 193 il pi | g 805,56 470 1323 LY L]
Easiefn [;:-rnuu_l.- T X2 5= 156 e 1G5 IR 1642 16513 192,14
Hungary 138 17.] 6.9 191.3 . L] a1 1013 102R :
Polamd . 14,8 173 1655 201.0 1540 50 12586 1280 111.0
Romamia LAY 13.4 131.3 I'rl1 1033 [LHs ]
LisSH ., 131+ Lo 174.0 = L HEL LR

Saurce: Heporis an fulfilment of plans: axtinned statistical yearhiooks snd bulleline

* Winter wheal anly.

both 195% and the 19541958 average. Potato yields fefl

in Crechoslovakia but rose in Eastern Germany and
Poland.

The rise in livestock production in [960 was restrained
in most countries by a shortage of fodder. This shoriage
resulted From the drowght that had affected the area for
two consseulive years, particularly in Huengoey and
Eastern Germany, In sddition, in the counfries ac-
ulmtin! the callsctivization drive, leri'.u.'lh' the two
oountries just mentioned, output may alss have been
affected by initial difficulties in organizing animal hus-
banadry on the collective Tarms. In the past, the initial
phase of collectivization wos commonly accompanied
by & temporary fall or deceleration in the rate of growth
of livestock production owing 1o increased rates of
slavghtering of privately owned stock and to the e
tluced care given to the collectively awned stock by the
peasants joining the collective farms.'

In Hungary the number of cattle fell by about 2 per
cent, the pumber of pige by 14 per cent and the number
al hwrses 11}' moare than 12 per eenl, bt thai of ll1r-|-.|r

LThe ti of slumghiering may be an important factor, 1

the duies of slanghiering are ailvaneel, the lve weighi of the
slaughiered livesinck will fall

rose by 16 per cent (ree table 640, In Coechoslovakia
the number of cows and sheep fell, but the number of
all cattle rose by about 2 per ceni and that of pigs by
3 per cenls In Eastern Germany the increase in the num-
ber of cattle was greater than thal in Caechoslovakia
and that of pigs sinaller, while the number of dh!!!l'.l
fell. In Bulgaria. Poland and the Soviet Union, the num-
ber of catile rose |!'|:|.' 5 4 and 2 per cent, mpeﬂ[ﬂelr.
arvd the number of pigs increased by 8, 13 and 10 per
oent.

The output of livestock products increased substan-
tially only in Romonia, where the production of meat
rose by 7 per cent and that of milk by 14 per cent. Meat
ot pui rose |1:|' 2 per el in Paland and 3 et ceml in
Crechoslovakia, but fell by & per cent in Bulgarin and
2 per oent irl |]'II' En'l."ll:l Union. Milk |:||:|!|:||:I. :h.-.mljhhf
almoes stationary in all countries except Romania,

The changes in the volume of agricultural produce
procured by the governmenl agencies were, in most
countries, not directly influenced by changes in output.
As shown in tahle 65, the procurement of grain in
Czechoslovakia rose by 5 per cent in 1960—that is, by
somewhat more than the 4 per cent rise in output—but
in Hungary it increased by 6 per cent, although ootput

Tahle 64, Indices of Livestock Numbers and Production of Animal Hl:l:lhll‘l.-lir}'., 1 G
(Procmbing year = | i)
R Nimler of N Prusbenfing of
faauniry rL Fig Sherpe Mmi D Kuar
Tiskad [r r : '

Bulgaria. . , . . 105.4 13N ] LR 10L& 01.7 | C 127.7
Caee sl ovakin 1020 ol H L04R B4 1040 1016 1044
Fastern Germany 1A 1008 [ Ti590 0.0 ’
Hungary 0.3 Si.6 a0 1141 b
Paland . 104.1 977 1125 0 1o0LY 1.0 LoTA
Homania : ; T B iy 1136
S5R.... 1021 1030 4.7 QT4 T .5 105.1

Sriuirre: ris o Tullilment ol & madianal Lhe l'd]rrlril.ﬂ monihs: Esstern Grﬂ'nll'lr. SETHE T
1mj:|inl]:|1“rh-ph el buslleting i ber; Hungary, March; Poland, June; USSR,

= Livestnek data based on livestnck eounts during

Carchoslovakis and Balgetin, January.
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Tuble 6-5. Indices of Procurement of Major Agricultural Prodocis
iFreceding vear = | (MH

firain L1 Mily Kt
LTI EY e e e = AL L=153 i

B a5 pe TR (TR
Bulgaria. ..., ...... : . 104 B2 42 116 L 7
Caechoglovakia, . . | 15 14} {1y 14} L {15
Eastern Germany. . . . 1D : 105 Ins 123
Humgary. . ........ 107 | 0y 114 103 10 {51 12 Bl
Poland ' i 116 H5 o i 107 {1 12 115
USSK. ... . H ue 132 105 1z 105 127 114

Sourve: Sea table 6],

declined. In the Soviet T.||'|.|1:-|'||1 where nuli;lut imirreased
by about 5 per cent, procurement wae 2 per cent lower
than in 1959, while in Paland it fell by 15 per cent.
despite the fact that there was no change in the level
of output, The reduction in procurement relative to the
output of grain in the Soviet Union and Poland was
partly determined by & wish to increase the proportion
of grain left on the farms, in order o increase the sup-
ply of fodder and this raise the ootput of livestock and
animal products. In the Soviet Union, for example, cer.
tain regions were temporarily exempted from the obli-
gation to deliver grain 1o the state agencies.

Bulgaria was the only country in which mest pro-
curement was lower in 1960 than in 1959, the decline
imounting to 18 per cent as compared with a full of
only 8 per cent in the volume of output. This was due
largely to & government decision o reduce delivery
quotas in order to avoid & fall in livestoek numbers and
10 lay the ground for acceleration in the growth of meat
output in the future. In Poland the procurement of meat
remiined of the same level as in 1959, whils oulpul rose.
In the other countries, where meat procurement in-
ereased, the output of meal either fell, ar increased by
a smaller percentage than procurement. In most coun-
tries the procurement of milk and vges inereased in
relation to output, the rise being considerable in the
case of egps. Ceechoslovakia and Hongary were excep-
tions, procurement of eggs rising by less than output
in the former country and falling by 14 per cent in the
latter.

The supply of producer goods to the agricultural
sector increased during 1960 in all centrally planned
econamics. The amount of fertilizer made available rose
by 5 per cent in Caechoslovakia and by 15 per cent in
Poland. In most countries there were also significant
increases in the quantity of machinery and equipment
delivered to agriculture. In Romania, for example. the
number of tractors supplied o agriculture increased by
some 51 per cent, [rom 7.250 in 1959 to 11500 in 1960,
Crechoslovakin reported a 20 per cent inerease in the
quantity of farm machinery delivered to agriculture. In
Poland the stock of tractors rose by mare than # per
eenl. Similarly, the supply of agricaltural muchinery
and equipment increased substantially in Eastern Ger-

many, where the tractor siock af the state and colleetive
farms increased by 50 per eent over 1960, Although a
large pari of this increase may reflect only the transfer
of teactors [rom private to collective ownership, there
ie little doubt that the total siock rose, even il to o con-
siderably smaller degree. In the Soviet Union the num-
ber of tractors delivered o agriculture rose by 13 per
eent, from 234,000 in 1959 to 366,000 in 1960, while
deliveries of tractor-drawn seeders more than doubled.
(im the ather hand, deliveries of trocks, harvesters and
tractor-drawn ploughs and cultivators fell.?

The dificulties enocountered in raising agricultural
production in accordance with government plans were
reflected in palicy measures dexigned to accelerate the
expansion of agriculiure or w reduee the effect of
natural calamities. In mainland China the efforis in-
tenibed 1o overcome the effect of the fall in the harvest
included an enlargement of the screage under laie
autumm crops, transfer of manpower (rom the cilies 1o
the countryside and bringing new land under the plough.
Duiring the first half of 196 the cultivated land was in-
cressed by ul least 3.3 million bectares or about 3 per
cent, There was aleo a Turther reappraisal of the policy
of colleciivization, continuing & trend which began in
1959, The role plaved by the “communes™ was further
restricted in Tavour of “productive agricultural bri-
gades”, essentially similar 1o the collective farms exist-
ing in other countries. Brigades which formerly were
ts bee elosely integrated inlp the “communes” became
independent economic and financinl units. The man-
power emploved by the communil enlerprises was con.
siderably reduced and the released workers were
iransferred back to the brigades, In order 16 stimulate
incentives to work, the members of the brigudes were
1o receive about 70 per cent of their pay in money and
were to be permitted o retain small plats of land far
raksing food for their own consumption.

In the Soviet Union the efforts to accelerale agricul-
tural production were directed towards increasing agri-

{ The number of trucks deliversd el From 77,000 i 1959 in
65 i 0968 that of harvesters From 57,000 10 54000 ploiaghs
froan 1HL000 po 140,000 and cultivatons from 122,000 to B0,000.
Pebiveries o seeders rose from 55000 s 107,000 of grain com-
bines from 52000 te 55000 and of wactordraws rakes from
150000 1 4 N,




I:E.I..F‘l'l.l 6, RecEsT rlurir- IN CENTRALLY PLANNED ECONOMIES 11

cultural investment and creating additional incentives
for agricultural producers. Accarding 1o official opinions
ﬂpl’ﬂﬂﬂl during recent meetings of the Central Com-
mittee of the Communist Party, the elow rote of increase
in agricultural production cannot be attributed exclo-
sively to adverse weather conditions in 1959 and 1960.
(ther reasans were the short supply of machinery,
building muterials and fertilizer, a3 well as inadequale
incentives for agricultural producers, In order 1o stimu.
late agricultural investment and output, several mea-
mires tending to raise the profitability of collective farms
were prepared. Prices charged on sales to collective
farms of agricultural machinery, equipment and fer-
tiliser were lowered in degrees ranging from 9 per cent
for tractors to 40 per cent for spare parts and gasoline,
It was decided 1o increase the supply of agricultural
machinery and fertilizer sabstantially bevond the
amounts foreseen in the seven-year plan. A1 the same
time it was decided 1o grant substantial tax reductions
to agricultural producers, 1o lower interest rates on
long-term and shortterm loans, and to defer for five
years the repayment of loans previously granted to
eollective farms. The anticipated comulative effect of
these mensures has been estimated at about 9 billion
routhles per vear, or some T per cenl of the gross money
incame of collective forme in 1959, In addition, a far
reaching reorganization of supply agencies is to im-
prove the delivery of machinery, repair parts, fertilizers

atd other goods to collective farms. In order to elimi-
nate those elements of instability in the work of eol-
lective farms that are caused by the annual changes in
their delivery quatas, and to enable them to plan their
output for longer periods, it was decided that the con.
tracts for delivery of ngricultural produce should en-
COEmpEs A period of up to five years. It should also
specify the volume of deliveries and their timing, the
alcinlly fixed prices, and the sdvances 1o be extended
10 the collective farms during the period of the contract.

The eallectivization drive, which in several oouniries
was intensified in 1959, continwed i 1960, In Eastern
Germany the share of state and co-operative larming
rose [rom about 346 per cent of the total area in 1958
to 46 per cent in 1959 and about ®0 per cent in 1964,
In Hungary the share of the state and co-operative
sectors, which declined in 1957, rose from 29 per cent
in 1958 10 53 per cent in 1959 and reached about 81 per
cent in 1960, Similarly, in Bomania the proportion of
land cultivated by the state and collective farms rose
from 55 per cent in 1958 to 74 per cent in 1959 and
B4 per cent in 1960, In Bulgaria and Crechoslovakia,
where these two sectors had already sccounted for more
than 85 per cent of the cultivated area, further increnses
in their share in 1960 were relatively small, In Caechi-
slovakia, the structural changes consisted mostly of
Turther agglomeration of the collective farms into larger
Hmits.

Industrial production

Unlike agricultural sutput, industrial production con-
tinued to increase rapidly in all centrally planned
economies in 1960, The rates af growth, as indicated in
tahle -6, ranged from 8 per cent in Eastern Germany

to 19 per cent in mainland China. The average rate of
increase in the Enropesn centrally planned economies
was only alightly lower than in 1959,

le mainland Ching, although the rate of increase in

Table 6-6. Indices of Industrial Production®
{Freceding yoar = | (0}

Ciaentry pos tuse 195 13460 P i
T R N CH R 1159 1150 1304 113.4 1153
Crechaslovakin . | I 1 | I | 1113 110 1157 110.2
Eastern Germany . . ....0o0vvnvaoan, WT 1.2 120 108.3 107.9
Bangary . ..., . e 1118 1129 11048 1125 108.0
Paolamd 1095 jLIE] T0ELDY | Dbt 107.6
Romania 108.5 a5 1102 1165 114.0
[1SSH. 1160 1168 1310 Lo 1081

“Total, shove countries 1098 103 1111 110.3 )

China {mainland) . . 1071 166.2 1393 119.0e 120.0

Spurce:  He aii the Fulfilment of plans; total industry amd sre mot remparable with the
mationad statistienl yearbooks and bulletins. indices for [960, which refer only to " planned
* For the Soviet Uninn, China (mainland), East- total indusiry are

indumiry™ since 1960 dats {or
mil i.\EI.lH.l: The announced percentige le
fior industrial preduction in *“planned indwary™ in
1950 wis 24.9 per oent,

* hecording to People’s [Peking), the aver.
rate of ||!|.tl'ﬂlt of industrial sistput in the

erm (ermany snd Crechoslovakia, toial indusiry;
e Bmpl:dPnllnideHHnmh.. -hul:r: itk
mperakive usiry; ler Hungary, sisbe 1]
aply, Group Indioes are weighbel sverages HHE
try imlzoes. The weights meid were the ave ul'
lh raties of outpt of electric spergy and ind

in sach country in 1956 w t‘u Elﬂdlﬁ-l'iﬁll-mulllﬂlnigrmm annauilly.
'|-l'|1lﬁ the growp. These |mdioes sbould Iln eum- e the ratins im 1950 and 1959 were known ik
unl]' s brosd iH:m'l:l-.u.l.m the be 66.2 end 393 I'l.'lp-!rl.'ll'-'ﬂl'l' it follows that the

spproximutely 19

rute of meresse was in 190

lw‘rh LT ]
IH‘!I:IJ"I-]ETIH]."H'II‘I{H.I"I.I per el
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industrial production doclined by s much as 30 per-
centage ponts in 1960, it severtheless remained the
highest of the group. In most countries industrial pro-
duction exceeded the planned quotas; but in Bulgaria
and, even more so, in mainland China, it failed 10
schieve the targets set for 1960—in the latter country
by 10 pereentage points, This discrepancy between plans
and achievements in mainland China restilied in part
from exceptionally poor weather, which mpeded the
growth of all sectors of the economy bul was especially
important in industries depending on sgricultural ras
materials. The owtgul of consumer goods, as shown in
table 6-7, rose by only B per cent as compared 1o the
24 per cent increase set by the plan.

As in the preceding years the ouiput of producer
goods incrensed everywhere at a higher rate than that
of consumer goods, alihough the diference between the
relative rales of incresse in these two seclors was in
mosl countries smaller than a year earlier. Among
countries for which complete dats are available, the
inly exeeptions were mainland China and the Soviel
Union, where the reverse was troe. In the latier country,
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however, 1 was decided towards the end of 1960 1o
aceelerate the rate of expansion of consamer goods out-
put relatively to that of producer goods.

A oomron characteristic of industrinl growth in the
centrally planned economies was the tendency for the
output of engineering, chemicals and, in most cowntrbes,
constraction materials to expand ot a substantially
higher rate than producer goods as a whole (Fompare
table 6-8 with table 6-7). As compared with the pre-
ceding year, the growth of output in the engineering
industries accelerated significantly in Hungary, Poland
and Romania but slackened in Bulgaria and Eastern
Cermany. The output of the chemical industry expanded
ot n Faster rate than in 1959 in the Soviet Union, Hiin-
gary and Polund. In all countries, the output of feriliser
increased substantially in 1960." Within the engineer-
ing industries, the pattern of change in 1960 varied
considernlly from country to country, In Eastern Ger-
many the highesl rates of increase were achieved in the

U s Bulguria by 34 I, in Eastern Germany |
et T T e e e o Moy gy

Table 6-7. Indices of Output of Producer and Consumer Goods
(Preceding year = | (43
1A
Cuaniry and iirm L1 (1 (1T mLs s 1 b’
III

?.I'HII]I}H goods, 116.7 1123 1170 1360 11800

Consumer goods 1153 1150 1135 1160 1130
Chidin {mataland)

Producer goods. . ....... 1420 1140 a1y KL 143.3 12604 1320

Comtimer goods 1220 .o 1340 .0 T 1240
Crechonlorabin

Producer goods NLE 1o 148 1129 113.1 120

Consumes goods i8] 103 116 177 1¥1.6 107.1

i »

Producer goods® 085 1075 1123 1142 08,7

Consumer proods* 103.2 178 1056 o4 ; L0E.4
Hungury

Prosueer goods® - 43,1 1 CH 1184 112.7 1143 1

Consumer goadss, . #9.0 1150 1068 1078 [ 095 1.0
Poland

Producer goods 110.s 178 i0a.1 113.2 1115 107.9

Consumer goods 107.2 1123 1108 10,9 1108 107.2
Rumamnia

Produser goods . . . . I14.3 104 11601 114.4 L14.6

Conmmmer g 102 1.7 10H & Il 4 113.0
['SSR

Producer goods 111.9 Lo 1L L1 11La LORB

Consumer goods o 1084 L, 0 197,60 (10,3 107.0 |4

Sayrer; See labls 6.1, h Heavy imdstry.

= Estimated,

* Light industry,
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Table 648 Indiees of Output of Some Major Branches of Producer Goods
{Preceding yeas = 120}

i e
Commmitey Enginrring ikeraeni IMH

s fw B 4w T py
Bulgapm, .. ......... 4.2 124.0 126,10 1B 144.4 1136
[hlrhl;.l-nuﬁl L160 116.0 1460 114.2 1165 116.5
Fas Germ ; 1185 1164 116 Y : .
|']1.|.1I1.:.rn]- ' ““;. 14,7 1162 115.0 1184 1183 1108
Poland.. . .. ... 1154 1160 1185 120u0 1135 1080
Romanin 11546 12210 1204~ 1 16,0 10,00 .
LISSH . 115.0 1160 (054 1120 1330 11840

Ssurve: See table B1.

= For B la, Esstern Germany, Homasis amd
the Soviet Unisn, engineering a metalworking
indusiries.

production of consumer durables.* In Crechoslovakin,
Hungary and Poland the greatesi expansion occurred
im the output of industrinl and elecirical machinery.”
Im the last two countries particilar attention was de-
vated to the production of machinery and equipment
for export. In Hungary these exports increased by 24
per cent in 1960 and necounted Tor about hall of the
increment in export receipts during that year, while in
Paland they accoanted far 22 per oent of ihe inerement,
In the Soviet Union, in sccordanos with the priorities
assigned by the fiveoyenr plan, the highest rates of in-
crease were altained in the output of chemical equip-
ment, in equipment for ail extraction and in consumer
durables, The output of several kinds of agﬁﬂl|lllln|
equipment declined for a third consecative year, but
that of tractors, self-propelled grain combines, win-
nowers and tractor-drawn mowing machines increased
hF from 5to 12 per cenl. In Hulguriu., thie |IJF|1. rate= of
growth in output of agricultural machinery were largely
influenced by the further mechanization of agricultire
and the desire 1o rediuce the country's dependence on
imports of agriculiural equipment.

In most cnses the expansion of output of fuels, power
prd basie matecials, indicated in fable &9, proceeded
it a smaller cite than that of engineering and chemicals.
In the cagtern European countries the rate of expansion
of coal and erude 6il remained practically unchanged
in 1960, the rate for coal smounting 1o about 1 o 2
per oenl. The output of natural gos expanded in hoth
1959 and 1960 ot a moch higher rate than the total
putput of foel and power, and s rate of incrense me-
veleraied :]u.ri:rl.g the last year both in the Soviet Union
and in the other countries taken as g whole, In the Sovied
Union the rate of expansion of the conl industry has
declined during the lasl three years, relflecting & shifi

4 The output of television sets, refrigerators and washing ma-
chines i erm Germany was higher im 1960 than the enm-
bhined ootpui In 104108

“ln Po the highest mire of incrense were pehieved i the
prodecibon of ibe lallowing lbems: shiphuilding, 36 per eeni;
agricoliural machinery, 3% por ommt; electrefechnical egalgr
ment, L] ey orml D Irdnsgporl rqulprnt'nl. bi T £wiid,

b Chemieal and rubber indwstries

Table 69, Indices of Oatput of Fuel, Power and
Selected Basic Maoterials

{Preceding year = 100]
T e
e My mer (s to0

Cas] SO | | 101 I0EAs 1022
f.'::rude il 114 114 A L3
Matiral gas . 15 127 111.8 L13.6
Electric power Lo g e Wes 110
Pig-izom 10 I 111.5 1P
Rolked steel |0 i 1048.5 L1Em
Cemeni co 116 17 114.0 L14.E
Mineral fertiliver. ... 104 {1y 1168

Sawree’ See table b1
= flagdl cosl, beown eosl snd lgnlte an o tonto-1on basks.

in priorty towards oil and matural gas. The share of
these latier two Fuele in the total Fuel supply of the
Sgviet Union rose From 34.5 per cénl in 1959 ta 38.2
per cenl in 19607 In mainland Ching the output of roal
increased by about 20 per eent in 1960, reaching a total
of 420 million tons, Although this rate of increase ap-
proximately equalled that of total industrial production,
it remained substantially below the rising fuel require-
ments of the producer goods industries and of other
seclors of the economy. Pigiron production increased
in the Soviet Union by 9 per cent in 195% and again in
1964), while in the remaining countries the rate of in-
crease Tell from about 12 per cent in 1959 to 10 per
renl in 1960, In contrast, the rate of growth in the out-
st aif rolled stee] accelerated in these countries in 19640,
whereas in the Soviet Union it decelerated slightly.

The changes in the sutput of selected consumer goods
shown in table 6-10 indicate that both in 1959 and in
1960 the highest rates of increase were achieved in the
production of durables, The decline in the output of

* The seven-vear plan foresoes thay ibe share of crode of] and
gan in the fiel lalanes should incrense b 513 per eent by 1965,
T stput of oil and gas in the st e years of the plas -
creased in acovrdamee with the planned schedule,
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Table 610, Indices of Cutput of Selected
r r Goola, 1959 and 1960

(Mreceding vear = |00
Ciler puslarn
[ . - Kurspens rousiric
T T R
me' S | - 111 125 123
Muior cycles 155 115 113
Bicycles. ........... L 104
Wazhing machines . . . 134 132 128 1M
Hadios . e i pi5] jLis] Oy B
Television sets . vans 18] 135 I B4
Releigeraton 18 12 142 4l
111 111 | 50
Mear.... ... g 113= 10G= o0 144
Butler. . o 1Me | (2= 02 | =
Bhes.......... 109 Lz 129 |k
Cotton fabries. . i 105 114 104
Wonlken fabsries. . ... .. 108 I1F T 1m
Silk fabwbes, . ........ o 12 1.5 105G

Suurce; Reports on fullment of plans; national statistical
bldetina,
* Including maior scosters,

¥ Excluding Esstern Cermany, for which dain for 1960 sre
nesl availahle,
* Imdwstrisl output snly,
# Excluding Romnands, for which dita for 1060 sre nai

radios as well as the reduction in the rate of increase
in the production of textiles and ghoes seems to have
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resilted from government decisions taken in anticipe-
tion of changes in demand Tor these goods.”

ln mosi countries the rise in industrial production
was achirved mainly or entively through substantial in-
eresses in outpul per man |see table 6-11). In Eastern
CGermany and Poland industrial employment remained
stntionary and the rise in prodisction was achieved al-
most entirely throagh incresses in output per man. Only
in Bulgaria did employment increase at & much higher
rate than output per man. In the Soviet Union, these
two factors contributed aboutl equally to the increase
in prodisction ; bath increased by about 5 per cent. How-
ever, outpul per man-hour increased by 10 per cent, the
difference being dur to 0 5 per cent reduction in average
working hours. In Poland and Romania the rate of in-
cfvise in outpul per man rose from about 7 per cent
in 1959 to 11 per cent in 19640, In the remaining eastem
Eurapean countries the growth of outpat per man either
dowed down or exceeded only slightly the rate achieved
i 1959,

In mainlsnd China, judging from the transfer of
manpower [rom industry to agriculiure, there was ap-
parently an increase in the output per man of industrial
workers. [n 1958 and 1959 the rapid increase in indus-
trial employment seems o have been associaled with a

"By and large, the predoction tergets for thess goods were
wehleved in mint PoustEes,

Table 6-11.  Indices of Industrial Employment and Output per Man
[Precading year = | (K1)

Donedry aond’ (e 1548 sy

Buolguria

Industrial employment. . 1052 115.1

Dhitput per man P | ol
Carehaslorakia

Industrial employment. . 1024 103,7

{hitpat per man L 1w, & | 063
Eastern Germany

Induetrial employment . 06,7 1036

[hutput per man v 1099 1039
Hungar»

Inelusirial employment. , . [0L] LR

(hatpus per mam oo B0 111.3
Poland

Industrial employment Foa 2 103.5

Catput per man. ... .. 1047 105.8
B .

Inlustrial empboyment 10L& 1.2

hatput per man. ..., ., . 1087 108.2
(55K

Inifustrial employment 1040 106.0

Dutpui per man, . 1074 165

T
s fRi& Lt - plmaed,
070 1169 1107 109,0
107.1 1030 1027 1057
036 1035 1044 1027
07,4 107.1 106.9 107.3
026 102 100.1
1087 oo 1082
140 106, 1065 1040
1080 1047 1055 6 104.0
000 1084 100 100.1
1084 1076 | 10,8 H7.0
036 1038 105.3 103.0
058 1070 10 116D
026 1034 1B :
1060 1074 050 1060

Somwree: Hee falbils 6.1,
= htput per produciing sarker.

b Riwlw indusiry,
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fall in average output per man resulting from lack of
akill on the part of newly emploved labour; in many
instances the new workers served as trainees rather than
as production workers. But even apart from this, the

225
number of workers hired during that period consider.
ahly excesded requirements, The reduction of this re-
dundant lnbour foree seems 1o have been a factor raising
the average output per man in industry in 1960,

MNational income, investment and retail trade

The rale of incresse in national income in 1960 was
ihe snme as in 1959 in the Soviet Union bt it was higher
in Caechoslovakin and lower in all other countries. The
decline in growth rate was very small in Poland but
more significant in Hengary and Romania, and espe.
cinlly marked in Bulgaria. In mainlond China, for
which comprehensive datn are not available, the slack-
ening in the expansion of industry and the fall in agri-
cultural production probably reduced the rate ol
increase in national product very sharply, In all eoun-
tries, excepl in Crechoslovakin, the actual rates of in-
crease achieved in 1960 were lower than the rates
planned for that year. These differences were significant
in Hungary and Romanin, snd especially greal in Hul-
garin and mainland Ching (s table 6-12).

In most countries, fxed investment increased ol a
considerably slower rate than in 1959, the greatest de
celeration occurring in Balgaria sand in Hongary—by
27 and 31 percentage points, respectively. In the Soviet
Union, the rate of incresse in investment remained
practically unchanged. The only country where invest-
ment aceelerated in 1960 was Romania, where the rate
of increass rose [rom about 17 per cemt in 1959 1o
26i per cent in 1960, A slackening in the rate of growth
in investment was provided for in the plans of most
countries, but, in fact, the rates actually achieved were
in most cases lower than anticipated. In the Soviet Union
and in Romania, the plan for 1960 provided for an
scecleration of nvestment; in the former country the
difference between planned and actunl ineresse in in-

vesiment was slight, but in the latter, it was significant.
In the Saviet Union, the slight under-fulfilment of the
investment plan was largely due to the fact that de-
liveries of machinery and equipment were 5 per cent
lower than planmed ; the construction targels cane close
1o being fulfilled,

The allocation of investment by industrial hranch
underwend signifieant changes in most countries in 1960,
In the Soviet Union the changes in the rates of increase
in investment in 1959 and 1960 are shown by the fol-
lowing indives { preceding year = 100} :

inis sy
Chemical indastry 1590 1330
Metallurgical indurtry 1E.n 112.0
Ol and gas industiy. 114.0 1R
Flectrie power stations . loan [0
Machine building indusiry 1380 1330
Prisileling maaterials. . ... AEs— T 1160
Timbser, e and wmﬂ-ﬂnﬂ:ln'; imtlustries  117.0 1061
Light inEilrj and fend indusiry 1840 11540
Transpart and eommunications. . , .. 121.0 1124
Fﬁn'm.ﬂhlrr.- R #1.0 [ LLEL
Cubturild amd health services . 11808 1¥dG0

= Siate imvestment, exeluding investment of callective farms

There was 1 sharp deceleration in the growth of in-
vestment in the chemical and metal industries, as well
as in engineering, light industry and food production.
Siate investment in agricalture increased by 19 per
cent in 1960, whereas in 1959 jt fell by about 13 per
cenl. It should he noted that, despite the deceleration
ity investment in almost all industries listed in the table,

Table 612, Indices of National Income, Retail Sales and Investment®
iPreceding year = 1HK
N adusrad omree Keimil mies il A
Craniry e P S W T ™1 o e s i
Bulgaria. ... .. Ga 126 1WTo 1215 1107 11R9 1116 104 1145 1440 1212
(e hoslovakin . - 179 160 JOEE 1060 011 1072 1074 12T 1137 1196 1126
Eastern Cermuny® 1109 1085 es 1102 1070 1169 1154 1090
Hungary 1062 1080 1055 1099 46 1126 1100 052 1153 1408 1100
Palamd . | a6 1053 1050 10G.T (054 1104 10k0 0G0 ey 1172 1065
Homanis 1634 1130 08B0 1125 L S (57, O Tl 1 a1 1167 1344
iSSK. . . 1113 Lo 1ofo 100 a2 10En 110 1070 1136 1120 1115

Fowirew: Nutionsl statistical vearbonks; rte o foldment
mﬁi— of Gowesnments bo the Umited Maibone
questionngire of November 1960 on poononsic trends, problems

® I ewnwtant prives except where stherwiss tidsrated.
% Far Bulgatia, cemirally planned investment| for Caecho-

;
E

stovakia, Emsterm Germany ssul Paoland, total invesiment; !ﬂl'
Hungary, Romania and the Sovies Umnion, state gnd co-operative
investment., Figores for Caechoslovakis are of a ssmewhat
nafrower envirage Hhan Ihﬂl-l'.‘fi'm i United Narions, Basld
Erosumic Swrvey, 1959 (Sabes Mo: 601LE.T).

*In currem) prices,
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total state investmien! incrensed al approximately the
same rate in 1960 as in 1959

Changes in the rates of inerease of investment in
variois industries in oiher conirally planned seonomies
are shown in table 6:13, It appears Mrom these dain that,
a8 in the Saviet Union, the share of agricaliore in botal
investment inereased in Bulgaria, Hungary and Poland,
but it fell in Homania and Ceechoslovakin. In the first
two countries gnd in Romania, there was also an increase
in the share of housing, The share of industry increased
in Hungary and Romania, but fell in Bulguria. Ceeche-
slovakia and Poland,

The volume of retail trade increased at a lower rate
than in 1959 in Bulgaria, Enstern Cermany, Hungary
andl Poland. In Caechoslovakin, the rate of increase was
virtually anchanged, while in the Soviet Union and in
Romania it exceeded the rate of 1959, In several coun-
tries, the actual increases in sales were greater than
planned, but Bulgarin and Poland failed 1o fulfil their
plans for the expansion of retail sales, In most countries
the rise in retmil sales was associnied with continning
shills in demand from food to non-food consumer poods.
This is clearly indicated by the indices of retail sales
shown below |preceding year = 100)

Fosd Nowdaad
1 it s T
Crechosfovakin, . 164 o4 11 113.%
Enstern Germany, . 1078 104.3 L14.6 1104
Hungary....... 107 1098 1144 1102
Poland, .. ...... 158 1053 1164 0, T
Momamis . ... .. 1020w  [100e Q060 140,40

* Coumputed on the basés of the first nine montks of the year”
b Excluiling public raterimg,

I most countries for which datn are available, the sales

of consumer goods other than food incrensed in both
1959 and 1960 at o corsiderably higher rate than sales

" The a t disciepancy cannut be reailily rxplained rwing
te Jack of adeguate data relsting to other industries, sotahly
onal, und bocal indusiries, The rise in investmend in agri-
ealture could noi com # far the decline s other sectors
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of food. During preceding years, a similar trend was
notioeable in the Soviet Union and Bulgaria, for which
wiifitries mo duta are avallable Far 15960,

The indices of national income, retail sales and gross
fined investment ssembled in table 6:12 do not provide
infermation  suficien! for estimating changes in the
allocation of national product in any detail, For Caecho-
slovakia, apart from the data on gross fived investment
and retail sales, there are also available indices of per-
sonal consumplion, indicating an increase of 9 per cent
in 1960 or about the same rise as in national product.

The only two couniries for which more detniled in-
formation on the allocation of national income could
be derived from available statistics were Bulgaria and
Poland. In Bulgaria, as shown in table 614, total con-
sumption incrensed by about 5 per cent, aceumulation®
by about 3 per cent and national income by 7 per cent,
the highet increase in national income being aocounted
for by a decling in net imparts, The diference between
the 12 per cent increase in retail sales and the 5 per
oenl increase in consumplion may have been due 1o o
shift from onthe-farm consumption to the purchase of
lood from co-operatives and the state network of trade,
The difference between the 21 per cent increase in gross
fixed investment, ss depicied in table 612, and the
3 prer cent incrense in gccumulation in table 614 i not
easily explainable owing 1o lack of dota.*

In Poland, comssmption in 1960 increased only
slightly less than retail sales; net fixed investment rose

® Accumulation is defined s net faed imvestmest phas capital
repalrs anil champes in inveninries

191t sbwulal b moted that data on consumpiion in 1960 relate
to tetal consumption, which Iscludes prersonal as well as social
O [ enmsumpdisn mlghi have incressed sme
what muwe than 5 per eent,

1 e fived investmeent relites oaly to sullaye ol contralived
Funds, wherean secumolaiion includes total net faed Evestment
hus. capital repairs and chasges in inventories, The difference

wern the twe fgures may, therefore, be dee o changes in
shventory arcumulstion snld e lower mabes of growih of sutlays
fretii isfi-rendralioed fmnds in the sigie gs well as in other seeiors

becamse of dis relali faw sbare in the votal i the ecunmemy
Table 6.13. Indices of Gross Fixed Investment, by Sector
i"receding yrar = | )
— ir:_ 4. prehaakerairg Hiargrr "lhﬂd' (i

fam e im0 nss . T it iy ey
Industry. ... . 4 119 1 155 13 17 1M 08 1M
Agricultures_ . i) 1559 112 21 13g 107 114 131 110
Trade ¥ 1401 %%/ 135 ! - |

'll;nn amd communistons |29 112 (o7 150 | 126 116
EHUSERT .. | 116 1] L] L1 L0 L5

Pabilic wilities, - 1161 | 24 ; | | 13 Ina
Social and cultural serviees, ' 122+ |4 T T 1T e 11l
Torae 148 121 113 137 116 17 17 117 126

Sowrve: Reparts an fulfifment of plans; Bocanik Searvsryesy,
1960 (Warasw): Seabiacoibel Huvi Kdsfemenyek, No, 2 196)
{Fludapest).

* Excluding private and collective farms,
* Health Hrh-{l sneial secarity oaly, lnvestment in sdmmtion,
physieal culiure snd the like inereassd by 18 e o,




Crarmen 6, RECEST TRENDS 1N CENTRALLY PLANNED ECONOMIES 37

Tahle 614, Bulgaria nnd Poland: Allocation of Mational Ineoms

M lgmtins

e s asE =
el af dewer af P37 quencen|

Copsumaption, .. .. . 253 k5 A0
Personal consumption, ., . 25.2 .1
Secial consumption . 21 24
Aecumubation. . . . 0,5 13.1 L5
Net investmen) .
Inperease in siock " )
Total, above ftems . . .. 134 37 5.5
Balance of foreign trade 0.5 - 2.0 =19
Mutional ineame. . . 343 1.7 LN

Paland
[=rrrer ¥ i Py
i AN FiLy T
Nt Riore of ke wt 1088 prins) g
| e vl | prrrrndage
i 25353 716 2757 1.5
2906 24,1
4.7 2T ; i
1 T B4l #a.] L]
SLA GG iR 10
g s A 1.2 b 1405
1 2 kL5 Seh.H 25
—11.5 =174 -0 6
T 3213 RN 1552 5.0

Source: Tipbuna Lodu (Warsaw), 9 February 1961; Habor
nichesko Peln [SoBa), IT December 1960 20 Jan FoHil 5
Rorandk iy, L ﬂi{nhlnﬂ frmbfiakaik ::Tzl'nmi-

i, 1060 (Sahs
* Estimuies of romEparnls of patisnal income i 196 were
derived from dais on metions] income, scommubstion and iha

by about 3 per ceni and the change in inveniories by
15 per cent, bringing about a & per cent increase in
accumalation. The sum of investment and cansEmpion
increased much less thon national income, reflecting a
sharp fall in net imports. Accumulation increased in
196} in relation to both national income and conswemp.
tion,

The effect of these changes in the allocation of na-
tional income on the =upply and demand siteation can-
not be ascertained, owing to lock of data on disposable

personal income. Tt seems, however, that in most coun-
trirs the increases in income payments and the demand
for consumer goods did not exceed the rise in supply.
In some countries, restrictions imposed o the growth
of income seem 1o have reduced or even eliminated the
pressure that had developed in the preceding year. In
ather centrally planned economies, however, certain
pressure continued 1o be felt, either on total supplies
of on supplies of specific goods. As in the preceding
your, the rizsing demand for meal could not be Tully
satisfied in several countries, awing 1o a less than pro-
partionale increase in supply,

balanrce of trade in foreign wade prices whach has been roviliaed

in dwmestic prives, Consumgition was derived as o residizsl, The
estimatnl figares are to be viewed as sppronimations showing
the directimn &f rhamges rather thas inilleating thedr canel
magil e,

In mast countries, a factor restraining the rise in
demand in relation o supply of consumer goods was
ihe fact thot avernge money wages were naot ollowed
o increase as rajadly as output per mon, As shown in
table 6-15. Bulgariz was the only country in which
money wages rose more than output per man. The rise
in output per man relative to wages was most significant
in Hungary and Poland. In the latter country, output
per man rose in 1960 by almost 11 per cent, while
avernge money wages increased by only about 2 per
cent, The total wage bill, which in 1959 jnoreased by
ahout 11 per cent, rose in 1950 |.'|:r abowt 3 prr cent,
it sinoe the toial of pensions, subsidies and social
Hrru:ri!!r benehits declined nlithlf in |‘W§l|]I total non-
larm income inereased less than the wage bill. Money
ncome of the agricultural population derived from
aales fo the siais |rurrhtl.i|1!_ u!:fnrir:l. does nol seem o
have incrossed more than non-form ineome, since de-
liveries of grain declined and those of meat and milk
remained af their 1959 level. 1t appears, therelore, thai
total money incomes rose anly slightly more than sup-
plies of consumer goods, Prices in siate and co-opers-

Takle 6-15, Indices of ﬂ'ntpu.t per Man and of Hnn.u,-r anid Real Wages in |n|r||.|.|-tr"|."
{Precsding year = LM}

... I

Cminlrs AP mwry Manf

(LR T R Hmgre

Bulgaria i 1071 1022 10d4
Ciechaslovakia 1074 1021 .l
Eastern Germany. .. 1087 1082 1049
Hungary . el  1l3 1010
Poland a4 105, 1035

Hirsanin 11 (R

— s S
hafpul Menss Memi dkaipul Menee
Foae L] wugsd i e AR [SST e
Jitu, 2 35 1045 102.7 11,4
107.1 102.2 1046 [0 1%,
1100 o . 108.2 I
10647 TR0 1643 1062 1.7
107 .6 107 & 105 110.8 ]
7.0 1065 e 1110 [ (¥R b

Saurve: Hoports on falflmen) of ; matinmal
slatistival y:ﬂ:ﬂ: ln:E !-luIJr.T:'u.:. PR

* Wages relabe to averass sarings pef worker,
® Average carnings in sll sectmn of the econoany.




tive retail trade, a5 well a= on the free market, incressed,
o the average, by aboul one per cent. Demand for
crriain pmd.'l.. however, caused sulsiantinl pressure on
supply; thus food prices in state trade rose by abowt
2 per cent and prices of meat on the free market in-
creased as much as 12 per cont. The cost of living of a
worker's family appears to have increased more than
2 per cent and real wages srem to have been slightly

redueed,

In Hungary, as in Polind, the much smaller rise in
wages than in output per man was & factor tending to
restrain the demand for consumer gonds in relation to
the supply. Average wages in stale industry increased
by less than 2 per cent, but real wages may have risen
even less because of increnses in the cost of living which
in the ﬂ-l.llr.!plhl area amounted o 14 prr oenl, The
changes in the money income of the farm population
cannot be ascertained owing 1o lack of adequate data,
As in Poland, the pressure of demand for particular
loids was reflected in price inereazes on the free market,
u= indicated by the 14 per cent rise which oceurred in
1960 in Budapesi.

In Bulgaria, unlike Poland and Hengary, average
metiey wages In industry incressed in 1960 more than
output per man, tendiog to raise demand relatively 1o
supply. Average wages [or the economy as a whale seem
to have risen about & per cent. The rise in the total wage
bill was even greater, probably exceeding the 12 per
cent advance in retail sales. But money income of agri-
cultural producers seems to have incrensed less, partly
in connexion with population shifte from agricultare 10
non-agricultural oceupations. It seems, nevertheless, that
tatal meney imcome of the population derived from the
sale of goods and services 1o the State rose in 1960 more
than retail sales, although the magnitude of this dif-
ference cannot be ascertained, The pressure of demand
apon supply of consumer poods, or more specifically,
on food, was reflected in price increases on collective
farm markets which, after falling in 1959, rose in 1960,
ns ghown by the following indices | preceding year =

N :
T iwi
First N o e Q5.0 105.7
Secomn] quarter. .. ....... 0§ i14.5
Thind quarier. . ., Gk 4 1131

These increases indicate that sapplies of particular
foods, especially meal, did not increase in line with
rising demand. The dificulties encountered in increas-
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ing the supply of mest in Bulgaris s best indieated
liy the forct that, while the 1960 plan provided for a
IT per cend increase in sales of meal, actual sales in state
and co-operative trade in the first six months of 1960
increased by only 3.3 per cent as compared with the
corresponding peried in 1959,

In Carchoslovakin and Romania, the supply and de-
mand situation seems to have improved substantially,
bringing about o reduction in the prices of consumer
goods, In Crechoslovakia the savings (o copsumers due
to price rediction amounied to 1.8 billion korunas, or
same 2 per cont of retail sales. Average real carnings of
witge and salary earners increased by more than the
§ per cent rise in money wage rates. Apart from the
risr in wages, the real income al the urban papulation
was sugmented through increases in pensions and re-
durtions in certain school fees. The personal money
income of sgricultural producers increased substan-
tinlly in 1960 as a result of higher output and increased
gales, The average remuneration of members of collec:
tive farms (in cash and in kind) rose in 1960 by 10

per cenl.

In Romania also. the improvement in the supply of
oonsumer poods relative 1o demand was reflected in a
reduction in retail prices in stute and co-operative trade,
.*n'rr.lﬁr mMOney wages inerenzed h}' i per cenl and real
wages by 11 per cent. In addition, pensions were raised
on the average by 26 per cont in 1960,

In the Saviet Union, the real average per copits in-
come of the working population increased by 5 per cent
in 1960, This increase included, however, nol only the
maney earnings of wrban and riral workers (net of
taves! but also income in kind, pensions and aid, and
the computed value of housing subsidies and state-
provided serviees such as education and health. It i=
prohahle that the real income of the urban population
mereased by more, and that of the rural papulation by
less, than the 5 per cent avernge. This is suggesied by
the fact that agricultural output increased by less than
3 per cenl. Sinee the number of agricultural producers
does not sem to have chonged appreciably and since
prices received for sales of agricultural products, s
well as the share of income distributed among members
af eollective (arms. seem 10 have remained !'Elﬂ.l:i.\l'd!'
stable, it is probable that the per capits income of ngri-
cultural producers did not increase more than the total
output of egriculture,

Foreign trade

The tumover of foreign trade (exports plus imports )
of all the centrally planned economies excepting main-
land China expanded by 8 per cent in 1960 { soe table
6-16). Although considerably less than the rate of
growth of 19 per cent experienced in 1959, the 1960

growth rate was none the less higher than that of 1958
and was alou equal to the average for the second half
of the nineteen ffties.

The deovlerntion was commaon to all countries of the
group except Romanin, where the rate of increase in
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Table 616, Foreign Trade Tumover”

| Imafivws,

a0 Value of bade {960

g peae T [mmilTiona af roublan)
141.4 157 4,847
1159 1124 15238
1152 iia,0 17440
1183 117.3 T.391
111 L 11282
1078 111 4,55
LIL.J 1050 +L 159
1185 Lod.5 104,913

et
i mimiry
Coechoslovakin. ., ik
Esstern Germany ., LRk ]
Humpgary . 1123
Paland 1.6
Homandn 1050
LUS3R. . 3.5
Tl:rr-u.. an‘mn I'.ITI'I:I- luln"-"l. 105
Surees Heports on fulfilment of & haljanal
wiatintics] }ti.l!.-ﬂhkr amil 'rquhn.ll ! i,l..hhﬂ Mt

Kislrmenyek, Mo, £, 1941,
* Exparts plus imports. Indices for 1958 and

foreign trade turnover in 1960 was 3 percentage points
greater than in 1959, The slackening in the rate was
greatest in Bulgaria, where a 41 per cent increase in
1959 gave way o o 16 per cent increase, and in the
Soviet Union, where the increase in 1960 was only
3 per cent as compared with 21 per cent in the preceding
year. These were the two countries that had experienced
the greatest acceleration in the raie of advance in 1959,
Ensiern Cermany was another country where the slack.

Table 6-17. Exports and Imports
(Milllnns of roubles)

Famsdlep mind iirm s o EECT

g

| I ler Tme 2
" I
g g Be  om
Crevhoaloakio
Exports 1,063 6,908 T
1 - T 5,420 i 40 T
ner 624 i Tl4
Exports. ... . 7,550 Ba86
6,719 T
nee Bk 517
Hungary
Exparts. . 2,767 3. 102 3,506
Imports. . 2.554 3,196 3, BRG
i I =g —_
Palignil
Faports. i 238 4,581 5,303
Irmports....ovviinn., 4007 a67H 5078
nr-r. e R — - 1,007 — 675
!'_.L'I:n:lrtn ..... {..3?3 Z,(FH
027 2.007
uEErm: =5 {51
L55R
IE:]JHI'EI- Ty 1?% ﬂﬁ
MO, .y, i
Elmnu -7 1470

Souree; See tehle B-16,

195% diffar from those in United Matbons, e
Ecemamic Jurvey, 1959 becanse of revision af data.

* Converiegd inio roubles mi afficial rates of
nxchanpe,

ening of growth in foreign trade turnover was consider-
ahle in 1960, In Ceechoslovakin, Hungary and Poland,
the rate of advance was between ope and 3 percentage
’Iﬂ-inh lower than in 1959,

Separale dita on imports and exports are svailsble
for only four countries, three of which improved their
trade balances in 1960, Bulgaria and Poland, each of
which experienced trade deficits in 1959 amounting to
21 per cent of exports, succeeded in expanding their
exports in 960 a1 & greater rale than imparts, thereby
reducing their deficits by 50 and 40 per cent respec-
tively (see tabbe 6-17). In Hungary. on the other hand.
the relatively minor dofbicit of 1959 increased fourfold
in 1960 beeause of & considerable rise in imports. In
Caechoslovakia, exports advanced more than imports,
with the result that net exports;, which had declined in
1959, rose substantially in 1960,

[lata on changes in the commodity composition of
the trade of the centrally planned economies in 1960
are available for only theee countries {see table 6-18).
These data indicate s further inerense in the share of
machinery in the exports of all three countries, as well
as in the imports of Ciechoslovakin and Hungary. The
incressing imporiance of trade in machinery and equip-
menl seems to be common 1o all the centrally planned
economies and is partly attributable to the general
tendency towards a greater division of labour among
them, which has been rellected In increased national
gpecialization in the production of different types of
machinery and equipment.

In Crechoslovakia and Hungary the increase in the
share of machinery and equipment in exporis was assn.
cinted with a decline in the aggregate share of food,
agricultural raw materials and manufactured consumer
goods, In Poland, however, the share of manufactured
cansumer goods continoed to rise whereas that of foeks
and industrin] raw materials declined.

Changes in the geographic distribution of trade among
the centrally planned economies in 1960 cannot be ade-
quutely asscesed] because of limitations of the available
data, Concerning countries for which data are available,
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Table 6.18. Commodity Com on of Foreign
Trade of Centrally F'llnnrd consmieg, Soleeted

Countries
(Prrooniages of total expanis amd total imporish

Pasudry il ke Firde i e
Coechoalovakin
gy okt
u?' and equiptmen A4 MWl e
FH!E l:lllulmn] m
frEl 1l.1 ot B 205
F-md -nd agriculiaral raw
maberinls. . . . 1.1 6.5 a5
Manufoctured cemsumer goads 104 203 204
T r!lil:
achinery and ipimen | 87 A 1.6
Fuels I.;E’m-d.unrr;tu-l raw
materials .. S ®mAD 531
Food s sgricultural rw
maierials, m mg 220

Manufactured consumer goods 3.5 28 33
Himgary

E
AE:Iuhm and equipmen| L R Y R K
Fuels and industrial raw
materialy. . 35 [s 211
Food and sgriculiusal raw

maberials, ..., a8 27 2.4
Manufactured consumer poods 179 9] 18.2

Elrhlmrgr ond exquipment 68 254 267
Fisels and m.l:h.ﬂrldw

maderials 1 LR 59.7
Food and agricultuml mw
materiake. . B5 . B
Manufactured eonsimer guods L6 4.7 il
Faland

=
Elmrhi anil equipment B 263 Mo
Fusels and industrial raw

materiale 50,8 A0 4.5
Forad and qunu!rl.n:rlr raw

mteriale . Ih’.l 182 18]
Manulaciured ropsumer goedls 5.5 6. 13,1

Imﬁ..m
hsi and eguipneen| 5.7 5 7.1
m?mdul::!:im-
530 M5 K15
Fnud l.-nd lp-jruhml rw
mkierials 11.0 16,9 6.0
Manufactured consumer goods B4 Ta 54

Sanrre: See tabls 616

the share of the Soviet Union in the trade of Esstern
Germany declined from about 46 10 42 per cent of the
total and in the trade of Crechoslovakia from about 36
te 34 per cent. In Crechoslovakin the shift was both
towards trade with the other Furopean ecentrally
planned economies and with the rest of the world iser
table 6191, The geagraphic patiern of Polish and Hun-
garian trade remained virtually unchanged in 1960, ex-
cepl for a slight increase in the share of the rest of the

Panr “- rl'll“‘l’ “ﬂﬂ-ﬂﬂ:l‘: nlmuru:m

wotld in the trade of the latter country. In the aggregate,
the proportion of the troade of these four countries that
s condiscted with the Soviet Union fell From abous A7
per cent in 1959 1o 35 per cent in 1960,

A comparison of data on the tatal trade of the Euro-
pean centrally planned economies shown in table 6-19
with the indices of the trade of these countrles with
the rest of the world shown in table 6.0, indientes that
the share of the rest of the world increased in the total
trade of both the Saviet Union and the other European
centrally plonmed eeonomies. Thus, whereas the talal
trade of the Soviet Union in 1960 was 5 per cent higher
than in 1959, its trade with the rest of the world was
greater by some 22 per cent. Similarly, the total trade
of European centrally planned economies other than
the Soviet Union rose by 11 per cent while their trade
with the rest of the world rase by 16 per cenl.

The trade of all centrally planned economies with the
rest of the world expanded in 1960 sl a considerably
greater rake than kn 1959 and it percentage increass
was gremler than that of world irade ns & whole. The
acceleration in the rate of growth from 6.5 per cent in
1959 to aver 16 per cent in 1960 was due in large pan
to the expansion of the trade of sastern Enropean coun-
iries ol & rale of increase which was about twiee that of
1959, The noceleration in the trade of the Soviet Union
with the rest of the world was considernbly smaller but
podie the less substantial, On the other hand, the trade
of mainland (hina with countries not belonging to the
mrodp of centrally planned economies, which had fallen
by 10 per eent in 1959, rose by about & per cent in 1960,

Whereas in 1959, for the proup as a whale, the rate
af grawth of exports to the rest of the world came quite
elose to the rate of growth of imports, in 1960 it was
significantly lower, In effect, net import= rose from
about $43 million in 1959 10 $230 million in 1960, Thi=
increass résnlied From the emergenee of a deficit in
Soviel trade and a rise in the irade deficils of the other
eastern European countries, which were only partly off-
sl by the small export surplus of mainland China, The
deficit incuried by the Soviet Union was brought abogi
muinly by a fall in its net exports in trade with western
Europe and a rise in its import surplus in trade with
Latin America; the deficit in its trade with Asia and
the Far East declined. The larger trade deficits of other
rastern European countries were due mainly to higher
net imparts in trade with Canada and the United States
and with Asia and the Far East. The slight expart sur-
plus of mainland China reflected mainly & fall in its
el imparts bn o trade with western F_'umpg and an in-
erease in its nel exports in trade with Asin and the
Far Eusi.

The very considerable expansion of trade with the
rest of the world was asociated with some changes in

2ln 19 the total trade of tbesr fomr esunipies l-l.'\rl:r.ll'ull‘l‘l
far abwud B gus ceni ol the iotal trade of "other castern Enrope™
amid for shout B prr cent of the group’s trade with the Sovisl
I'minn
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Table 6-19, Geographical Distribaution of Trade of Centrally Plonned Economies
|[-!||-|mu- pliss imports in millicns of foubles)
o T
— ol T Kiirepe allwr At
oy
| : PR S (. | . s Th A 2061
1959, .. K L1805 L118& Th* T % | B
1 AL RO i . P ; i : ; 447
Caechosdovakin
1658 s : : 3,756 322 91z 1,553 11,482
RO 0, b R il b.741 3,763 076 3,834 13,318
PO, e 5156 4, 7514 Bil- 4,540 15
Enustern Lrming)
1954 ) - 3, [l 3172 B,0ET i, 14,278
1950, ' . - T T84 1854 1,000 2,548 16,455
(Ll - Lriscs 5 oM d ot 17,440
Huagary
Lo ; 1,420 L7t i) 1,725 5,122
1959, ... ki et e 1B5a L0l 4 L] 2] 16, 208
| S} . R 2185 LE, A2 Liala T2
Foland
Lt T e 2.0 2238 7 4,031 0. 145
1954, ; . kg 3,061 2,708 T 4,022 10,259
15l s, , FliSagthon : W s il 467 1,426 11282
Rl.m1mlﬂ
1858, .. T A ) T o et 1,957 it 156 A ik, B
10548 S | ARG 1,03% 20 H51 4087
L55R . !
16858, - 18,104 7.1 0485 L 5ED
DI o i 21,859 L 10 B0 42,0560
[LE L1 . : = 159
Total, above coiiniTies
1968, .. ... : . 17,314 30, T 10124 4,045 BLETT
1950 21,423 36,563 1250 26,20 6,671
191, i AL e T 018

Saurce: Heporis on (ulfilment of plans; mational
wlatistica] vearbocks snd illetin:

» [elliding draule with Yupuslavis

®Ching (malmlund) snd Morh Kores only,

® [hatg m disiribation sstimaed an tha ssis of
vleven montke

4 Pecuuse of the lack of adequaote statisics, the
traile wiil "wthar Aslan counties'™ and Y lavia
it incleded. T 19590 tlee volume of the Carcheo.
slovekion trade with Yugoslavia wes  egusl 10
131 mllbiom rowbles and with “other Lsian coun.

its grographical disiribution. These were brought about
by more than proportional increases in trade with
Canada. the United Eulﬂ-., Ln.|i11. -“ll!l'l-l'l'il'-ﬂ-. Afien and
Yugoslavia, and less than proporibnal increases in trade
with the Middle East, Agia and the Far East and Fin-
land. Traie with weslern F.l.urnlu-I KAustralin i New
Zealand expanded ol only a slightly higher rate than
tolal rast-wesl trode,

A particalarly high raie of increase was achieved in
trade with Canada and the United States. Trade with
this region had risen substantially in 1958 bt the expan-

Lried" 1Hm1Fr|iip. Morth Kores amd North Viet
Mam), 184 million roubles, Tho eorresponiding

wes Do 1950 were 160 snd 122 million reokies

* Minimland China suly

I Derived from the article in Eloosomicheskaa
frasrta (Musoaw]), 24 F.lhu.u!f 154, seeording to
which the trade of Fastern Germany with the
Horvat Unbusn (w bo ttaim 1.9 billion new roables in
1961, oe 10 et G e tham in 1960, The im-
plied value of trwde in 1960, eipressml in old
riables, amoumis in T 00 Blline roubles.

s came (o a lriﬂ.-u.l halt in 1959, The 50 per eenl
advance in 1960 reflected an BT per cent rise in imporis
while exports remained practically unchanged. [mports
by European centrally planned economies, other than
the Soviet Union, from Cansda snd the United States,
ilready relatively substantial in 1959, rose by 75 per
cent, while the less significant imports of the Soviet
Union and maintand China rose about two and five Hmes,
respectively, Tende with Latin America also expanded
nt & very h:iFh rate bt ity exocl m..lr_niludr cannot be
asceriained becase of lack of dain on exports to Cubn
Trade with Africa rose 25 per cent, or al & somewhai
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Table 620, Trade of Centrally Planned Economies with Resi of the Warld®

{Millisns of dollars)
Mrva arul ol T “hn-wrn-- : [ e ——y - Faal
il Erpars I Erparts [T, Koparts  Impors [y— [—y
Camede o [lnited Stoses
1558 : 19.3 249 b 113.5 5.7 T3 TG 143.7
1950 A 20T 2.0 {0 e 2 LT ar.a 128.4
L2 S g 1 | i 67.2 1R5.0x ah i e 240.2
Latin Ameriont
155HE 191 A Hi.4 L 34 11.4 1024 1581
1950 . ’ b ] L] 1007 |04 02 23 7] 150.8
L] 18.1 T LI | 18].% 0.7 I8.0 LEE] b 2
Midale Eas
1058 ; 1176 | i 1911 1535 225 45,8 1312 G
15655 114.2 1138 153.2 138.2 260 K | T4 1.3
LU : 1024 1300 1500 1425 5T Sk FHAL m2a
Western Enrope 4
L 6017 47248 L OTH& 100 3 18,4 452 .4 1.A63.5 1.933.5
19559 : T38.2 1845 L1639 11865 213100 i 2115
19 B6G.9 TH0 1.372.8 1,.804.2 Z29 3704 LANH LG
Fivland
19580 139.2 1437 S0 BT 1.0 B4 1871 152 B
1050 . . ... ; 1473 1 4lh ¥ 555 nz 4.7 165 W75 1067
14l 148.0 LT 6.0 HH fa, 5.5 4 10013
¥ ;
ﬂ- ‘ 5TH A 136.9 At 1.5 Lo 159 2 i
1055 576 #7.2 115 0.2 26 L 127 148.8
T0eD. | ] ] T2 528 1556 1275 L5 12 2133 181.5
Avta mad the Far Exs
1558 i 1004 T2 2.0 . ] MNEA ML 3.9
1055 A ; 1158 51,2 625 B 3542 |G R0 | il
1560 : " 1588 HH0 TL.7 132N ATa.0 1 TH.D (L i 535.0
Ausiralia and New Zealai
1958 E 1.5 1.9 13 | 9.4 H.E 2.2 BhE
1950, .o 123 T8 HH I H. 4 il | i 4 |05, 3
10, 1.2 4 0.7 L0 11.7 LR ] b M4
Ajfricn
198, - . a0 4.5 421 18.0 2 127 Ta 5.2
15950, 0. LE I L 18,0 214 2.5 T A3
IR i w s 30,0 5.8 E ] 25 120 239 LI 1162
Total
1958 LiOG1.6 L0156 1.7022 | 6347 MG T 1L 34308
1559 1.240.9 L1647 1. 7641 18541 fds,. 7 HB4.5 I.6400 36E83
1960 PR 1 | 15251 20246.] 21467 il HaT.a 4. 1389 L350

Sovree: United Nations, Direction of Interantionsl Trade, Sis. mies, w8 derivesd from dwta published by their trading partners
tisdical Fﬁﬂﬁeﬂﬂtljﬁ:ﬂr pemticn of the Statisticsl nutslde ihe l,rwp;nhl.pﬂl.“t o the whole year. In some cases
LiTh] i ]

mdlm 'ﬂﬁm'f llﬂ-llinn-l_lﬂmu Flltml estimates ware made o0 the basis ol seversl months of 1960
Ll Eruch 1 } i
SEETRSS SRR ey o e o o b o
Secretariat; Statisches Busdesams, ra-m:;it..dﬂmn. oy * Including trade hetwoen Eastorn Gormany and the Federal
1961 {(Mai). Hepublic of Germany.

* Exports from and imports t0 the centrally planned econo- # Camaral sxporis included far the Uniisd Kinglos.
lower rate than in the preceding year. This expansion Trade with western Europe, the most important trad-

reflected a 30 per cent increase in imporis and a 17 per ing region, rose by about 17 per cent, reflecting an
cent rise in exports. The 23 per cent growth in trade increase of 18 per cent in exports and of 15 per cent in
with Yugoelavia resulied abowt equally from increases impusrts, These changes differed significantly from those
in exports and imports, and stemmed mainly from s 33 in the preceding year, when exports rose by about 14
per cenl rise in trade with the eastern Eoropean countriss per eent but imports by only 7 per cent. Soviet exports
other than the Soviet Union. to western Europe, which rose by 23 per cent in 1959,
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were 18 per cenl higher in 1960 but imports grew by
47 per cent as compared with 3 pet cent in the preceding
yeir, Dpposite changes ocourred in the trade of the
other eastern European countries; the rate of growth
of their exports necelerated from 8 to 18 per cent, but
the growth rate of imports decelerated from 18 w 10
per cent. Mainland China expanded its cxports 1o the
arca ol a slightly greater rate than in the preceding
vear, while its imports contineed 1o d:-_n:iinr. I.ml-n'l.lp!h
ot o lower rate. Trade with Austealin and Now Zealond,
having shown o 14 per cent increase in 1959, increased
by 19 per cent in 1960 as a result of an inorease in trade
af the Soviet Union that wos only pargly allset by a
decline in the trade of the other centrally planned
CCONOMIES,

The rate of growth of the trade of the centrally ph.h-
ned econombes with Asia and the Far East, which

234
expanded at & less than avernge rate, sceelerabed From 3
per cent in 1959 1o about 10 per cent in 1960, This rise
wns mainly sccounted for by the trade of eastern
Euopean countries sther ithan the Soviel Union, which
enilarged their imports from that area by B8 per cent
unid their exports by 15 per cenl. Soviet expurts to Asin
and the Far East rose by 40 per cent but imports fell
by 11 per cent. Mainland China’s exports to this area
advanced by 6 per cent and imports by 4 per cent, The
imports of all the centrally plansed economies From this
prea rose by over B per cent and exports by more than
14 per cent. Trade with the Middle East, Tollowing a
deeline of B per cent in 1959, rose by 6 per cent in 1960;
thiz was due to & 14 per cent incréase in impors, the
effect of which wos parily offset by a 2 per cent cons
traction of exports. Trade with Finland, which had
risen by about 6 per cent in 1959, remained constand in
159610,

Table 6-21. Composition of Trade of Contrally Planned Economies with Rest of the World®
(Millioas of dollars]

Fllkes mialesn Fasigana
rsured i

1 ki i Glwiibaeg. - _ Mt
MR Bl Rgarh e — F—— ——— | Bk
Fondstuffs .
1958, 79 50,1 | 506 4319 2.0 .5 25 1505
1950 103,38 153 1627 0,1 2.1 03 o] 1364
gL H1.4 ) 52 121.1 501, | 2302 I67.5
Faty ard oils o
1958 2 A0 20 2.0 55 1.0
1959 . i4 e B 29 0.4 i | .1 i, ]
G0 as il 5.3 7.5 i1.3 43 19,1 1349
Bow maternds )
1958 TH.& k.1 S0 1350 | 2 159.3 213.5
1959 inz.a 0.7 576 1137 576 15.6 74 1510
L2 1382 i, a8 1474 1087 Gl.5 s 37l
Mireral frels and fubriooats g
1958 343 5.k 1.7 - 15,0 17
(L7 : i 133.5 ne .5 j.2 (Kt .1 1134 1.5
1900 : 550 — 1.1 1 4.5 0.2 2T i4
(Chemicmis
1958 12,6 3.0 9,0 428 55 34.8 R0 T
1555 129 11.1 4.5 512 4.9 425 624 1049
1560 T H o | 509 Fifl. ] a0 540 B1.0 1521
Mupchimery amf éra el
1958, ; 3560 W A0 4.9 .9 6 i3 1] BR2 1603
1558 143 982 619 98] - 24.0 B2z
56 196 1740 A4 1313 05 34 |25 7
Other momufacinred gonds
1958 e iy Ti4 1054 1102 1624 243 4.4 o e D <.
1950 . 59.7 .3 1158 15,1 19,5 7. 1949 3515
- 1 NI Ta.1 [75.6 1661 215 48.5 | 40,6 2097 59,7
Tiotal
1958 3250 2715 4961 3.7 974 1230 9185 9152
1959 4265 268.) BB 5215 1117 1708 Lo651 W05
L] SOLT 4884 ALl 02,7 FO0 2861 | 4218  LATIO

Sourre: United Natinns, Commodiey Trade Shatistics, Statistical
Pupers, Saries D, January-Juns 1960,

* Exports from snd imparts into the centrally planned eennn-

mies, & recorded by their creding pariners, during

of earh your. Tesde between Eastern Germany am

ﬂa-puhlit' of (ermany not imrudad.

.i'lnhx ;ﬂhl‘
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Datn on changes in the commodity compaosition of the
trade af the centrally planned sconomies with the resi
of the world (see table 6-21) are available only for the
forst hall of 1960, They are based on information from
8 limited number of pariner countries. the trade of
witich with the centrally plammed eeonomies smaownbed
to only abowt three-quarters of totel east-west trade,
Notwithstanding these limitations, the available infor-
mation permits a few peneral conclosions about the
camposition of this trade, although the precise magni-
tudes might perhaps have been different if more com.
plete data had been available. The most significant
change in the composition of commodity trade during
the first hall of 1960 &s compared o the corresponding
period of 1959 wos & decline in the share of [oodsiufs
and & rise in thot of raw materials in both the imports
and the exporis of the centrally planned economies.
Anather significant change was a [all in the share of
mineral fuels and lubricantz and o corvesponding rise
in the share of miscellaneous manufactured goods in

Plans for

The plans for economie development in 1961 provide
far a slowing down of the rate of expansion in industrial
production in all the countries listed in table 6-22." In
the Seviet Union. the Fl.l:hl:ll.'l:l deceleration is very small,
amounting only to about one percentage poind, but in
Poland and Romania the planned rate is abouw 3 per-
centage points, and in Humgary and Bulgaria, nearly
3 to & percentage points, below the rate actually achieved
in 1960, Within the industrial sector, outpot of pro-
ducer goods is generally planned to rise a1 2 higher rate
than that of consumer !n-ulh, The diflerence between

"n-l|lll.l"|" ool available Jor maislasd (hins and Essiern
iermany.

Farr II. Commext scoxoMic DEVELOPMENTE
the exports of the centrally planned economies to the
rest af the warld,

le 1) the centrally planned economies were again,
O |'1=|'?1 el ir|1|.u:|l'l!trl of chemicals, mr,]]inr:]r.
transportation equipment and other manufactured goods
and et exporters of foodsiuffs, raw materials and espe-
clally miveral fusles and lubricants, Changes in the trade
balances of specific commdity groups as measured by
their relation 10 exports were most significant, during
the period under review, in the trade of the raw mate-
rinls group: the export balance fell in absolute terms,
while its ratio 1o total exports of raw materials declined
from 30 per cemt in the Arst half of 1959 1o about 18
per cent in the corresponding period of 1960, Nel ox-
ports of food increased slightly and their ratio to total
food exports fell. Whereas imports of fats and oils ex-
eeeded exports during the first six months of 1959, g
nol export balance was experienced in the first hall of
1961, Net imports of chemicals and other manafactured
poods increased substantially in absolute terms, while
net imports of machinery and equipment rose sharply.

1961

the planned rates of inerease in these two sectors is quite
coissiderable in most countries but in Romania it s
negligible.

The advances in industrial production are 1o be
achieved [argely by further increases in outpul per man
wnid to 8 much smaller extent by higher levels of em-
ployment In Bulgaria, however, the planned rise in
utput per man is only ightly to exceed that scheduled
for emplovment. By contrast, in Poland, employment is
to be anly ane per cent higher while output per man is
planned to grow by aver 6 per cent. In most of the cen-
trally plenned economies, industrial employment is

Table 6-22. Planned Targets for 1961
(Lubices, 1960 = 100)

liem Balparia  Crbosbmabin  Hungers Pudn s Homaniu Lssn
National income. .. . ... cis LG wha 107.0 105.0 115.0 109,00
Grvas Bxed investment oo 1060 7.4 1 D00 109.2 L2414 1125
Hotnil sales . .. ... .. 1071 4.2 1046 1128 115.0 10G.8
Industrisl pﬂ:-dnwu-m vissevs JOTHE 09,3 1078 107.7 1135 08,8
Producer goods, . ; L0 o 10F5 LR 1138 1049.5
Comsumer goods____....... 1052 et 1053 L 4 1130 1069
Industrial employment. ..., 1085 IOL.6 2.3 l0L] 104.1 1128
Chatput per mun i industry o] 106.5 105.6 1064 100 106,0
wlhural pmdurum: 1n7.1 1060 1043 119.0
using comstruction v 1140 (LR . 1320 1140
Foreign trade turnover .. ... 10K 1098 125 108,7 1110 106.5
Expuris .. arasnvene SIE 1098 17.0 1110 ; i
el 106.T 109.8 08,6 LOT.H

Sourve: lans for 1961 replies af Governments to ihe United Nutioms qeestionnaire of November 1960
4N ecnnnmic trénds, pro

and palicies,
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planned to advance a1 a slower rate than in 1960, The
rise in outpul per man i= planned 1o accelerate in
HHIHEELI. l.!'ld I]I.r. Eu'ri-rl Un.iu‘l, s r:'l'u.u.ln unrlu.mpetl '|r|
Ceechoslovakin and Hungary and to decelerate in Poland
i Remania.

All plans for 1961 place special emphasis on the ex-
pansion of agricultural production. especially animal
hushandry, In the Soviet Union, the ares under eultiva-
tion i= planned {0 increase by 3 million hectares or
il 1.5 per cenl and -E“"i“ prl:u:'lnrﬁnn T r:l;lwll:-d Fia
exceed the record crops for 1958, Yery high rotes are
planned for meat. milk and wool, whose outpat is to be
ralsed by 18, 13 and 12 per cent, respectively. State
imvestment in ngriculiure i= (o rise by abost 13 per cent
over 1960, In Bulgaria, the plan for 1961 provides [or
o further shift from bread grains to fodder and indus-
trial crops. While output of bread grains is to be about
2 per cent higher, output of fodder is planned 1o rise
by 14 per cent, that of tobaceo by 38 per cent and that
of grapes by 49 per cent. Considerable advances are
also planned for animal hushandry; cattle numbers are
to be 9 per cent larger and output of milk and meat 16
and 10 per cent higher, respectively, Agricultural pro-
duction is o incresse by 4 per cent in Poland, 7 per
cent in Cserhoslovakin and 8 per cent in Hungary, The
highest over-all rate of growth in agriculiural prodise.
tion in 1961 is planned by Romanin; the planned ex-
pansion amounts to 19 per cent. In almaost all countries,
national income i planned to grow in 1961 a1 o higher
mate than in the preceding year; the sole exception is
Poland, where the planned rate remains unchanged, The
planned aceeleration i= particularly large in Fomania.
where the rale is to rise from B 10 15 per cent. and in
Bulgaria, where i is to rise from about 7 to 12 per cent,
In both countries the acceleration seems o reflect the
aceelerated rates of upuminn |:||l|1|1rd lar q.rirq.'ll:q[r-
and sectors other than industry, since industrial pro-
dur:linn in H'hhlulﬂi liv II+||'IrH!I" al i elower rate Ilun

in 1960,

Gross fixed investment i planned to increase at o
lower rate than in 1960 in most countries. In Poland.

—— =

however, and 1o 0 bess extent in the Soviet Union, the
perceniage increase in fixed investment scheduled for
1961 i greater than that achioved in 1960, Hongary,
on the other hand, does not provide for any incrense in
slate fixed investmenl. A common characteristic of in-
vestmaent plans for 1961 s the concentration of outlays
on completion of projects already under construction,

The expansion in supply of consumer goods as e
flected in retadl sales is scheduled 10 slow down in all
eountries with the exception of Poland. In the Soviet
Union the deceleration is planned to amount to more
than 5 percentage points, and in Hungary and Bulgaria
Io about 3 and 4 percentage poinis, respectively.

In the Soviet Union, as in the preceding year, real per
capita income of the working population® is planned
io expand by 5 per cent. In Bulgaria, renl per capits
income 14 (o rise by 9 per cent. No information is avail-
able on planned inerenses in real wages except for
Hungary; there they are scheduoled 1o be about 2 per
oent higher in 1961, The eforts 1o improve the housing
aitation are o e contineed and in all countries which
have announced their targets for 1961 the planned rate
afl inereage in construciion is to be accelerated.

Fareign trade turnover is planned to increase at a
higher rate than national income in Hungary and
Poland, and apparently also in Caechoslovakia, but at
o lower rale in the remaining countrics. In most coun-
tries the rate of growth in foreign trade larnover planned
for 1961 i= lower than that achieved in 1960, [n the
Boviel Union, however, the foreign trade turnover i=
sohoduled o aecelerale and in Romania the rate = 1o
remain unchanged. The foreign trade plans of Bulgarin,
HHHFII'}' nd Polond, which in 1960 hod substantinl
trade deficits, provide for mach greater expansion of
exports than of imporis, Net imporis are planned o be.
reduced by about 70 per cent in Hungary, by same 40
per oend im Bul garia and by about 17 per cent in Poland,

Ui s already stated, this concept inclsdes mon
income m kind, pensions, mid amd the computed value of siate
serysces sach ay mliscatism, health, bousing sitsidies and vihers

EaFfikngs,

Economic situation in Yugoslavia

In accordance with the national economic plan, Yugo-
slavia's national income rose in 1960 a1 a considerably
lower rate than in the previons year, the rate dropping
Trom 1B.7 per cent in 1959 bo B per cent in 1960 {see
table 6-23). This slackening was due mainly to a fall
in agricultural output after the exceptionally good
harvest of 1959, Though agricultural sutpul was ex-
pected to be lower than in the preceding year, the fall
was larger than planned; instead of the 3 per cent
decline foreseen in the plan, it amounted (o over & per
cenl, The actual changes in 1960 as compared to the
planned changes for different branches of agriculiure

can be sorn from the following indices {preceding
VEir 10 ¢

i RE
i plarsd| e

Tatal agriculiural outpui o o7 k]
Ci'l!l:.ll 03 1
Frmt . Fir- fil
Nines...,_... L g 4] =
Amimmal I1|.||.|'|l.11r|r_!.I 2 118 10

[t should be noted that, although the total output of
agriculture Tell in 19060, it was still 54 per cont higher
than the average level in 1951-1955. Whersas the output
ol Craps declined, the outpl of livestock and animal
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Table 623, Yugoslavia: Selected Indices of Economic Activity
[Precedding vear = ] (1)
Rl ] [
Fiemm [ELT] e LEAT] |l
Mational income 11 1187 LR |34, | 11256
Fersomal consumphion 105.4 1145 1.0 1085, 108,10
Cpoes fimed [nvestmen 117.2 117.2 li&.0 L1140 105.1)
Volume of retail ssles. 105,56 111 1109 (WELEL .
Value of retsil sabes 1089 1173 118.7
LCost af living imdex. 03,2 LLAK ] L1L.0
Industrial production, ol W [ER"] 1133 1151 WENI 1120
Producer Fu:'\-dl f [FEA 1169 L106 119
Semil-manafaciune] ponds e 106 1115 128 y
Copsumer goils [oo.7 1T 1168 1Linen
Jectric power ; 7. 110.2 110.2
; ; I05.4 1.2 1 i A
Employment in indusiry . . LFLE 1080 106 s 106,100
Uutput per man in industry 1o 1050 107 e 1075 ’
ﬁﬁmuhu.rl]‘ ot . 1320 L] o7 i 1150

‘nm' tTII- of the Governmend of Yugoslavia
o the Ui Matinme guestinmnaire of NMovember
1) wn ecenomec trends, profiems and policies |

products rose in 1960, although 1o 0 smaller extent than
had been planned.

Industrinl production, in contrast to sgricultural out-
put, slightly exceeded the amount planned. inereasing
by more than 15 per cent as compared with the 14 per
cent envisaged in the plan,

Persanal consumption in 1960 pdvanced ot a slower
rate than national income, the inerease in 1950 amount-
ing 10 4 per oent as compared with & per cent for national
income. On the other bhand, the rise in the volume of
gros fixed investment kept pace with that in national
income, Ln the distribution of investment, a shift towards
the industrial sector ocourred in 1960: the share of in-
dustrial investment in totsl investment expenditure ad-
vaneed from 41,1 per cent in 1959 1o 45.0 per cent in
1960, and that of agricultural investment declined from
21.3 per cent 1o 17.8 per cent.™

As in previous years, the rate of expansion in outpat
of producer goods esceeded that of consumer poods,
bui the discrepancy between the indices beeamse rela-
tively smaller,

Employment in industry, contrary 1o the experience
in previous years, rose less rapidly than sutput per man.
The price level in 1960 was markedly higher than in
1959, partly because of the deliberate povernment paliey
of ralsing prices of services, which were considered ex-
eessively low, and partly because of pressure of demand.
The retail price index rose by 6.7 per cent aver 1950
and food prices nlone increased by almost 10 per cent.
Rents for residential housing, however, were raised by
I50 per cent, and this, together with considerable in-

% Aepording 1o ihe 1961 plan, this shilt will enntinee in the
eurrent year; the shae of ndustrial investment s plasned
amnanl b6 462 per cent In 1961 and thei of agriculiors] ineesr-
ment 16 decline fo 168 per cent of il investment oailiyse.

indeka, No. T 1596 (Helgrade) ; Statistinhi E-'-h'l!il:n_,ii.l:-
140 | Belgrade)
& Jamuary MSovember.

creases in prices of sither services, such as I s and
electricity, lifted the cost of living by about 11 per cent.

The rise in the oot of living index was more than
offeet by an increase in nominal wages, amounting on
the average 1o 13 per oent, which raised real wages by
2 per cent.™ In spile of & fall in l,||:!"ir.t||l|.ll'l-] oubpii, the
real income of the peasant I.HHIHI.H{II'I remuined more
of less constant, owing to an B per cent increase in the
prices paid for agricultural procurements, The value of
turmover in retail trade rose by 19 per cent in 1960,
while the volume was about 11 per cent higher,

Imports and exports both expanded o 1960 by ap-
proximately 30 per cent (see table 6-24), and the trade
deficil increased correspondingly. ﬁi.g;rlirl.-l:mt -:Eln!ﬁ
oceurred in 1960 in the strocture of imported poods
The share of food producz in imports declined con-
siderably, from 19 per cemt in 1959 to 9 per cent in
1560, while the share of I'r||.|'|'|'|r1rr:r und transport equip-
ment rose [yom 28 per cent to 37 per cent. The structure
of exports, however, did not change significantly. The
share of agricultural products in total exports advanced
from 21 per cent in 1959 to 23 per cent in 1960, mainly
because of o sharp increase in meal exports, while the

share of indusirinl products declined slightly.

The Yugoslay plan for 1961 foresess o rise of 126
per cent in national income. [ndustrial output is plansed
to grow by 12 per cent and the output of agriculture
by 16 per eent. The plan also foresers an expansion of
8 per cent in the volume of personal copsumption and
of 11 per cent in social consumption, State and eo-

19 [igtw oo mn uml peal wages a8 ndicared in the reply of
the Ceoverfimenl rﬂ'l'u vin o the United Mations guestion
mire of Movembser | om eronomic trends, proldems and poli-
ries. The duta wpply 1o all wage amd qurg- enrmens | real wiges
in indusiry and mining serm 10 bave inereased more than the
EVETREE.
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Tahle 624, Tup.u]nuj-u.: Balpnes.af Paymenis
{HillEnns of dinars)®

dieny

Exporis of goods . | i S
Imports of ;

nee of merchandise trade

Flalanee of other transseiions on cirren sconant,

Toeal balanes an current accoun

oy
frae g = g
132.4 143.0 iy g 8] I8L0
M5 5 1.4 2414 2405
=181 =584 = T3 =i,
6,1 162 21T 1.2
=47.0 =32 =48 =39.3

Baaber: hl of the Covernment of Yogoslsvis
ia the Und Fll:rtinu.l- questionnaire of November
19l on economic trends, problems snd polices.

operative investment are to increase by 5 per cent and
agricultural investment sl a greater rate.

Foreign trade i= plonsed to expand ol a lower rate
than in 1960, when exports as well as imports rose by
X per cent over 1959, In 1961 imports are planned to
remain virtunlly unchanged and exparts are 10 increase
by about 6 per cent. During 1961 the foreign trade of
Yugoslavia will be infloenced by the recently intro-
duced currency and foreign trade reflorms. The svatem
of multiple exchange raies, which was effective until
196, is being replaced by a unitary exchange rate of
750 dinars to the dollar, Since the multiple exchange
rates [or fﬁhiﬁn trade fransaclions varied [rom 500 to
L2 dinars to the dollar, the effect of the reform on
l‘nl!-.iﬁﬂ transactions will be the same as that of & re
valuation on goods previously sold st o rale higher than
750 dinars to the dollar and of & devaluation on goods

']n Enl.il.;h [lrl.m i.'uu'llrrlnrl latn  dinars &l

officinl rxchanps rates.

eold at & lower rate. One of the goals of the relorm is
to aholish direct government controls over foreign our-
rency allocativn and to induce enterprises to base their
export and import decisions on profitability at the pre-
vailing prices and costoms dities.

Oy the import side, & customs tarifl ongimally apply-
ing onky (o capitol goods is IIrL‘I‘IE extended 1o all im-
ported goods, and fixed duties will be introduced during
the current year, Conocerning exports, the system of
guhsidics paid by the Stale to exporting enterprises will
also gradually be sbolished, and the exporting enter-
priges will have to prove their competitiveness al the
e:l.uii.n.g rate af rkr.hl.upu h'!.' n.lll!:ing costs, In order to
facilitate these relorms, the lnternational Monstary
Fund, the United States and some western European
counifies hove extended eredits 1o ‘I'uEm.Lnn'u amaunl-
ing o 8275 million.
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