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PREFACE

This economic report is the first in a planned series of such reports. It is
designed to meet the need which has been recognized by the General Assembly
and the Economic and Social Council for an appraisal of world economic
Lconditions and trends to be made from timec to tune as a prerequisite for
recosumendations as to concerted national or international action in the eco-
nomic fieid. It is hoped that it will also serve students of economics and the .
general public throughout the world.

Although the Department of Economic Affairs of the United Nations is
responsible for the report as a whole, generous assistance was received from the
istaffs of the specialized agencies, and certain sections of the report have been
_fiprepared by them. Within the Department of Economic Affairs of the United
“#iNations, the Diviston of Economic Stability and Development had the major
responsibility for organizing the report and for its completion. In this task it
received the full assistance of all other divisions of the Department and the
retariats of the Economic Commission for Europe and the Economic Com-
issionn for Asia and the Far East.

The reviews, “The World Food Situation” and “World Man-power Prob-
ems”, in part I1I of the report have been contributed by the secretariats of
the Food and Agriculture Organization and the International Labour Or-
panisation, respectively. Brief notes in which these two specialized agencies, the
nternational Bank for Reconstruction and Development and the International
Civil Aviation Organization survey thelr cconomic activities are presented in
ipart IV, which also includes a summary of the functions and activities of the
lcentral organs of the United Nations in the economic field and a note on the
International Monetary Fund, based on data made available by the stafl of
at agency.

This report thus illustrates the effective co-ordination existing among the
{afls of the United Nations and the sccretariats of the specialized agencies.

The form and content of the report are experimental and will change with
perience and changing needs; in making such changes weight will be given
o the comments and criticisms which it is hoped will be freely made.

David Owen
Assistant Secretary-General
in charge of Economic Affairs
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EDITORIAL NOTE

This economic report consists of three main parts. It 15 not a continuous
narrative.

Part I, “World Economic Highlights”, covers the entire world picture in
Ibroad terms, seeking to describe those trends and relationships which today
are of causal importance. In doing this it draws freely upon the material in
| the following parts, but it does not attempt to deal fully with conditions in
| given areas or with given problems.

| Parts 11 and 1II may be regarded as consisting of several monographs,
{'grouped according to subject matter, supplementing the general analysis in
part 1. Part 11 deals with regional development in the economic ficld and part
L 111 with outstanding world economic problems. Here also certain restatements
iof basic facts or conclusions are inevitable. In economic affairs neither single
| problems nor regions can be treated in isolation. A regional approach may
throw 2 different emphasis on certain problems, as compared with other
gapproachcs to those problems. As the differcnces of stress and outlook correspond
|:to differences which frequently arise in the day-to-day discussion of such issues,
there has been no striving for an exact identity of emphasis or evaluation.

|| Part IV is designed to rccord briefly the activitics of the various organs of
|'the United Nations in the field of economic affairs. It, too, supplements part 1
| as a guide to the machinery of international collaboration which now exists
land the functions that machinery s performing.

. The Chronology serves as a general guide to the events of the period under
| Teview.

|| Because this is to be a periodical publication it has not been thought essential
1o treat all major countries and subjects exhaustively in this issuc. Some sec-
I¥tions, therefore, are more general than others: fome countrics and subjects
L of major importance have not been taken up at all but it is expected to cover
Uthem in later issues of the Economic Report.

Througheut this report frequent references have been made to “surplus”
untries, “devastated” countries, and “under-developed” countries—categories
‘which are not mutually exclusive. While in most mstances the grouping of
countries under these categorics is sulf-explanatory, there are countries which
belong to more than one category and had therefore to be arbitrarilv assigned
do one of these threc categornies.

. For the purposes of this report, certain regional groupings of countrics have
‘been made to simplify the presentation of data. It is believed that these group-
gs will facilitate the understanding of certain major economic tendencies.
uch combinations, however, are solely for purposes of exposition and have no
ther significance whatever.

Throughout this report references to “dollars” are to be read as referring to
nited States dollars uniess otherwise indicated.

A word may be said regarding the scanty data upon which some of the
tudies presented have been based. Although there has been a steady recovery
n statistical services since the end of the war, there is still lost ground to be
‘made up and in many cases much further progress needs to be made if any
| thorough economic analysis is to be attempted. This paucity of data has handi-
| capped some of the studies here presented.

XV
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'THE WORLD'S SUPPLY OF COMMODITIES
o '
WorLp Probucrion PRODUCTION OF SELECTED COMMODITIES
1 i : K L CLUDING U.5., UNITED STATES
The world’s population is now greater than a decade ago by almost 4 WORLD PRODUGTIONY WORLD EKTL
million or ncarly ten per cent, but the wortd’s production of key industil 1947
commodities for which data are available has, in many imstances, not NBEX 1937:100 INDEX
reached the pre-war level. As much coal, steel and rubber was produced in 250 [ 230
world in 1947 as in 1937, but the production of pig-iron was lagging behij bR World Production
pre-war levels. There has, however, been a vast expansion in the product) - )
of electric power. ’ 2 P P [ world exciuding U.S, —
200 "‘ United States - 200
Table 1 ]
150
150 - o
INDEXES OF WORLD PRODUCTION OF SELECTED COMMODITIES,® 1047Y 5
{1937 = 100)
Fuel and energy®. . .......................... 118 A 160 1ae
Coal' ... 102
Electricity ... ... ... ... . ... . .. ... ... 165
Pig-iron and ferro-alloys. . ... ......... ... .. ... 95 e
’ I 80
Steel ..o 101 50 £
0e%e
ggfger ................................... gg s
ZiNC . 96 - 2 o o
Tin oo 55° ° ELECTRICITYF PIG R0 STEEL
Natural yubber ... ... .. .. ... .. .. .. . 104¢ FERRO-ALLOYS
Cement ................. .. ... ... ... 100 oex INBEX
200 200
Source: Statistical Office of the United Nations.
' ® The sclection of the major commodities shown in this table was determined by o
availability of produetion statistics on a world-wide basis, In all instances the wel 150 ] 150
; figures exclude the USSR, data for which are not available, g
" Unless otherwise indicated, 1947 annual rate is based on production during the &
; nine months of 1947, &
© Coal, lignite, crude petroleum, and hydro-electricity, For the calculations in ti; 100 5 — Z0 108
table, lignite, crude petroleum and hydro-electricity were reduced to terms of conl . ::::: y %
means of constant conversion factors. 3 :E:E: 7:5.' ::::: L ,/;
. 3% 1 KRR
§ 4 Excluding China. RS i‘:::i /":' - 7 50
* : . : 50 RS RRL z 7
® 1947 annual rate based on production during the first seven months of 1947, R /}I 0253 4 7
AT KR
T 1547 anaual rate based on production during the first cight months of 1947, :;:3: /}: ;::.‘ /-:-j
'.O‘. oA ’.... I = /
. Bata%s ” A {5 P 1
World food production increased in 1946/47 over 1945/46, and it had be CORPER — LEAD zine ™o e
anticipated that a moderate recovery would continue through 1947/48. 4 % Excluding USSR
stead, production is slightly below the previous year and seven per caf _ , o ) % Excluding Ching
below pre-war levels. The world food situation is now as critical as at arf- Source: United Nafians Statistical Office T First 9 months of 1947
; time since the end of the Second World War. d
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Table 2

WorLp Foop proDUGTION
WORLD FOOD PRODUCTION 1947 /48 production as percentage of pre-war® and of 1946/47 levels

1947/48 AS PERCENT OF 1947/48 as percentage of

7 p Pre-ware 1946/47
FREWAR AND OF 1946/47 | Wheat and rye....... 95 102
PERGENT PERGENT Rice ............... 93 101
WORLD POPULATION: 1937 AND 1547 Coarse grains .. ...... 97 93
Fats and oils ......,. 88 103
to = 1o Sugar .............. 92 103
Meat ............... 93 99
Dairy products ...... 87 99
Potatoes . ........... 83 98
;j o — 100 ToraL ... .. ..., 93 89
: 19372100 19472109.5 Source: International Emergency Food Council, Report of the Secreiary-General io 1
FE%MENT PEHG::;!:; 4 Fx{f?gggcfirgggg az{vifr;;ggmmczl, part I, table I,

WORLD FOOD PRODUCTION Food production had suffered from war devastation m many countries, an
its recovery is being retarded by delays in replacement of cquipment and b
shortages in fertilizers, draught power and quality seed. In many parts of th
world the adverse weather of 1946/47 constituted an additional obstacie 1
the recovery or expansion of food production.

Prelimmary estimates of the 1917 crop provide a gloomy picture ol th
world food position from now until the 1948 harvest. Per capita food con
sumption in general is expected to be two or three per ceat below that of Ias
00 year and nearly ten per cent below pre-war levels. The per capia productior

of bread grains and ricé in 1947/48 is thirteen per cent below the average o
the years 1934 to 1938. While the world’s exportable supply of fats and oil
mnereased from 2.5 million tons in 1946 to 3.5 million tons in 1947, it i
anticipated that the European and North American supply of fats will droj
80 n 1948 as a result of a reduction in the volume of ammal feed likely to be

available in those countries.

Even if the present production of manufactured goods, primary products anc
food were at pre-war peak icevels there would still be serious scarcities. If
morcover, effective demand is maintained in the years ahead, supplies may
continue to be inadequate uniess deliberate steps are taken, both on national
and on international levels, to bring supply into a more adequate balance with
needs.

Against this general background of shortages, the geographic distribution ol
the world’s production may be analysed.

160

100

80

80

o] 0

Grocrarnic DisTRIBUTION OF PRODUCTION
NoN-AGRICULTURAL PRODUCTION

: Table 3 indicates the disparity between the growth of non-agricultural pro-
0 : P s v - " Zad i duction during the last decade in the United States and in the oot of the world,
SE FATS OAIRY_ POTATOES  TOTAL , : N ) -
d GRAINS ond FRODUCTS . apart from the USSR, In almost all the instances in which world production
RYE ons appears to have reached or excecded pre-war levels (see table 1} 1t is owing
Source: . ; to the fact that the United States has far surpassed its pre-war position, while
ource: International Emergency Food Councit . . . L ..
the rest of the world is still lagging far behind the position of ten years ago.
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Table 3

ComparisoN oF PropUCTION OF SELECTED COMMODITIES IN THE LUNITeD
STATES, WITH THE REST OF THE WORLD®

(1837 = 100)
19470
World excluding

United States U.s.
Fuel and energy®........... 138 100
Coald ... .. ... R «.. 133 81
Electricity® ... ... ... .. .. 211 138
Pig-iron and ferro-alloys. . . . . 142 61
Steel ... . ... i47 65
Copper .................. 103 96
Lead ... .. ... ... ... .. 108 72
Zine ..., 144 72
Tinoooooo —_ 55¢
Naturai rubber ......., ... — 104¢
Cement ............... ... 153 80

Source: Stanstical Office of the United Nations.
— Nil.

* The selection of the major commodities shown in this table was determined by the
availability of production statistics on a world-wide basis, In all instances the world
figures exclude the USSR, data for which are not available.

b Unless otherwise indicated, 1947 annual rate is based on production during the first
nine months of 1947,

¢ Coal lignite, crude petroleumn, and hydro-clectricity. For the caleulations in this
table, lignite, crude petroleumn and hydro-electricity were reduced to terms of coal by
means of constant conversion factors.

¢ Excluding China.

2 1947 annual rate hased on production during the first seven months of 1947,

1947 annual rate based on production during the first cight months of 1947

A more detailed picture of the changes in the production of certain selected
non-agricultural commodities in a number of countries is obtained by the
analyses made in tables 4 and 5.

Table 4
ProbucTioN oF sELecreD COMMODITIES, BY COUNTRY
1947 production as percentage of pre-war production®

Coal®

Per eent
Under 50 ..... ++v.. Germany

50-69 .......... Japan

70-89 .......... Belgium, Netherlands, United Kingdom

90-109 ......... . Canada, Chils, Czechoslovakia, France, Italy, Mexico
110129 ........ .. Hungary, India, New Zealand, United States

130-149 .. ......., Australia, Southern Rhodesia

150-199 .......... Poland, Portugal, Turkey, Union of South Africa
200 and over. ...... Brazil

8 Only these countries for which data are available are included in this table, In the |

casc of Germany and Foland, pre-war production for pre-war boundaries and the 1947
production for post-war boundaries,

¥ 1947 production based on third quarter 1947 rates. Pre-war production relates to 1937,

8

Table 4 (continued)

Electricity®
Under 90 ......... Luxembourg
90-109 .......... Finland
HO0-129 ... ....... Belgium, France, Japan, Norway
130-149 ... ... ... Italy, Mexico, Netherlands
150-179  ......... Argentina, Canada, Ceechoslovakia, Denmark, Guate-

mala, Ircland, Portugal, Sweden, Switzerland, United
Kingdom, Union of South Africa

180199 . ... ...... Austria, India, New Zealand, Poland

200 and over......, Australia, Brazil, Bulgaria, Chile. Colombia, Palestine,
United States

Steel®

Under 50 ....... .. Germany, Japan

- 69 .......... Austria

0-8% ..., Belgium. France, Luxembourg, Sweden
90-109 ... ... ... Czechoslovakia, Hungary, Ttaly, United Kingdom
10-129 ... ... ... Australia, Poland

130-149 ... ... ... India, United States

150-199 ..., .. Canada
200 and over. ..., .. Mexico, Union of South Africa

Cotton yarn®

Under 50 ......... Germany, Japan

50-69 (..., .. Czechoslovakia, Poland, United Kingdom
W0-89 ..., Mexico, France

90-109 .......... Belgium

10129 ... ... ... India, Hungary, Netherlands

130-149 ..., . ... Canada

150-199 ....... ... Turkey

200 and over....... Argentina

Woven cotton tabricst

Under 50 ..., ..., Japan, United Kingdom

0-69 ........ . Czechoslovakia )
70- 8% ... .. France, Hungary, Poland

90-109 .......... Ganada, India

110-129 .. ... .. ... Mexico, United States

130-149 . ......... Belgium, Portugal

130-199 .. ... ... Chile

200 and over. .. .. .. Bolivia

Source: Statistical Office of the United Nations.

© 1947 production based on the rate of output m the first eight or nine months of
1947, Pre-war production relates to 1937, 1938 or 1939, depending on the availability
of data for the respective countrics,

9
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Although industrial production in the United States during the third quarter
of 1947 stood sixty-three per cent above that of a decade earlier and its output
of durable goods had nearly doubled during the same period, it is also evident
that significant changes are occurring in the world’s distribution of industrial
production. The formerly sharp distinction between “industrialized” countries

and those producing primary products tends to become more and more §

blurred. Table 4 indicates that the countries whose production of coal, elec-
tricity, steel, cotton yarn and fabrics exceeds pre-war volume include many of
the “under-developed” countries of Latin America, the Middle East, Asia
and Furope. In the long run these tendencies, especially if supported by de-
liberate action to promote development schemes, could prove more significant
than the present prominence of the United States in world production, which

was perhaps to be expected immediately after a period-of war devastation in
the rest of the industrialized world.,

Table 5

WorLb rropUCTION OF FUEL AND ENERGY, BY AREA®
1938, 1946 and 1947

Percentage distribution

Production of production
1338 1945 1947 1937 1938 1946 10470
1537 = 100 {Per cent)
North America® ... ., ... 86 128 138 456 418 544 545
Latin America® ..., ., . . 99 164 182 4.3 4.6 6.6 6.6
Europe® ... ... .. ... . .. 99 77 gy 404 428 291 9299
Asia® . ... 105 101 1o 7.8 8.7 73 73
Africa ..., ... 105 164 151 1.0 1.1 1.5 1.4
Oceania ........ .. . . . ] 99 121 118 0.9 1.0 1.1 1.0
Torare ., ... ... . . . ... 94 107 118 100.0 100.0 100 100.0

Source: Statistical Ofice of the United Nations.

* Coal, lignite, crude petroleum, and hydro-cieetricity. Tor the calculations in this
table, lignite, crude petrofeum and hydro-clectricity were reduced to terms of coal by
means of constant conversion factors,

B Partly estimated. Based on production during the first nine months of 1947.

¢ Canada and United States,

4 Mexico, Central and South America.

@ Excluding the USSR, for which data are not available,

table 5. It is true that the United States and Canada produced more than half
of the world's total in 1946 and 1947 and that the output of these two countries
rose by more than one-third during the past decade. But the output of fuel
and energy of the Latin American countries rose by more than 80 per cent
during the same period, and their share in the world’s total increased appre-
ciably; to a somewhat lesser extent this was also true of Africa and Oceania,

10
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While Asia, owing to the expansion of production in the Middle East, showed
only a small decline in ats relative position and Europe was still repairing its
war damage and slowly approaching its pre-war production volume, there
can be no doubt that as soon as tranquillity can be established in Asia and
certain basic improvements can be made te the principal coal and hydro-
electric power installations of Europe, the cnergy production of these con-
tments will rapidly outstrip their pre-war figurcs.

AGRICULTURAL PRODUGTION: *

The post-war pattern of food production is also drastically different from
that which prevailed in the world before the war. While the world’s tota) food
production in 1947/48 was seven per cent below pre-war levels, the greatest
reductions in crop production occurred in regions which had large food deficits
even before the war., The import nceds of these regions have therefore risen
sharply. At the same time food production in the world’s food exporting coun-
trics has greatly mereased, aithough large parts of the additional output arc
being consumed domestically. The result is that some countries NoW consume

as much as fifteen per cent more.?

In Europe, crop production was most adversely affected by an excessively
severe winter succeeded by an extremely dry summer. The production of
wheat, rye, barley, oats, maize, and potatoes i Europe (excluding the USSR
and Albama) amounted to 181.8 million metric tons in 1946 and declined to
i78.2 million tons in 1947; the pre-war (1934/38) average was 250.2 million
metric tons. The only countries in Europe which escaped without serious crop
losses, or harvested larger crops in 1946747, were Bulgaria, Hungary, Rou-
mania, the USSR, and Yugosiavia.

In the Middle East, where 1946 grain production cxceeded pre-war levels,
production in 1947 declined below the pre-war average,

In the Far East, the 1947/48 output of rice is estimated at 125.3 million
metric tons, compared with the pre-war average of 133.9 million tons. How-
ever, conditions varied greatly from country to country. In India and Pakistan,
at present great deficit areas, the rice crop is estimated to be six per cent below
1946/47 and the wheat crop nine per cent smaller. China had somewhat larger
rice and wheat crops in 1947/48 than in the preceding year; Burma and
Siam, rice surplus countries, also had better crops, although they were still

. below pre-war levels; Indo-China, another large surplus country, had a poorer

rice crop than in the preceding vear.

In the United States, total agricultural production, which had rsen during
the war to almost thirty per cent above the pre-war level, continued at that
high rate. The Canadian wheat crop was unfavourably affected by weather
and is estimated to be below the 1946 output by about two miilion touns.
Canadian production of secondary grains was also lower.

The Food and Agriculture Organization of the United Nations estimates
that the countries in the temperate zone of the Southern Hemisphere have
somewhat improved crop prospects for 1947 /48.

£ For more detailed discussion, sce part II1, chapter | of this report. .
! International Emergency Food Council, Report of the Secretary-Generai to the Fifth
Meeting of the Council, part L.
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Australia expects its next crop of wheat to be about two million tons |

greater than in the preceding year, and the Union of South Africa expects
some increase in grain production, but not enough to meet its own needs.

Estimates for Argentina indicate smaller harvested areas of wheat and of |

secondary grains.

INTERNATIONAL TRADE AND CREDITS

The lack of economic balance in the world is manifest not only in the
shortages of supply in the several countrics. In international transactions, the
unbalance is reflected in unprecedented deficits in the foreign transactions of
most countrics.

The aggregate vaiune of world exports in 1938 was about $22,600 million.
In the first half of 1947, world exports, including UNRRA deliveries and

certain other exports of a non-commercial nature, were proceeding at an

annual rate of some $22,400 million if computed at 1938 prices and $45,000{

million at current prices. World imports represented somewhat higher figures
owing to the inclusion in the values recorded by most countries of transport
costs up to the domestic frontier.’ While the dollar value thus almost doubled
during the period considered, the dollar prices of the goods cntering into trade
also doubled and the “quantum™ of trade was practically the same as in 1938.

Table 6
VALUE, PRICE AND QUANTUM OF WORLD EXPORTS, 193847
1938 1946 1946 1947
sermi-annual st half 2nd half ist hall
average !

(Millions of U.S. dollars)
Value of world exports of mer-

chandise

At 1938 prices 11,300 8,800

At current prices ... ............ 11,300 14,700 18,500 22,500
Indexes of world exports (1538 == 100) :
Quantum ................... ... 100 78 88 95
Dollar price .................... 100 167 185 2014
Dollarvalue .......... ... ...... 100 130 164 159

Source: Statistical Office of the United Nations.

Comparisons among national trade values are clouded by the fact that cer}
tain countries do not publish up-to-date information concerning their external |
trade and by the difficulty, under existing conditions of largely inconvertible |
exchanges, of turning valucs expressed in different currencies into a commen}

measurement without bias. But a rough idea of the trends of trade may be

obtained from the following indexes of the “quantum” of the trade of a fewl

countries which compute such indexes.

! Compared with 1938, however, the discrepancy between recorded world imports and

recorded world exports has declined owing to the omission by most countries from then

recorded imports of UNRRA deliveries and certain other Government purchases
Recorded world imports 1n 1938 amounted to $25,000 million and in the frst and

sccond halves of 1946 and the first half of 1947 to $14,700, $19,300 and $22,900 million{

respectively.

*A “quantum” index reflects the changes in the value of the goods actually imparted|
or exported computed at the prices obtained in the base year (in the present case, 1938

12
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Table 7. QUANTUM INDEXES OF MERCHANDISE TRADE OF SELECTED
COUNTRIES, 1946 anp 1947°
Average of first and second half 1938 = 100

Imports Exports
1536 (946 19%7 1946 1946 1947
isthalf  2nd half ist half ist half  2nd half  lst half

United Kingdom ..... 66 71 72 91 108 102
United States  ........ 135 141 134 193 187 255
France ............... 118 106 122 33 54 a3
India ............... 57 77 o0 56 58 64
Argentina ... ... ... ... 67 96 131 38 85 77
Australia . ... ... ... .. 103 118 94
Switzerland ... ... ... . a5 114 139 87 113 112
Norway .............. 55 101 127 58 65 83
Finland . ... ... ... .. 26 35 53 40 43 50
Cuba ................ 118 113 . 143 143 .
freland . ............. 75 86 106 63 83 35
Hungary . ............ 8 24 45 7 23 25
Turkey .............. 51 64 84 35 105 105
Bulgaria ............. 39 83 52 22 49 38

Source: Statistical Office of the United Nauons. .. Not available,

“ Arranged in the order of the total value of their imperts and exports in 1938,

In the majority of the countries shown, the guantum of imports has in-
creased, while that of exports has fallen or increased at a lower rate. The
difference would undoubtedly have been more evident i more countries had
been covered. Among the countries for which no data arc available, the most
mnportant are Germany and Japan, which have been absorbing considerable
inports of foodstufls and other supplies while their export trade is negligible
m relation to what it was before the war.

Only in a few countrics have exports risen more than imports. This is true,
for instance, of the United Kingdom which has been meeting the heavy pres-
sure on its balance of payments by a considerable reduction mn imports and a
nse in exports to a level exceeding that of 1938, The most striking increase in
exports, however, 1s that recorded by the United States. In 1938, United States
exports already exceeded those of any other country and represented fourteen
per cent of the value of all goods entering into world trade; during the first
half of 1947, after having risen 2.5 times m quantum and five times in dollar
value, they represented a third of world exports. United States imports, on
the other hand, stood only a third above their quantwm in 1938 which, ina-
dentally, was abnormally low as a result of the heavy impact of the business
recession of that year upon the United States.

The effect of the divergent trade movements upon the balance of mer-
chandise trade {computed in dollars at official rates of exchange) is shown in
table 8 for a number of trading countries grouped into “surplus”, “devas-
tated”, and “under-developed” countries.

"To a certain extent, the distribution of the countries considered among these three
groups is arbitrary. Thus, several of the “surpius” countries have recently had a deficit
i their current foreign transactions. Also, it may be Questioned whether Denmark 15 a
“devastated” country. Clertain countries are both “devastated’” and “under-developed™;
this is true, for instance, of China.
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Table 8 " : ST, . ‘
IMPORT (—) OR EXPORT () BALANGES OF MERCHANDISE L Li)l[i Ifrciljic(l):tv}i:;g figures show the distribution of United States trade by groups
TRADE OF SELECTED COUNTRIES® _ '
Monthly averages—1938, 1946 and 1947 ;
oz L 1936 104 1947 Table 9
th H  1st half 3rd
. (Mz‘lfionss afaU..S‘. Jiuaﬁm"s;fmiz trade'f) ™ UNITED STATES MERCHANDISE TRaDE, 1938, 1846 anp 1947
“Surplus countries”: 1958
United States of America,... -+ 92 +400 +385 +774 680 S _.‘ 1 1948 1616 1947
Canada. .................. + 15 + 28 + 39 + 16 + 1 A :::1:.:;?11 Ist half 9nd h;ﬂf 15t half
Australia .......... ... ... 4+ 1 -+ 11 4+ 28 4 13 -2 (Millions of U.S. dellars—
Sweden .., -5 -13 -2¢ 47 -5 Special trade”)
Union of South Africa. ..... - 26 - 32 — 48 . . {mports:
Argentina ............... 0 442 + 61 4+ 22 -+ & Crude materials 288 808 818 917
Switzerland . ...... . ... ., - 5 - 19 -~ 10 - 25 - 30} Crude foodstuffs . .. ... ... ... .. .. 130 401 413 515
_ New Zealand ............. + 1 +11 4+ 4 -+ 9 ..} Manufactured foodstuffs ........... .. 156 233 270 316
“Devastated countries™: Semi-manufactures . ............. . ... 193 413 516 592
United Kingdom .......... -157 -110 ~1i1 -179 —268}; Finished manufactures . .......... ... 209 383 462 467
France ... ... ... ... ... - 37 -102 ~ 84 - 84 —102fToraL 975 2238 2,580 2,807
Belgium-Luxembourg ...... - 3 -3 -53 -32 -3y
Netherlands .............. - 17 - 41 - 44 ] w T9iExporis:
Ttaly ..ol - - - ¥ .
Cﬁiza:" 8 A+ 2 3 42 b Crude matenials  .......... .. ... 304 640 774 849
Manchuria . _ Crude foodstuffs  ....... ... ... ... ... 125 353 295 428
churia ............. 14 .- .. .. .
Rest of China. . ... ... ~ 9 _ 30 — 45 — 11 _ j3} Manufactured foodstuffs ... ........... 92 860 664 816
. ’ _ _ _ _ “Semi-manufactures ... ..o 247 441 453 853
D k
enmark ... ..o oL 2 15 28 14 - WE 5
Crzechosiovaki | Finished manufactures ........ ... ... 762 2,333 2686 4,500
zechoslovakia . ........... + 5 4+ 2 411 '+ 1 - T, 1590 4627 4873 7446
NUI‘\VQ}’ _________________ - 8 - 8 — 96 — 35 - 90 3 1 L B S
Poland ................... - 2 -2 41 .. B Sy
Finland ..o 0 —- 2 + 1 0 + 5 Source: United States official trade returns.
“Under-developed countries”: . *Anention shouid be paid to the fact that in 1938 United States imports were abnor-
Indi v + 4 + 14 3 2 mally Jov
ndia .o e e — - Py oW
%ﬁ;z;lzucia """"""""" + g :i__ %{% i g‘; - 13 - l=- The monthly export surplus of the United States in 1946 was more than
Fovot e 7 9 3 --{four times that of 1938. Nevertheless; that surplus was again doubled in the
BYPL ovvnvnninieninn - - - - - Vst half of 1947, During the third quarter of 1947 none of the “devastated”
Mexico - oooiiii i 0 - 12 - 16 - 24 - 15% : ) . u ; » - ;
Chile + 83 4+ 85 4+ 9 4 3 ountrics (except Finland) or the “under-developed” countries, and only Can-
Turkev T 0 -+ 6 + 10 41 - 33&3 and Argentina among the “surplus” countries for which figures are avail-
Golom}i;ia{ """"""""" 1 _ 3 L - 1% _ “;1able, showed a “favourable” balance of merchandise trade.

Source: Statistical Office of the United Nations,

.. Not availabie,

i Onc of the important facts brought out by table 9 is the heavy increase
jin the cxport of manufactured products from the first half of 1946 to the
first half of 1947. Almost nine-tenths of the increase in total export value dur-

& Within each of the three groups shown, the countries are arranged in the order dj

thgr iomi value eg_lt_hcir ;mﬁortg and cfxports in 1938, o Ny ] g that year was due to semi-manufacturcs and finished manufactures. Whiic
1e comparability of the figures for post-war years is affected by varying nationdlihe total quantum of United States exports rose by one-third during the year
practices in the reporting of UNRRA goods and, in general, government purchases and sals tfl a n?u £ nri ducts (i Pl din Y 4 foodstuff: nd dec}i}n di

The balances are computed as the difference between recorded imports and exporsf ¢ quantum ol primary products {MCuaing processe oestu $) ed;
Attention should be paid to the fact that in the case of countries recording Import bt that of semi-manufactures mcreased by half and of finished manufactures

f.ob. (the United States, Canada, the Union of South Africa, Venezuela, and Mexic]fby nearly two-thirds. The increases took place largely 1n machinery, automo-
the balance appears more f;wourablc“ {that 1s, the export balance is larger, or thtihiles and other durabie goods.
import balance smaller) than in the case of countries which record imports on a ¢.di.f. bas| . C .
b Excluding trade between Manchuria and rest of China. It is also of interest, and of considerabic importance, that while Europe
© Average of July and August. Ii absorbs the bulk of the United States export surplus, the positive balances
't other continents have recently grown very rapidly, as is shown in table 10,
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Table 10

GEOGRAPHICAL DISTRIBUTION OF UNITED STATES EXPORT [-~)
OR IMPORT (—) BALANCES, 1938, 1946 anp 1947
1938
Seni-annual 1946 1946 194

avernge - Isthalf  2nd half  isth
{Millions of U.8. dolinrs—* General trads

Europe ......... ... ... +380 -+1,839 +1468 24
Latin America ........ ... ... . .. . -39 -+ 106 4+ 206 -+ U
North America ............. ... .. . +104 + 197 4+ 350 +
Asia oo - 26 -+ 242 4+ 194 + 4
Africa ... ... ... . + 32 4 120 4+ 63 4 9
Oceania (chicfly Australia and New Zea-

land) ..o +3 - 16 - 51 -+

Source: United States official trade returns.

The bulk of United States imports before the war consisted of raw mater
In a volume which varied with activity in United States manufacturing i
dustry. In 1947, however, when the level of United States manufacturing &
tivity was about seventy per cent higher than in the pre-war boom year
1937, the quantum of United States total imports was below the 1937 lev
This phenomenon may be ascribed to the war-time development in the Uit
States of primary, particularly agricultural, production as well as productiy.
of synthetic substitutes for articles previously imported (silk, rubber), and §
reduction in the supply of finished manufactures from abroad. '

SurpLusks anp DEFICITS oN CurreNT AcCCounT

In the majority of countries, the trade balance is the chief component§
the balance of current transactions, A deficit on current account, accompany’
by a corresponding influx of forcign capital, has been a normal phenomer i
in many countries over long periods. In the present situation, however, f
deficits incurred are unusually large owing to the heavy import balances, zm%?_
in the case of certain European countries, to the decline in the income fm :
investments abroad or from shipping and other services rendered. Moreowd-
the deficits have shown a tendency towards abnormal increase. Since privi
loans and credits raised on a commercial basis are almost non-existent, &
deficit countries have to a large extent had to rely on governmient eredits. Suf.
credits have been very large but they have not been able to prevent a rapid é

cline in the gold and foreign currency resources of certain countries durf
1947,

The official computation of the United States balance of payments, su;
marized in the table on page 17, indicates a surplus on account of goods &
_ ‘ services of $16,700 million between the middle of 1945 and the middle of 18]
; ; Of this arnount, $6,000 million was supplied in the form of “unilateral tra

: fers”, including contributions to UNRRA, while the remainder represetd
chiefly an outflow of American capital and to an increasing extent the sale{
foreign gold holdings. Attention is also directed to the rapid increase in 4,
; United States surplus on current account towards the end of the period. Durid
! the second quarter of 1947 that surplus exceeded $3.000 million, or more thg:
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twice the corresponding quarterly figures during the early part of the period
examined.

The active global balances on current account have been less spectacular
in other “surpius” countries and have not shown the same tendency to
increase rapidly as have those of the United States. In fact, those of Canada
fell off rapidly from 1945 on; those of Sweden were replaced by a growing
deficit; Argentina has been favoured by the fact that its export prices have
risen far more than its import prices, but its surplus on current account, esti-
mated at 1,271 million pesos in 1945 and 1,709 million pesos in 1946, must
have fallen off considerably in 1947 with the rise in its imports from the
United States.! In several other Latin American countries the dollar balanees
held have also recently been reduced.

The global deficits of each country do net, however, tell the whole story. The
strain on the majority of countrics is increased by a fact which is not, to the
same extent as the exceptional shortages of goods, inherited from the war,
since it originates in disturbances in international trade which plagued the
world during the greater part of the 1930’s.

Tur DNFFICULTIES OF MULTILATERAL SETTLEMENT
anND ConviErTIBILITY OF CURRENCIES

Until the financial crisis of 1981, surpluses resulting from a country’s trans
actions with certain areas could always be used to meet deficits with others;
that is, currencies were freely convertible. The exchange controls instituted
during the early 1930’s brought the convertibility of certain currencics to an

end. Changes in international financial and economic relationships during and }

after the war have further increased the difficnlties of the multiiateral settle- in dollars or other “convertible” currcncy, as 3 usually the case in Latin

ment of accounts.

Thus, in the Economic Survey for 1947, presented by the Prime Minister of
Great Britain to Parliament in February 1947 it is pointed out that the British |
dollar position is much more difficult than would appear from the total bak
ance of payments of that country. The United Kingdom, 1t is pointed out, f
cannot use its surplus with the Eastern Hemisphere to meet its_defiicit with}
the Western Hemisphere, partly because many of the Bastern Hemisphere coun-}
trics have no gold or dollars with which to pay and partly because surpluses
to certain countries of this hemisphere are absorbed for the payment of debt
The dollar loan of $3,750 million raised by the United Kingdom in July 1946

was indeed coupled with the obligation of restoring the convertibility of sterling
balances arising from current transactions on 15 July 1947. Even before that
date a number of steps had been taken by the United Kingdom in preparation
for the return to free currency markets. The loan in question and that of
$1,250 million granted simultancously by Canada had originally been intended
to carry the United Kingdom through a transitional period of several years.

Actually, four-fifths of the loans werc exhausted by 15 July 1947 when con-|

vertibility was restored, and the very heavy withdrawals which then resulted

"The recorded export surplus of Argentina from January to October 1946 amounted
to 1,208 million pesos. Durlng the corresponding period of 1947, there was an 1mpozt
surpius of 6 miilion pesos.

* Cmd. 7046, page 19.

i8
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suspension of convertibility on 20 August. The previous tendency in the world

~towards the relaxation of currency restrictions was reversed. A scries of re-

strictions intended to cut down domestic consumption, imports and other trans-
actions involving currency outlay were Introduced in the United Kingdom, and
a number of other countries were forced to take similar steps.

In the devastated countries of western continental Europe, production was
before the war geared to an export surplus to the United Kingdom which was
used for financing net imports from the United States and other non-European
countries. The disappearance of Germany as a major exporter of manufactured
goods has in some cases turned the balance in “favour” of the United King-
dom; but some countries, for instance Belgium and Italy, have maintained an
export surplus with the United Kingdom and were adversely affected by the
inability, after the suspension of convertibility, to utilize the surplus for meeting
their dollar deficits. Belgium has since the end of the war accumulated over
12,000 million francs in various Furopean currencies (particularly pounds
sterling, florins, French francs, and Danish and Norwegian kroner), but its
trade deficit with the United States during the first nine months of 1947 ex-

ceeded that figure, and Belgium has recently had to liquidate part of its gold
holdings.

The typical under-developed countries—at least those outside Europe—were
normally net exporters to the United States and frequently net importers from
Europe (particularly from the United Kingdom). Owing to their increased
demand for capital equipment with a vicw to economic development and the
reduced ability of Europe to export, these relations have at present been re-
versed and their trade usually results in a deficit with the United States and
frequently a surplus with Burope and the sterling area. If that surplus is duc

American countries, it is likely to be very limited in size, since the foreign
importers have little such currency available; if it is due in inconvertible cur-
rency, it may well be considerable, but cannot be utilized for financing the
deficit with the United States.

The hardships due to lack of convertibility are not confined to the devas-
tated and under-developed countries, but also affect some more developed

- countries which managed to go through the war with their production facili-

ties practically unscathed or even improved.

A case in point is Canada which, as table 8 shows, has maintained a global

* “export surplus in merchandise trade. The traditional Canadian export surplus

to Burope (and the United Kingdom in particular) has only fo a certain
extent been available for financing the trade deficit with the dollar area. Thus,
out of an export surplus of close to Canadian $1,000 million in 1946 to coun-
tries not belonging to the dollar area, three-fourths had to be financed by loans
and grants, while a heavy excess of imports from the dollar area could be
financed only by the import of United States capital and by a drop of $263

~ million in Canada’s gold and dollar resources. At the same time, Canada’s trade
from the conversion of sterling balances gained by other countries necessitated |

has tended to become increasingly dependent on a triangular scttlement of
accounts for which the prerequisites appear to have been lacking. As a result,
Canada’s exchange reserves fell from $1,243 million at the beginning of 1947
to less than $500 million in November, at which time stringent restrictions were
introduced to curtail imports, particularly from the United States.
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The case of Sweden is similar, though that country has actually an i
creasing global deficit on merchandise, as well as on fotal current accoun
since 1945, in which year there was a surplus in relation to soft-currency cout
tries of 714 million kronor. In 1946, the balance of payments surplus with thoy
countries fell to 142 million kronor while the deficit with hard-currency coun
tries, which delivered half of the total imporis as against a fourth before thy
war, rose to not far from 1,000 millien kronor. “These trends,” it 15 pointe
out in a statement of May 1947 by the Board of Directors of the Bank ¢
Sweden, “would not necessarily have led to the present acute shortage ¢
foreign exchange if the proceeds of Sweden’s exports to the Europcan cous
trics could have been used for payments to other parts of the world in th
same way as before the war. It would then have been possible to use the pr
ceeds of our export surplus during 1945 to compensate the heavy deficit whid
developed during 1946 in relation to the dollar sphere” While the Bank ¢
Sweden and the Swedish Treasury have accumulated holdings of inconvertibi
currencics as a result of export surpiuses to the countries concerned, their hold
ings of gold and convertible currencies ( United States dollars and Swiss fran
fell from 2,196 million kronor at the end of 1945 to about 400 million krong
in October 1947. At that time, severe restrictions on certain imports from i
United States were imposed and private holdings of hard currencies requi,
tioned. ‘

‘ Decreases in the official gold and dollar assets have therefore taken pl
§ during 1947, not only in countries with a heavy global deficit in their account
‘ but alto in those with a small global deficit or even with a surplus. Gountrig
such as Belgium, Sweden and the United Kingdom, which during the eas
post-war period were able to export on credit to certain other Buropean cow

ics, b 1 ) ‘ . Several countries outside th R . .
tres, have become u{mreasm’gly reluctant to do so. Several co - As this is written a large’ volume of financial assistance to a munber of
sterling area, both in continental Europe and elsewhere, have become wat

: . S . . o fon % countries is being considered by the United States Government and by the
of their increased holdings of inconvertible currency. New debit balances & 4. vional Bank for Reconstruction and Development. Immediate “interim

curred have accordingly had to be settled in gold or in dollars to a largy o i being afforded by the United States Government to France, Italy, and

extent than earlier.  Austri Lo : _ ar
. . . . -Austria whose liquid resources have fallen to very low levels. Howeve while
In the absence of a functioning network of world-wide multilateral sctl}i ! 9 8 ¢ very low levels. HIOWCVEL,

of course, depend in the first instance on increased production n the exporting
countrics, but they also depend on contnuing prosperity in the United States
and on its willingness to accept imports from other countrics.

As from the beginning of 1948, certain countrics, inciuding the United
States, have agreed to give provisional effect to the tariff reductions they
negotiated in the course of the Geneva session of the United Nations Prepara-
tory Commuttee on Trade and Employment, These tarifl reductions may well
be expected in due time to increase the net doliar receipts of the non-dollar
eouniries to some extent.

The foreign gold and short-term dollar asscts used to finance mmports from
the United States amounted to about $1,800 million in 1946 and approximately
$2,300 million in the first half of 1947. “Although somc of this use of gold and
short-term dollar asscts was offset by new gold production, the utilization of
monetary reserves at such a rate cannot be continued very long, even to main-
tain cssential imports.” Tiport restrictions and other measures introduced by
many countries since the middle of 1947 in order to save hard currcncy appear
to have had only limited cffect. Between the end of June and the muddle of
November 1947, United States gold holdings increased again by close to $1.200
million, 2 fact which aggravated the exchange position of other countries.

‘The price increases in the United States following upon cconomic decon-
trol in the middle of 1946 did not scriously check the desire of many countries
to acquire United States goods. The heavy net import of these countrics, how-
gver, has undoubtedly contributed to the further rise in the prices of such
goods. This rise, again, has tended to render international credits granted in-
sufficient for their original purposes and has caused them to be exhausted
| earlier than had been expected.

(. oSy 6L 6 A i P b i i e

derabl ber of ente and trade apreements providing it new international credits are of importance in the present cmergency it is no
H 11 3 - . T g P -
‘ ment, a considerable number ol paym & P B 1% 1ess necessary that national policics be so shaped as to facilitate and encourage

biiatqral exchange of goods and services, in some instances allowing for % domestic production now and to reduce the tession mn internationat cconemic
.angular scttlement, regulate trade particularly among FEuropean countnj ns in the f

. : . ; ] 1 relations in the future.
and between certain European and Latin American countries. During the eap
post-war period several of these agreements provided for considerable cred: PRODUCTION BOTTLE-NECKS
, by the country with a surplus in the bilateral exchange. With the tightemingg
2 i the exchange situation, however, such credits have declined as mentioned abog
) Although the bilateral exchange of goods may involve some shifts in the dix

| tion and the composition of trade, it serves_the purpose of making the &

In the interest of improving, or at fcast maintaining, the present levels of
production, it has become urgent to concentrate atwention on the stimulation
- of production of those goods and services—food, fuel, stecl, and transport-—

bl . £ i o inconvertible currencics available for thd which are crucial in the production of other essential goods. In certain coun-
portable surpluses of countries with meonv T tries, however, other industries—-such as tunber and fertilizers—are of out-

mtzltuai bcnctﬁ t. To som;: cixtc:int,t theré:fore,ﬂ;thcd:xéstg;% c%—a;?ct‘}izﬁzi Co{fu:;ag’ standing importance and may require special governmental action.
and payments agreements tends to Xecuce LAe CEPEREE : in Europe, the coal shortage is one of the chicf obstacles to ndustrial re-
on loans and assistance from the United States and other countrics of i

A X b . oy

; - covery.” Europe was self-sufficient with respect to coal before the war. With
d0ILafgmﬁ'ﬁ;;i;;nplgﬁg-;::ra;?g:ii?:sffgﬁymgﬁﬁriluie%zmuicéliu{;f dzf:éﬁg; German production only slightly exceeding one-half of its pre-war rate (within
afnol 4 x 3

further reduce their dependence on outside aid. L. . ‘- 'International Monetary Fund, Annual Report of the Exerutiwe Direclors for the
In the long run, the dollar shortage can be climinated only through lang fscal year ending 30 June 1947, page 14, '
oversea purchases of goods and services by the United States. Larger purchag | For more detailed discusston see part 11 of this report.
' Sce part I, chapter 2.
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its post-war boundaries), Europe (exciuding the USSR) produced in I§.
only eighty-four per cent of its pre-war output. Excluding Germany, Europ
output was ninety-two per cent of pre-war production, To meet its most urg
needs, Lurope must now import high-cost coal from the United States. Tk
imports have not met the coal deficit and it 1s unlikely that Europe will prod
cnough coal in 1948 to meet its requirements.

Coal is also the most urgent industrial requirement of India, particul:
with regard to its steel industry. Indian coal production averaged 25 mil
tons per year in 1938/39, rose to 29.5 miilion tons during the war, but
1947 had declined by approximately one miilion tons, mainly because of
difficulty of replacing outworn eguipment.

In China the best pre-war output of coal was 41 million tons per year aga
18.4 million tons in 1946 and an annual rate of only 15 million tons in:
first half of 1947.

The shortage of steel also impedes European recovery. Before the w
Europe produced about forty per cent of the world total. Its output in It
was about 56 million tons (excluding the USSR which then produced
million tons}. The 1947 production in Europe {excluding the USSR} is
mated at slightly over 35 million tons, or sixiy-three per cent of the pres
volume. Before the war, Europe exported considerable quantities of steel :
steel products. Apart from Germany, Europe consumed about 32 million i

in 1937 and its present output has almost reached its pre-war consumpiy The war caused heavy damage and disorder to all means of transport and

The reconstruction requirements arc, however, very high and the plandgommunication in Asia and LEurope, but by the middle of 1947 railway freight

increase in the 1948 steel output, even if realized, would not meet the nczlgt

e, the pent-up demand for timber for reconstruction within Europe was
eased. Against this demand for timber, there has been an exceptional drop
available supplies. The normal yicld of accessible forests of Europe is no
nger sufficient to meet the bulk of European needs, and export from the
ericas cannot close the gap for Europe, In gencral, the capacity of BEuro-
n forests to produce large logs suitable for the manufacture of sawn timber
d boards has declined and the pre-war pattern of timber distribution has
n disrupted. The USSR, for mstance, is absorbing most of its timber output
reconstruction and development within sis own borders. Higher domestic
nsumption, in part caused by the shortage of coal, and the lack of nmber-
tting machinery have aggravated the situation in respect of countries which
formally have timber surpluses {or export.

- Serious labour shortages now exist in various parts of the world. Many
os of skilled workers are facking in all countries. While the under-developed
untries generally have chronic under-employment, they are also short of tech-
ical personne! required for industrialization. In Europe acute shortages of
n-power, particularly of coal miners and other skilled workers, are slowing
wn reconstruction. The general cfficiency of labour has suffered because of
e loss of skilled and professional workers through German action in occupicd
untries and the lack of training of the young generation during the war.

; . g 2 b s C - traffic in almost all Luropean countries cxceeded the pre-war fevel, though
India, which produced 1.6 million tons of pig-iron in 1938, increascd fgencrally at the cost of overtaxing the existing transport equipment.’
output to a two million ton peak during the war, but its estimated product

in 1947 declined to 1.6 million tons. The great possibilities of expansion in
iron industry are limited by shortage of good coking coal.

Shortages of equipment and machinery are practically universal and
seriously affect the devastated areas and the under-developed countiies of
world. To cite only a few examples of shortages of equipment which determ
to a large extent the rate of industrial recovery or development: lack of m
equipment impedes expansion of coal production and of steel; lack of eg
ment impedes further expansion in the generation of electric power; and I
of sawmills and logging equipment hampers lumber production,

In the poorly equipped countries of Latin America and Asia, it was
escapable that the production demand associated with the war should iner

In the Far East, the rehabilitation of the transport system has been progress-
ing much more slowly. In mahy countries of that region internal feuds hinder
rehabilitation and development of the transport system. The inadequacy of
transport facilities in turn hampers economic reconstruction.

/" The main factors of an economic and technical nature impeding the re-
habilitation and development of transport, both in Rurope and in Asia, are
hek of rolling-stock and other equipment, spare parts and repair facilities,
shortage of fuels, both solid and liquid, and lubricants, and shortage also of
skilled workers. In comparison with Europe, the Far Eastern countrics are
handicapped in present circumstances by not possessing engineering industries
capable of producing needed transport equipment which, for lack of requisite
the wear and tear on plant and equipment, while largely precluding re q;fareign: exchange, they are unable to import from the industrially advanced
maintenance, replacement or repair work. Initially inadequate industrial eqm'f”““‘““ pverseas. ) . . : .
ment was called upon to produce far beyond its rated capacity, with the re}: 1h¢ shortage of rolling-stock is likely to remain a serious bottle-neck mn the
that there is now an exceptional demand for replacement. operation of Ruropean and Asian railways for some time, boti.} because of the
Important industrial developments in India during the war, involving ditoliar shortage and in view of the fact that certain types of railway equipment
sion of productive power to meet the demands of the war and considers _nﬂrmaily obtained from the United States are in short supply in that country.

overworking of plant and equipment, sharply increased the rate of depreciaif Among the chief obstacles to the expansion of food production are shortages
of equipment and machinery. of fertilizers, machinery, other {arm equipment and draught-power. Farm
‘ In Eurol?c, softwood fqr building, packing, transport, and many other wkbour shortage has been experienced in Europe and, to some extent, in North
is scarce. Pit props, essential in the drive for increased coal output; and tisfAmerica, and the deterioration and depletion of draught-power and machinery

sleepers are among other items in which shortages are experienced. With §in the devasted areas of the world have added to the relative shortage of
end of the war, oversea trade, particularly in pulp and paper, was reopef———
so as to obtain food, equipment and other goods in exchange. At the sl 'For more detailed discussion see part ITI, chapter # of this report.
- 'For more detailed discussion see part FII, chapter 3 of this report.
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uttably. The resulting efforts by workers to prevent deterioration in their
ition by wage mcreases are frustrated by subsequent price increascs and

the inflationary spiral develops. The inflationary process tends further to
reinforced by the speculative hoarding of essential commodities.

labour by requiring more hand labour than before the war to producl
same quantity of food.” The world shortages of nitrogenous fertilizers are a
The 1947/48 supply of this type of fertilizer s cstimated at 2.6 million o
against the requirement of 3.5 million tons, a deficit of some 900,000

AIt‘hc’ugh= the current production is cstimatccl to equa? that of 1937, t 1yAarion can generally be prevented by monetary and fiscal measures which
owing chiefly to the expansion of production in the United States. The v '

| . . g : uce the requirements for savings or increase the supply of savings at given
outside of the United States is producing fourtcen per cent less than in lgeeding ouctlput. Such mcasurcsgincludc reductions ﬁ? government expendi-
largely as a result of the coal shortage. Phosphates and potash are now g “inereases in income taxation, and monctary reforms designed to climinate
tively in good supply. The shortage of fertilizers affects the devastated ¢ t’-up demand or to restore confidence in money. However, where inflation
tries of Europe, Asia and Africa in particular; since they experienced dhyng he checked by monetary and fiscal measures, direct control of invest-
shortages of fertilizers during the war, soil fertility has deteriorated and Gyony and rationing of essential consumption goods may prove necessary. Such
1s 2 huge demand for commereial fertilizers to rebuild soil fertility and thiprcros are frequently diffcult to institute for administrative and political
increase food output. .

: ; . . ns. Emergency situations, however, require emergency measures and it
The United States, Canada and the United Kingdom together prad? sency ; » red 5EREY

: " 3 . : N ars imperative to try to call a halt to inflation 1n the world.
twice as much farm machinery in 1946 as in 1938, The exportable supj, pe : Y

arc expected to increase in 1948. Nevertheless, it is unlikely that the regs: The scarcity of food is of strategic importance in the general tise of prices
ments of importing countries will be met, partly because of the magnitulfecause the repercussions of increases in food prices are considerably different
their demand and partiy because their exchange position will make it difffem those of increases in non-food prices. One reason is that a rise in food
for them to buy the supply that might be made available to them. mces affects the largest part of the expenditures of consumers in the lower
The shortages which impede production in the devastated and under-dfpcome groups, especially of workers, and thus results 11 demands for wage
oped arcas cannot be entirely overcome by imports, partly because offsereases and subsequent additional price increases. Another reason s that a
world shortage of food and certain other materials and equipment, and piise in non-food prices tends directly to raise industrial and commerciat profits
because of the limited and unevenly distributed supply of hard currencidf which a considerable proportion is saved. A rise in food prices, however,
which most of these imports have to be paid. Overcoming these shortagafends to increase the incomes of farmers who usually spend a larger propor-
require strenuous and heroic efforts on the part of the deficit countries tion of their incomes than would be spent out of business profits. This spending
selves and a concentration of energies in each country on the activities W tum exerts pressure on prices in the non-food sector of the economy and
are crucial in its reconstruction or development; and these involve not fends to increase profits there. The resuit is that in the case of food shortages
increased production but also important fiscal, monetary, and economic paleading to 2 rise 1 food prices a greater rise in cost of living and a greater
designed to check inflation, in real wages is necessary in order to generate the same amount of savings
han in the case of other shortages. A part of the increase in food prices may
INFLATIONARY PRESSURES well the profits of intermediaries rather than the income of farmers; however,
The prevailing inflationary pressure has been described in some detail poce _mﬂation 15 in full swinga the proﬁt of intem‘wdlarles are not l}i{.ely to
report prepared by the Sccretariat of the United Nations.” This report #ontribute to the required savings, since they are likely to be invested in the
cated that these tendencies existed in all parts of the world, in war-devas ing of essential goods.

countries as well as in under-developed countries, in surplus countries as % Another feature of the rise in food prices is that 1t cannot be properly dealt
as in deficit countries. 4

; , rith by monetary measures designed to control general inflation. Although
In most countries, the inflationary pressures may be attributed on thekphalanced budgets are a major factor in the general inflation in most coun-
hand to the pressure of demand generated by budget deficits, or largepy , it must be noted that a budget balanced out of taxes on higher incomes
exports, or high rates of private investment, or spending of accumulated liggguld not materially reduce the pressure on food. The conditions of demand
assets, and on the other hand, to the scarce supplies of consumer goods. & supply for food would not be significantly changed by such taxes because
situation has caused a rise in prices which tends to adjust the demand fﬂfghjghcr income groups are not likely to reduce their consumption of essential
sumption goods to the supply by raising profits to the point where the sifoodstuffs as a result of the increased taxes. Increased income taxes may, how-
resulting from thesc profits are sufficient to finance the increased in‘mE, make some contribution to the food problem by facilitating the financing

and government deficits. In the process the relative share of wages inpf additional food imports either by releasing domestic goods for cxport or by
national income falls and the necessaries of life tend to be distributed ucing imports of non-essential goods.

! See part 111, chapters 1 and 4, . The curtailing of investment, public and private, would not reduce the

&

* International Emergency Food Council, Repori of the Secretarp-General to zhgmm against the available food supply unless the labour and resources

Meeting of the Gouncil, pages 46 and 54, ed could be shifted to the production of food or exportable goods in
’Sun{)ey ?é g.';xrrent Inflationary and Deflationary Tendencies (Lake Success, Nm:hange for which imports of food could be obtained. Where this is not the
September 1947}, i
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case, inflationary pressutes on food would be reduced by the curtailment and during the war was largely owing to budget deficits and to Allied
investment only as a result of a reduction of the eFective demand off ilitary expenditures ’
working population through unemployment. . Ty expen . ‘ . i o , .

The inflationary effects of food shortages can thus properly be dealt i A contributing factor fo the contnuation of the inflationary pressure in the
only by a tight system of food allocations and controls which not only &Germdevcloped countries after the war is the pent-up demand fpr invest-
the prices of foodstuffs but ensure an cquitable distribution of existing {0t and consumption goods, supported by a large volume of liquid Savings
supplies. Such a system, however, requires that the total supply of ess E_accm‘rmlated during the war. A second factor m most countries concerned is
food 15 secured at fixed prices through governmental agencies. Most c:oun[{" eriargf: government deficit caused in part by expenditure for development
found that for various administrative and political reasons only part of f2f I excess of pre-war levels, o o ' '
supplies could be secured in this manner while the rest appeared on thej: The problems faced by under-developed countries in carrying out their
market or leaked through to the black market. However, even such inadegiplans for development bear a certamn resemblance to those faced by indus-
operation of food controls provides some protection to the lower income gr trialized countrics where heavy war destruction of capital equipment can be
because the rations constitute a larger proportion of their consumption é{wercome only by heavy capital formation. A large proportion of the population
in the case of the upper income groups; it cannot, however, solve the pm,_ﬁvcs on a subsistence level and as the higher income classes also tend to con-
of inflationary impacts of food shortages. sume a fairly large proportion of their incorne, projects for development that

Both the devastated and the under-developed countries are subject tftre financed by domestic means would tend to create inflation. Indeed, in
flationary pressures and the food shortage has an important bearing onfsuch arcumstances a very large increase in the production of consumption
pressures in both cases.' fguqoés s required to meet the demand gencrated by development expenditures

The inflationary pressure in devastated Europe is due mainly to the tendd¥ithout causing inflationary pressure. Such an increase, however, 1s difficult
to consume 2 higher proportion of national income than before the war. 0 achieve in the short run, especially in the case of food.
tendency results from the decline in per capita real income, especially asni' To counteract the rise in food prices, the under-developed countries will
ured in terms of essential consumer goods. At the same time, the rcquirc;n{m:td to give special attention in their development plans to an increase in food
for savings are higher in relation to national incomes than before the war isupplies. An carly cxpansion of food production, however, 15 bound to en-
the rate of investment, public and private, is in most cases higher in reldtounter considerable difficulfies becaunse St involves social, cconomic, political,
to the aggregate income. In spite of larger capital imports from abroad fand legal problems which usually take a long time to solve.
imports of goods and scrvices} the portion of investment to be financel:

] Nd SCrvices = inves | Since food rationing is difficult to achicve in most under-developed coun-
domestic resources is higher in relation to national income than the prefn

1 =5 15 g g trics, food imports may be necessary, at ieast in the first stages of development,
rate. Since taxation s in many instances hardly adequate to cover thefparticularly in the densely populated countries. To some extent these addi-
ninistrative budget, 1t does not in general contribute to meeting the reg

! £ ; : > itional food imports could be financed through a reduction of non-essential
mnvestment expenditure. Hence the requirements for private domestic sad

st . X ICE i t [imports, but an expansion of exports is likely to be necessary and, as has
are higher in relation to national income than before the war. '

I ¥ : ) already been indicated, income taxes may be of help in both these respects.
As food is very scarce in Europe, food prices have tended to increase tAn expansion of exports presupposes, however, not only that the goods will
sharply and to reinforce the general inflation in the manner indicated ah{ ,

] : : ed aifbe available for export but that other countries will be willing to expand their
Several countries have intreduced monetary reforms designed to elimirsdgmports of these goods. Any remaining deficit on current account would then
large part of the liquid funds accumulated during the war and in_this {have to be financed through mobilization of private holdings of gold, forcign

to curtail effective demand. Attempts have also been made, albeit with vaexchange and other foreign asscts, through the use of accumulated official gold
degrees of success, to reduce the budget deficit. Only a few countries havellang foreign exchange, or through foreign loans.

able to introduce a really effective system of rationing and thus to prevesg Shouid an under-developed country find all these means insufficient to main-

check the inflation in the price of necessities. . tain the desired pace of development and simultaneously to secure the neces-
As reconstruction proceeds in devastated Europe it can be assumed £

food scarcitics will gradually decrease and that the inflationary pressure w i fod supplies, jt would then be faced with the problem of choosing
turn diminish. :

between imports of food and imports of industrial equipment, or a choice, in
. . .  other words, between a reduced rate of development and inflation. The degree

The under-developed countries have not escaped the inflationary pres)
of the war and post-war periods. In Latin America the inflationary p

}to which this type of problem is likely to arise will depend on the extent to
: e : . . - which a country is able to use control devices for distributing its food supplies
during the war resulted primarily from a large increase in exports which y
not balanced by an increase in imports, but military expenditures by the U

uitably among its people.
States in connexion with the war, governmental expenditures for develop

. Even in the “surplus” and food exporting countries, the rise in food prices,
projccts, investment by forcign companies in export industries, and resids especially where war-time price controls were removed, resulted in inflationary
building booms also contributed to the pressure. In India, the initial

[pressures which do not yet appear to have reached the peak.’

. *For more detailed discussion of cconomic conditions in Australia, Canada, the United
States of America, and New Zealand, see part 11 of the report,
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The United States, which is the most important “surplus” country, |
mamtained almost full employment since the war, and in some sectors if
expericnces significant inflationary pressures. The factors contributing tof
high level of demand in the United States in the post-war period are (1)§
high consumption of durable goods and business investment in plant
equipment and residential construction, resulting from the release of py

up demand; these expenditures were limited mainly by supply conditid.

(2) large net exports resulting from the urgent needs of foreign countries
financed in large part by loans granted by the United States Government; §
(3} the rise in inventories, which had been low in relation to sales, to |k
approximating the pre-war refationships.

Following economic decontrol in the middle of 1946 there was a ¢
siderable rise in profit margins on manufactured goods and a sharp rigf
food prices. The rise in the cost of living contributed to the demand}
increased wage rates and these, in turn, contributed to a further rise in prf
Average hourly earnings in manufacturing increased by sixteen per cent b
June 1946 to October 1947, as compared with a rise of forty-one per cen
the wholesale prices of manulactured products and eighteen per cent in
sumer prices. The tendency to restrict consumption of non-durable good:$
services, resulting from the shift in the distribution of income, was offsuf
the increased expenditure on durable goods which was made possible byf
improving supply position.

Since present indications are that United States food production in |
may fall below the 1947 output, the inflationary pressures may become ¢
more pronocunced in 1948 if full employment 1s maintained and [ood exp
remain at the 1947 level, In his economic report to Congress, the Presiden)
the United States stated on 14 January 1948 that unless “well considg:

regulatory measurcs” are devised “we stand in great danger that rums.
prices, over-extended credit and unbalanced developments will lead tof
economic recession. We cannot be sure that such a recession would noj

severe and recovery slow and painful”. He then went on to list the follod
three economic objectives for 1948: “The first objective for 1948 must bf.
halt the inflationary trend. . . . Our second main objective for 1948 sh:
bc to maintain maximum employment, achicve maximum production 3
adjust the price-income structure so as to stop the inflationary spiral witf
production cutbacks or extensive unemployment. . . . Our third main objed
for 1948 should be to establish firmer foundations for the long-range gl
and prosperity of our cconomy in the years ahead.” '

The post-war trends in other surplus countries such as Canada, Austl
and New Zealand were in many ways similar to those in the United 8¢
However, in Australia and New Zealand rationing and price control i
been continued to date, with the result that the cost of living increased i
much less in those countries than in the United States and Canada. Theg
nomic situation in all three countries is also considerably affected by ewy
to the United States and is thus dependent directly on the latter’s contin’

prosperity.
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THE FIELD OF INTERNATIONAL ACTION

The United Nations, the scveral specialized agencies, and the Member
Governments are continually engaged 1n national as well as international action
reialing to the economie problems discussed above.

The exeeptionally high world demand for goods in 1947 was the result of
the needs of reconstruction in war-devastated countries, of cconomic develop-
ment of under-developed countrics, and of the release of the pressure for all
kinds of goods which was pent up during the war. At the same gme the actual
world supply of most goods was considerably less in 1947 than a decade carlier.
The pressure of this demand agamnst the available supply was aggravated by
the fact that it was less evenly distributed throughout the world than before
the war, In this situation inflation and inflationary pressures have become
almost umiversal, but are most intense in the devasted and in the under-
developed countries.

Co-ordinated national and international actions are required which take
into account the factors limiting the volume of production in the world.
Although these factors may be dilferent in different countries, they tend
primartly, to be those limiting the production of {ood and of fuel. Actions
that would result in increased production of Iuel and its distribution to the
countrics where it 1s most necded would go far to improve the production of
most other urgently required goods in the world. But if there may be said to
be one area of econorme avtivity in which action is more nceded than in others,
it 1s the arca invoiving the production and distribution of food. For some years
to come, at least, a shortage of food in the world is likely to constitute a serious
sbstacle to economic recovery from war destruction and to economic develop-
meat of under-developed ‘countries, uniess actions can be devised which will
facilitate increased production of food as quickly as possible and will engure
a better distribution of the food available now, botit within and among all
countrics.

The bulk of the human, natural and financial resources that will be required
for an increased volume of production in any country, must necessarily come
from that country itself. In the war-devastated and in the least developed coun-
tries, however, foreign financing and foreign goods are bound to play an mm-
portant part in speeding reconstruction and in promoting cconomic develop-
ment. In this connexion it may be of interest to note that the Sub-Commission

. on Economic Development, in its first report to the Economie and Employ-

ment Commission, dated 18 December 1947, pointed out that: “If economic

. development is to progress more rapidly during the next few years, then a

larger and better regulated flow of foreign funds than is currently available
will have to be promoted by and through international agencies working within
the framework of the United Nations.” Co-ordinated national and interna-
tional action could thus facilitate and accelerate the flow of goods and services
from surplus countries to those which urgently require them to rehabilitate,
reconstruct, or develop their own production in a manner that would permit
the most effective utilization of their resources and so fit them into an “expand-
ing and integrated world economy™

'Tor detailed statements see part IV of this report.
! Document E/UN.1/47, part VI, paragraph 4.

29



The Sub-Commission quoted above also suggested that the “lending cou
tries assume the special responsibility and take measures to the end that good
are available for export and that they are available at reasonable and fut
prices. Borrowing countries have the responsibility of ensuring that the pre}
ceeds of foreign borrowing are actually used for the purpose of importing
goods™ for which the foreign financing was intended. Concerted nation:]
actions designed to keep down prices of goods entering into foreign trad
would tend to reduce the cumulative international inflationary effect of hig
prices.

Both in the interest of promoting “higher standards of living, full cmplo
ment and conditions of social progress and cconomic development” as well 2
n the interest of creating and maintaining world economic conditions whid
would permit the eventual and orderly repayment of international loans the
may now be extended for the purpose of promoting cconomic reconstructie
and development, it is essential that national and international action be conl
sidered now, when levels of employment are high in almost all parts of t:
worid, so as to ensure that high levels of employment and cconomic activity ar
maintained if it should prove that the factors underlying the existing high Ievd
are impermanent.

* Document E/CN.1/47, part VI, paragraph 17. PART 11

REGIONAL ECONOMIC CONDITIONS
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