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FOREWORD

World Economic Report, 1949-50 is the first
comprehensive review of world economic condi-
tions to be published by the United Nations since
Tune 1949, when World Economic Report, 1948
appeared. These reports are issued in response to
General Assembly resolution 118 (I}, in which
the Secretary-General was requested to prepare
annual factual surveys and analyses of world
economic conditions and trends. Like the earlier
publications, the present report is intended to
meet the requirements of the Economic and Social
Council and other organs of the United Nations
for an appraisal of the world economic situation
as a prerequisite for recommendations in the eco-
nomic field, as well as to serve the needs of the
general public. In its preliminary form, the report
was made available in February 1951 to the
twelfth session of the Economic and Social Coun-
cil and to Members of the United Nations.

The present report is devoted to an analysis of
major developments in domestic economic condi-
tions and international economic relations during
1949 and the first half of 1950, with some pre-
liminary comments on tendencies since mid-1950.
Detailed analyses of economic trends in 1950 in
Asia and the Far East, in Europe and in Latin
America will become available during 1951 in the
annual surveys prepared by the secretariats of the
respective United Nations regional economic com-
missions. In addition, brief reviews of economic
conditions in Africa and the Middle Last are
issued as supplements to this report.

The report is divided into three parts. Part I is,
in general, confined to the study of domestic

iit

economic trends from the beginning of 1949 to
the middle of 1950. Tt is divided into six chapters
dealing with several types of countries or groups
of countries. Part 11 of the report contains analyses
of changes in the volume and direction of inter-
national trade {chapter 7) and of recent trends in
international financial settlements {(chapter 8).
Part I is devoted to a discussion of two special
problems: the factors underlying the persistent
dollar deficits in a large part of the world prior to
1949 (chapter 9) and the relationship between
the currency devaluations of 1949 and subsequent
developments in international trade {(chapter 10},
The Statistical Appendix, which contains tables
that supplement the text, begins on page 199 and
is followed by a chronology of the more important
international economic events of the peried under
review.

The report was prepared by the Division of
Econoniic Stability and Development in the De-
partment of Economic Affairs of the United Na-
tions, with substantial assistance by the Statistical
Office of the United Nations, which collected most
of the basic statistical data and prepared many of
the tables. Some of the statistical material was
obtained from the specialized agencies, notably
the International Monetary Fund, the International
Bank for Reconstruction and Development and
the Food and Agriculture Organization of the
United Nations. The chronology was drawn up
by the secretariat of the Economic and Social
Cousncil. The chart in the introduction was pre-
pared for printing by the Presentation Unit of the
United Nations Publishing Division.



EXPLANATION OF SYMBOLS

The following symbols have been used in the tables throughout the
report: two dots (. ) indicate that data are not available; a dash (-)
indicates that the amount is nil or negligible; a blank indicates that the
item is not applicable; a full stop (.) is used to indicate decimals; a comma
(,) 18 used to distinguish thousands and millions; a slash (/) indicates
the crop year; the use of a hyphen (-) between dates representing years,
e.g., 1934-38, normally signifies an annual average for the calendar years
involved; “to” between the years indicates the full period, e.g., 1947 to
1949 means 1947 to 1949, inclusive,

References fo “dollars” indicate United States dollars unless otherwise
specified. Details and percentages in tables do not necessarily add to totals,
because of rounding.
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INTRODUCTION

The economic problems that confront the world
in 1951 centre on the threat of inflation and of
impending shortages of goods. These problems
are at the opposite pole from those with which
the world appeared to be faced two years earlier.
During the intervening period, both the volume of
goods produced and the volume of international
trade rose to new heights, but not without serious
economic difficulties in a number of countries.

In general, economic developments during the
years 1949 and 1950 can be divided into three
phases. The first phase, which began late in 1948
and ended during the second half of 1949, was
characterized by a recession in the United States,
a consequent reduction in its imports from the
rest of the world and some intensification of the
balance of payments difficulties of many coun-
tries. The second phase ended in the middle of
1950; it comprised the economic recovery of the
United States and an alleviation of the balance of
payments difficulties of the rest of the world. The
third phase, which began in the middle of 1950,
reflects the economic impact of events in Korea;
it is, thus far, characterized by rising prices of raw
materials and increasing living costs, the reintro-
ductiont of comprehensive gconomic controls and
the reorientation of productive facilities towards
the production of armaments in a large part of the
world. Although the present report deals mainly
with the first two phases, covering the period from
the beginning of 1949 to the middle of 1950, it
provides perspective for a review of the economic
problems which are current in 1951

Starting with the first quarter of 1949, the com-
bined effects of a drop in industrial production in
the United States and a tendency towards levelling
off in such production in a number of other coun-
tries were reflected in a decline in the world's total
output of industrial goods for the first time since
the end of the war. The period of declining in-
vestment in the United States, mainly in invento-
ries, which accompanied the satiation of much of
the demand that had been pent up since the war,

resulted in a recession that began late in 1948 and
lasted for about a year. This recession, apart from
its domestic economic consequences, brought
about a fall in the value of United States imports,
with adverse effects on the balance of payments
of many countries. The inflationary pressures of
earlier post-war years had subsided in nearly all
parts of the world and in a few countries had
given way to problems of rising unemployment.
Prices in international markets, especially of food
and of raw materials, fell in terms of dollars, and
the fall reacted on the real incomes of countries
exporting such products.

The difficulties in production and international
trade characteristic of the period from 1946 to
1948 were thus succeeded during 1949 by new
problems which affected both the domestic econ-
omies of a number of countries and the structure
of their international transactions. Widespread ad-
verse movements in the dollar balances of pay-
ments gave rise to the imposition of new import
1estrictions and to a wave of currency devalua-
tions in September and October of 1949,

The economic recession in the United States
was shortlived; recovery began in the second half
of 1949, and economic activity continued up-
wards from then on. The output of mining and
manufacturing industries of the world as a whole
excluding the United States, having sagged briefly
for the first time since the end of the war, rose
again during the fourth quarter of 1949 and con-
tinued to rise throughout 1950, During the sec-
ond quarter of 1950 the level of such production
in the world as a whole exceeded the average for
1948 by about 12 per cent. The volume of un-
employment none the less continued to rise in a
number of countries owing both to increasing
output per worker and to the growing size of the
available labour supply. World dollar prices, nota-
bly of primary commodities, turned upwards
again in response to higher demand in the indus-
trialized countries, particularly in the United
States. By the middle of 1950 the problem of
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Introduction

international economic disequilibrium had re-
ceded in importance as many of the soft currency
countries were able to reduce or eliminate their
current account deficits with the dollar area or
even to add to their gold and dollar reserves.

During the period of eighteen months from the
beginning of 1949 to the middle of 1950, as a
whole, the world’s total output of industrial goods
was on a higher average level than in the preced-
ing years. The rise in the level was widespread
and, as is shown in the accompanying chart, was
typical of both private enterprise economies and
planned socialist economies, of countries which
had been spared the ravages of war as well as of
war-devastated countries, including those still
under military occupation. In some countries
production rose well above the pre-war level, while
others merely made up for losses suffered as a
result of the war and fell far short of attaining
their pre-war per capita output. In general, the
under-developed countries made the slowest prog-
ress, and some of them even appear to have retro-
gressed.

As a result of favourable crops in 1948, the
available supply of food rose during 1949; in
particular, the food situation in certain of the
food deficit countries improved, notably in
Europe. World crops were somewhat smaller in

1949 than in the previous year, owing partly to a
reduction in the output of North America, which
was confronted with accumulating surpluses.
However, meat and dairy production rose almost
everywhere, and the level of the world’s total
agricultural output during these two years re-
mained somewhat above that immediately pre-
ceding the war; production per head was, how-
ever, still below the pre-war level.

The increased avatlability of supplies in 1949
was reflected in material declines in the prices of
primary products, and to a lesser extent, of
manufactures, and either in a drop, or in a cessa-
tion of the rise, in living costs. The effects on
living costs depended largely on the circumstances
under which prices had climbed upward during
the preceding period of scarcity. Where infla-
tionary pressures had been contained by strict and
comprehensive control measures, the upward
pressure on prices was reduced ag the supply of
goods expanded and rations were increased,;
where prices had previously been allowed to rise,
the upward movement was either slowed down or
reversed; and where existing control systems pro-
vided for one set of prices for goods purchased
within a rationing scheme and another for similar
goods bought in the free market, there occurred
relatively large price declines in the free market

Table 1. Value and Quantum of Exports of World" and of World Excluding the
United States, Pre-war and 1946 to 1950 (Three quarters)

Value Guantum index
World World, cxcluding World  World, exelud-
Period Usiled Slatea ing United
(millions of States
United Statea dollary) (1D4§==1060)
Anneal total:
1937 24,200 20,900 101 117
1938 - oo 2E300 18,200 97 112
1946 . . L. 32,500 23,000 80 75
1547 o . 47,800 32,600 926 36
1948 . 53,900 41,400 100 100
1948 . ... 54300 43,000 109 111
Quarterly averages:
1949:
First quarter . oL 14,400 11,100 107 107
Second quarter . 14,400 11,100 109 108
Third quarter . ‘ 13,300 10,600 103 106
Fourth quarter e .. 12700 10,100 il4 120
1950:
First quarter ‘ 12,500 10,100 112 120
Second quarter o 12,900 10,400 114 121
Third guarter - o 14,000 11,600 119 129

Source: Statistical Office of the United Nations.

# Based on calculations covering an estimated 96.6 per cent of total world exports in 1948.
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The rise in the world output of goods was
accompanied by a further growth in the volume of
international trade both in 1949 and in 1950
{see table 1). At the same time, the geographic
distribution of international trade underwent im-
portant changes. The increase in output permitted
the war-devastated economies of western Europe
to 1educe the abnormally high imports from North
America which had characterized the earlier post-
war years, when North America was the most im-
portant source of supply for scarce commodities.
Simultaneously, as the effects of war-time de-
struction were overcome, the western Furopean
countries were able to expand their trade with
one another and with other countries which had
previously been compelied to turn to North
America for goods not obtainable elsewhere.
While the trade between eastern and western
Buropean countries remained, mainly for non-
economic reasons, stagnant far below pre-war
levels, the trade among the eastern European
countries increased considerably, except, again,
where non-economic factors intervened. In 1949,
many under-developed countries were compelled
to curtail imports drastically—and thereby in
some cases to reduce their levels of econormic
activity—because their holdings of gold, dollars
or other foreign currencies had dwindled while
their commercial debts had accumulated. The
continuation of these restrictions on imports in the
first half of 1950, together with increased exports
of primary products to the United States as re-
covery proceeded in that country, resulted in the
establishment of trade surpluses with the United
States by Latin America and the oversea sterling
countries.

These changes in the distribution of world
trade were thus accompanied by a widespread
reduction or elimination of the dollar deficits
which had been the most conspicuous sign of
international economic disequilibrium in the
earlier post-war years. After a temporary setback
in 1949 the world’s deficit with the United States
on merchandise trade and services declined
steadily and reached, during the first half of 1950,
an average which was less than two-fifths of the
deficit a year earlier.

The outbreak of the conflict in Korea in the
middle of 1950 immediately introduced an at-
mosphere of impending inflation in a number of

countries, particularly in the United States, Specu-
lative activity and anticipatory buying began even
before rearmament programmes were initiated
during the second half of the year. While the
extent to which these programmes manifested
themselves in actual expenditures during 1950
remained relatively limited, the rise in the prices
of all types of goods, especially of primary pro-
ducts, began to exert a profound influence both
upon national economies and upon international
economic relations. Governments which during
1949 had been interested in measures designed to
cope with accumulating surpluses of primary
products began to examine problems arising out
of impending shortages.

With respect to the domestic economic impact
of the events following upon the Korean conflict,
two aspects may be distinguished. The first is the
initial speculative or anticipatory activity, which
affected particularly the international market
prices of primary industrial materials. The more
fundamental change is likely to result from the
considerable increase in rearmament expenditures
and the consequences which they impose.

In the United States, where the economic efect
of the events in Korea was most immediate and
marked, serious inflationary pressures have been
generated, and restrictions on investments and
on the use of strategic materials, as well as con-
trols on prices and wages, have already been

imposed. The Economic Report of the President

of the United States to the Congress and the
report of the Council of Economic Advisers indi-
cate that, while total output was expected to
increase in 1951 by 7 per cent, or about $20,000
million, military expenditures were expected to
1ise more sharply and to increase from the present
annual rate of $20,000 million to between
$45,000 million and $55,000 million by the end
of the year. In addition, investment in facilities
for rearmament production was anticipated on a
large scale. As a result, it was anticipated that
civilian construction and other forms of normal
investment would be reduced. It was also expected
that total civilian consumption, not merely in the
sphere of durable goods directly affected by
production limitations, would be reduced,

In the other countries participating in rearma-
ment, notably in western Europe, inflationary
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pressures are also bound to be serious. Although
total production in most of these countries is sub-
stantially above pre-war levels, civilian consump-
tion is generally not much higher and in some
cases is even below pre-war levels. The pre-
empting of industrial materials for armament
production and military stockpiling has already
resulted in some cutback in civilian output. With
increased armament output, such cutbacks will
no doubt become more severe and more wide-
spread, and may impair the export capacities of
the countries concerned at the same time that
rising costs of imported raw materials tend to
cause a deterioration in their terms of trade and
their balance of payments position.

With respect to under-developed countries, the
expanded rearmament efforts provide ready ex-
port markets for the disposal of increased guanti-
ties of their primary products at relatively high
prices. At the same time, however, these coun-
tries are likely to be confronted with grave eco-
nomic problems. Their improved export position
would, unless associated with an increased supply
of imported goods, exert serious domestic infia-
tionary pressures. They may, also, find it difficult
to convert increased icceipts from exports into
supplies that will permit them to attain higher
stapdards of living, overcome inflation and pro-
mote their economic development. Limitations on
the supplies of civilian goods in many of the in-
dustrialized countries may reduce the opportunities
available to the under-developed countries of
obtaining the capital goods essential for increased
production and for economic development. Ap-
propriate and timely measures are needed if the
aspirations of many under-developed countries are
not to be discouraged and if their imports of
capital goods are to cxpand at least as rapidly as
their ability to pay for them with expanded
exports.

The high volume of United States demand for
imports associated with rising production levels
and government stockpiling of raw materials, as
well as anticipatory and speculative buying,
together with the controls on imports from the
dollar area imposed earlier by soft currency
countries, and continued foreign financial assis-
tance by the United States at a high level, led
in the second half of 1950 to an increase in the

rate at which other countries accumulated gold
and dollar assets. In the case of the sterling area,
the dollar resources of which had been seriously
depleted by September 1949, the improvement in
its gold and dollar position made it possible to
suspend aid to the United Kingdom under the
European Recovery Program from the beginning
of 1951.

The question arises as to whether the past inter-
national economic disequilibrium is likely to re-
emerge when the rate of expenditure for rearma-
ment is reduced. An examination of the factors
that contributed to the dollar gap in the past indi-
cates that there were two distinct elements in
the persistent current deficits of a large part of the
world with the dollar area and the dependence of
many countries on special loans and grants, pri-
marily from the United States.

One group of factors, brought into being by the
destraction of productive facilities during the war,
was largely of a temporary character. These fac-
tors have, by and large, run their course. By the
end of 1949, much of the war damage had been
repaired. Western Germany and, to some extent,
Japan had again begun to emerge as exporters
of manufactured goods, and the bumper crops of
1948 had eased the food situation. The rising
levels of production had made possible a re-
orientation of trade and payments in a manner
which reduced the dependence of the deficit
countries on supplies from the dollar area.

The second group of factors is of a long-term
character. There appears on the one hand to have
been a tendency on the part of the United States
and Canada to become more self-sufficient with
respect to certain raw materials as well as certain
manufactured products. The supply of dollars
made available to the world through the imports
of the United States and Canada thus increased
fess rapidly than the national incomes of these
two countries. Simultaneously, the demand fo:
goods payable in dollars on the part of a number
of countries that instituted programmes of eco-
nomic development has tended to grow and to
exceed their current doHar earnings, even though
economic development has progressed only
slowly in most of these countries.

It seems likely that these long-term factors with
roots that reach into the pre-war period are likely
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to persist. In view of the levels of investment,
employment and income which many countries
have decided to maintain as a matter of national
policy, their demand for foreign goods appears
likely to continue to exceed their ability to pay for
them out of current earnings. These tendencies
towatds import surpluses were masked during the
second half of 1950 by the exceptional United
States demand for imported commodities at high
prices; they are likely to re-emerge when the
level of rearmament activities declines, and when
many countries, especially under-developed coun-
tries, continue in their efforts to narrow the fre-
mendous difference between their own levels of
income and those of the highly developed
countries.

A measure of the problem that confronts the
under-developed countries in their attempts to
narrow the difference between their own standards
of living and those of the developed countries is
afforded by the available data concerning per
capita income in various parts of the world. It is
estimated, as shown intable 2, that, in 1949,
about one-third of the world’s population disposed
of less than 5 per cent of the total world income
and probably had a per capita income of under
$50 a year. Some two-thirds of the world’s popu-
Iation disposed of only 15 per cent of world
income and probably had an average annual per
capita income of under $200. Available figures
indicate that income at present is less evenly
distributed among the countries of the world than

Table 2. Distribution of Income among Seventy Countries, 1949

National income

Population

Averaga Number of countrica Cummulative total  Por cent
per eapita e Cumulative Per cont {millions af of total
ineone Cumulative Fer cent total of total United States
total of tolal {millioni) dollars}

Under $50 12 17 650.9 3 18,632 4
Under 200 40 57 1,381.1 66 74,962 15
Under $600 62 89 1,841.1 89 226,293 44
Under $900 69 9% 1,930.7 93 296,270 58
Under $1,500 it 160 2,079.9 100 513,101 100

Source; United Nations, Statistical Papers, Seties E, No. 1, October 1950,

during the period immediately preceding the
war. Despite their present relatively primitive
technological level and limited capital resources,
the under-developed countries are faced with the
task of attaining a rate of economic development
very much more rapid than is characteristic of
the industrially more developed countries. With-
out measures commensurate with that task the
difference in standards of living is bound to in-
crease, rather than decrease, even if the problem
of growing populations is left out of account. The
existence of the latter problem, of course, calls
for even more vigorous national and international

measures for promoting the development of un-
der-developed areas.

The economic development of the under-de-
veloped countries remains the most important
single long-run economic problem confronting the
world. Its solution calls for a rapid expansion of
the world economy. Such an expansion could, if
appropriately oriented, provide the goods and
services needed to raise the living standards of
two-thirds of the world’s population, as well as
the possibility of achieving without undue strain
the economic adjustments that will be required
in all parts of the world.
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MAJOR NATIONAL ECONOMIC CHANGES



INTRODUCTORY NOTE

This part of the Report is intended to show, for certain countries, changes
during the period under review in the gross national product and in its major
components, the causes of these changes and their effects upon the rate of employ-
ment and unemployment; and how the changes were reflected in the distribution of
the real income of the countries concerned and in the increase or relaxation of
inflationary pressures. Wherever the data permit, the movement of the following
major components of the gross national product are analysed: (a) gross private
investment; (») government expenditure on goods and services; (¢) the net
balance of exports and imports; and (d) personal consumption. No attempt is
made to consider developments with respect to individual industries or com-
modities, or economic events not bearing directly on changes in the major com-
ponents of the gross national product; details of this character are abundantly
available in national publications and in the annual regional economic surveys

prepared by the secretariats of the regional economic commissions of the United
Nations.

Countries have, in general, been grouped by reference to trends characteristic
of the entire group under discussion. In several instances, however, this approach
proved unwieldy, and separate sections or chapters are therefore devoted to indi-
vidual countries. Thus, chapter 1, which deals with economically developed
private enterprise economies, is subdivided into two sections, the first concerned
with the United States and the second with countries in western Europe and in
the British Commonwealth. Chapter 2 covers the centrally planned economies
of eastern Burope and chapter 3 a group of selected countries in Latin America
and the Far East. Chapter 4 deals with western and with eastern Germany and
chapters 5 and 6 are devoted to Japan and China, respectively.



Chapter 1

ECONOMICALLY DEVELOPED PRIVATE ENTERPRISE ECONOMIES

A. United States of America

A separate section in this chapter has been
devoted to economic developments in the United
States in 1949 and the first half of 1950 because
of the importance of the United States among the
private enterprise economies, because of the in-

fluence of its level of economic activity upon
world trade and because economic developments
in the United States are not surveyed by any of
the existing regional economic commissions of the
United Nations.

Changes in the Gross National Product

Daring the period 1946 to 1948, effective de-
mand was sufficient to absorb production at
existing capacity, which had been coasiderably
expanded as compared with pre-war capacity.
All of the four major components of the gross
national product, namely, business investment in
plant, equipment and inventories, government
expenditure on goods and services, export surplus
and personal consumption, were substantially
above pre-war levels. The physical volume of the
gross national product averaged 40 per cent above
1940, and personal consumption was 37 per
cent higher.?

The high level of effective demand during this
period was, however, pariially dependent on tem-
porary post-war factors which especially affected
the levels of domestic private investment, the
export surplus and personal consumption. Invest-
ment in construction and equipment had been
pushed upwards, not only by the current levels
and rates of increase in economic activity and
income, but also by the backlog of demand accu-
mulated during the war. The United States export
surplus during this period reflected both the ab-
normal post-war foreign demand for goods for
reconstruction purposes and the war-time devasta-
tion of other sources of supply. Most of this

t See United States Department of Commerce, Survey
of Current Business, January 1951 (Washington, D.C.).
The volume of per capita consumption was about 26 per
cerni above that of 1940
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export surplus was financed through liquidation
of gold stocks and foreign exchange reserves by
importing countries and through extensive United
States foreign grants and loans. Finally, personal
consumption was high in relation to the dispos-
able income of individuals, owing to the existence
of a considerable pent-up demand for consumer
goods, which was supported by war-time accu-
mulated liquid assets.

It was the weakening of these special post-war
supports which led to a recession during the first
half of 1949; in fact, this process had already
begun by the end of 1948. The most important
element in these developments was the considera-
ble fall in the ratio of personal consumption to
disposal income of individuals in the second half
of 1948. This fall was due to the growing satia-
tion of the pent-up demand for mamy durable
goods® and to the depletion of previously accumu-
lated liquid savings of a large part of the popula-
tion in the lower income brackets. This depletion
had been accelerated by the upward trend in
prices that followed the elimination of price and
rationing controls in 1946. Despite some offset-
ting factors (especially the decline in the budget
surplus}, the resulting demand in the second
hall of 1948 was insufficient to absorb fully the
volume of goods being produced, and there was

* Antomobiles were a notable exception, bowever, and
the sales of automobiles rose substantially in 1949 when
the supply increased.
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accordingly a substantial accumulation of inven-
tories which was, at least in part, involuntary.
Such inventory accumulation could not have been
expected to continue in 1949; not only did the
accumulation cease in the first half of 1949, but
a significant liquidation of inventories actually
took piace.

The change from accumulation in the second
half of 1948 to liquidation in the first half of 1949
represented a decline of $10,000 million in busi-
ness investment in inventories. The importance
of this decline may be judged from the fact that it
was significantly larger thaun the total volume of
residential construction in 1948, which was then
at a post-war peak. This change occurred simul-
tancously with a fall in private investment in
plant and equipment and with a temporary decline
in residential construction. Since the decline in
private investment was only partially offset in the
first half of 1949 by a rise in the export surplus?
and in government expenditure on.goods and

3 The rise in the export surplus was due partially to a
decline in imports associated with the decline in economic
activity and with efforts to reduce the volume of business
inventories; it was due also to an increase in exports,
which had been facilitated by an inerease in United States
grants to the importing countries.

services,® there was a drop in the sum of these
three non-consumption components of the gross
national product which amounted to 6 per cent
in real terms (see table 3).°

Other things being equal, such a drop in these
components leads to a decline in incomes. In
considering the effect on income available for
consumption, however, account must also bhe
taken of the fact that such income may be re-
duced by increases in net government tevenue®
and augmented by increases in government trans-
fer payments to individuals. Thus, in evaluating
the influence of income-generating factors on con-
sumption, it is necessary to substitute the budget

4+ All references to govermment expenditures in this
section exclude unilateral transfers abroad; these trans-
fers are added instead o net foreign investment to obtain
the export surphus,

51In the pages that follow, estimates of changes in the
real volume of income or expenditure relate to measure-
ment in terms of dollars of constant consumer purchasing
power, i.e.,, components of the gross national product are
expressed in terms of “real consumption equivalents®.
The deflatton of the pross national praoduct by the index
of consumer prices gives a reasonable approximation of
the post-war changes in the physical volume of the
gross national product,

o Tax revenue minus subsidies plus current surplus of
government enterprises.

Table 3. Gross National Product, by Major Components, in the United States,
1948 to 1950 (First half)

(Seasonally adjusted; annual rates)

1948 1949 1050
Teem First  Secomd  Firat  Sccond  First
half half kalf half kalf
Thousand millions of current dollars;

Total non-consumption components 77.0 863 79.2 74.3 83.2
Gross private domestic investment. 40.0 46.2 344 316 44 8
Regidential non-farm construction .. ... 86 8.6 7.7 8.9 118

Other private construction and producers’
durable equipment . 280 30.1 293 27.7 29.6
Increase in inventories . 34 7.5 —2.3 -35.0 34
Export surplust ... ... ..... A 7.0 52 7.1 4.4 2.6

Adjusted povernment expenditure on goods
and servicest o 30.0 34.9 37.7 383 36.0
Consumption . o 1757 1792 i77.9 1798 184.2
Gross national product  252.7 265.5 2570 254.1 267.4

Thousand millions of 1948 dollars:

Totai non-consumption components
Consumption

Gross national product

77.9 33.3 79.9 73.4 84.9
177.8 177.1 179.5 182.5 188.0

2557 262.4 2594 251.9 2728

Source: United States Department of Com-
merce, Survey of Current Business (Washing-
ton, D.C}; Construction and Construction Ma-
terials, Statistical Supplement, May 1950
{Washington, D.C.).

» Net foreign investment plus government uni-
lateral transfers to foreign countries.

b Total government expenditure on goods and
services less unilateral transfers to foreign
countries.

e e e et ot oo ottt et e
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Table 4. Gross Private Domestic Investment, Export Surplus, Adjusted Budget
Deficit and Consumption in the United States, 1948 to 1950 (First half)

(Seasonally adjusted; annual rates)

1948 1248 1250
Item Firut Second Firat Sceond Birat
half half half half half
Thousand millions of eurrent dollars:
Gross private domestic investment, export sur-
plus and adjusted budget deficit . 326 41.4 39.7 34.2 42.4
Gross private domestic investment 40.0 462 34.4 316 44.3
Export surpluss . 7.0 5.2 7.1 4.4 26
Adjusted budget deficit:
Adjusted government expendlture on goods
and services® ‘ 30.0 349 377 38.3 36.0
Less net povernment revenuest 59.8 596 55.5 56.6 63.1
Plus transfer payments and net mte!est
paid by the government . 154 14.7 160 16.5 222
Eguals adjusted budget deficit 144  —100 w18 e} B —4 9
Thousand millions of 1948 dollars:
Gross private domestic investment, export sur-
plus and adjusted budget deficit 33.0 40.9 40.1 34.7 43.3
Consumption 177.8 177.1 179.5 1B2.5 188.0

Source: United States Department of Come
merce, Survey of Current Business.

n Net foreign investment plus government
unilateral transfers to foreign countries.

bTotal government expenditure on goods

deficit for government expenditure on goods and
services and hence to consider the changes in the
sum of private investment, the export-import
balance and the budget deficit. In the first half of
1949, net government revenue fell below the level
of the preceding half year, partly, at least, as a
result of the recession,” and government transfer
payments rose, largely because of the increase in

" The reduction in revenue was the resuit partly of the
recession and partly of the 1948 reduction in income tax
rates, the effect of which was not fully reflected until
1949

Table 5.

and services fess unilateral transfers to foreign
countries.

¢ Tax revenues net of the item “subsidies less
current surplus of povernment enterprises” in
the Swrvey of Current Business.

unemployment insurance payments associated
with the declining levels of employment. Conse-
quently, the sum of private investment, export
surplus and budget deficit fell only slightly in real
terms (see table 4). This minor decline failed to
depress the level of personal consumption, which
in fact rose somewhat in real terms (sec tables 4
and 5). Since the level of personal consumption
weighs heavily in the gross national product, the
Iatter fell by only about one per cent in real terms
(see table 3).

Ratio of Consumption to Disposable Income" of Individuals in the United

States, 1948 to 1950 {First half)
(Scasonally adjusted)

1948 1949
Iem Firut Sccuﬁd F“l'rﬂ!, Second }‘!'?1-51?5
half half half half half
Total consumption . 97.1 943 94.6 981 93.1
Non-durable goods and services 84.5 R22 826 84.5 79.7
Durable goods 12.5 12.1 12.1 13.6 13.4

Sonrce; United States Department of Commerce, Survey of Current Business.
# Statistical discrepancy added to disposable income estimates of United States Depariment of

Commerce.
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This decline in the gross national product was
largely confined to the manufacturing, mining and
transportation industries. The manufacturing in-
dustries bore the brunt of the drastic change
from inventory accumulation to inventory liquida-
tion; the decline in their average level of activity
from the second half of 1948 to the first half of
1949 was about 6 per cent. Transportation and
mining declined with the change in manufactur-
ing output (see table 6).

Table 6. 1Indices of Physical Production of
Goods and Transportation Services in the
United States,® 1949 and 1950 (First half)

(1948 = 160)
1940
e — 1950
Ttem Firat Socond Firat
half half half
Total production of goods  ~———95.{-——0
Agricnltaral production —99 3
Non-agricultural produc-
tion ... ........... 964 927 102.6
Industrial production 94.3 88.5 98.4
Minerals .. ... 92.3 8i.3 89.0
Durgble  manunfac-
tures ... ..... 95.1 84.0 97.8
Non-durable  manu-
factures . 94.3 96.0 1023
Construction . 103.2 110.2 123.6
Electric and gas utilities 1025 1016 110.7
Tramsportation services . 94.3 87.6 943

Source: Economic Report of the President, January
1951 (Washington, D.C.).

n All half-year data seasonally adjusted, except for
electric and gas ufilities, for which satisfactory adjust-
ment factor is not available.

In the second half of 1949, the average level
of economic activity, as measured by the real
value of the gross national product, was only
slightly below that of the preceding half year.
Inventory liquidation proceeded at an increased
rate, but part of the decline in inventories was
involuntary during this period since it was asso-
ciated with a major strike in the steel industry.
While the decline in business investment in plant
and equipment also continued, there was a sharp
upturn in residential construction, owing in part
to the reduction in the cost of new housing but
mainly to the easing of the terms of down pay-
ments, the reduction in interest rates and other
credit policies which were furthered by the Iiberal-
ization of the National Housing Act.

In contrast with the first half of 1949, when the
decline in private domestic investment was partly
offset by a rise in the export surplus, declining
private investment in the second half year was re-
inforced by a severe drop in the export surplus.®
In view of the Federal Government’s attempt to
reduce the budget deficit, there was only a slight
rise in total government expenditure, which was
due entirely to the continued increase in state and
local spending,

In the absence of any significant changes in
government revenues or transfer payments, thig
primary net reduction in expenditure on goods and
services would normally have been expected to
produce a decline in personal consumption
through its effect on incomes. However, personal
consumption actually rose during the second half
of 1949. This cannot be attributed to changes in
the distribution of income, since there was no sig-
nificant change in the relative share of labour.
Several factors, however, appear to have contri-
buted to higher spending in relation to disposable
income (see table 5). In the first place, as is evi-
dent from the experience of 1930 to 1938, there
is usually some time lag in the adjustment of con-
sumption to the first decline in income at the
beginning of a recession. Even though this cannot
explain the rise in consumption, it may account
for the failure of consumption to fall immediately
after the initial decline in income. Secondly, there
was a rapid increase in the production of automo-
biles, for which a considerable pent-up demand
still existed, as well as an increase in the sale of
television sets following the reduction in prices,
Such purchases were made possible in part by
liberal terms of instalment credit and in part by
the fact that a portion of past personal savings
had been earmarked for this purpose. Finally, it
seems likely that many veterans anticipated their
1950 insurance dividends by increasing their ex-
penditures in the fourth guarter of 1949.

The increased level of personal consumption
was almost sufficient to counterbalance the drop
in the sum of the non-consumption components,
and accordingly the gross national product during
the second half of 1949 was only slightly below
the level of the previous half year. Although in-

8 This drop reflected prmmpal!y a sharp decline in ex-
ports, which resulted from the imposition of additional
import restrictions by many importing countries, follow-
ing the aggravated balance of payment difficulties which
they experienced in the first half of 1949,
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dustrial production declined by a further 6 per
cent, at least part of the decline is ascribable to
major strikes in industry which, of course, affected
the index of industrial production much more
than that of the total gross national product.

In the first half of 1950, economic activity rose
considerably over the level of the preceding half
year and in fact reached a new post-war peak.
However, while the gross national product in the
first half of 1930 was considerably above the
1948 level, the index of industrial produoction—
which neither includes construction activity nor
reflects the level of activity in public utilities, in
trade and in other services-—still remained some-
what below that of 1948.°

As may be seen from table 3 the rise in the
gross national product was accounted for by an
increase in private investment, mainly reflecting a
change from lquidation to accumulation of inven-
tories, and by a rise in personal consumption; the
two other components, namely, export surplus and
government expenditure on goods and services,
fell 2

Several factors which contributed to the in-
crease in private investment in the first half of
1950 were already evident in the second half of
1949, The first, and perhaps most important, was
the boom in residential building, which had de-
veloped in 1949 mainly under the influence of
liberalized credit policies for housing. This boom
gained momentum in the first half of 1950. In
addition, it may have led to increased investment
in related industries during the first half of 1950
by influencing investment decisions during the
second half of 1949, The fact that the excessive
inventories accumulated in the second half of
1948 had already been reduced by the end of
1949 was a second contributing factor; indeed
some of the liquidation of inventories in the sec-
ond half of 1949 may have been involuntary since
it probably reflected the effects of strikes in the
steel industry. Finally, the rise in personal con-
sumption expenditures, particularly for automo-
biles and television, from the first to the second
half of 1949 may have had a favourable effect on

v In the second half of 1950, however, industrial pro-
duction averaged about 10 per cent above the 1948 level,

10 Apart from the influence of developments in the rest
of the world on United States exports {sce chapter 7),
the recovery in the United States contributed to an in-
crease in imports,

business decisions to invest both in plant and
equipment and in inventories.™*

The effect upon incomes of the increased
volume of investment was reinforced by large
disbursements of veterans’ insurance dividends
during this period, but this was partly couster-
balanced by a rise in government revenues, which
resufted largely from the increase in economic
activity. On balance, there was a considerable rise
in the sum of piivate investment, export surplus
and budget deficit. The response of consumption
to this increase was, however, relatively small.
In this period—as in the second half of 1949—
the failure of consumption to change commen-
surately with income cannot be attributed to a
change in the distribution of income, since there
was no shift from other incomes to profits. The
sharp decline in the ratio of consumption to dis-
posable income may reflect the fact that this ratio,
as has already been noted, had been abnormally
high in the seccond half of 1949; and, in addition,
it is probable that a part of the veterans’ dividends
served to settle debts incurred for large expendi-
tures in the preceding period, in anticipation of
the dividends, or was used to finance veterans’
purchases of houses.

It is evident from the foregoing analysis that in
the first half of 1950 effective demand was suffi-
cient to absorb the peak post-war volume of pro-
duction without any involuntary accumulation of
inventories. It is therefore of interest to compare
this period with the preceding peak period in the
second half of 1948 when such acenmulation of
inventories did take place even though the volume
of production was significantly lower. As may be
seen from table 3, the non-consumption com-
ponents of the gross mnational product were
roughly at the same level in real terms in both
periods, This resulted from the boom in resi-
dential building associated with the liberalization
of the National Housing Act and from the rise in
government expenditure, which together were
sufficient to offset a considerable reduction of in-
vestment in inventories and a fall in the export
surplus. Consumption, on the other hand, was

11 The volume of investment in plant and equipment
in the first half of 1950 proved to be substantially in
excess of the original planned expenditures as reported
to the Department of Commerce and the Securities and
Exchange Commission.
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considerably higher in the first half of 1950 than
in the second half of 1948. This rise was the net
result of a number of factors. There was a con-
siderable increase in transfer payments between
the two periods, largely because of the veterans’
insurance dividends distributed in the first haif of
1950 and the rise in unemployment insurance
payments. The latter was due to the fact that,
although national output was higher, unemploy-
ment was also above the level of the second half
of 1948 as a result of the increase in output per
man and the rise in the labour force. The rise in

transfers was only partially offset by an increase in
government revenues, so that the sum of private
investment, export surplus and the budget deficit
was considerably higher in the first half of 1950,
Although a significant part of the veterans’ insur-
ance dividends which contributed to this rise was
not spent in the first half of 1950, the volume of
consumption nevertheless rose substantially owing
to the greater availability of automobiles, the ex-
pansion of the television industry and the furnish-
ing of the large number of new houses which had
been built in the meantime.

Distribution of Real Income

The slight decline in the real gross national
product in 1949 was associated with stability in
the real value of total wages and salaries, a mod-
erate decline in corporate profits (after inventory
valuation adjustment and after corporate tax
liabilities) and a very sharp reduction in farm
income (see table 7).

The decline in real farm income in 1949 re-
flected primarily the reduced average level of farm

prices, which resulted from the increase in farm
supplies following the record harvest of 1948, at
a time when non-farm money incomes were de-
clining slightly. The fall in prices would have been
even greater but for the large-scale acquisition of
stocks by the Federal Government under its farm
price support programme.

The stability of the real value of total wages
and salaries reflected mainly the redistribution of

Table 7. Gross National Product and Major Income Shares in the United States,
1948 to 1950 (First half)

{Seasonally adjusted; annual rates)

148 nLa
1050
Tem Firyt Second Firak Second Firut
half half half half kalf
Thousand millions of current dollars:
Gross national product 2527 2655 257.0 2541 267.4
Wages and salaries 128.7 135.3 1326 131.5 1351
Farm income .. . . ... . ... .. ... 176 17.6 143 125 12.3
Corporate profits '1ﬂer mvenmry valuatloa
gdjustment; »
Before taxes 0 336 286 301 316
After taxes 17.3 205 191 194 16.7
Thousand millions of 1948 dailnrs ob
Gross national product 255.8 262.4 2593 258.0 2729
Wages and salaries 1303 1339 133.8 133.5 137.9
Farm income . .. 17.8 174 14.4 127 12.6
Corporate profits after mvenmry valuation
adjustment:
Before taxes 305 KEN] 299 306 322
After taxes 17.5 20.3 16.3 19.7 17.0

Source: United States Department of Com-’

merce: Survey of Current Business,

u Corporate profits before mvcnzory valya-
tion adjustment and before taxes in successive
half years from first half of 1948 to first half

of 1950 were as follows (in thousand millions
of currcnt dollars): 33.6, 342, 274, 279 and

1? Deflated by index of prices of comsumer
goods and services.
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Table 8. Indices of Prices in the United States, 1948 to 1950 (First half)

(1948 — 100)
1918 1048
e T 1950
Ttem Iirat Second Firat Second Firut
half half hulf half half
Wholesale prices:

All commoedities . ... . 892 100.9 954 92.4 93.2
Farm products A, . . 101.1 92.0 90.7 85.2 852
Foods . . . . .. 988 101.2 91.1 89.2 87.9
Commoditics other than farm products and

foods . e 98.5 1014 99.1 96.1 97.2
Consumer prices:

All items . 988 101.2 951 98.5 98.0
Food . . .. . . . . 991 1009 96 .4 95.7 94.2
Non-foode L [ X i01.4 1010 100.5 1007

Sonrce: United States Department of Labor, Bureau of Labor Statistics.
¢ Derived from indices of consumer prices and of food prices.

income from farmers to wage and salary earners
through the fall of food prices (sce table 8). Since,
as will be seen below, there was some reduction in
employment and avérage hours worked per week,
it is evident that there was some increase in real
average hourly earnings. This increase consisted
partly of a rise in hourly money earnings and
partly of a decline in consumer prices. In the
manufacturing industries, real average hourly
earnings rose by about 4 per cent from the second
half of 1948 to the second haif of 1949.

From the second half of 1949 to the first half
of 1950, the rise in the gross national product
was accompanied by an increase of 3 per cent in
the real value of total wages and salaries. This
was accounted for in part by an increase in aver-

age hourly earnings and in part by a rise in
average hours worked per week, while the level
of employment remained about the same. Real
farm income continued virtually constant. The
fevel of farm prices, averaged over the entire
period, was likewise constant, but while prices
had been falling during the preceding half year,
they were rising in the course of the first half of
1950 Corporate profits, adjusted for inventory
valuation, fell significantly on an after-tax basis,
although they were higher on a before-tax basis.t®

12 The increase in tax Habilities in relation to profits
after inventory valuation adjustment was due in part to
a retroactive increase in tax rates and in part to the
change from losses on business inventories in the second
half of 1949 to inventory profits in the first half of 1950.
The data represent profits after inventory valuation ad-
justment, but taxes are paid on profits before such
adjustment.

Employment and Unemployment

Although the decline in the total volume of the
gross national preduct in 1949 was slight in real
terms, it was associated with a substantial rise in
unemployment, which reflected both a decrease
in employment and a rise in the labour force. As
may be seen from table 9, the number of unem-
ployed rose from 1.9 million, or 3 per ceat of the
civilian labour force, in the second half of 1948

13 Owing to the influence of seasonal factors in all
components of the labour force, comparisons are appro-
priate only for corresponding periods of each year.

1t Civilian labour force less self-employment.

to 3.6 million, or 5.7 per cent, in the second half
of 1949;'* in terms of the labour force available
for hire," the unemployment percentages would
be approximately one-fourth higher. In addition
to the decline in numbers employed, there was
also a reduction of about 2 per cent in average
hours worked per week in non-agricultural
industries.?®

13 The United States Bureau of the Census estimated
that the number of persons involuntarily working short
hours because of general economic factors rather than
personal reasons increased from 1.5 million in 1948 to
2.5 million in 1949,



20

Part I. Major National Economic Changes

Table 9. Labour Force, Employment, Unemployment and Average Weekly Hours
in the United States, 1948 to 1950 (First half)

{In millions of persons)

1048 1840 Lo50
Item Firat Sacond Firat Seeond Firat
half half half kalf half
Total labour force, including armed forces 1.8 63.7 627 64.4 63.8
Armed forces . . .. ‘ 1.2 1.4 1.5 14 1.3
Civilian labour force 60.5 624 61.2 63.0 62.4
Civilian employment 58.3 60.4 581 594 58.6
Agriculture ., .. C 7.6 8.4 79 8.1 7.2
Non-agricultural industries 50.8 s21 501 51.2 513
Unemployment 2.2 1.9 32 36 3.9
Average weekly hours:»
Agriculture .. ... .. . . 49.1 50.8 48.1 49.9 47.6
Non-agricultyral industries 42.0 41.1 41.6 403 41.2

Source: United States Department of Commerce, Current Population Reports, Labor Force.

8 Arithmetic average of monthly averages.

In the first half of 1950, average unemploy-
ment rose to 3.9 million, or 6.2 per cent of the
civilian labour force, despite the fact that the
gross national product was at its post-war peak, In
order to evaluate this situation, the first half of
1950 may be compared with the corresponding
period of 1948, when economic activity was also
at a high level and unemployment was much
Iower. The real value of the gross national pro-
duct increased by about 7 per cent befween these
two pericds, while civilian employment 1ose
only slightly as a result of increased productivity.
Agricnltural employment, in fact, fell, while non-

agricultural employment rose by only one per cent
in the face of a decline of about 2 per cent in

average hours worked per week. The increase in -

the civilian labour force of 1.9 million was thus
reflected in an increase in unemployment of 1.7
million. It is evident, therefore, that the increase
in productivity and in the labour force would have
required a larger rise in the gross national product
than actually took place, in order to keep unem-
ployment from rising.*®

14 In the second half of 1950, when the gross national
product increased further, average unemployment fell to
2.4 million, or 3.8 per cent of the civilian labour force.

!

B. Continental Western Euvope, the United Kingdom,Canada and Australia

This section deals with major economic de-
velopments in 1949 and the first half of 1950 in
the following economically developed private en-
terprise economies: Australia, Belgium, Canada,
Denmark, France, Italy, the Netherlands, Norway,
Sweden and the United Kingdom. Although these
countries are scattered over three widely sepa-
rated continents, and the structures of their indi-
vidual economies differ in many imporiant re-

spects, they nevertheless bave a number of sig-
nificant features in common. They are all private
enterprise economies with a fairly high degree
of industrialization, though of course the degree
varies considerably from couniry to country,
Since they are all also relatively open economies,
their economic activity is to a considerable

extent affected by developments in international

frade.

Production and Employment Situation

The increases which took place in industral
production from 1948 to 1949 in general repre-
sented a continuation of the upward movement

that followed the end of the war. In Italy, how-
ever, where there had been a recession during the
winter of 1947 and early 1948, the rise in produc-
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Table 10. Indices of Industrizl Production in Continental Western Europe, the
United Kingdom and Canada,® 1937 and 1947 to 1950 (First half)
(1948 == 100) N

1049 1950
Country 1387 1057 1943 Firat Pirat
- healf- half
Belgium . 109 93 102 165 102
Capada . .. .. 60 97 102 102 106
Denmark 78 90 107 106 120
Franceb e 98 88 109 112 109
Italy 1014 26 106 104 117
Netherlands 88 83 111 106 116
Norway 80 92 106 110 117
Sweden .. . . 67 94 104 107 111
Urited Kingdomb 92 89 107 106 1135

Sonrce: United Nations, Monthly Bulletin of
Statistics; France: Institut natiopal de la sta-
tistigue et des études Economiques, Bulletin
mensuel de statistique.

tion from 1948 to 1949 represented recovery from
the earlier recession level. Production continued to
rise in the first half of 1950, except in Belgium and
France (see table 10).%7

While the rates of increase in industrial produc-
tion from 1948 to 1949 were generally lower than
from 1947 to 1948, they rose once again in a
number of countries from the first half of 1949 to
the first half of 1950.

Industrial employment (see table 11) failed to
keep pace with industrial production; in some
instances it remained stable or even declined while
production rose, thus reflecting the effects of im-
provement in industrial productivity.*®

The level of industrial production in the first
half of 1950 was significantly higher than in the
pre-war peak year 1937 in all countries except
Belgium, where output was 6 per cent below that
of 1937. In France and Italy the increases were
between 10 and 20 per cent, in the United King-
dom, the Netherlands and Norway, between 25
and 50 per cent and in Canada, Denmark and
Sweden in excess of 50 per cent.

Agricultural production increased in all coun-
tries from 1947/48 to 1949/50, The rise was most

17 In the second half of 1950 production increased
significantly in both Belgium and France as compared
with the corresponding period of 1949.

18 In France, the index of employment in manufactur-
ing increased slightly between the first half of 1949 and
the first half of 1950, while the index of industrial pro-
duction fell. However, the apparent decline in productiv-
ity reflects the fact that the fali in production was sssoci-
ated with major strikes whereas the employment index
covers persons on strike.

& Data for Australia not svailable.
b Including building.

¢ Excluding food manufacturing.

d Relates to the year 1938.

prominent in the European countries which had
suffered from considerable war-time devastation.
The increase in output was, however, not con-
tinnous in all countries; there were setbacks as a
result of poor harvests in 1948/49 in Australia
and in 1949/50 in Canada, Sweden and the United
Kingdom (see table 12). The rise in agricultural

Table 11, Indices of Number of Wage Earners

Employed in Manufacturing in Continental

Western Europe, the United Kingdom, Canada
and Australia, 1947 to 1950 (First half)

(1948 — 100)
ipig 1080
Country 1847 1049 Firat First
half half

Australias b 96 101 102 105

Belgiume . .93 94 97 89
Canadan .97 100 99 98
Denmarkd 93 105 104 112
Francerde | 96 102 101 103
Italy . 102 99 99 97
Netherlands 91 105 104 108
Norway! 93 104 103 105
Swedenf .. 99 101 101x 101g
United Kingdomn & 98 102 102 104

Seurcer United Nations, Monthly Bulletin of Statistics
and Economic Bulletin for Europe. France: Institut na-
tional de la statistioue et des études économiques, Bulle-
tin mensuel de statistique, supplement.

e Including salaried employees.

b Including public utilities.

¢ Including coal-mining, quarrying and water supply.

a4 Index of hours worked.

e Including building.

I'inchuding mining.

% Average of first five months.

b June 1948 = 100. Scrics excludes Northern Ireland.
Beginning June 1948, series refers to estimated numbers
of workers insured under the National Insurance Act.
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‘Table 12, Indices of Agricultural Production

in Continental Western FEurope, the United

Kingdom, Canada and Australia, 1948/49 and
1949/50"

(1947/48 = 100)

Country 1948149 1948/50
Australia 499 105
Belpium . 7 130
Canada . - 158 107
Denmark 108 130
France 124 124
Italy . ... . . 109 115
Netherlands 118 133
Norway . 110 116
Sweden ....... 110 109
United Kingdom 115 112

Source; Food and Agriculture QOrganization of the
United Nations.

n Statistics relate to crop year from 1 July to 30 June

supplies was of far-reaching importance, especially
in European countries, in that it permitted in-
creases in real personal consumption and con-
tributed towards the abatement of inflationary
pressures.

The levels reached in agricultural production in
1949/50 were significantly above the pre-war vears
1934-38 except in France, where agricultural
production was below pre-war, and in Italy, where
it was only slghtly higher,

The increases in industrial production from
1948 to 1949, combined with the changes in agri-
cultural production and in the rest of the econ-
omy, led to an increase in the real gross national
product in all countrdes (see table 13). The
real gross national product continued to rise in
the first half of 1950, with the possible exception
of Belgium and France, where it may have re-
mained approximately stable.

Despite the rise in gross national product, un-
employment increased in 1949 except in Australia
and Norway'® (see table 14). The increases were
small in Sweden and the United Kingdom, but
even in these countries there was a considerable
easing of labour shortages. In Canada, Denmark,
France and the Netherlands the increases in un-
employment in 1949 were more significant, and
in Belgium the rise in unemployment was of con-
siderable proportions even though the gross na-

19 The relevant data are not available for Italy.

tional product increased over the 1948 level. The
rise in Belgian unemployment reflected, in part,
a rise in the available labour force and, in part,
an increase in average output per man, as may
be seen from the fact that the index of industrial
production in 1949 was about 2 per cent above

Table 13. Indices of Industrial Production

and Real Value of Gross National Product in

Continental Western Europe, the United King-
dom, Canada and Australia, 1949

{1948 = 100)
Real gross
Country Indugtrial national
nroduction product®
Australia . .. 1060
Belgium . . 102 104
Canada 102 102
Denmark 107 106
France . . 109e 106
Italy ... .. . 106 101
Netherlands . 111 106
Norway . ‘ 106 104
Sweden . ‘ 104 104
United Kingdom 1074 105

Source: Industrial production: United Nations, Menthly
Bulletin of Statistics; France: Institut national de la sta-
tistique et des études économiques, Bulletin mensuel de
statistique.

Data for real pross national product: Australia: Com-
monwealth Bureau of Census and Statistics, Nuarional
Income and Expenditure, 1949-1950; Belgium: Bulletin
de Ulnstitut de recherches économigues et sociales, May
1950; Ministére des Affaires économiques et des classes
moyennes, L'Economie belge en 1949, Ministry of
Finance, Budget des recettes et des dépenses, Exposés
généraux et Appendices; Statistical Office of the United
Nations; Canada: Dominion Burean of Statistics, Na-
tional Accounts, Income and Expenditure, 1942-1949:
Denmark: Danmarks Nationalbudget, 1950; France:
Commissariat général du Plan de moderpisation et
d’équipement, Commission du Bilan, with subsequent cor-
rections communicated by the Commissariat; Italy: Isti-
tuto centrale di statistica, Annali di statistica, Serie VIII,
vol. III, Studi sul reddito nazionale; Conto riassuntivo
del Tesoro; Netherlands: Central Bureau of Statistics,
Sratistical Bulletin, General Survey, 11 August 1950;
Norway: Department of Commerce Nasjonalbudsjettet
1950 {Oslo); Sweden: United Nations, “Implementation
of Full Employment Policies, 1950-51" (document
E/CN.1/81}; United Kingdom: Nationa! Income and
Expenditure of the United Kingdom, 1946-1949, (Cmd
7933).

" Deffated by over-all indices of prices of consumption
goods and services; where such indices were not available,
the cost of living index was used. If each of the com-
ponents of the gross national product had been divided by
its respective price index, the result would have been
much the same, except for Australia, where the increase
in real gross national product from 1948 to 1949 would
have amounted to 3 per cent if exports and imports had
been deflated by their respective price indices.

b Figures relate to 12 months ending 30 June of year
stated.

¢ Including building but excluding foed manufacturing,

4 Including building.
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that of 1948, while the index of industrial em-
ployment was 6 per cent below (see tables 10
and 11).

In the first half of 1950 unemployment was
somewhat lower than in the first half of 1949 in
Australia, Denmark, Jtaly and Sweden, and was
higher in the remaining countries, but the in-
creases were negligible in Norway and in the
United Kingdom. The rise in unemployment gen-
erally occurred in the face of sipnificant increases
in gross national product and reflected the fact
that the increases in the level of economic activity

were insufficient to absorb all of the labour force
that was becoming available both as a result of
population growth and as a result of reductions in
Iabour requirements per unit of output.
Unemployment existed on a large scale
only in Belgium® and in Italy, but while in Bel-
gium it emerged only in the latter part of 1948,
in Italy it was of long standing. Even before the
war Italy had a considerable volume of disguised
unemployment in agriculture; in addition, from

*0 In the second half of 1950 uncmployment was sub-
stantially lower than in the corresponding period of
1949, but was still considerable.

Table 14. Unemployment in Continental Western Europe, the United Kingdom,
Canada and Australia, 1948 to 1950 (First half)

1048 1948 1050
Country Firat Second Firat Second Firot
Falf half half half half
Thousands of unemploved:
Austrakiar 4.0 1.3 1.9 1.3% 1.7
Belgiume 64.5 99.1 167.2 181.0 186.2
Canadat ¢ 19.0 86.5 151.0 115.5 2115
Denrnark? 55.6 47.6 63.3 54.8 60.0
Frances 122 213 36.2 43.3 57.7
Italy . . 1,776.3  1,569.1 1,673.4
Netherlands 45.3 396 65.9 58.7 883
Norway 12.3 58 9.3 6.1 10.9
Swedenh 27.6 239 29.7 228 27.2
United Kingdom 3283 334 41 360.8 3151 365.2
As percentage of employees (both employed
and unemployed):
Australial 0.2 0.1 0.1 010 0.7
Belgiumk 34 51 8.4 9.0 9.3
Canadale 35 2.5 43 32 59
Denmark . . . .
France! m 0.1 03 0.4 0.5
Italy
Netherlands . . . .
Norwayn 18 08 1.3 0.3 1.4
Sweden® 3.0 25 31 23 28
United Kingdom! 1.5 1.51 1.7 1.5 1.6

Source: United Nations, Monthly Bulletin of
Staristics, International Labour Organisation,
International Labour Review (Geneva); Aus-
tralia: Monthly Review of Business Statistics;
Belgium: Institut national de statistique, Bulle-
tin de statistique; Canada: Labour Force Bulle-
tin; France: Commissariat général du Plan de
modernisation et d"équipement.

1 Recipients of unemployment benefits only,

b Fourth quarter only; coal strike in third
quarter.

¢ Totally unemployed only.

1 Based on guarterly sample surveys of the
labour force.

¢ Excluding Newfoundiand.

! Unemployed registered with trade wnion
unempioyment insurance funds.

& Recipients of relief from public relief funds.

h Unemployed registered with reporting trade
unions.

! With introduction of National Insurance Act
in July 1948, coverage of series has been broad-
ened and thus the deprec of comparability
between data prior to and after July 1948 has
been slightly reduced.

1 Related to the sum of unemployed and total
hired civilian employed, excluding rural work-
ers and domestic servants,

k Percentage of totally unemployed to total
insured workers.

Related to the sum of total hired civilian
employed and unemployed.

mIn calculating the percentage, Tanuary and
July figures for total hired civilian labour force
represent the first half and the second half of
the year.

n Percentage related to total number of per-
sons covered by unemployment insurance.

¢ Related to total members of trade unions
covered.
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200,000 to 300,000 persons had been enrolled in
the fascist militia. In the post-war period, large-
scale visible unemployment emerged because, on
the one hand, the volume of industrial employ-
ment did not rise above the pre-war level while,
on the other hand, the militia was disbanded,
many members of the armed forces who were

demobilized failed to return to the land and the
labour force had meanwhile grown substantially.
Although this unemployment existed side by
side with unused productive capacity in many
industries, it is likely that a substantial addition
to existing productive capacity would be needed
to absorb all of the unemployed effectively.

Gross National Product and Inflationary Pressures

This analysis of changes in the gross national
product from 1948 to the first half of 1950 is
based on a consideration of the changes in the
four broad components of the gross national
product; private investment, the balance of ex-
ports and imports of goods and services, govern-
ment expenditure on goods and services, and
personal consumption. These components are ex-
pressed in constant prices by dividing their money
values by the over-all indices of prices of con~
sumption goods and services.®® While this proce-
dure yields only an approximate measure of the
gross national product in real terms,** it is in
general sufficient for the analysis that follows.
Where it was clear that the separate deflation of
each component by a more appropriate price index
would yield significantly different results an alter-
native variant was employed. In view of the vary-
ing degree of reliability of the data for different
countries, only the direction and not the magni-
tude of the changes in the components is given
in the tables.

CHANGES FROM 1948 10 1949

Private investment rose in a number of the
countries under consideration; in the countries
in which it fell, the decline was not very signifi-
cant and was apparently due largely to a reduc-
tion of investment in inventories, The continua-
tion of a high level of investment in fixed capital
was favoured by high business profits, by the an-
ticipation of further expansion of markets, by the

21 Where an over-all index was not available, the cost
of living index was used. In the period under review the
difference in the movements of the two series is not
likely to have been significant.

22 Thus the concept which is employed amounts to
a “consumption equivalent of gross national product”.
The same concept was used in the preceding section.

still unfinished process of reconstruction and of
re-equipment and modernization postponed by the
war and by the gradual disappearance of bottle-
necks in the supply of investment goods. There
was also a considerable backlog of demand for
housing.

The balance of exports and imports in 1949
as compared with 1948 also rose in the majority
of the countries, mainly on account of the im-
provement of the merchandise trade balance with
the non-dollar area.™

Government expenditure on goods and services
in most countries increased as well, largely because
of continued expansion in public investment and
also, in a number of countries, because of larger
military expenditure. In the United Kingdom the
increase in expenditure on health insurance™ was
an important factor.

On balance, the real value of the sum of the
above three non-consumption components of the
gross national product (e, private investment,
the balance of exports and imports, and govern-
ment expenditure on goods and services} increased
or remained roughly constant in all countries
except Canada, where it registered a small decline
(see table 15).

A rise in non-consumption expenditures tends,
of course, to add to private incomes and therefore
to generate an increase in demand for consump-
tion goods and services. Private incomes available
for personal copsumption are, however, also re-

% For a discussion of factors bearing on changes in
the volume of international trade, the direction of trade
and the methads by which it was financed, see part II
of this report,

24 In United Kingdom national income accounts, this
itern is treated as public expenditure on goods and
services rather than as a transfer payment.
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Table 15.

Analysis of Changes in Gross National Product, in Real Terms, in Continental Western

Europe, the United Kingdom, Canada and Australia, from 1948 to 1949

(Sign indicates direction of change)

Naothora Unitad
Item Australia® Belpium Canada Donmark Franco Haly lands  Norway Sweden Ringdem
{1) Gross domestic private in-
vestment .. . . ... e — — 4 - e - + —_ o
(2) Balance of exports and im-
portse | o -+ + — _— + + -+ — + o+
(3) Government expenditure on
goods and services® . 4- o 4 + + 0 o + + 4t
{4} Total non - consumption
components . L.+ + - + + 0 + 0 3 +
{5) Government revenue mi-
nus transfer payments | -4 — 1] + o 4] + £
(6) Gross domestic private in-
vestment, balance of ex-
ports and imports, and
budget deficit (4} — (5) +- + 4+ + + 0 4 +
(7} Personal consumption - + + + + — -+ - +
{8) Gross national product
{4y + (7} e b + +- + -+ -+ + -+ + -+

Source: See source of data for real gross national
product in table 13,

e Data for fiscal years ending 30 June.

b Including public investment.

¢ For France and the United Kingdom, government

duced by increases in net government revenues®
and augmented by government transfer payments
to individuals. In analysing the demand for con-
sumption goods and services, it is necessary there-
fore to substitute budget deficits for government
expenditures on goods and services and thus to
consider the changes in the sum of private invest-
ment, the export-import balance and the budget
deficit. Net government revenuc minus transfer
payments 10se, in all countzies except Canada,*
where it fell owing to a substantial reduction in
income tax rates. The net result was such as to
leave the sum of private investment, the export-
import balance and the budget deficit unchanged
or higher in all instances. Thus these primary
changes in income tended to maintain or increase
consumer demand.

Other factors, however, also affected the level
of consumption. In the group of economies which
in 1948 still had comprehensive rationing and
price controls—the Unifed Kingdom, the Scandi-
navian countries, the Netherlands and Australia—
these factors differed from those affecting the

.35 Tax revenues plus net earnings of povernment cnter-
prises less subsidies.
26 See table 15.

expenditures abroad are excluded from government ex-
penditures on goods and services, and correspeonding ad-
justments have been made in the balance of exports and
imports.

Including pational health service.

economies of Belgivm, France, Italy and Canada,
which by 1948 no longer had any important
domestic controls.

In the first group of economies, the most
important additional factors affecting the level of
consumption were (a) the reduction in pent-up
demand which had been supported by liquid sav-
ings accumulated during the war and (b) the
improvement in supply conditions for scarce con-
sumption goods. The abnormal demand for con-
sumption goods in this group of countries was
stifl an important factor in 1948. During the war
years the demand for semi-durable and durable
commodities remained unsatisfied while liquid
savings accumulated.”” The pent-up demand was
satisfied only at a slow rate in the immediate
post-war years because of a continued shortage of
goods, but in 1949 the reduction in such pressure
became apparent,

While the weakening of pent-up demand in
1949 tended to reduce the level of consumption,
the improvement in the supply of essential com-
modities tended to raise it. This was especially

27 Qnly #n the Nethetlands was n substantial part of
these savings eliminated by monetary reform immediately
after the war.
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true in the case of food, where increased supplies
led either to derationing or to an increase in
rations and the elimination of scarcities at con-
trolled prices. Although the main effect of this
change was a 1elative shift in consumption from
non-essential to essential commodities previously
in scarce supply, it may also in many instances
have resulted in a tendency to increase total con-
sumption in relation to income.

The net effect of the primary changes in in-
come, reduction of pent-up demand and improve-
ment in the supply position was to increase
consumption in all countries*® except the Nether-
lands, where it fell significantly.*® In Norway and
in Auwvstralia, the rise in consumption was con-
siderable in refation to the change in income. In
these countries the over-all inflationary pressures
were still very high in 1948; consequently the
improvement in the supply position, which per-
mitted derationing and the elimination of shortages
at controlled prices, was the predominant factor.

With respect to the countries in the second
group of economies which no longer had controls

28 The increase in the United Kingdom was small,
partly because the benefits under national health insur-
ance are included, not in consumption, but in govern-
ment expenditure on goods and services, while private
expenditure on health, included in “personal consump-
tion”, tended to diminish.

in 1948, personal consumption increased some-
what in France, Italy and Canada.® In the last
two countries the rise in consumption was in lpe
with the primary change in incomes. The data
are inadequate for determining whether this
was also true in Italy. In none of these countries
does the reduction of pent-up demand appear to
have been an important factor in affecting the
level of consumption in 1949, since such demand
was probably largely eliminated prior to that year.
In France and Italy an important factor in the
elimination of pent-up demand was the fact that
liquid savings accumulated during the war were
depreciated by inflation in the immediate post-war
years, The increase in conmsumption in all three
countries was made possible by improved supply
conditions, especially in food.

Although consumption decreased in some coun-
tries, and the sum of the non-consumption com-
ponents fell in others, the gross national product
rose in all these countries (see table 15). Table 16
shows the indices of consumption in 1949 in
relation to 1948, together with the indices of the

@ In the Netherlands an additional factor which af-
fected consumption unfavourably was the redistribution
of income from wages to profits as a result of decontrol
in 1949,

20 Conclusive data on personal consumption are not
available for Belgium.

Table 16. Indices of Real Gross National Product and Real Personal Consumption
in Continental Western Europe, the United Kingdom, Canada and Australia, 1949

Gross national Puorgonal

Peraonal conawmptiont

Country producit consumpiiont  Apgrogale Per capita
(1948 == 100} (1938 = 100)
Australia 106 105 145¢ 129¢
Canada 102 103 1784 1504
Denmark 106 104 117 104
France 106 101 98 97
Haly . 101 102 .. ..
Netherlands 106 97 112 98
Norway 104 107 113 103
Sweden . ... .. 104 101 129¢ 1174
United Kingdom 105 102 1035¢ 99e

Source: See source of data for real gross
national product in table 13.

a Deflated by over-all indices of prices of
consumption geods and services; where such
indices were not available, the cost of lHving
index was used If each of the components of
the gross national product had been divided by
its respective price index, the result would have
been much the same, except for Australia,
where the increase in real gross national product
from 1948 to 1949 would have amounted to
about 3 per cent if exports and imports had

been deflated by their respective price indices.

b Estimates of the United Nations Economic
Commission for Europe, except for Australia,
Canada and Sweden.

¢ Cost of living index was used for deflation;
figures relate to fiscal years ending 30 June.

¢ Deflated by the over-all index of prices of
consumption goods and services.

¢ Excluding public expenditure on health ser-
vices, which are included in government ex-
penditure on goods and services rather than in
personal consumption,
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Table 17. Rationing in Continental Western Europe, the United Kingdom and Australia, 1948
and 1950

Rationing in the middls of 1048 Rationing at the beginning of 1950
Commodity
Nothegr« United Nethere Onited
Auntralis Denmark lands Norway Sweden Einpdow Australic Denmark lands Norway Sweden Eingdom
Bread X X X x X
Wheat products X X x X
Meat e x4 X X X X X X X
Fats and oils . b X X X X X X X X X
Cheese . X x X x x
Milk Xt X X
Eggs e X X X X
Supar . . . X X X X X X X b X
Confectionery X X X X X
Tea . e X X X X X x
Cofiee X X X X X X X b:4
Cocoa X X X
TFobacco X X
Seap X X X X b4 X
Fuels x X X X X b4 X X
Gasoline . xb * x X X
Textiles, clothing xn X X X % xc
Footwear X X X

Source; Australia: Commonwealth Bureau of Census
and Statistics, Official Year Book, 1946-1947 (Canberra,
Tune 1949) and Awstralian News Summary; Denmark;
Statistiske Departement, Sratistisk Aarbog, 1948 and 1949,
Danish Information Office, News from Demmark; Neth-
erlands: De Nederlandsche Bank, Report, 1948; The
Economist (London, 12 November 1949); Norway:
Norges Handels-og Sjéfarts-tidende (Oslo); Sweden:

real gross national product. It also shows the
indices of consumption in 1949, both on an
apgrepate and on a per capita basis, in relation to
1938. Consumption per capita was still slightly
below the pre-war level in France, the Nether-
Iands and the United Kingdom, above pre-war
in Norway and Penmark and considerably higher
in Sweden, Australia and Canpada.

Increases in the real gross national product and
in consumption were, in general, accompanied by
a subsiding of inflationary pressures. It is, again,
convenient to consider separately the group of
economies which still had comprehensive rationing
and price controls in the middle of 1948 (the
United Kingdom, the Scandinavian countries, the
Netherlands and Australia) and the second group
of economies, which no longer had such controls
in mid-1948 (Belgium, France, Italy and Canada).

In the first group of countries, inflationary
pressures subsided because of the reduction in
pent-up demand and the inmcreased supply of
essential consumption goods, with the result that

Kommerskollegium, Kommersiclla Meddelanden; United
Kingdom: British Information Service.

o Rationing abolished in June 1948.

b Rationing abolished in June 1949, reinstated in No-
vember 1949 and abolished again in February 1850,

¢ Rationing of textiles was less comprehensive than
previousiy.

a number of commodities could be derationed
without reductions in real wages. Table 17 indi-
cates the progress of derationing in these coun-
tries. By the beginning of 1950 rationing was still
an important factor only in the United Kingdom
and Norway, and, to a lesser extent, in Denmark,
Price controls were still maintained in many of
these countries, but they were much less rigid
than before, and shortapes of price-controlled
goods were disappearing. Thus, where price con-
trols were maintained, prices on the whole were
not significantly below the levels which would
equilibrate demand and supply.

Except in the Netherlands, derationing and the
elimination of scarcities at controlled prices were
not accompanied by any significant shift in the
relative distribution of income from wages to
profits. Since consumption and real private income
generally increased somewhat, the real value of
tota! labour income also rose in about the same
proportion. Employment increased only slightly,
and real wage rates in general were either main-



28

Part I. Major National Economic Changes

tained or increased to a slight extent. Broadly
speaking, the maintenance of real wages or
their increase despite decontrol was a reflection
of increased productivity and improved food
supply. In the Netherlands, where the distribution
of income was adversely affected by decontrol,
real wages fell somewhat,

Prices rose only to a small extent in this group
of countries, except in Australia, where both
prices and wages continued the upward trend
which prevailed in 1948 when controlled prices
were being increased (see table 18).

The countries of the second group, with the
exception of France, show approximate price
stabilization®* (see table 18), accompanied by
moderate advances in real bourly earnings in
industry (see table 19). In France, there was a
slowing down of price increases while real hourly
earnings in industry in 1949 averaged the same
as in 1948 and declined slightly from the first to
the second half of the year,

81 In Italy, inflation had already been arrested in the
second half of 1947 in the course of a recession which
lasted until about the middle of 1948.

Table 18. Indices of Cost of Living and Food Prices in Continental Western Europe,
the United Kingdom, Canada and Australia, 1948 and 1949

(1948 = 100)
1048 1949
Country and item First Second Full First Second
half half year half half

Australia:

Cost of hvmg 98 102 109 107 112

Food 96 104 i1l 109 112
Denmark:

Cost of iwmg 99 101 101 102 101

Foed . .. . . Ll 99 100 101 100 101
Netherlands:

Cost of living 99 101 106 106 106

Food . 98 102 109 110 109
Norway:

Cost of llvmg 101 99 100 100 101

Food ‘ 102 08 99 98 100
Sweden.:

Cost of livings 29 101 102 102 102

Food g5 104 iol 104 101
United Kingdom:

Cost of living 99 100 103 102 104

Food . 101 100 106 102 109
Belgium:

Cost of livingd 99 101 97 93 96

Food .. ... . .. ... . . 99 102 95 96 94
Canada:

Cost of hvmg 98 102 104 103 105

Food 96 104 104 103 105
France:

Consumer przcesc 95 104 116 113 118

Foode . 98 102 104 101 108
Italy:

Cost of hvmg 100 100 101 103 100

Food . 101 99 100 102 97

Source: United Nations, Monthly Bulletin of
Statistics, France: Commissariat pgénéral du
Plan de modernisation et d'éguipement; Swe-
?en(; Komumerskollegium, Kemmersiella Medde-
anden.

o Index weighted by total consumption in the
couniry.

b Retail prices, excluding rent.

¢ Derived from national income statistics.
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Table 19, Indices of Real Hourly Earnings" in Continental Western Europe, the
United Kingdom, Canada and Australia, 1948 and 1949
(1948 = 100}
1948 1949
Country Firat Socond Full Firot Bacond
half half yeay half half
Australiab 99 101 101 101 101
Denmarke .. 99 102 105 103 106
Netherlandsd 100 100 97 97 97
Norway® 98 103 105 104 106
Sweden ... . .. 100 100 102 102 102
United Kingdomf 99z 104t 101e .
Belgivm! 99 101 106 106 107
Canadaf 99 101 104 104 104
France’ L R 11 | 99 100 101 89
ftalyk | N 97 103 103 160 105

Source: United Nations, Monthly Bulletin of
Statistics; Belgium: Bulletin de Finstitat de re-
cherches économiques et sociales; France: Com-
missariat général du Plan de modernisation et
d'équipement; Institut national de 1a statistique
et des études économiques, Bulletin mensuel de
statistique; Ttaly: Istituto centiale di statistica,
Bollettino mensile di staristica.

o Hourly earanings deflated by cost of living
index shown in table 18

b Rates for adult males in manufacturing,
mining, construction, transportation, commerce
and services.

¢ Barpings in manufacturing, construction,
transportation, commerce and services.

CHANGES FROM FIRST HALF OF 1949 10 FIRST
HALF OF 1950

The developments in the group of economies
which still had rationing and price control in
1948—the United Kingdom, the Scandinavian
countries, the Netherlands and Australia—show
a considerable degree of similarity and, again,
will be analysed separately. The parallelism of
developments in this group is largely based omn
the following two factors: (@) all of these coun-
tries depreciated their currencies by 30 per cent
in relation to the dollar in the autumn of 1949;
and (b} these countries, as has aiready been
stated, gradually decontrolled im the course
of 1949,

In the first half of 1950 private investment and
government expenditure on goods and services
rose in real terms,® as compared with the first
half of 1949. These increases were only partially
offset by the deterioration of the balance of ex-
ports and imports of goods and services in most

5t As in the preceding section, all quantities in reai

values were obtained by defiating the money values by
indices of prices of consumption goods and services.

¢ Rates for male workers in manufacturing,
mining and construction.

e Earnings for male workers in manufactur-
ing, mining, building and construction.

f BEarnings in manufacturing.

& April.

& Qctober.

1 Rates in manufacturing and transportation
inctusive of family allowances,

J Hourly earninps of male and female work-
ers in manufacturing and mining published by
the Ministry of Labour.

k Rates for male workers in manufacturing,
mining and construction, inclusive of family
allowances.

countries.® The volume of personal consumption
also increased, except in the Netherlands, although
in some instances the rise was relatively small. In
the Netherlands, consumption remained at about
the same level. The gross national product thus
increased in all countries of this group.

To a considerable extent, the rise in private
investment was due to an increase in investment
in imventories as a result of anticipation of price
imcreases after devaluation. To a minor depree
such anticipation may also have contributed to
the maintenance or the increase of investment in
fixed capital. Investment in these economiies was
favourably affected by the fact that the post-war
demand, especially in housing, was not yet fully
satisfied, and that industrial production continued
to increase.

The balance of merchandise exports and im-
ports (deflated by over-all indices of consumer
prices) deteriorated in all countries, since the

88 Data on invisibles for the first half of 1950 are not
available for the Netherlonds and Australia, but it ap-
pears uniikely that the changes in invisibles would alter
the position of these countrics significantly.
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effects of the unfavourable change in the terms of
trade resulting from devalvation were not counter-
balanced by increases in the balance of export and
import quanta.* In the United Kingdom, despite
the deterioration of the balance of merchandise
trade, the balance of exports and imports of goods
and services improved somewhat as a result of a
rise in receipts from invisibles.

The sum of private investment plus the export-
import balance plus the budget deficit rose in all
instances in real terms during the first half of
1950, as compared with the corresponding period
of the previous year, In the Scandinavian coun-
tries the volune of personal consumption increased
in Hne with this primary increase in incomes, but
in the United Kingdom and Australia the rise was
relatively small, and in the Netherlands consump-

84 The direction of {rade and the methods used in
financing it are discussed in detail in part Il of this report.

8% The rise in import prices resulting from devaluation
is also likely to affect the distribution of income. Indeed,
if prices of finished goods are established by percentape
markups over prime costs, absolute profit margins rise in
rg:]'iatiop to wage costs when prices of imported raw mate-
rials rise.

tion remained almost stable. The situation in the
latter three countries was due to a shift in the dis-
tribution of income from wages and salaries to
profits and farmers’ incomes, which resulted from
decontrol and from the rise in export prices in
home currencies after devaluation.®

The relative change in the distribution of in-
come tended, of course, to reduce real wage rates
from the first half of 1949 to the first half of 1950.
Moreover, since devaluation increased the prices
of imported goods significantly, both because im-
ports from the dollar area became more expensive
in inverse proportion to the devaluation and
because export prices of soft currency countries
rose gomewhat,”" while money wages in most
instances increased relatively little, there was an
additional downward pressure on real wages.™

30 {n some instances there may also have been increases
in the domestic prices of commodities whose export
prices had been raised in terms of home currency as a
resuft of devaluation.

#7 The rise in import prices was not offset by subsidies
except in Sweden and the Netherlands; on the contrary,
in some instances subsidies were reduced.

Table 20. Indices of Prices and Wages in Continental Western Europe, the United
Kingdom, Canada and Australia, 1950 (Firsc half)

{First half 1949 = 100}

Export Import Coat of Real hourly
Country prices prices living carningo

Australia 130 . 109 9gn
Denmark 103 110 102 ..

Netherlands 102 108 108 o7e
Norway 95 111 103 .

Sweden . . . 98 108 100e 1044
United Kingdom 105 112 103 1002
Belgium 84 94 a7t 1058
Canada 100 105 102 102e
France 105 i11 110n 95

Ttaly 92 92 95 1134

Source: United Nations, Monthly Bulletin of
Statisties and International Monetary Fund,
International Financial Statistics,

Belgium: Bulletin de I'lnstitit de recherches
deonomiques et sociales; France: Commissarint
général du Plan de modernisation et d'équipe-
ment; Institut national de la statistique et des
études économigues; Italy: Istituto centrale di
statistica: Bollettine mensile di statistica;, Swe-
den: Kunpl Socialstyrelsen, Sociala Medde-
tanden.

o Rates for adult males in manufacturing,
mining, construction, transportation, commerce
and services.

b Rates for male workers in manufacturing,
mining and construction.

¢ Cost of living index weighted by total con-
sumption.

d Barnings in manufacturicg and mining.

¢ Barnings in manufacturing.

f Retail prices excluding rent.

g Farnings in manufacturing and transporta-
tion inclusive of family allowances,

u Consumer price index derived from national
income statistics and adjusted by index of fam-
ily consumption prices.

| Barnings for male workers in manufactur-
ing, mining and construction; including family
allowances.

!
]
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Advances in productivity and improvements in
food supplies were, however, important counter-
acting factors.

On the whole, real wages either remained un-
changed or fell moderately in the first half of
1950 compared with the first half of 1949. There
were generally only rather small changes in the
cost of living and in money wages. In the Nether-
lands and in Australia, however, both the cost of
living and wages increased significantly, with the
latter lagging somewhat behind (see table 20).

Since the second group of countries, ie.,
Canada, Italy, Belgium and France, had practi-
cally po controls in 1948, they did not experience
any of the repercussions that follow decontrol;
their devaluation in relation to the dollar was
smaller than for the first groups,® and their
currencies appreciated in relation to the currencies
of the first group. The economic changes which
they experienced from the first half of 1949 to
the first half of 1950 were so diverse as to require
separate description.

In Canada, private investment increased slight-
ly, and there was also some rise in government
expenditure on goods and services. The balance
of exports and imports showed a minor decrease.
There was, moreover, some fall in the amount of
revenue retained by the Government after deduc-
tion of subsidies and transfer payments. Thus the
sum of private investment, the export-import bal-
ance and the budget deficit increased. Personal
consumption rose in Hne with the additional de-
mand thus generated, and gross national product
and industrial production therefore also showed
advances. The rise in productivity and the im-
provement in the supply of food resulted in a
small increase in real wages.

In Italy, there was a rise in private and public
investment, especially in residential building. The
balance of exports and imports improved to some
extent as a result of an increase in merchandise

15 The devaluation in relation to the doliar amounted
to 8 per cent in Italy, 10 per cent in Canada, 12 per cent
in Belgium and 22 per cent in France.

i As a result of a considerable deterioration in the
terms of trade, the incomes generated by the sum of the
non-consurmnption components in fact fell considerably
because the balance of the values of exports and imports
showed a much greater reduction than the balance of
the guanta. However, since the change in the terms of

exports and of receipts from pilgrims. The in-
creased consumer demand thus generated could
be met because of a considerable improvement in
agricultural supplies, especially of food. The gross
national product increased significantly in the
first half of 1950 when compared with the first
half of 1949. The improvement in the food supply
position, the reduction of import prices resulting
from appreciation of the Italian currency in rela-
tion to other soft currencies and the considerable
rise in industrial productivity contributed to a
substantial increase in real wages.

In Belgium, private investment increased be-
cause of a rise in residential building, which was
stimulated by government subsidies, and appar-
ently also because of a shift from liquidation of
inventories in the first half of 1949 to stable or
even increasing inventories in the first half of
1950. Government expenditure on goods and
services also increased somewhat. The balance of
exports and imports deteriorated, primarily be-
cause of the considerable adverse change in terms
of trade; but even with the eclimination of this
adverse change, the balance of the quantum of
exports and of imports still showed a drop, owing
to a greater rise in the volume of imports than in
the volume of exports. The sum of private invest-
ment, government expenditure on goods and
services and the balance of the quantum of
exports and of imports was most likely maintained
and may even have increased. The same appears
to be true of the volume of consumption® and
thus of the gross national product.s®

The improvement in food supplies and the
increase in productivity were reflected in a de-
cline in the cost of living and in an increase in
real wages. It should be noted in this connexion
that import prices did not rise, but even fell
slightly, because the depreciation of the Belgian
franc in relation to the dollar was more than
offset by its appreciation in relation to the soft
currencies.

trade :esulted to a great extent from a considerable cut
in steel cxport prices, the resulting fall in incomes in-
volved mainly a reduction in prefils, and it therefore
probably had Iittle effect on consumption.

49 Owing to the fact that the separate deflation of im-
ports and exports in this case yields significantly different
results from those obtained by deflating all components
of the gross national product by an index of consumer
prices, it is the former variant which is employed hese
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In France, it appears that private investment in
fixed capital in the first half of 1950 was smaller
than in the corresponding period of 19494 On
the other hand, there were offsetting or perhaps
even more than offsetting increases in the balance
of exports and imports and in government ex-

41 Tt is difficult to determine to what extent this may
have been due to the strikes in the steel industry and to
what extent to a decline in demand for investment,

penditure on goods and services. Consumption
apparently diminished slightly, and the gross
national product seems to have remained at
approximately the same level. There was a rather
substantial increase in consumer prices owing in
part to the rise in import prices. Its effect was
only partly counterbalanced by am increase in
money wages so that real wages fell significantly
as compared with the first half of 1949.




Chapter 2

CENTRALLY PLANNED ECONOMIES OF EASTERN EUROPE

Changes in Production, Consumption and Real Earnings

In the planned economies of eastern Europe,
industrial production continued fo increase in
1949 and in the first half of 1950. The rates of
increase are shown in table 21. These are gen-
erally lower than the rates of increase from 1947
to 1948, chiefly because the part played by the
rehabilitation of damaged plant and equipment in
the increase in industrial production was much
smaller in 1949 and 1950 than in 1948, and the
same rate of increase in output required much
greater investment in new plant and equipment
than before,

Table 21. Indices of Industrial Production in
Eastern European Countries, 1949 and
1950 {First half)

1050 Fivst half

Country 1048 {Firgt half
(3548 = 100} 1049 = 100)
Bulgaria . 130 123
Czechoslovakia 116 114
Hungary 142 141
Potand 123 125
Romania 140 135m
USSR 120 122
Yugostavia 112 .

s

Source: Reports on the execution of national cconomic
plans and other official publications.

a Second quarter of 1950 compared with second quar-
ter of 1949

The notable differences among the rates of
increase in various eastern European countries
are accounted for by differences in the starting
levels and in the degree of recovery previously
achieved by the individual countries. While in
Czechoslovakia, which suffered much less from
war damage than most other countries, the
rehabilitation of existing plant and equipment
was achieved at an earlier date, in Poland recon-
struction played an important role even in 1949,
and in the Union of Soviet Socialist Republics the
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territory occupied by the Germans during the war
was rehabilitated only in the second half of 1949,
In all countries in this group the rate of increase
was generally higher in the output of heavy
industry than of light industry—reflecting the
stress on heavy industry in government plans.

The increase in industrial production was
associated with a substantial rise in both employ-
ment and productivity. The rise in industrial
employment, indicated in table 22, involved a
continued flow of the farm population to industry
as well as an increase in the proportion of women
employed in industry. The relatively high level of
unemployment which existed in Hungary until
1949 as a result of inadequate productive facilities
was reported as practically eliminated in 1949.

The increase in industrial production in 1949
was accompanied by an increase in agricultural
output, except in Yugoslavia® The output of

1 The decline in apricultural output in Yugoslavia in
1949 was minor, but in 1950 there was a drastic reduc-
tion in the harvest as a result of drought.

Table 22. Indices of Industrial Employment
in Eastern European Countries, 1949 and
1950 {Second quarter)

1950 Second quarior

Country 1940 {Second quarter
(1048 == 100) 1548 == 16D)
Bulgaria | . 114
Czechostovakia 105 ..
Hungary 1200 115
Poland 116 ..
Romagnia 123b 118
USSR . 105% 108

Source: Reports on the execution of national economic
plans and other official publications; second quarter of
1950: United Nations, Economic Bulletin for Europe,
vol. 2, No. 2.

& First half of 1949 in relation to first half of 1948,
» Total wage and salary earners.
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grains increased 9 per cent in the Union of Soviet
Socialist Republics, 5 per cent in Poland and
16 per cent in Czechoslovakia, There was also a
considerable increase in the output of livestock
products and of crops for industrial use. The rise
in agricultural output in 1949 was accounted for
by favourable weather conditions and by the
increase in acreage, the supply of fertilizers and
the availability of tractors and other farm ma-
chinery.

The increase in industrial and agricultural out-
put resulted in a substantial rise in the supply of
consumer goods. In Poland and the Union of
Soviet Socialist Republics, for which over-all data
are available on the volume of sales of food and
of industrial consumption goods, the increase was
of the order of 20 per cent between 1948 and
1949.* The improvement in the supply of con-
sumer goods was the primary factor in the
increases in real wages in all countries under
review and in the gradual derationing in Czecho-
slovakia and Hungary,

A contributing factor in these developments
was the introduction of measures to restrict
private demand. In all the countries (except the
USSR) a significant share of income was derived
from private enterprises, and the pressure of de-
mand upon supply was reduced in 1949 through
a reduction of such income by a variety of
measures. These included control of private profit
margins, higher rates and stricter measures of
taxation and the continuing replacement of
private industry and trade by co-operatives and
government shops.

To the extent to which rationing still existed
in 1949 in some couniries {Czechoslovakia,
Hungary and Yugoslavia), other measures, such
as the use of additional supplies to introduce or
extend free sales of consumer goods in govern-
ment stores, also contributed to a decrease in the
pressure of demand. The dual system of prices in
government trade served to divert to government

2In the Union of Soviet Socialist Republics, this esti-
mate relates to the volume of sales in government stores
and co-operatives, but is roughly representative of the
increase in total sales because it is unlikely that any
significant change occurred in the ratio of sales by gov-
ernment and co-operative stores to sales in collective
farm markets.

3 The collective farms are reguired to deliver assigned
quotss of farm products to the Government, but are per-

stores, from black markets and free farm markets,
a part of the income of higher paid workers,
salaried employees, professionals, farmers and
traders, thereby reducing private profits and the
effect of such profits on over-all demand.

In the Union of Soviet Socialist Republics, the
prices of consumer goods in government stores
were considerably reduced in the first quarter of
1949; this price reduction was followed by a
decline in prices in co-operative stores and collec-
tive farm markets.® Together with some rise in
money wages, these price reductions resulted in a
12 per cent increase in real wages, compared with
1948. In the fust quarter of 1950 the retail prices
of consumer goods in government stores were
again reduced—by 21 per cent on the average.

Poland was the only country in eastern Europe
in which retail prices increased in 1949; the cost
of living index rose 4 per cent from 1948 to 1949,
The increase for labour employed in the govern-
ment sector was much higher than is indicated
by the cost of living index based on prices
of non-rationed goods, because of the abolition
of rations which had previously been distributed
at prices very much below non-ration levels. The
effect of derationing on real wages was, however,
compensated by corresponding wage increases.
In addition, a readjustment of the wages of lower
paid employees took place in the beginning of
1949 and resulted in a substantial increase in
money wage rates.’

A considerable rise in investment was the
major factor in the increase in the pressure of
demand upon available supplies of consumption
goods. This pressure was chiefly concentrated on
meat, the demand for which had increased in
relation to other consumer goods, as compared
with pre-war levels, because of a more equal
distribution of income. Priority purchases of meat
were introduced in 1949, and prices of meat were
increased in the beginning of 1950.t The effect of

mitted to sell the remainder of the output to trade co-
operatives and in local markets at free market prices.
Gaods produced on individual holdings of members of
collective farms are also sold in locai markets.

* Textile prices were also raised, but this increase was
designed to restrain the consumption of goods involv-
ing the use of foreign raw materials in order to conserve
scarce foreign exchange.

P
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this increase on the cost of living was offset by an
increase in wages and salaries.

Inflationary pressures continued into 1950, and
in October 1950 the Government undertook a
monetary reform which involved the cancellation
of two-thirds of the purchasing power of the notes
in circulation. The reform was brought about by
the exchange of old zloty notes for new zlotys at
the rate of 100 to 1, while prices, wages, taxes
and other legal transactions were revalued at the
rate of 100 to 3. Savings bank deposits and, up to
a certain limit, other bank deposits were also
revalued at 100 to 3.

In Crzechoslovakia, the introduction of free
sales in government stores at prices considerably
above ration prices was followed during the
second half of 1949 by repeated reductions in
such prices. After the 1949/50 harvest, bread,
flour, pastry and potatoes were released from
rationing. The price of bread remained unchanged

while prices of flour and potatoes were increased,
but the increases were compensated by a rise in
family allowances. The rise in real wages was
essentiaily due to the sharp cuts in prices of non-
rationed consumer goods during the second part
of 1949 and in 1950.

In Hupgary, the free sales of consumer goods
were extended, and the scope of rationing was
gradually reduced during 1949. At the end of the
year, rationing of bread was abolished, and only
flour remained rationed.

In Yugoslavia, strict rationing was retained in
1948 and 1949 at relatively constant prices, but
the prices on the free markets fell, and free sales
in government stores were extended. However, in
1950 the situation deteriorated under the impact
of a sharp decline in the harvest; consequently,
free sales were reduced and rations curtailed,

5 At the end of 1950 partial rationing of meat, fats,
sugar and potatoes was introduced in Hunpary.

The Economic Plans

During the period under review most of the
gastern European countries completed their first
post-war plans for reconstruction and embarked
upon new long-term plans of economic develop-
ment. Bulgaria, Cgzechoslovakia, Hungary and
Poland started new five-year or six-year plans; in
1950 the Union of Soviet Socialist Republics
entered the last year of its post-war plan; and the
five-year plan of Yugoslavia was scheduled for
completion in 1951, Romania, which in 1949 and
1950 operated on the basis of one-year plans,
prepared a five-year plan to begin in 1951.

Except in the case of Czechoslovakia and
Yugoslavia, the post-war plans were reported
fulfilied, often ahead of schedule, and the original
aims were exceeded. In Czechoslovakia the sharp
fall in agricultural output in 1947 prevented the
attainment of the targets for consumption, but the
over-all industrial aims were achieved. In Yugo-
slavia the disruption of economic relations with
other eastern Eurcopean countries resulted in a
scaling-down of the original plans.

The attainment of the planned targets resulted
in considerable increases in industrial production
as compared with the pre-war level (see table 23).

In considering these figures, account should be
taken of the fact that both Bulgaria and Yugo-
slavia had very lLttle industry before the war;
their high rates of increase therefore involve
relatively small increments, measured in absolute
terms. In the case of Poland, it should be noted
that, before the war, the present territory of Poland
had a much greater industrial potential than did
the pre-war territory of Poland. This factor, which
would tend to exaggerate the rate of growth based
on pre-war Poland’s production level was, how-

Table 23. Indices of Industrial Production in
Eastern European Countries, 1949 Compared
with Pre-war

(Base year == }00)

Country Raae year Index
Bulgaria . 1938 227
{zechoslovakia 1937 127
Hungary 1938 153
Poland 1938 177
USSR 1940 141
Yugoslavia 1935 288

Source: Figures from reports on fulfilment of plans in
various countries; based on chanpes In gross value of
output in constant prices or on changes in current value
deflated by price indices.
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ever, partly offset by war devastation of plant and
equipment in the newly acquired territories. The
rise in the index of the Union of Soviet Socialist
Republics is also partly affected by the change in
its territory but because of its volume of produc-
tion, this factor is of minor importance,

The post-war increase in agricultural produc-
tion was generally merely sufficient to eliminate
the effects of war devastation. Farm output in
1949 was, in general, roughly at the pre-war
level; in Czechoslovakia and Poland it was below
pre-war levels on an aggregate basis but above
pre-war on a per capita basis, owing to the sharp
reduction in population.

The scope of central economic planning and of
centralized economic direction has been expanded
considerably since 1948 in the eastern European
countries (aside from the USSR). This expan-
sion has been associated with far-reaching struc-
tural changes. By the end of 1949 virtually all
industrial production, foreign trade, wholesale
trade and banking, and a considerable proportion
of retail trade, had been nationalized.

The private sector of the economy which re-
mained outside the range of direct planning
included a relatively high but declining part of
retail trade, handicrafts and agricuiture. The
agricultural co-operatives and government farms,

which in the Union of Soviet Socialist Republics
are the dominant form of agricultural production,
represented only a very small proportion of output
in the other eastern Eurbpean countries, with the
exception of Yugoslavia and Bulgaria where their
shate was of some importance. In the non-
governmental sectors, planning consisted chiefly
in setting up tentative targets, and the implementa-
tion of plans depended largely on indirect induce-
ments. This was especially true of agricuiture,
where output was fostered and directed by price
policies, including subsidies, and, in countries
which had a system of compulsory deliveries at
fixed prices, by free market sales of surpluses left
after the fulfilment of quotas, The assurance that
all agricultural surpluses would be purchased by
government or co-operative agencies was an im-
portant factor in inducing farmers to expand their
output.

The relative share of private non-planned in-
vestment in the total was sharply curtailed during
this period, and the major part of total investment
was financed by the budget revenue derived from
the profits of the nationalized enterprises and
from taxation.

Table 24 shows the targets of the new plans
introduced in four of the eastern European coun-
tries during 1949 and 1950.

Table 24, Targets of Economic Plans Introduced in Four Eastern European Coun-
tries in 1949 and 1950
{In percentages)
Poland
Item Aulparic =achaalovalkia Hungary 1850 to
1940 fo 1963 I0L0 to 1052 1950 lo 1854 1958
Total percentage increase from last pre-plan vear
ro end of plan:
National income ... 85 48 63 112
Industrial production . 119 37 86 158
Agricultural production 57 37 42 50
Industrial employment 38 18 - 602
Industrial productivity . . 62 32 50 66
Per capita consumption . b 35 a5 50-60
Yearly rate of increase:
National income .. . 13.1 8.2 103 13.4
Industrial production . 17.0 94 13.2 17.1
Agricultural production 9.4 6.5 7.3 7.0
Industrial productivity 10.1 58 8.4 3.8

Source: MNational economic plans.
& Non-agricultural employment.

b Planned increase in per capita consumption: bread grains 18 per cent, meat 27 per cent, and fats

67 per cent; shees 36 per cent.



Chapter 2. Centrally Planned Economies of Eastern Europe 37

The average yearly rate of increase in indus-
trial production under the new plans will be
lower than during the last year of the previous
plans for reconstruction. In Poland the rate of
increase, which was 23 per cent in 1949, is
designed to average 17 per cent per year during
the six-year plan for 1950 to 1955. The increase
in Czechoslovakia, which in 1948 was 18 per
cent, is scheduled to average 9.4 per cent per
year during the five-year plan for 1949 to 1933.
In industry, considerable stress is laid on invest-
ment goods industries, in particular, heavy metal-
lurgy and engineering. In all plans the targets for
industry substantially exceed the percentage in-
creases in agriculture, and the relative share of
agriculture in the national income is expected to
be reduced considerably at the end of the plan
periods. In agricultural output the emphasis is on
animal production and on crops grown for in-
dustry, which are to be expanded at a much
higher rate than grain output. All plans provide
for large increases in per capita consumption.

The fulfilment of the plans for investment and
consumption assumes a considerable increase in
productivity and industrial employment. Since the
completion of the post-war plans resulted not only
in the elimination of industrial unemployment but
in labour shortages, especially of skilled workers,
the implementation of the mew plans involves
increased employment of women and further shifts
of the agricultural population to industry. Such
shifts are planned not only in countries with a
high proportion of agricultural population but
even in Czechoslovakia which is predominantly
industrial.

The increase in agricultural output, despite a
relative, or even absolute, decline in farm labous,
assumes a considerable rise In productivity in
agriculture. To achieve this, it is planned to
increase the application of fertilizers and the use
of tractors and farm machinery. The mechaniza-
tion of agriculture is closely associated in the
plans with a considerable extension of the co-
operative sector.



Chapter 3

SELECTED COUNTRIES IN LATIN AMERICA AND THE
FAR EAST

The group of countries whose domestic eco-
nomic changes in the past two years are analysed
in this section of the report includes Argentina,
Bolivia, Brazil, Chile, Colombia, Cuba, Mexico,
Peru, Uraguay and Venezuela in Latin America,
and India, Pakistan and the Philippines in the
Far East. While comprehensive national income
statistics are not available for any of these coun-
tries, an attempt is made to give some general
indication of the changes in their national econ-
omies in the period under review. The structure

of the economies of the individual countries differs
greatly, though they are predominantly agricul-
tural in character, are exporters of primary agri-
cultural or mineral products and, with some
exceptions, are economically under-developed.
The over-all economic changes which took place
in these countries between 1948 and 1950 do not
reveal a uniform pattern except for the fact that
their levels of output tended to rise very slowly, if
at all; in some of them, it appears, output has
actually declined.

Agricultural and Industrial Production

Production of food grains in 1948/49* was
larger than in 1947/48 in most of the countries
discussed in this chapter. In spite of decreases in
many countries in the output of cash crops,® such
as vegetable fibres and sugar (in Cuba), total
agricultural production in 1948/49 in most of the
countries advanced about 5 to 10 per cent. The
principal exceptions to this trend occurred in
Argentina, where total agricultural output, espe-
cially the production of grain crops, declined
sharply, and in Chile, Peru and India, where there
was a smaller drop in production.

The changes in agricultural production in
1949/50 were more heterogenecus. Total agricul-
tural output continued to increase in Brazil, Mexi-
co, Uruguay and the Philippines, and to decrease
in Argentina and Chile. India’s total agricultural
output rose, in contrast to the previous year's
decline, while that of Pakistan fell, in contrast to

! The agricultural year relates to the period from
1 July to 30 Fune; most of the crops in these countries
are harvested at about the turn of the calendar yeat.
Consequently, production in 1948/49 becomes avail-
able mostly in the calendar year 1949.

* A notable exception, however, was the rise in the
output of coffee in Brazil.
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the preceding year’s rise. Details of the output of
grains and other agricultural products in 1948/49
and 1949/50 are shown in table 25.

Manufacturing output in the first half of 1950
was higher than in the year 1948 in Chile, Co-
lombia, Mexico, Venezuela and the Philippines;
it was significantly lower, however, in Argentina,
Bolivia, Brazil and India. The decline in produc-
tion in Argentina and Bolivia was associated with
severe restrictions in the import of raw materials
as a result of an acute shortage of foreign ex-
change,

Output in the extractive industries in 1949 was
lower than in 1948 in the principal mining and oil
producing countries (Bolivia, Chile and Vene-
zuela), While during the first half of 1950 the
production of copper and tin (in Chile and
Bolivia) continued to decline, the output of other
non-ferrous metals and the production of oil (in
Venezuela) were considerably higher than in the
corresponding period of 1949.

A statistical summary of the available data on
industrial production is given in table 26. These
data are rather fragmentary, but the direction of
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Table 25. Indices of Production of Certain Agricultural Commedities in Selected Countries
of Latin America and the Far East, 1948/49 and 1945/50

(1947/48 or 1948 = 100)

Country and 1048/49 1046/50 Country and 1548748 1948/50
commedity or 1849 or 1060 ecommodity or 1945 or 1950
Argentina; Peru;
Food grains . . 74 52 Food grains o 94 54
Meat . . 104 101 Sugar 99 98
Wool . o3 o8e Cotion 96 97
Sunflower seed . 117 69
L.inseed . 48 75
Urngnay:
Bolivia: I;/Iood grains igg o4
Food grains 105 eat . . ..
B ;} & Wool . a6 108
raziL?
Food grains 103 108 Venesuela:
Sugarb 107 104 anelugia. )
Coffee 10 109 Food prains 129 ..
Cotton 92 116 Coffee 148 165
Cacao 82 108
Chile: .
Il:"(fod grains 102 79 India:
Food grains 99 105
Colombia: (S:‘Ugaf"d . gg Igg
" round-nuts
Food grains 12 17 Cotton 85 96
Sugarb 131 158 Jute 152 188
Cuba: .
Pakistan:
Food grains 10 82 .
S o $B i R
Tobacco 72 125 Yute 84 49
Mexico:
g}md grains }(1)2 1;2 Philippines:
eat 2 .
Coflee 96 107 Food‘ grains 106 116
Sugar (raw) 146 177
Cotton 118 204 ‘Abaca 74 66
Henequen, 105 90 ‘

Source; Food and Agriculture Orpanization of the
United MNations, Food and Agricidtural Sraristics, Intest
available figures, except as follows: Argentina: Minis-
terio de Asuntos Técnicos, Sintesis Estadistica Mensial
de la Repiiblica Argenting, Qctober 1950; Brazil,
1948/49: Anuario Estatistico do Brasil, 1949; Uruguay:
Ministerio de Ganaderia v Agricultura, Recopilacion de
la Estadistica Agropecuaria del Urngnay {(Montevideo,
1930); India: Government of Indin, Momhly Abstract

the changes in manufacturing and in mining in
additional countries of this group can be seen
in table 27.

Since agricultural and industrial output repre-
sents the major part of the gross national product
of the countries under consideration, it is possible,
after assigning appropriate weights to the indi-
vidual sectors, to make rough estimates of the
changes in the gross national product between
1948 and 1950 (sece table 27). In order not to
assign greater precision to these estimates than

of Statistics, and, for some crops in 1948/50, also Min-
istry of Agriculture, Agricultural Situation in India.

Note: Figures for food grains include only wheat,
maize and rice, except in the case of India, where ali
grains are included.

# Based on eight months, seasonally adjusted.
b Sugar-cane. . .
¢ Supgar-cane in raw sugar cquivalents, inclading grr.

the underlying data warrant, table 27 indicates
only whether the gross national product and its
several components moved upward or downward.

The declines in gross national product which
occurred in a number of countries were in general
accompanied by a rise in industrial unemploy-
ment. In Argenting, however, where the decline
in gross national product was due primarily to
decreased output in agriculture, and where the
small drop in industrial output was associated
with a decline in average working hours, no
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significant unemployment appeared. In India, un- product declined because of the shortage of raw
employment was particularly severe in the jute material resulting from the trade controversy with
industry, where the output of the manufactured Pakistan.

Table 26. Indices of Industrial Production in Selected Countries of Latin America and the Far
East, 1949 and 1950 (First half)

{1948 = 100}
Employment in industry
Countrit and poried Generel Extractive Manufacturing :
induatricn sntduotrics Number employed Man-houra
Argentina:
1949  Full year . .. o o 97 97 596 99 98
19490 First half . . o 94 101 93.5 99.5 94
1950t  First half .. e e 95 96 94 97 93
Bolivia:
1949  Full vear o 91.5v 85¢
194%  First half ‘ . 88t .
1950  First half ‘ o 83
Brazil:
1949  Full year . S 103 102
1949  First half T 108 103
1950  Fiist half S 92 98
Chile:
1949  Full year e 1044 87 104 103 102
194%  First half . . 1024 93 101 100
1950  First half o .. 1034 79 102 97
Colombia:
1949  Full year . e 125¢
1949  First half . o ‘ 124e
1950  First half . 133e
Mexico:
1949  Full year . 107.5¢ 101 109.5 102
1949 First half ‘ 105t 86 107
1950  First half 113¢ 111 115.5
Venczuela:
1949  Full year . 97.5¢
1949 First half 91.58
1950  First half 104e
India:
1949  Ful year . . 97
1949  First half 99
1950  First half 96
Philippines:
1949  Full year i36 106
1949  First half . .
1950  First half
Source: United Nations, Monthly Bulletin of Statistics, Revista de Estadistica (Mexico, D.F.); Philippines: Re-
except as follows: Argentina: Direccidn General del port of the Economic Survey Mission to the Philippines,
Servicio Estadistico Nacional, Sinresis Estadistica Men- October 1950.
sual de la Repiiblica Argentina (Buenos Alres, October o First five months.
1950); Brazil: Centro de Anélise da Conjuntura Econd- b Exports of tin,
mica do Niclee de Economia da Fuadacaso Getilio ¢ Production of textiles.
Vargas, Conjuntura Econdmica (Rio de Janeiro); Chile: d Excluding mininpg and including building and elec-
Direccidn General de Estadistica, Estadistica Chilena tricity.
(Santiago); Mexico, employment figures: Secretaria de ¢ Production of crude oil

la Economia Nacional, Direceidn General de Estadistica, f Including mining.

P JT
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Table 27. Direction of Changes in Real Gross National Product in Selected Coun-
tries of Latin America and the Far East, 1948 to 1950 (First half)

(Sign indicates direction of change)

Change from 1948 to 1949

Chanpe from 1949, firgt half,
to 1880, firet half

Country
Manufac-
turing

Mining

Manufae~
turing

Agris

Total culturg Mining Total

Argentina
Bolivia
Brazil

Chile ... . ..
Colombia
Cuba
Mexico .
Pera . ..
Uruguay
Venezuela

India
Pakistan
Philippines .

[
+

..i_
+ o+

I

++ 4+

[

+

l

[ ]+
|
+: +]eo.

|+ i+
+ o+

| + + 4olle

Fl4 Feot
+

+

_i_
+
_§_

Source: United WNations Department of Economic Affairs.

Gross National Product and Inflationary Pressures’

CHANGES FROM -1948 To 1949

Compared with 1948, the balance of exports
and imports of merchandise deteriorated in most
countries, but improved slightly in the case of
Mexico and Uruguay, and significantly in Co-
lombia. Both the physical volume and the prices
of exports were reduced in more than half of the
countries for which data are available. This
decline was generally due to a reduction in foreign
demand, but in Argentina and Cuba it resulted
largely from the fall in the output of cereals and
sugar, respectively. Imports, with a few excep-
tions, were maintained at about the same level or
were increased.

3In the computations which follow, all data relating
to the gross national product are compared in real
terms, by the use of the cost of living index for the
deflation of money values.

41In the case of the Philippines, an important itern
in the balance of payments consists of United States
disbursements in the islands, in the form of transfers
and expenditures on goods and services. The changes
in this item from 1948 to 1949 are accounted for in
the computation of the first item (adjusted balance eof
exports and imporis} in table 29.

The changes in the export-import balances of
merchandise furnish an approximation of the
changes in the export-import balances of all goods
and services.* In analysing the role of these
changes in the gross national product it is neces-
sary, however, to adjust the balances for the
differential rates of exchange that exist im a
number of countries and are in fact a form of
duty or bounty.® In addition, the import figures
have been adjusted by eliminating the imports of
capital goods, in view of the fact that figures on
total gross private investment were generally not
available. Since it was not possible to estimate the
changes in total investment but only in that part
of investment which was produced at home, the

5 The foreign trade figures in national currency are
recalculated in such ecases at fixed rates of exchange,
in order to avoid double counting of the profits of the
national exchange institutes, which are usually included
in the budgets of the respective countries as revenue
items. A higher rate of exchange applied to some im-
ports is equivalent fo an import tax, while a Jower rate
is equivalent to a subsidy; the reverse is true of differ-
ential rates applied to exports.
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imports of capital goods had to be deducted from
total imports of goods and services in estimating
the changes in the export-import balance. The
unadjusted foreign trade figures for the countries
under review are given in table 28. The directions
of changes in the adjusted data on foreign trade
are shown in line 1 of table 29.7

The directions of the changes in gross home-
produced private investment, as estimated on the
basis of available data for the consumption of
steel and cement, indices of private construction
and, whenever possible, also changes in inven-
tories,® are given in line 2 of table 29, This item
rose in half the countries shown in the table.

¢ Since gross private investment equals home-pro-
duced private investment plus imports of capital goods,
the sum of gross private investment and the export-
import balance of all poods and services is equal to
the sum of home-produced private investment and the
export-import balance after the deduction of imports
of capital goods from total imports.

¥ For India, the data have also been adjusted to take
into account the landborne trade with Pakistan

Table 29.

Between 1948 and 1949, public expenditures
on goods and services increased in practically all
countries under review (see line 3 in table 29).
This increase was due in large part to the rise in
public investment in development and other
projects (e.g., in Brazil, India and the Philippines).
In India, however, capital expenditures were
sharply curtailed in the fourth quarter of 1949.
In some countrics there was also substantial
government purchasing of export commodities to
offset adverse conditions in the export markets.
In Chile and Bolivia, the governments financed
purchases of the tin and copper output of the
so-called “small” mines.

5 Consumption of cement provides an indication of
total construction activities, public as well as private,
but in conjunction with the indices of private constrie-
tion and public investment expenditures it may give a
qualitative indication of private investment alone. The
changes in inventories relate primarily to the accumu-
lation and release of stocks of export poods, which
account for a substantial part of private investment in
the countries under consideration.

Analysis of Changes in Gross National Preduct, in Real Terms, in

Selected Countries of Latin America and the Far East," from 1948 to 1949

(Sign indicates direction of change}

Argon-

Item tina Bolivia  Brazil  Chile

Colom- Philin-
bia Cube  Mexzico Urupnay Indie pines

(1) Adjusted balance
of exports and
imports — e e

{2y Gross private
home-produced
investment —7 e e

(3) Government ex-
penditure on
goods and ser-
vices h; L +

{4} Total non-con-
sumption compo-
nents — — -4

{5} Adjusted balance
of exports and
imports, gross pri-
vate  home-pro-
duced investment,
and budget defi-

cit e -+ -+
{6) Personal  con-

sumption - — 4+
(7} Gross  national

product ()4 (6) — - o

+ -+ 0 - =
+ - 4+ o+ =+
o+ 4+ 0 4+ &
+ =+ + e 0
+ = 4+ 0 - 0
47 0 + —

T T

Sonrce: United Nations Department of Economic Affairs.

Note: Question mark indicates considerable margin of uncertainty as to direction of change.

n Pakistan, Peru and Venezuela have been omitted owing to the absence of relevant information
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Line 4 of table 29 summarizes the balance of
changes in the non-consumption components of
the real gross national product. In many countries
the declines arising from the foreign trade sector
were offset—though not always completely—by
increased government expenditures, so that the
effect of changes in foreign markets upon the
domestic situation were counteracted by govern-
ment activity,

In relating these expenditures to private income
and thence to consumption, changes in the budget
deficits rather than in government expenditures
should be considered. There was an increase in
budget deficits-—or a reduction in budget surpluses
—in most of the countries under review,® both
because of increased government expenditures
and because of loss of revenue owing to the drop
in exports (in Argentina,’® Bolivia and Chile).

Line 5 in table 29 gives the sum of changes in
the balance of exports and imports, private invest-
ment and budget deficit. In most Latin American
countries there appears to have been an increase
in the sum of these items; in Chile and Uruguay
the position was roughly unchanged, however,
and in Cuba there was a decline. In India, con-
sumption demand arising from this source fell,
while in the Philippines it was about the same.

The changes in real private consumption are
given in line 6 of table 29, These estimates were
based on data relating to changes in the supply
of food grains from both domestic production
and imporis (see table 30) and to changes in the
supply of other foodstuffs and of major industrial
consumption goods. In half of the countries, these
movements are in the same direction as the
changes in the sum of the balance of exposts and
imports, private investment and budget deficit
(line 5 of table 29}, Of these countries, Brazil,
Colombia and Mexico showed an increase in
consumption which was made possible by an
improved food supply. In Chile consumption was
unchanged. Consumption fell in India in line with
the decline in the demand factors considered
above; this decline occurred even though the food

? Mexico was a natable exception, however, in that
it shifted from a substantial budget deficit to a surplus,

10 In Argentina, this loss of revenue was reflected in
a drop in the profits of the government foreign trade
monopoly (IAPI).

supply position did not deteriorate,’* In the re-
maining countries the changes in consumption
did not correspond to the changes in demand. In
Argentina and Bolivia, owing to the inability to
purchase adequate quantities of consumption
goods and raw materials arising from the shortage
of foreign exchange, consumption decreased de-
spite the higher pressure of demand. In Cuba,
the Philippines and Uruguay, on the other hand,
the considerable improvement in the food supply,
which was reflected in falling food prices, tended
to sustain the level of consumption.

‘The movements of the gross national product
in 1949, shown in the last line of table 29, reflect
the net effect of the changes in the non-consump-
tion components and in consumption. The direc-
tion of the changes in the gross national product
coincides with that indicated in table 27, which
is based on production data.

The changes in Tonsumption in relation to
movements in the sum of the export-import bal-
ance, private investment and budget deficit, de-
scribed above, indicate that inflationary pressures
increased in Argentina and Bolivia. These were
associated with a decline in the gross national
product, owing to the fact that consumption was

12 The decline in output was somewhat more than
offset by stepped-up govermment imports of food grains
in the first three quarters of the yvear.

Table 30. Indices of Production and Supply
of Food Grains in Selected Countries of Latin
America and the Far East,* 1948/49

(1947/48 = 100)

Production of Supnly of
Country Jood prains food graing
Argentina 74
Bolivia 105 104
Brazdl . 103 106
Chile . . 102 103
Colombia 122 117
Cuba . . 110 117
Mexico 113 111
Uruguay 108
India ... 99 101
Philippines . 106 106

Source: Publications of the Food and Agriculture Or-
ganization of the United Nations, snd national statistics.

® Based on sum of unweighted tonnages of the food
grains, wheat, maize and rice, except in India, where all
grains are included. Total supply equals production plus
net imports and does not allow for changes in stocks.
Supply figures are not given for food surplus countries
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curtailed not as a result of a decline in demand
but as a result of a deterioration in the supply
position, Prices rose substantially in both coun-
tries (see table 31); in Argentina an important
element in this increase was the elimination of
most food subsidies in the course of the year.*

12 The change in the farm price policy of the govern-
ment foreign trade monopoly (JAPI) mitigated to some
extent the decline in real incomes of farmers, caused by

In Chile, while there was no change in in-
flationary pressures, the upward spiral of prices
and wages continued. In Mexico the increase in
prices was due mainly to the two substantial de-
valuations of its currency in mid-1948 and in
mid-1949,

a drastic fall in grain crops. On the other hand, the
climination of food subsidies in the course of 1949
affected unfavourably the leve! of real wages of labour.

Table 31. Indices of Cost of Living and Food Prices in Certain Countries of
Latin America and the Far East, 1948 to 1950 (First half)

(1947 = 100)
1948 1648 1856
Country Full Firat Second Full Firat Socond Fl'r;t
year half half year half half half
Argentina:
General 113 . . 149 176
Food 114 . . 149 . . 179
Boliviat
General 105 116 124
Food 106 . _— 113 126
Brazilz
General . 110 110 110 110 110 109 114
Foad 114 15 113 110 110 109 116
Chile:d
General . 118 113 123 140 134 147 153
Food 116 111 122 134 128 139 144
Colombia:e
General 116 113 119 124 124 124 139
Food 115 112 117 119 120 118 136
Cuba:
Food 109 110 108 94 96 92 89
Mexicot
General 106 104 108 112 110 114 116
Food 105 103 108 110 108 112 112
Peru:®
General 131 128 134 151 143 158 166
Food . 134 132 136 156 147 165 176
Urnguay:b
General 102 101 103 107 109 104 102
Food 98 99 97 28 102 94 89
Venezuela:
Food 121 121 121 118 117 119 il6
Inedia:)
General 109 103 114 110 110 110 110
Food 101 96 106 106 104 108 108
Philippines::
General 94 94 95 89 S0 87 85
Food 93 92 94 86 a8 a5 79
Source: Statistical Office ¢ Sfo Paulo. I Mexico City. t Caracas.
of the United Nations. 4 Santiago. £ Lima, J Bombay.
o Buenos Aires. ¢ Bogota. b Montevideo. k Manila.

b La Paz.
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In the Philippines there was a reduction in in-
flationary pressure combined with an increase in
the gross mational product which reflected an im-
provement in the food supply position.® In Cuba
the decline in the gross mnational product was
deflationary in character. In both cases there was
a significant fall in food prices from 1948 to 1949,

In India the decline in the gross national pro-
duct was associated with a fall in total consumption
even though the supply of food improved slightly.
Prices of food as represented in the Bombay in-
dex did not show a decline because this index
represents controlled prices of rationed food.
There was, however, an extension of rationing to
a larger part of the population.

CHANGES FROM FIRST HAL¥ OF 1949 10 FIrst
HALF OF 1950

The balance of exports and imports of mer-
chandise improved in the first half of 1950 as
compared with the first half of 1949 in all coun-
tries under review, except in Chile and Mexico
(sce table 28). In all countries except Bolivia,
Chile and Mexico there was a rise in the value of
exports.** In most instances the increase was due
to a higher quantum of exports; in some instances,
to the increase in export prices, notably of wool
and coffee. On the other hand, imports declined
in all countries except Argentina, Mexico and
Uruguay, where they increased slightly. The
decline in imports continued the trend of the sec-
ond half of 1949, when the tightening import
restrictions during the year in most of the coun-
tries under review began to exert their effect.
Improvements in export-import balances reversed
the direction of changes from 1948 to 1949, The
adjusted balances of exports and imports of goods
and services moved in the same direction as did
the unadjusted balances of exports and imports
of merchandise.

Private investment in fixed capital and inven-
tories seems to have increased from the first half
of 1949 to the first half of 1950 in all countries
considered here, except in Brazil, where there was
a substantial drop in residential building.

13 The improvement from the end of the war through
1949 was not sufficient, however, to raise per crpita
food consumption to the pre-war level,

In most Latin American countries government
expenditures on goods and services increased. De-
velopment expenditures under the various national
plans played a prominent role in this increase.
Since government revenues generally failed to
keep pace with increased expenditures, budget
deficits rose in most of the countries under review.

Among the Far Eastern countries, India re-
corded a sharp decline in expenditures as a result
of the fiscal retrenchment policy pursued by the
Government after the autumn of 1949. In spite of
a decline in revenue, the budget deficit of the first
half of 1950 was substantially lower than in the
corresponding period of 1949. In the Philippines,
government expenditures rose substantially above
1949 and resulted in a higher budget deficit, since
there was a simultaneous drop in revenue.

Degpite the increase in demand for consump-
tion goods generated by the rise in the sum of the
export-import balance, private investment and
budget deficit, the volume of consumption in some
instances remained stable or even declined (see
table 32). This was primarily due to the food
supply position, but in Argentina and Bolivia, con-
tinuing difficulties in the foreign exchange position
resulting from declines in exports affected all
supplies dependent on imports.

As a result of the above changes, the gross na-
tional product increased in most of the countries,
but declined in Argentina, Bolivia and Chile, These
changes in the gross national product are shown
in table 32. In Brazil, this estimate of the gross
national product, based on the money value de-
flated by the cost of living, shows a rise, while the
estimated gross national product based on pro-
duction data, given in table 27, shows no change.
The difference is largely accounted for by the very
steep increase in the export price of coffee in
relation to home prices, which raised the value
of the gross national product significantly, even in
terms of constant consumer prices, but was not
of course reflected in the physical volume of pro-
duction,

The fact that consumption did not rise in line
with the increased pressure of demand in a pum-

14 The fall in exports from Bolivia and Chile was
due to reduction in the volume of exports of tin and
copper, respectively.
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ber of countries resulted in increased inflationary
pressures, In Latin America this was particularly
true of Argentina, Bolivia and Colombia, where
it was reflected in substantial increases in the cost
of living (see table 31). One element in these
price increases was the adjustment of foreign ex-
change rates, which resulted in higher import
prices. In India consumption also failed to rise
with the rise in effective demand, but the index
of the cost of living in Bombay showed no in-
crease. This index, however, is not sufficiently
representative of the cost of living in India. A

significant price development in India was the
increase of 25 per cent in the wholesale prices
of food other than grains.

In Brazil, the cost of living did not rise sub-
stantially, though the rise in comsumption was
small in relation to the rise in incomes. This is
explained by the fact that most of the increase
in income resulted from the steep tise in coffee
export prices and accrued to coffee planters and
export merchants, with the result that there was
no comparable rise in the demand for mass con-
sumption goods.

Table 32. Analysis of Changes in Gross National Product, in Real Terms, in
Selected Countries of Latin America and the Far East, from 1949 (First half) to
1950 (First half)

{Sign indicates direction of change)

Argen- Colon- Philip-
Item ting Bolivia  Brazil Chila bia Cuba  Mezico Uruguay Indioc pinea
(1} Total non-con-
sumption compo
nents . e -+ -+ -+ 0 0 -+ -+ he
(2) Adjusted balance
of exports and
imports, gross pri-
vate  home-pro-
duced investment,
and budget deficit - +- - + 0? 0 0 -+ o
(3) Personal con-
sumption e - - 0 -+ e -+ 0 -
{4} Gross  national
product (1} 4 (3) -— e -+ e + - o + +

Sonrce: United Nations Department of Eco-
pomic Affairs.

Note: Attention is called to the inadeguate
statistical coverage for the first half of 1930 at

the time of preparation of this report. Ques-
tion mark Indicates considerable margin of
unceriainty as to direction of change.

General Qbservations

The economic changes which took place be-
tween 1948 and the first half of 1950 in the
under-developed countries discussed in this sec-
tion show that the levels of their economic ac-
tivity continue to be dependent, to a large extent,
on fluctuations in their foreign trade and in their
production of food.

Although the adverse developments in foreign
trade in 1949 were largely counteracted, so far as
total effective demand is concerned, by an in-
crease in government expenditures and a tighten-
ing of import controls, they nevertheless led in

some instances to balance of payments difficulties
which made it impossible to maintain adequate
imports of consumnption goods and industrial raw
materials. The result in such cases was a reduction
in consumption and an increase in inflationary
pressures.

The influence of the food supply position made
itself felt by increased inflationary pressure in
some areas in 1950. It should be noted that the
supply of food may under certain circomstances
also influence the consumption of industrial goods.
This is true, for instance, when effective demand
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increases, as a result of a rise in the sum of the
export-import balances, private investment and
budget deficit, while the supply of food remains
unchanged. The increase in money labour income

is then bound to raise prices of food, with the re--

sult that the real value of the higher money in-
comes does not increase substantially. This is
especially true in under-developed countries be-
cause a large proportion of additional labour in-
comes in such countries is, in view of the pre-
vailing low levels of income, likely to be spent on
food. Where the benefits of higher food prices
accrue principally to small farmers, their demand
for industrial consumer goods rises. This is not
true, however, where the prevailing agrarian sys-
tems or the agricultural marketing and credit
structures are such that the benefit of the higher
prices accrues only to a limited extent to the large
part of the agricultural population. The latter
situation is in fact characteristic of a number of
the under-developed countries under discussion.
In such cases, the rise in food prices merely in-

creases the incomes of groups which are not likely
to spend a considerable proportion of the incre-
ment on home-produced consumer goods. The
situation is similar even when the supply of food
increases but falls considerably short of the in-
crease in effective demand. It should be added
that where the primary increase in income is due
to the rise in export prices and is reflected largely
in profits, as was the case with Brazilian coffee in
1950, there is no material increase in consumer
demand, either for food or for industrial mass
consumption goods.

While the lack of productive equipment in the
under-developed countries is the basic cause of
the under-employment of their man-power, the
trends of 1949 and 1950 show that they are also
subject to the problems of industrial unemploy-
ment. Thus, during this period Bolivia, Chile,
Cuba and India experienced significant industrial
unemployment as a result of a weakening of ef-
fective demand or of an inadequate supply of raw
materials.

P S e et et i S et i .



Chapter 4
GERMANY

A. Western Germany

The industrial production of western Germany
increased considerably in 1949 as compared with
the level reached in the second half of 1948 after
the monetary reform of June 1948 (see table 33).
There was a further increase in first half of 1950
when the 1936 level of output was reached.*

Table 33. Indices of Industrial Production®
in Western Germany, 1948 (Second half) to
1950 (First half)

(1936 — 100)
Imveatment Producer Conpunter
Period Total poods goodst gouda
1948:
Second half 71 61 91 65
194%:
Full year 89 82 197 80
First half . 85 79 104 75
Second half 92 86 110 86
1950:
First half 102 96 119 94

Source: Statistical Office of the Combined Economic
Area, Wirtschaft und Statistik, 1949, 1950 (Stuttgart}.

a Exclusive of food processing, building and stimulants,
The index for 1948 refers to the United Kinpgdom and
United States zones, while the indices for 1949 and 1950
cover the French, United Kingdom and United States
zones. The index for the former during the first haif of
E1949 was, however, approximately the same as for the
atter.

b Inciuding coal-mining and production of gas, elec-
tricity and chemicals.

Crop production rose substantially in 1948/49
and, again in 1949/50 (see table 34). There was
also a very material improvement in the output
of animal products.

In 1949 the real gross national product was ap-
proximately at the 1936 level, but in view of the

1 Industrial production rose sharply in the second
half of 1950 and in October was 25 per cent above
the 1936 level
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Table 34. Agricultural Production in Western
Zones of Germany and the Saar, 1934-38 and
1947/48 to 1949/50

(In millions of metric tons)

Crop 198538 IDET/SE 19U8/4% 1945/50
Bread grains 5.65 3.25 in 5.99
Coarse grains 4.91 2.40 333 427
Potatoes 19.98 14.55 2372 21.00
Supar beetsn 0.51 0.62 0.60

Source: United Nations, Economiic Survey of Europe
in 1949; Food and Agriculture Organization of the
Ugnited Nations, Food and Agricultural Statistics, 1949,
1950,

1 Sugar content.

20 per cent increase in population since 1936, it
was about one-sixth below the 1936 level on a
per capita basis. Table 35 shows the gross na-
tional product and its components in 1949, to-
gether with the changes in real value which

Table 35. Changes in Gross National Preduct
in Western Germany, from 1948 {Second half)
to 1949 (Second half)

(In thousand millions of deutsche marks at 1949 prices)

Change from 1948
{accond helf}

Item 1948 to 1940
faecond half)®
Annual rate
Non-consumption components 29.0 14
Gross private investment 19.6 0.8
Government cxpenditure on
goods and services 120 1.2
Balance of exports and imports —2.6 —0.6
Consumption 52.8 12.2
Gross national product B1.8 136

Source: Statistical Office of the Combined Economic
Aren, Wirtschaft und Statistik, July 1950,

s Derived from data for 1949 and for 1948-49 (cov-
ering the second half of 1948 and the first half of 1949},
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occurred between the second half of 1948 and
the second half of 1949,

There were minor changes in the non-consump-
tion components of the gross national product
from the second half of 1948 to the second half
of 1949 which resulted in a small net increase
in their sum. It appears that net governmental re-
venue less transfer payments increased somewhat
more in this period, so that the sum of private
investment, the export-import balance and the
budget deficit showed a small decline. Since con-
sumption rose substantially, there was a significant
increasc of conmsumption in relation to incomes.
In view of the fact that there was no change in the
distribution of income in favour of lower income
groups, this rise in the consumption ratio was
probably due in large part to the existence of
considerable pent-up demand among the upper
income groups, especially for durable goods which
were not available in sufficient quantities before
1949, In these circumstances, improvement in the
supply of such goods from the second half of
1948 to the second half of 1949 tended to raise
consumption in relation to incomes.

From the second half of 1949 to the first half
of 1950, the main factor in the continued rise in
economic activity appears to have been the con-
siderable expansion of exports, which was ag-
sociated with a relatively small increase in im-
ports. There was also some rise in investment and
in government expenditure on goods and services.

The rise in output in 1949 and 1950 was ac-
companied by increases in real industrial wages,
which reflected both a significant advance in in-

dustrial productivity and a considerable improve-
ment in the supply of food (see table 36). The
level of total employment did not change sub-
stantially until the second quarter of 1950. The
increase in industrial employment was relatively
much smaller than the expansion in industrial
production because of a rise in productivity® and
in working hours, and even this increase in indus-
trial employment was offset by a fall in employ-
ment in agriculture, forestry, commerce and of-
fice work Since there was an increase in the
labour force available for hire, the level of un-
employment rose substantially (see table 37),
though there was still considerable unused produc-
tive capacity in many industries, which could have
been utilized, given a higher level of effective
demand.

Over 50 per cent of the increase in the labour
force from Fune 1948 to June 1949 resulted from
net immigration and the return of war prisoners.
The remainder was accounted for by the in-
creased entry into the labour force of young
people born during the period of rising birth rates
in the nineteen thirties and by the release of man-
power from the black market activities and small-
scale enterprises which flourished during the
period of inflation, The same factors also account
for the rise in the labour force from June 1949
to June 1950, though the relative importance of
these factors may have differed during this period.

*The index of industrial output per manhour rose
from 566 (1936 = 100) in June 1948 to 74.4 in June
1949 in the United Kingdom and United States zones.
In December 1949, in western Germany as a whole, the
index was 82,7 and in May 1950, 87.5.

Table 36. Indices of Prices and Wages in United Kingdom and United States
Zones of Germany, 1949 and 1950 (First half)
(September 1948 == 100)
Real Hegl
Period Hourly Weekly Cout of hanrly weekly
earnings carningg Hving aertingn earningy
1949:
March 108 I 105 103 106
Tume .. 2 117 100 112 117
September 113 122 97 116 126
December 114 122 98 116 124
1950;
March 115 124 96 120 128
June 117 129 95 123 136

Source: Statistical Office of the Combined Economic Area, Wirtschaft und Statistik, 1949, 1950.
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"Table 37. Employment, Unemployment and Labour Force in Western Germany,

1948 to 1950 (First half)

{In millions of wage and salary earners)

Number of
unemployod
Period Numbor Hired as percontage
¢ employed Tofal number Number Inbour of hired
in induotry®  omployed  unemployed forca labour
United Kingdom and United States zones:
1948
June .. 2.8 122 0.4 12.7 3.5
September 3.0 122 0.8 12.9 5.9
December iz 12.4 0.7 13.1 5.7
15949;
March 13 12.1 1.1 132 8.6
June i3 12.1 1.2 13.4 9.3
September 34 122 1.3 135 94
December 12.1 1.5 13.6 10.9
Western Germany:
1949:
March 3.7 134 i.2 146 8.0
June 3.7 13.5 1.3 14.8 8.7
September 38 136 1.3 149 88
December 38 13.6 1.6 15.1 10.3
1950
March 38 13.3 19 152 12.2
June 4.0 138 1.5 154 10.0

Sonrce: Statistical Office of the Combined FEconomic Area, Wirtschaft wund Statistik, 1949, 1950,
A Wage carners in establishments employing more than ten workers, exclusive of public utilities and

building.

After reaching a post-war peak in the first quar-
ter of 1950, unemployment fell sharply during the
second quarter of 1950 as a result of an increase
in employment. In June 1950 unemployment

amounted to 1.5 million, or 10 per cent of the
labour force available for hire.?

4 In September 1950 unemployment fell again to 1.3
million, or 8.2 per cent of the labour force available.

B. Eastern Germany

Industrial production in eastern Germany rose
considerably from 1948 to 1949 and, again, in
the first half of 1950, when the pre-war level of
output was restored, as shown by the following
indices (1936==100):*

Table 38. Agricultural Production in Eastern
Germany, 1934-38 and 1547/48 to 1949/50

{In mitlions of metric tons)

Crop 1B54-88  ID4T/EE 1948740 1049/50
Index of (nduatrial
production .
1948 70 Bread giains 3163 150 2.94 2.95
1949 half 132 Coarse grains 262 132 1.24 1.55
1950 First half e Potatoes 1363 1040 1241 1250
Crop production increased substantially in Susar beetst 0.78 0.48 0.68 056

1948/49 and remained roughly unchanged in
1949/50 (see table 38).
+ Based on data furnished by the Ministry of Plan-

ning, quoted in Die Wirtschaft, 15 June 1950; also Die
Wirtschaft, 13 October 1950.

Source: Food and Agriculture OQrganization of the
United Nations, Food and Agricultural Statistics, 1949,
i9§0; United Nations, Economic Survey of Europe in
1949,

n Sugar content.
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The rise in industrial and agricultural produc-
tion resulted in a significant improvement in the
supply of consumer goods in 1949 as compared
with 1948. In 1950 there was a further increase
in consumption, especially of meat and fats. The
per capita consumption of these items has re-
mained, however, far below the pre-war level.®

The increased availability of consumer goods
was reflected in the substantial rise in aggregate
retail sales which, during the first quarter of 1950,
rose by 33 per cent in real terms over the cor-
responding quarter of 1949. While the increased
volume of consumer goods was the major factor
in reducing ioflationary pressures in 1949 and
1950, various other measures also tended to lessen
the effective demand in relation to supply.

In June 1948 a considerable part of the liguid
savings accumulated during the war and post-war
period was eliminated by monetary reform. How-
ever, the large gap between consumer demand
arising out of current income and the supply
of rationed consumer poods persisted. A sub-
stantial part of income left after purchases of
rationed goods flowed to the black market and
to local free markets where farmers were per-
mitted to sell part of their produce.

At the end of 1948 free sales of consumer
goods were introduced in government stores at

5 According to the five-year plan, the per capita con-
sumption of meat will reach the 80 per cent mark in
1952, and the pre-war level will be attained only in 1955.

prices close to those of the black market. The
introduction of free sales without a reduction
in rationed supply was made possible by a sub-
stantial increase in the volume of goods pur-
chased by government agencies as a result of
the rise in agricultural and industrial production.
The introduction of free sales reduced the scope
of the black market considerably and cut deeply
into black market profits.

In 1949 and 1950 the improvement in the sup-
ply position resulted in substantial increases in
rations and in the volume of free sales. There was
a steep decline in prices of non-rationed goods in
government stores and in farmers’ local free mar-
kets, which had previously been at very high
levels. At the same time there were increases of
from 6 to 25 per cent in the prices of rationed
goods, with the exception of bread, macaroni,
sugar and potatoes. The net effect of these
changes, combined with rising average money
wages, was to raise the real earnings of wage and
salary earners substantially.

The increase in industrial production was as-
sociated in 1949 and 1950 with an increase in
indusirial employment and in average output per
man. Unemployment rose substantially after the
monetary teform in the middle of 1948 and
reached its peak in March 1949, However, it
declined considerably during the remaining nine
months of the year, and in 1950 was reported
virtually eliminated.

Until 1949 the economy of eastern Germany
did not operate under a general economic plan.
Short-term plans set up at various periods were
limited to particular industries and represented
general forecasts combined with programmes of
allocation of scarce resources.

In 1948 the nationalized enterprises, represent-
ing about 60 per cent of industrial production,
were unified into a single organization (Vereini-
gung der Volkseigenen Betriebe). Similar organ-
izations were established for nationalized trade.
A short-term plan of a more comprehensive char-
acter was drawn up for the second half of 1948,
and the first two-year pian was adopted for 1949

and 1950. The two-year plan, which in many
respects was similar to those of the planned
economies of eastern European countries, was a
comprehensive integrated plan for the entire
economy, and it contained definite targets for each
industry.

The dual character of the economy of eastern
Germany, with its large private sector in industry,
trade and agriculture, was reflected in the two-
year plan and in its contemplated method of im-
plementation. While the targets for the national-
ized sector were compulsory and involved detailed
plans of investment, output, employment, wages
and productivity for individual enterprises, the




Chapter 4. Germany

53

plans for private industry represented general tar-
gets for entire industries and did not involve the
administrative intervention of the planning author-
ities in the operation of individual enterprises. The
co-ordination between the nationalized and the
private sectors was established through contracts
between the Government and private enterprises
which were based on competitive bids that took
into account prices, quality and delivery dates.
Thus the private sector operated within the frame-
work of the general plan but was not subject to
direct administrative controls. The private sector
was, however, influenced by the government tax
policy, by the allocation of raw materials and, in
the case of agriculture, by compulsory deliveries
of agricultural supplies.

The general goal of the original two-year plan
of reconstruction was to raise industrial produc-

tion in 1950 to 93 per cent of the 1936 level
In 1949, this figure was revised to 103 per cent
of pre-war levels, and the revised aim was ex-
ceeded in the first half of 1950.

In August 1950, a new five-year plan was pre-
pared for 1951 to 1955. The general targets of
the plan are a 90 per cent 1ise in industrial pro-
duction, a 60 per cent increase in the productivity
of labour and a 13 per cent rise in employment.
It is planned to increase money wages 20 per cent,
and to reduce the cost of living 28 per cent. The
five-year plan provides for a considerable in-
crease in total per capita consumption. The
planned per capita food consumption in 1955 is
slightly above that of 1936 and involves a drop
in the consumption of cercals and potatoes and a
considerable increase in the consumption of meat
and milk products compared with 1950 levels.
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In spite of the monetary reform of March
1946, strong inflationary pressures continued to
be felt in Japan from 1946 to 1948, mainly be-
cause large budget deficits continued and because
the supply of essential consumer goods remained
at a much lower level than before the war. The
rationing system was merely partial, and was ef-
fective only for some essential commodities, such
as rice. Most commodities were price controlled
but, in general, not ratioped: some commodities
were legally sold at free prices. Owing to acute
shortages of goods and to ineffective controls,
there was a substantial black market in com-
modities subject to control; black market prices
were several times higher than controlled prices.
Throughout the period, prices—both controlled
and black market—and wages rose continuously.
The weighted index of official, free and black mar-
ket consumer prices increased about fourfold
from the middle of 1946 to the end of 1948.

In December 1948, an economic stabilization
programme was adopted; this consisted of fiscal
and monetary measures, such as the balancing of
the budget by decreasing government subsidies
and strengthening tax collections, the restriction
of bank credit and the establishment of a single
exchange rate for the yen.

According to official statistics, the index of
manufacturing production in 1949 increased 37
per cent over the 1948 level. The index of mining
production rose 15 per cent, but residential con-
struction declined sharply. The combined index
for manufacturing production, mining and con-
struction, which is weighted by the number of em-
ployees in the three industries in 1948, increased
26 per cent in 1949 (see table 39).

The increase in manufacturing production re-
corded in the official statistics is, however, likely
to overstate the actual change in the physical vol-
ume of production from 1948 to 1949 because
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of the large-scale black market activities in in-
dustrial products which flourished in Fapan dur-
ing 1948. These products were probably not
reflected in the official index of production for
1948. Since black market transactions in indus-
trial products diminished considerably in 1949,
the increase from 1948 to 1949 shown in the
official production figures is likely to represent, to
a considerable extent, the coming into the open
of previously unrecorded production. It should be
noted in this connexion that the index of industrial
consumption of coal increased very little from
1948 to 1949;* accordingly, the rise in industrial
production in 1949 is not likely to have been
large. Since industrial employment and average
hours worked declined from 1948 to 1949, such

1 Even though some discrepancy between the two in-
dices is normal because industrial consumption of coal
changes to a lesser degree than the index of manufac-
turing production, the discrepancy in movement from
1948 to 1949 is unusually large. This is evident espe-
cially when the size of the discrepancy is compared with
that from 1949 to the first half of 1950: from 1948
to 1949, the index of industrial consumption of coal
(coal delivery to domestic industries, adjusted for
changes in stocks) rose 3 per cent, and the official index
of manufacturing production 37 per cent; from 1949
to the first half of 195(, the change in the former
was 10 per cent and in the latter 12 per cent.

Table 39. 1Indices of Manufacturing, Mining
and Building Preduction in Japan, 1949 and
1950 (First half)

{1948 = 100)

Total

Repiden-  indua-
Period Manufac- tial con- trial pro-

turing Mining struction® duction?

1949 Full year 137 116 82 126
1949 First half . 131 113 99 124
1950 First half 153 117 59 135

Source: Supreme Command for the Allied Powers,
Tapanese Economic Statistics (Tokye).

a Average of floor area of residential units started and
completed.

b Weighted by the number employed in 1948 in the
three branches.
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increased production as did take place was due
entirely to increased output per worker. There
was some increase in visible unemployment, but
its level was still very low in relation to the labour
force (see table 40).

Table 40. Employment and Unemployment in
Japan, 1948 to 1950 (First half)
Ratia of
2uible wn-
Index of Vieible employment
Period indugtrinl  unemployment to lotal
employment® {thousands labour force
(1048 == 100)  of paraona) “{prer eent)
1948 . 1060 243 07
1949 Full year 57 g2 1.0
1949 First half 96 397 1.1
1950 First half 98 448 1.2

Source: Supreme Command for the Allied Powers,
Japanese Economic Statistics.

o Manufacturing, mining and construction workers.

Tndices of food production from 1947/48 to
1949/50 are given in table 41. The production of
all staple food crops in 1948/49 surpassed that
in 1947/48; moreover, the output of fishery
products increased substantially. The higher pro-
duction of 1948/49, in addition to increased food
imports, led to a significant improvement in the
food supply during 1949. In 1949/50, the output
of fishery products as well as all major crops
except potatoes increased further,

Table 41. Indices of Production of Staple
Foodstuffs in Japan, 1948/49 and 1949/50

(1947/48 == 100)

Iem 1948/10450 1048750
Rice 106 P12
Barley and wheat 123 142
Potatoes: . o130 123
Fishery products 115 153

Source: Japanese Ministry of Finance, Sratistical Ab-
stract of Japanese Economy, 1850 (Tokyo).

1 Including white potatoes and sweet potatoes.

The increases in industrial and agricultural
production from 1948 to 1949 appear to have
led to a small rise in Fapan’s real gross national
product. The changes from 1948 to 1949 in the
components of the real gross national product
may be summarized as follows. Government ex-

penditure on goods and services in real terms®
may have increased somewhat. Gross private in-
vestment in plant and equipment declined ap-
preciably, as did residential construction, but
these declines were probably offset by the sharp
increase in investment in inventories. The quan-
tum of exports rose more than that of imports,
with the result that the balance improved some-
what.® It thus seems that the sum of the non-
consumption components of the real gross na-
tional product increased slightly from 1948 to
1949. As is shown in table 42, the level of real
consumption expenditure by urban families rose
somewhat from 1948 to 1949. Since consumption
by rural families appears to have fallen, total
national consumption probably remained at about
the same level.

Table 42. Indices of Consumption Expendi-
ture of Urban Families in Japan, 1949 and
1950 (First half)

(1948 = 100)

Conanmption ou-

1 Consumption ex-
penditure in

ponditure ot con~

Period eurrent prices atant prices
Food Total Food Total
1949 135 135 107 103
1949 First half 127 128 100 97
1950 First half i24 130 110 105

Sonrce: Calculated from data in Japanese Economic
Statistics, issued by the Supreme Command for the Allied
Powers.

The stability in total consumption was the
result of conflicting influences. The small increase
in non-consumption expenditores from 1948 to
1949 was accompanied by a sharp increase in tax
revenues and a reduction in subsidies following
the fiscal reform. Thus considerable deflationary
pressure was exerted. Moreover, the establish-
ment of a single exchange rate for the yen led
to & substantial increase in the yen prices of im-
ports in relation to those of exports and, though
the import balance in terms of quantum fell
somewhat, the import balance in terms of yen

2 Deflated by the index of effective consumer prices.

3 Reliable data for the guantum and price of Japanese
trade are not available. However, since foreign trade
dollar prices in the main Japanese importing and ex-
porting markets remained fairly stable from 1948 to
1949, the approximate magnitude of the changes in the
quantum of Japanese imports and exports is reflected
in the changes in the dollar value of trade (see table 43).
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Table 43. Value of Imports, Exports and
Balance of Trade of Japan, 1948 to
1950 (First half)

1949 1050
Ttom 1948 1958 Firat Firgt
half half
Inthousand millions
of Tapanese yen:
Exports 52.0 169.3 827 116.8
Imports . 60.3 284.5 93.0 166.2
Balance ~8.3 -—1152 —103 —494
Inthousand millions
of United States
dollars:
Exports 0.26 0.51 0.26 0.32
Imports . 0.68 0.90 0.50 0.48
Balance —042 —03% —024 {016

Source; Japanese Ministry of Finance, Statistical Ab-
stract of Japanese Economy, 1950; United Nations,
Monthly Bulletin of Statistics.

increased considerably (see table 43). This
factor, which is equivalent to a reduction in
bounties or an increase in duties, also contributed
to a reduction in demand for consumption goods.
The major factor which none the less sustained
the level of consumption in 1949 was the increased
food supply.

While the consumption of non-food items, in
real terms, decreased, the food consumption of
urban families increased 7 per cent, as is indicated
in table 42; this increase was made possible by
the fact that, though the prices of rationed food
were raised by the withdrawal of government sub-
sidies, food rations were increased and food prices
in the free and black markets declined sharply in
relation to spendable income of mass consumers.
The result was that from 1948 to 1949 the aver-
age price paid by consumers for food rose, on
balance, less than their spendable income.

From the first half of 1949 to the first half of
1950, manufacturing production increased 17 per
cent and mining production 4 per cent, as is
shown in table 39,* but construction continued
its downward trend and dropped 40 per cent. The
combined index of manufacturing, mining and
construction increased about 9 per cent. Industrial
employment {including employment in construc-
tion) rose only slightly, however, because of a
further increase in output per man. Visible unem-
ployment, though higher than in the first half of
1949, remained low in relation to the labour force.

The rise in industrial production, together with
the increase in agricultural output in 1949/50
{see table 41}, led to an increase in the real gross
national product in the first half of 1950 as com-
pared with the first half of 1949. The following
changes in the components of the pross national
product account for this increase. Government ex-
penditure on goods and services increased sub-
stantially in real terms. Private investment in
plant and equipment seems to have increased,
mainly as a result of the release of counterpart
funds towards the end of 1949. Residential con-
struction, however, continued to decline; the ac-
cumulation of inventories was much slower and in
many cases changed to liquidation. The quantum
balance of exports and imports improved as a
result of an increase in the volume of exports.
Finally, consumption by urban families increased
significantly, and this was probably true of total
consumption as well.

4 The combined index of manufacturing and mining
in the first half of 1950 was 14 per ceat below the
average for the period 1932-36.

% Total consumption per wrban family in the first half
of 1950 was, however, still about one-fourth below the
level of 1934-36.

Table 44, Indices of Prices in Japan, 1949 and 1950 (First half)
(1948 == 100}

Irea and “EfFective” congumor prices?

Offieial Black mar-
Poriod retail kot prices, Tokyo Urban Japan

prices, congumer
Talyo goods, Tokyo Food Total Food Totel
1949 Full year oo 1e2 106 118 125 126 132
1949 First half . N 158 111 123 129 128 132
1950 First half . . 154 74 107 117 114 123

Source: Supreme Command for the Allied
Powers, Japanese Econormic Statistics; Bank of
Tapan, Financial Statistics Monthly (Tokyo).

¢ Average prices of individual items on offi-
cial, free and black markets, weiphted according
to quantities purchased in such markets.
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The movement of prices in 1949 and the first
half of 1950 is shown in table 44. As mentioned
above, official prices increased sharply from
1948 to 1949 as a result of the withdrawal of
subsidies; however, free and black market prices
rose very little, The discrepancy between black
market and official prices thus lessened consider-
ably. The movement of the “effective” consumer
price index, which represents combined official,
free and black market prices, also reflects the rela-
tive increase in cheaper rationed supplies.

From the first half of 1949 to the first half of
1950 the official price index fell somewhat, and
the index of free and black market prices dropped

sharply. The discrepancy between black market
and official prices thus continued to fall. The rela-
tively small drop in the “effective” price index in
relation to declines in the component indices is
probably due to the increase in the weight of the
more expensive free market supplies as a resnit
of the gradual decontrol of many items.

Real wages of industrial workers in large enter-
prises increased substantially in the course of
1949 and the first half of 1950. While other cate-
gories of workers did not fare so well as indus-
trin] workers, the average real wages of all
workers also appear to have increased during
this period.



Chapter 6

CHINA

Although data are fragmentary, an attempt is
made in this chapter to review major economic
changes in China since 1949. The first section
deals with the area governed by the National
Government of China, the island of Taiwan, and

the second with China proper* and the North-
eastern Provinces {Manchuria},

1iIn lieu of an entirely satisfactory expression, the
term “China proper” js used to refer to the mainland
of China, excluding Tibet, Sinkiang, Inner Mongolia
and the North-eastern Provinces (Manchuria).

Taiwan

In the first half of 1949, hyper-inflation con-
tinued in Taiwan; the cost of living in Taipeh
rose tenfold from January to June. On 15 June,
a monetary reform was introduced under which
the old yuan was exchanged for a new yuan at
the rate of 40,000 to 1, and the official exchange
rate for United States notes was fixed at five new
yuan to one United States dollar. The Bank of
Taiwan was authorized to buy and sell gold in
the open market at a price fixed by the Bank.
The selling of gold by the Bank of Taiwan was
the main factor in the subsequent overcoming of
hyper-inflation, because the free sale of gold
offered an alternative to the hoarding of com-
modities for the investment of liquid funds. How-
ever, in the second half of 1949 prices continued
to rise, though on a much smaller scale than in
the first half; from June 1949 to February 1950
wholesale prices increased 2.4 times.

Indez of wholasgle
prices in Taipeh

1949 15 June 100
1950 February 242
19506 July 247
1950 September 325

Source: Hsin Sheng Sheh, Rejuvenated Taiwan (Tai-
peh, 1951); China Economist (Taipeh).

The rise was the result of continuing large
budget deficits in the administrative and military
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budgets; in the second half of 1949 only about
15 per cent of total government expenditure was
covered by taxation.

From February to July 1950 wholesale prices
(in Taipeh) were stable. The main factors which
contributed to this stabilization were as follows:
The Bank of Taiwan continued to sell gold at
prices which were somewhat lower than in June
1949, though commodity prices, as mentioned
above, were about 2.4 times as high as in that
period. The administrative budget was approxi-
mately balanced as a result of the cuts in expen-
ditures and the increases in taxes. The import
surplus rose significantly, as compared with the
second half of 1949, mainly as a result of sup-
plies granted by the United States through the
Economic Cooperation Administration. Finally,
the supply of rice improved, owing to an increase
of 15 per cent in production from 1949 to 1950.
The latter factor was reflected in the fact that,
while the price of rice changed more or less pro-
portionately to the general price level from June
1949 to February 1950, it declined about 15
per cent in the period of price stabilization from
February to July 1950.

After July 1950 prices again started to rise,
and by September had increased about one-third.
This was, at least in part, related to the increase
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in the selling price of gold by the Bank of Tai-
wan, which reflected the rapid depletion of its
stock of gold.

The increase in the production of rice in 1950,
mentioned above, was achieved partly at the ex-
pense of a reduction in the acreage of sugar-cane.
However, because rice has a shorter growing
period than sugar-cane, the effect on the harvest
of rice appeared in 1950, while the sugar crop
will be affected only in 1951. In 1949 a decree
substantially reducing farm tenant rents was pro-
mulgated.

Changes in the industrial production of im-
portant commodities in Taiwan in 1949 and the
first half of 1950 are shown in table 45.

Table 45. Indices of Industrial Production in
Taiwan, 1949 and 1950 (First half)

(1948 == 100)
1550
Commodity 1049 First halfs

Coal . L g2 69
Electricity . . 101 118
Sugar® . . 241 232
Cotton yarn . 134 197
Cotton cloth 115 166
Salt . 206 163
Kerosene 93 40
Soap . . . 150 220
Paper 89 127
Fertilizer : 120 119
Cement 124 139

Source; Min Tze Sheh, Reconstruction in Taiwan
{Taipeh, 1930).

n Annual rate.
b Fipures for crop years.

China Proper and North-eastern Provinces (Manchuria)®

The analysis below relates to developments in
China proper and in the North-eastern Provinces
{Manchuria) under the administration of the Cen-
tral People’s Government of the People’s Republic
of China.

GENERAL ECONOMIC TRENDS IN CHINA PROPER

The major economic problem at the beginning
of 1949, when the new administration came 1o
power, was the existing hyper-inflation. A com-
prehensive monetary reform was not introduced,
but People’s Bank currency was issued in the
first half of 1949 to replace the old currency in
circulation. The conversion rates varied from
region to region and were reported to have been
determined so as to reflect the difference in the
degrees of inflation among the various regions.

Other anti-inflationary measures, however,
were adopted. Large inventories of the National
Government and privately hoarded goods were
confiscated. At the same time, considerable pri-
vate hoardings were liquidated in anticipation of
a more rigorous new economic policy. Having
gained control over the confiscated supplies, the
authorities were in a position to centralize their
distribution through government trading compa-
nies and to resort to large-scale dumping, and
thereby to reduce and stabilize prices when
scarcity caused prices in a particular area to rise

sharply. Measures were also adopted to keep the
real value of savings stable in terms of millet,
rice or a “parity savings unit”, and thus to avoid
renewed hoarding. The parity unit in use in
Shanghai consists of the market prices of 1.56
catties of medium-grade rice, one foot of cloth,
one ounce of ground-nut oil and one catty of
coal briquettes; this is in fact a weighted cost of
living index. The components of the parity sav-
ings unit vary in different cities to reflect local
consumption habits, but in all cases they consist
of the most essential consumer goods.

Bank loans to private industries were also
converted into real terms in order to eliminate
borrowing for speculation; the units used for
conversion were the principal products of the
particular industry concerned, or the parity unit.

There were in general no price controls for
consumer goods, though profit margins were
fixed and controlled. There was no attempt to
regulate the demand for basic consumer goods by
a comprehensive rationing sysiem. Partial ration-
ing of rice was adopted in certain large cities
where point rations were given only to industrial
workers and government employees; its general
purpose was to guarantee the minimum consump-

2 The inciusion of this economic study is of course
not intended to have and should not be construed as
having any implications regarding the question of rep-
resentation of China in the United Nations.
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tion requirements for these groups rather than to
restrict demand, since purchase of additiopal
amounts in the open market was permitted.

The liguidation of hoarded goods, and with it
the centralized distribution of supplies, were ma-
jor factors in bringing about an approximate sta-
bility of prices between July and October 1949.
After the exhaustion of government-held stocks,
there began a period of sharply rising prices be-
cause the basic inflationary pressures, which were
due mainly to the low levels of supply coupled
with 2 considerable budget deficit, made them-
selves felt (seec table 46). Industrial production
was at a low ebb owing to difficulties in getting
replacements for machine parts, insufficient sup-
plies of fuel and power and lack of raw materials,
Until March 1950, as shown in table 47, the num-
ber of factories in operation in different industries
in Shanghai was very small; moreover, many fac-
tories were operating below capacity, Food sup-
plies also decreased considerably, and imports
of food, which normally supplied a large propor-
tion of the requirements of large cities, ceased
completely. The yield of the summer crops® in
1949 varied widely among different regions, as
a result of drought, flood and the spread of war-

fare; the total harvest (excluding that of Man-
churia) was estimated at about 10 per cent below
the level of the previous year.

The low level of industrial and food supplies
was associated with relatively high levels of budget
deficit and of private investment. It has been re-
ported that total government revenues during this
period were still only about 40 per cent of total
government expenditures, which were maintained
at high levels for both public investment and
military purposes. Private investment also con-
tinued at a relatively high level for purposes of
reconstruction and was financed by liberal bank
credits,

The period of shatply rising prices lasted until
March 1950; during this period, the price indices
of the parity savings units in large cities rose
about sevenfold, as shown in table 46. This in-
crease was accompanied by some decline in real
wages in spite of the policy of pegging money
wages to the cost of living.

¥ There are generally two harvests in a year. The
summer crop, which comes in September, consists mainly
of rice, while the winter crop in March consists mainky
of wheat and barley.

Table 46. Price indices of “Parity Savings Unit”® in China,
1949 and 1950 (Nine Months)

{(January 1950 = 100)

Year and month Shanghoi Nanking Hankow Tientain Contond
1949
June o 9 .
July . ... . .. ... 19 .
August . | ) | ..
September . e e iwaa .20 20 21 22
October | . . P 17 22 24
November . o 50 43 46 67
December S T2 62 75 81
1950:
January . . . 100 100 100 100 100
February ... 146 134 154 134 168
March . 157 144 172 167 231
April . 143 123 130 150 170
May . . 136 115 130 140 152
June . ‘ 132 113 130 137 144
July . 130 115 127 131 149
August | . 130 115 125 129 139
September . 126 113 120 129 133

Source: Ta Kung Pao (Shanghai).
a Data for Nanking, Hankow and Tientsin
sometimes based on less than a full month,

b Canton came under the control of the
present government at the end of 1949,




Chapter 6. China

61

Table 47, Number of Factories in Operation
in Shanghai, by Industry, 1949 (Second half)
and 1950 (First quarter)

{In percentage of total in existence in July 1949}

1349 1050

Typs of factory
or product July  Sep- Duecem~ January
tember  ber  to March®

Producing investment goods:

Building materials .. 11 57 43
Machinery - 20 89 21 L
Steel refinery 41 60 87 80
Iron works . 20 98 90

Chemicals {(including dycsj 30 58 61 41
Producing consumer goods:

Silk weaving . 78 78 36
Cotton weaving 20 50 101 86
Wool weaving 91 93 39 41
Apparel . 64 44 . ..
Towels and sheets . . 71 53 64 49
Knitted hosiery 40 67 60 .
Machine printing and

dyeing . 30 80 68 a0
Toothbrushes 50 80 .. ..
Enamelware 55 58 60 40
Hide tanning . . 68 83 .. .
Wheat flour mill 44 57 47
Qi (edible) mill 87 93 81
Cigarettes . 40 91

Source: Ta Kung Pao.

a The figures for January to March 1950 are published
in the original as indices on the base of Decernber 1549

After March 1950 consumer prices declined
and real wages rose. The most important single
factor responsible for the decline in over-all infla-
tionary pressures was the considerable improve-
ment in the government budget. The budget esti-
mate for 1950 anticipated that government reve-
nues from taxes and profits of government enter-
prises would cover 81.3 per cent of government
expenditures.* Revenues rose sharply owing to
improvements in the efficiency of tax collections,
increases in tax rates and rising profits of govern-
ment enterprises. Moreover, as a result of a scheme
for centralizing government finance, promulgated
in 1950, drastic retrenchments were made in gov-
ernment expenditures. Of the deficit of 18.7 per
cent, it was planned to finance 11.5 per cent by an
increase in note issue and 7.2 per cent by an issue

¢ The distribution of individual items in central gov-
ernment expenditures and revenues was as follows (ia
percentapes): expenditures: military, 388; investment
in povernment enterprise, 23.9; administration, 21.4;
culture, education and health, 4.1; subsidy to local
governments, 2.3; and contingency fund, 9.4. Revenue:
Iand tax (in kind), 41.4; other tax revenue, 38.9; gov-
ernment enterprises, 17.1; public warchouses, 2.4; and
others, 0.2,

of long-term bonds. Since the bonds were to be
sold mainly by means of government assignment
to individuals and corporations, most of the re-
ceipts were in effect equivalent to an increase in
taxation. In addition to the improvement in the
budgetary position, bank credits for financing
private investment were also restricted.®

A second major factor in the reduction of infla-
tionary pressures was the improvement in the
supply position of many individual consumer
goods. As reflected in the industrial consumption
of power, after the second guarter of 1950 in-
dustrial production in Shanghai recovered from
the extremely low level of the first guarter. The
production of cotton textiles in government-
owned cotton mills in Shanghai® increased nearly
50 per cent from the first to the second guarter of
1950.7 Feod supplies also rose, since winter food
crops harvested in 1950 were larger than in the
corresponding period of 1949; the wheat harvest
was reported about 15 per cent higher. Moreover,
transportation difficulties which in the past had
caused an uneven distribution of the supply of
scarce consumption goods among different regions
were generally eased by the restoration and im-
provement of railway communication in 1950.
This factor, in turn, strengthened centralized dis-
tribution of supplies.

INSTYTUTIONAL CHANGES IN CHINA PROPER

The announced over-all objective of the eco-
nomic policy of the new administzation has been
to achieve a fully planned mixed ecomomy of
government ownership and private cnterprise,
with government dominance in major industrial
and commercial activities. Immediately after its
coming to power in China proper in early 1949,
the new administration took action to change the
institutional framework as a first step in a gradual
evolution towards a fully planned economy. Dur-
ing a large part of 1949, however, this action
was undertaken mainly in connexion with current

® This factor, together with the closing down of in-
efficient plants, led to some increase in visible unemploy-
ment,

¢ Production by government-owned mifls amounted
to about three-fifths of the total production. There were
indications that production by private firms showed a
similar trend.

1 Cf. Economic Weekly and Ta Kung Pao.
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economic problems arising from hyper-inflation
and the continuation of military activities. It was
not until early 1950, after relative economic sta-
bility had been attained in most parts of China,
that planning could play a more important role
in government economic policy. To implement
the policy, many economic measures which had
previously been introduced to meet immediate
needs were consolidated or modified, and the
programme of institutional reforms was further
intensified and broadened.

By the end of 1950, planning was still limited
since a comprehensive programme for consump-
tion, investment, distribution and production in
individual industries had not been laid down.
However, the institutional framework of the
Chinese economy had undergone fundamental
changes,

The government-owned sector of industry has
become the keystone of economic planning, Not
only have public utilities and heavy industries
been nationalized, but, in many instances, gov-
ernment operation has been extended to light
industries. In the nationalized sector, production
is subject to direct governmental control, plan-
ping and co-ordination. No comprehensive system
of direct controls has been imposed on the pro-
duction of private firms whose activities are re-
stricted to consumption goods industries, but profit
margins in private industries are fixed and con-
trolled. Moreover, an attempt is made to absorb
the private sector of industry into the planaing
process through such indirect measures as the
placing of orders, the allocation of raw materials
and the granting of bank credits on a selective
hasis.

A system of centralized distribution has been
established through the operation of a complex
of government trading companies. These com-
panies are operated in accordance with cost ac-
counting principles, with emphasis on profit; since
March 1950 they have begun to function on a
nation-wide basis through regional branches and
sub-branches. In the second half of 1950 there
were six companies engaged in domestic trade in
foodstufls, cotton varn and cloth, salt, coal and
building materials, local products and general
merchandise. Six other companies were engaged
in foreign trade in hog bristles, fats and oils, tea,

mineral products, exports of local products and
general imports. The main functions of these com-
panies were (a) to purchase in bulk directly from
producers and to build up government stocks; (b)
to facilitate the exchange of goods between urban
and rural areas and to regulate the relationship
between prices of industrial and agricujtural
products; (c) to regulate supplies of essential
commodities among different cities in order to
avoid violent price rises due to local conditions;
{d) to operate government retail stores which sell
essential commodities at low profit margins; and
(e) in the case of the foreign trade companies, to
control the composition of imports and to mono-
polize major exports.

An agrarian reform plan has introduced funda-
mental changes in agriculture although, owing to
special local conditions, the reform has not been
completely carried out for the whole country. In
the second half of 1950 the gradation of reforms
ranged from simple rent reduction in areas of
southern and south-western China, through land
redistribution in areas above the Yangtze, to col-
lectives and government-owned farms in parts
of north China. In areas such as north China,
which have been under the control of the present
authorities for some time, there are, roughly,
three major categories that make up the rural
economy: (a) private peasant holdings worked
by individual farm families; (b} village co-op-
eratives based on private ownership of land but
with pooling by the farmers of labour, tools and
livestock on a co-operative basis; and (¢) govern-
ment-owned farms operated with hired labour.

Broadly speaking, the trend has been towards
the extension of co-operatives on the basis of
private ownership rather than towards government-
owned farms.

Land taxes were reduced during 1950. Regula-
tions which came into effect in the second half of
1950 stipulated that the central government’s share
of the summer harvest would be curtailed to 13
per cent of the principal crops, and that additional
grain taxes imposed by local governments could
not exceed 15 per cent of the national rate. The
tax is progressive and calls for a levy of 10 per
cent on the physical output of “poor peasants”, 15
per cent on “middle peasants”, 25 per cent on
“rich peasants”, 50 per cent on “landlords” and
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80 per cent on “special families” whose annual
farm receipts exceed 6,000 bushels of grain.

Lastly, a network of co-operatives has been
established on a national basis to provide a link
between government companies and organized
small private farmers and handicraftsmen, There
are four general types of co-operative: supply
and marketing co-operatives, consumers’ co-op-
eratives, credit co-operatives and producers’ co-
operatives. The benefits that are offered to farmers
and handicraftsmen include preferential prices on
government goods, wider credit and improved
marketing facilities.

DEVELOPMENTS IN NORTH-EASTERN PROVINCES
(MANCHURIA)

The economic situation of Manchuria during
1949 and 1950 differed from that of China proper
in many respects. Partly owing to the earlier ces-
sation of military operations, a comprehensive sys-
tem of planning had been adopted in Manchuria
by 1949,

The structure of Manchuria’s economy under-
went a more complete change than that of China
proper. First, a land redistribution programme was
Fully carried out, and a few experimental col-
lective farms were set up. Second, the role of the
private sector in industry was reduced to a greater
extent. In the second half of 1950, the private
sector comprised only small workshops which,

though numerous, were confined to finishing pro-
cesses; even these workshops are being rapidly
amalgamated into conirolled co-operatives or are
being merged with government undertakings.
Third, government {rading companies play a
dominant role by supplying, on the average, 45
per cent of the total consumer demand; in some
commodities, they control the entire trade. Con-~
sumer co-operatives are more fully organized than
in China proper; during the first half of 1950,
they handled at least one-fourth of the total
retail trade.

The economic situation in Manchuria during
1949 was more stable than in the rest of the
country; price increases were much smaller than
in the rest of China. Total production nearly
reached the planped target. In the field of indus-
trial production {excluding munitions}, ocutput ex-
ceeded the plan by 4.3 per cent, but agricultural
production fell short by 10 per cent. Industrial
employment, productivity and real wages in-
creased considerably.

The plan for 1950 aimed at an increase of in-
dustrial production by 93 per cent and of agri-
cultural production by 37 per cent, as compared
with 1949, This would bring industrial production
to 57 per cent and agricultural production to 93
per cent of the 1943 level, which was a peak in
Manchurian output. Industrial production in the
first half of 1950 surpassed the planned objective.
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Chapter 7
DEVELOPMENTS IN INTERNATIONAL TRADE

The Changing Pattern of Trade

World trade in 1949 and the first half of 1950
developed against a background in which the
world’s production of goods continued to increase.
The further expansion of industrial and agricul-
tural production, chiefly in Europe, provided
Jarger exportable surpluses of foodstuffs, raw
materials and, particularly, manufactures and at
the same time reduced abmormal post-war im-
port tequirements, especially for foodstuffs. The
deferred demand for goods had been satisfied in
large measure by the end of 1948, and the
foreign exchange reserves which supported this
exceptional demand in many under-developed
countries had shrunk.

There was a significant expansion in the vol-
ume of world trade from 1948 to 1949, and from
the first half of 1949 to the corresponding period
of 1950.* Table 48 shows the movement of the
quantom of exports and imports between 1948
and 1950 for the world as a whole and separately
for the United States, western Europe and the
rest of the world. The gquantum of world exports
in 1949 was 9 per cent above that of 1948, the
latter being the first year since the end of the war
in which world trade reached the pre-war level
of 1937; in the first half of 1950 it Tose to a level

1 The present chapter discusses the changes in the vol-
ume, value and direction of international trade and their
cffects on the trade balances of various countries and
regions. The manner in which international settlements
were made during this period is covered in the next
chapter. The impact of changes in the import or export
balznces of different countries or areas on their domestic
economic situation has already been dealt with in part I
of the report.

* As was to be expected, the dollar value of world
trade at current rates of exchange showed a sharp drop
after the currency devaluations of late 1949, When the
exports of devaluing countries are expressed in doilars
for purposes of international comparison and summation,
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about 13 per cent above that of both 1948 and
19377

The increase in world trade between 1948 and
the first half of 1950, however, was the net re-
sult of sharply divergent movements in the trade
of the United States and the rest of the world,
particularly after the middle of 1949. The volume
of United States exporfs in 1949 was very
slightly higher than during the year before, when
it was twice that of 1937, while the quantum of
exports of western Furope® was neaily 20 per
cent, and that of the rest of the world about 5 per
cent, higher. Although the decline in United States
exports after the middle of 1949 continued in the
first half of 1950, larger United States imports
contributed to the continuing recovery of the vol-
ume of exports of western Europe and the rest of
the world, which reached pre-war levels in the
latter period.

The increase in the quantum of the trade of
countries other than the United States was mostly
accounted for by western Europe, as may be seen
from table 48. The principal area of cxpansion
here was in the trade of the western European
countries among themselves, but there was also a
substantial increase in the oversea exports of
western Europe, though it was of less striking pro-

and ihe conversion from national currencies is made at
prevailing rates of exchange, the values provide, of course,
even less indication than noumally of the real movement
of trade. The analysis of trade movemenls and patferns
in this chapter are, so far as possible, based on values of
trade in constant dollar prices {usually 1948 prices) or
on quantum figuies when they are available,

5 The term “western Europe”, as used in this and suc-
ceeding chapters, includes, unless otheiwise stated, all
countrics which are members of the Organisation for
Furopean Economic Co-operation (OEEC) except the
territory of Trieste; see appendix table XIV for list of
these countries. The term “continental western Furope”
is used to desipnate the same group of countries exclusive
of the United Kingdom, Iceland and Ireland.
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portions. There was, similarly, a considerable
growth in the trade among countries of eastern
Europe, in sharp contrast to the stagnation of
trade between eastern and western Europe. The
volume of the exports of the rest of the world,
which is principally a supplier of primary com-
maodities in infernational trade, has also continued
to rise, though at a much slower pace than that
of western Europe,

The unbalance in world trade during the post-
war period, which has manifested itself predom-
inantly in the pessistence of deficits in the trade of
virtually all regions of the world with the United
States, was reduced to a very considerable extent
by developments in trade after 1948. The abnor-
mal post-war reliance by the world on imports
from' the United States declined sharply as vir-
tually all areas of the world reduced their mer-
chandise import surpluses with the United States.
The Latin American countries* and the oversea
sterling countries cven succeeded in re-establish-
ing their traditional merchandise export surpluses
with the United States. This improvement began
as early as the end of 1947 and was interrupted
only temporarily in the first half of 1949, While

# Bxclusive of Non-Self-Governing Territories.

F The contraction of trade between the United States
and the rest of the world and the expansion of trade in
the world outside the United States were broadly paral-
leled in the movement of trade between hard and soft
currency countries. Not only was there a f2] in the total
exports of the countries in the hard currency proup but

the gap between the world’s imports from and ex-
ports to the United States was narrowed during
the latter half of 1949, largely by the tightening
of restrictions against dollar imports, the further
reduction of the United States export surplus in
the first half of 1950 was a consequence of some
further fall in exports but, more importantly, of
the rise in the value of United States imports, as
may be seen from table 49,

The basic factor in the mitigation of the un-
balance of the trade of the world with the United
States was the rise in agricultural and industrial
production, which took place not only in western
Europe, but also in several countries of the Far
East and, to a limited extent, in other parts of the
world as well. Thus, many countries were en-
abled to curtail imports from the United States
without reducing domestic production, consump-
tion or investment. This increase in production
provided the basis for an expansion of the ex-
change of goods in the world outside the United
States, which was more than sufficient to offset
the downward trend in trade with the United
States.’

this decline was entirely in exports (o soft currency
countries. In contrast, the aggregate exports of the latter
countries mounted rapidly between 1948 and 1950, Most
of the rise was in trade with one another, but the quan-
tum of their exports to the hard currency countries went
up as well (see appendix table 11).

Table 48. Indices of Quantum of Exports and Impozts of World, United States,
Western Europe and Rest of World, 1948 to 1950 {First half)

(1948 =— 100)
Western Enropot
Intra- Reot af
Poried World United Staten Total irada world
Exports:
1948 . . . . . 100 10 100 100 100
1949 First half . . 108 111 116 114 101
1949 Second half . . 109 93 123 127 108
1950 First half 113 88 140 147 108
Imports:
1948 . . . 100 100 100 100 100
1949 First half . . 108 96 106 114 113
1949 Second half . 109 99 169 127 111
1650 First half . 113 111 1§19 147 111

Source: World estimates from United Na-
tions, Summary of World Trade Statistics;
United States data from United States Depart-
ment of Commerce, Summary of Foreign
Commerce (Washington, D.C.); data for west-
ern Europe from Economic Coopeiation” Ad-

ministration, Recovery Guides, No. 16 {Wash-
ington, D.C., October 1950); quantum of trade
of rest of world derived as a residual on the
basis of proportion of weighted value in 1948,

& Countries in the Organisation for European
Economic Co-operation.
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Western Europe as a whole, by a considerable
expansion of its oversea exports succeeded during
the first half of 1949 in reducing materially its
jmport balance with areas other than the United
States,® as table 49 shows. The reduction was
more than sufficient to offset the rise in its import
balance with the United States, so that its over-
all deficit fell. The over-all merchandise trade
deficit of the rest of the world, on the other hand,
increased sharply as its export surplus with west-
ern Furope contracted while its import surplus
with the United States increased. After the middle
of 1949, however, a severe curtailment of jm-
ports together with increases in the prices of pri-
mary commodities, especially in 1950, led to pro-
gressive reductions in the trade deficit of the rest
of the world. Those primary producing countries
which did not devalue their currencies, or which
devalued to a lesser extent than western Furope,
profited in addition from the fall in the prices of
their imports from the devaluing countries of west-
ern Europe. By the first half of 1950, the mer-
chandise deficit of raw material and food export-
ing countries in their trade with the United States

6 The changes in the value of exports and imports and
in the balnnce of trade of western Eutope and the rest
of the world outside the United States, with each other
and hence plobally, are considerably understated after
the first half of 1949 with regard to changes in terms of
currencies in which settlements were made when they are
expressed, as in table 49, in United States dollars con-
verted at prevailing rates of exchange.

Table 49.

had been virtwally eliminated, and since their
export surplus with western Europe had recovered
to a level not far below that of 1948, their over-
all position had changed from a small deficit in
1948 to a very substantial export surplus. The
shift in the terms of trade in favour of primary pro-
ducers, which is discussed in detail in chapter 10,
played an important role in the emergence of this
export surplus.

Developments in world trade since the advent
of hostilities in Korea have accelerated the trends
just described. The vastly increased demand for
raw materials arising from rearmament pro-
grammes and the rapid rise in the prices of such
materials have contributed to a further sharp im-
provement in the terms of trade of exporters of
primary goods and in their balances of trade with
industrialized countries. The immediate effects
were visible in the rapidly rising export surpluses
of many under-developed countries in the third
quarter of 1950. Most of these countries had con-
tinued fo maintain the restrictions on imports
imposed a year before when their reserves had
dwindled, but some relaxation of these resiric-
tions was probably reflected in the increase in
United States exports since the low point reached
in Aungust.

The outlook for world trade in 1951 was radi-
cally altered by these developments. The undes-
developed countries were concerned as to whether

Balance of Trade of Western Europe" and Rest of World (excluding the United States)

with One Another and with the United States, 1948 to 1950 (First half)
(Annual rates in millions of United States dollars at current prices, fo.b; minus (—) indicates import deficit)

Weatern Europo?

Rest of world
{excluding United Statea)

Item 1048 1950 1938 1980

48 Firat 1948 B Firat

First Second half Firgt Second half

half half kelf half

Total surplus or deficit —5,415 —4,530 —3,825 3,590 —220 —2,195 L] 1,305
Total exports 16,380 19,185 17,665 17,400 26,280 26,645 25940 25495
Total imports 21,795 23,715 21,490 20,990 26,430 28840 26435 24,190
Deficit with United States —3,175 3,760 —2,685 -~-2,125 —32,460 -—3,025 1,635 —160
Exports to United States 930 780 770 935 5,925 5,605 5,570 6,565
Imports from United States 4,105 4,480 3,455 3,060 8,383 8,630 7,205 6,725
Surplus or deficit with other groupt —2,240 —830 —1,140 ~1,465 2,240 830 1,140 1,465
Exports to other group 8,535 10,260 8,885 8,235 10,775 11,690 10,025 9,700
Imports from other group 10,775 11,090 10,025 9,700 8,535 10,200 8,885 8,235
Trade within the group 6,915 8,145 8,010 8,230 9,510 9,950 10,345 9,230

Source: United Nations Depaitment of Fconomic Af-
fairs; based on appendix table XIV.

1 Countries in the Orpanisation for European Eco-
nomic Co-operation.

b Deficit of western Europe with the rest of the world,
excluding the United States; for the rest of the worid,
the export surpius with western Europe.
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they would in future be able, with the increasing
foreign exchange resources at their disposal, to
expand or even to maintain the level of their im-
ports from the United States and the industrialized
countries of western Europe, in view of the en-
larped requirements of the latter countries for
rearmament. In many respects, the prospective
position of under-developed countries was not
dissimilar to that in which they found themselves
during the Second World War. The industrialized
countries faced the possibility of absolute short-

ages of raw materials as well as the problem of
assuring an equitable division of the available
supply to the several importing countries. Special
problems were posed for western Europe by ris-
ing prices of raw material imports, on which it is
so heavily dependent, since this increase implied
a deterioration in its terms of trade over and
above the deterioration which arose from the cur-
rency devaluations of 1949, This involved a fur-
ther expansion of exports in the face of other
demands on home production.

Decline in the World’s Import Surplus with the United States

The sustained recovery of trade in the post-war
years prior to 1949 had, by the beginning of 1949,
materially reduced the unbalance in trade between
the dollar area” and the rest of the world. It was
generally recognized however that, to the extent
that the unbalance stemmed from long-term fac-
tors ntot associated with the dislocations resulting
directly from the war,® it could not be eliminated
merely by restoration of pre-war patterns of trade
but required adjustments of a more fundamental
character in the structure both of production and
trade.

The emphasis of the post-war trading policy of
most countries suflering from a shortage of dol-
Iars was directed in the first instance towards the
expansion of their exports to the United States
and the enlargement of their trade with non-dollar
countries so as to reduce dependence on imports
from the dollar area. Until the end of 1948 this
policy showed signs of being successful, but in
the first half of 1949 the gap between exports and
imports widened, both because of loss of dollar
carnings from exports to the United States and
because of the reversal of the previous down-
ward trend in imports from that country.

Following the imposition of severe restrictions
on imports from the United States to prevent
further strain on dollar 1eserves, dollar expendi-
tures for imports resumed their downward course
in the second half of 1949 and continued to fall
in the first half of 1950. Furthermore, exports to
the United States increased once again in the last

¥ For definition of “dollar area”™ as used in this and
succeeding chapters, see footnotes 1o chapter 8, table 78;
for list of countries included in the dollar area, sce ap-
pendix table XIV.

% See chapter 9.

quarter of 1949 and the first half of 1950, as a
result of the termination of the recession in the
United States and the increase in its purchases of
strategic materials for government stockpiles.”

Since June 1950 there has been a radical im-
provement in the trading position of many coun-
tries with the United States, owing to the rise in
the value of their exports to that country. Raw
material exporters have been most favourably
affected, since United States import requirements
~particularly for strategic materials under the
government stockpiling programme-—mounted fol-
lowing the conflict in Korea.

REDUCTION IN WORLD'S IMPORIS FROM THE
UnNITED STATES AFTER 1948

Continuation of the downward trend in the
value of the world’s imports from the United
States after the post-war peak was reached at the
end of 1947 has been the most important factor
in the changes referred to above. Western Furope
was able to curtail ity imports from the United
States without adversely affecting domestic con-
samption or current investment, primarily because
of the improvement in Europe’s supply position
—especially in foodstuffs—but also because of
the increase in supplies available from non-dollar
sources. There was, in fact, an increase in the
total quantum of goods imported by western
European countries despite the retrenchment in
imports from the United States. While under-
developed countries as a whole were unable to
maintain the volume of their imporis from the

9 See chapter 10 for a discussion of the part played
by devaluation during this period in reducing the devalu-
ing countries’ imports from the United States and in-
creasing their exports to that country,
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United States at the level of eatlier post-war years,
the loss from this source was more than offset by
larger supplies in the industrialized countries of
western Europe,

Notwithstanding the improvement in the world
supply situation, most countries were able to effect
reductions in imports from the United States after
the middle of 1949 only by tightening import re-

10 Chapter 10 discusses the character of these restric-

tions and the extent to which they were responsible for
the fall in dollar imports in various countries.

1 {nless otherwise stated, “Latin America” generaily
includes the Latin American republics and the Non-Self-
Governing Territories; the “sterling area” and “eastern
Europe" include countries listed in these areas im ap-
pendix table XIV.

strictions and exchange controls.*® Import restric-
tions were not eased immediately following
devaluation and were generally maintained dur-
ing the first half of 1950. Tables 50 and 51 show
the extent and character of the reductions of
various regions' in the value of their imports
of foodstuffs, raw materials and manufactures be-
tween 1948 and the first half of 1950.22

*2In contrast with those of most other areas, Canad-
ian imports from the United States, which represented
almost 15 per cent of United States exports in 1948, re.
mained unchanged during 1949 and were reduced moder-
ately in the first half of 1950. The latter decline was
almost entirely accounted for by coal and petroleum. In
the case of petroleum, there was a large increase in
Canadian production, while the drop in coal imports
appears to have been temporary.

Table 51. Value of United States Exports of Various Manufactures to Certain
Areas, 1948 to 1950 (First half)
(Annual rates at current prices, in millions of United States dolfars, fob.)
Ezporta
Metals Pagsenger Chemicals Taxtileg All ather
Destination and Mackin- cars gnd and ré- an THAT U
MANU- ery vehioles® lated T Facturos
fectures products Jucturen
Total exports:
/48 . . L., L111 2,253 1,425 717 848 804
1949 .. ... ..., 1,109 2,341 1,176 774 661 613
1950 First half . .. 784 1,999 1,033 706 482 564
Canada:
1948 221 446 152 104 74 114
1 e e e 234 370 274 i12 72 118
1950 First half .. .. .. 198 352 286 116 64 106
Latin American dollar coun-
triesd
1948 . 232 405 223 108 151 123
1949 ... L, 220 329 213 117 110 114
1950 First half 172 288 228 142 126 110
Other Latin American coun-
tries=®
1948 e 158 349 250 93 40 41
1949 ... . L. 125 262 151 76 20 23
1950 First half . 74 216 118 74 i0 10
Sterling area:
United Kinpdom
1948 . . ..., 65 117 20 43 19 36
1949 ... L. il 54 117 20 32 9 20
1950 First half ......... 46 66 24 34 4 22
Oversea sterling area:d
948 ... ... 120 253 197 89 209 74
1849 . .. .. L. 131 249 172 76 83 48
1950 First half . ..., 68 i60 100 62 38 26
Western Europe (excluding
United Kingdom):
1948 . L 0. L. 200 346 311 151 69 70
1949 . ... 220 452 162 157 68 73
1950 First half 146 478 152 108 70 50

Sonrce: United States Department of Com-
merce, United States Exports of Domestic and
Foreign Merchandise, Series No. FT 420 and

Summary of Foreign Commerce.
4 Including merchant ships.

b Colombia, Cuba, Mexico and Venezuela.
¢ Argentina, Brazil, Chile, Peru and Uruguay.
dJceland and Ireland included in western

Europe.
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Between 1948 and 1949 the contraction—by
nearly $500 million—of Latin American imports
from the United States was the largest element in
the drop in United States exports. This fall in
Latin American imports was followed by a fur-
ther decline of $250 million in the first half of
1950. Imports of passenger cars and vehicles, ma-
chinery and textiles, particularly, were affected;
the decline in imports of machinery in the first
half of 1950 was especially steep.

The value of United States exports fell between
1949 and the first half of 1950 to an even greater

Table 52.

extent than in the preceding year (see table 52).
United States exports to continental western Eu-
rope dropped by over $750 million (annual rate)
between these two periods; during the latter pe-
riod they were more than $900 million below the
1948 figure. Nearly the entire drop in continental
western European imports from the United States
during 1949 and the first half of 1950 was ac-
counted for by foodstuffs. On the other hand, the
volume of imports of manufactures in the first
half of 1950 was not much lower than in the two
preceding years, and raw materials imports, which

Current Value and Indices of Unit Value and Quantum of United States

Exports, by Economic Classes, 1948 to 1950 (First half)

(Annual rates at current prices, in millions of United States dollars, f.0.b.)

Al Cruda Bemi- Finiahed
Iiem and period commoditics Foodotufie materials manufgsturaes  moenufactures
Current value:
1948 .. . 12,532 2,580 1,488 1,370 7,094
1549 First hatf . 13,102 2,520 2,030 1,542 7,011
1949 Second half 10,669 1,933 1,531 1,166 6,039
1930 First half 9,662 1,351 1,872 1,052 5,386
Change in current value:
From 1949, first half, to 1949,
second half . e 2,712 ~—63( —500 382 —1,200
Due to:
Price — 640 —148 —35 —111 —346
Quantum ... ..... .. 2,072 —482 et} 65 —271 B 54
From 1949, second half, to
1950, first half .. .. . ... 852 360 +-342 —112 w322
Due to:
Price Py —148 42 —3 —128
Quantum —575 —412 +-340 w1 09 —394
Unit value index:
1948 .. . N 100 100 100 100 100
1949 First half . 95 89 96 99 97
1949 Second half S 91 83 94 90 92
1950 First half ‘ S 88 74 93 90 91
Quanturt index:
1948 |, L 100 100 100 100 160
1949 First half .. .. .. . 11t 113 142 114 102
1949 Second half . ‘ 93 92 110 94 90
1950 First haif o 88 72 135 85 84
Quantum index net of foreign
aid
1948 .. 100 100 b 100v 100
1949 First half 100 95 b 1050 97
1949 Second half 84 110 I 720 83
1950 First half 79 83 b 79 76
Source: Midyear Economic Report of the post-UNRRA relief, Army Civilian Supply

President, July 1950 (Waskington, D.C.) and
United States Department of Commerce, For-
eipn Commerce Weekly, 4 Septlember 1950
{Washington, D.C).

a Derived by deducting from total the export
grants reported under the following foreign aid
programines; European Recovery Program,
interim a2id programme for western Europe,

Program for Germany and Japan, aid to China
by the Economic Cooperation Administration,
civilian aid under the assistance programme
for Greece and Turkey; however, exports under
the programmes for aid to Korea and ceriain
other programmes were not deducted owing to
Tack of data.

b Crude materials included with semi-manu-
factures.
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in 1949 were well above 1948 levels both in value
and in volume, were sustained at the 1949 level in
the first half of 1950.8

The decline in United States exports of food-
stuffs to western Europe was due primarily to
smaller grain exports, the value of which fell be-
tween 1948 and the first half of 1950 by $650
million, and between 1949 and the latter period
by more than $450 million (annual rates). The
reduction in western Europe’s imports from the
United States appears to have been a consequence
mainly of the recovery in agricultural production
during 1948 and 1949 and of more adeguate
stocks of grains accumulated with the aid of
large imports in the preceding years. Imports of
United States wheat by France, Germany and
Italy decreased from 6.3 million metric tons in
1948 to 4.3 million in 1949 and to 0.6 million
tons in the first half of 1950,

‘The contrasting increase in western Europe’s
imports of raw materials from the United States
between 1948 and the first half of 1950 has been
almost entirely due to larger shipments of raw
cotton, which in the latter period accounted for
well over two-thirds of the imports of raw ma-
terials from the United States. The value of raw
cotton imports in the latter period was more than
twice as high as in 1948. The large increase in
cotton imports and the smaller increases in im-
ports of certain other raw materials from the
United States more than offset the sharp decline
in imports of petroleum and coal. Imports of coal
from the United States were halved between 1948
and 1949 and virtually disappeared during the
following six months, owing to the steady in-
crease in domestic coal production in western
Europe.

Important shifts occurred in the composition
of western Europe’s imports of manufactures from
the United States during the period under review.
A large reduction between 1948 and 1949 in im-
ports of the category designated in table 51 as
“passenger cars and vehicles”—chiefly merchant
ships-—was approximately offset by increased im-
ports of machinery. During the first half of 1950,
imports of metals and manufactures and of chem-
icals and related products were considerably re-
duced as European production and trade in these
commodities increased.

1 Raw material imports actually declined sharply be-
tween the first half of 1949 and the corresponding period

The effect of the severe restrictions on imports
payable in doliars imposed by the United King-
dom after the middie of 1949 was not fully ap-
parent until the first half of 1950. In fact, the
value of United Kingdom imports from the United
States for 1949 as a whole was actually higher
than in the preceding year, but fell by 30 per cent
between 1949 and the first half of 1950. United
Kingdom imports of grain from the United States
increased substantially during 1949 and still fur-
ther in 1950, but imports of other foodstuffs,
which were also higher in 1949, returned to their
previous level. Raw material imports, after in-
creasing considerably during 1949 as a result of
the virtual doubling of imports of raw cotton, fell
off by one-third during the first half of 1950
when raw cotton imports declined sharply, to a
Jevel about a fourth lower than in 1948. Imports
by the United Kingdom of almost all categories
of manufactures from the United States declined
during 1949, and in the first half of 1950 the

values at annual rates were well below those of
1948,

The oversea sterling countries, which in 1949
had curtailed their imports from the United States
by more than $200 million, made even more
drastic reductions during the first half of 1950.
A large part of this reduction was accounted for
by the Union of South Africa, though it did not
join in the decision of the Commonwealth mem-
bers of the sterling area to cut imports from the
United States to 75 per cent of the 1948 level
In the first half of 1950, the value of imports of
the oversea sterling countries as a whole from
the United States was at an annual rate nearly
two-fifths below that of 1948. However, the re-
duction in imports of manufactures contrasted with
an increase in the importation of raw materials,
which in the first half of 1950 was at twice the
rate of the two preceding years. This expansion
was almost entirely accounted for by the fact that
India imported United States cotton during this
period at an annual rate of $133 million, owing
to its commercial dispute with Pakistan, whereas
only negligible quantities had previously been
obtained from the United States.

Imports of foodstuffs from the United States,
absorbed largely by India and the Union of South

of 1950; imports in the former period were much higher
than in 1948,
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Africa, were considerably smaller as a result of
the virtual cessation of wheat imports. This re-
duction was made possible by a shift to Canada
and Australia as sources of supply. Restrictions
imposed by the Union of South Africa early in
1949, following a sharp fall in its gold and dollar
holdings, cut the value of imports of manufac-
tures from the United States by half during 1949;
nearly all categories of manufactures were af-
fected, especially textiles, transportation equip-
ment and machinery. South African imports from
the United States in the following half year were
again cut by half; textiles and transportation
equipment were most affected. The value of In-
dian imports of manufactures from the United
States fell by more than two-fifths between 1948
and the first half of 1950; imports of textiles de-
clined to negligible proportions, while imports
of metals and manufactures, machinery and
transportation equipment were also aflected
adversely.

The increase during 1949 in United States ex-
ports to the remaining areas of the world reflected
principally the rise in exports to Japan, as shown
in table 50. In the first six montls of 1950, how-
ever, the value of United States exports to these
areas was a fourth lower than in 1949, owing
primarily to a fall in the value of exports to the
Philippines by almost 40 per cent, but there was
a decline in exports to other areas as well, in-
cluding Japan and eastern Europe. The value
of Tapanese imports of foodstuffs from the United
States in the first half of 1950 was less than half
of the semi-annual average in the preceding year,
owing to a shift from United States wheat to
supplies from Argentina, Australia and Canada.
In addition, larger quantities of rice were available
to Japan from Burma and Thailand. A large
part of the reduction in food imports from the
United States, however, was offset by the increase
in imports of cotton and, fo a limited extent, of
other raw materials. The annual rate at which
raw cotton was imported by Japan in the first
half of 1950 was nearly five times as large as in
1948 and twice the value of such imporis in
1949, The shifts in the composition of Japan’s
tmports from the United States reflected the
changing demands of the Japanese ecconomy
under the influence of the partial recovery of its
export markets, particularly for textiles.

It is apparent from the above review that
though the decline in United States exports in
1949 was confined to a relatively limited number
of areas, the decline during the first half of 1950
was more widespread. In the first half of 1950,
exports fo continental western Europe declined to
an even greater extent than in 1949, while those
to the oversea sterling area dropped about as
much as in the preceding year. There was a fur-
ther decline in exports to Latin America as a
whole, and there was also a fall in exports to the
United Kingdom and to the rest of the world.

Most of the reduction between 1948 and 1949
in the value of imports from the United States
was accounted for by foodstuffs, passenger cars
and vehicles, textiles and other consumer goods.
The fall in United States exports of manufac-
tures reflected to varying degrees restrictions on
“non-essential” imports, the diversion of pur-
chases to non-dollar sources, the satisfaction of
pent-up demand and, in some cases, a policy of
protecting domestic industries—all of which were
associated with a more plentiful supply of such
goods in domestic and international markets.

In the first half of 1950, the diminishing 1e-
quirements for food imports from the United
States, chiefly of western Europe but to some
extent of other areas as well, was again a major
Factor in the large decline in United States
exports. Raw material exports from the United
States, on the other hand, increased further. As
regards manufactures, not only was there a con-
tinuation of the downward trend in exports of
non-durable and durable comsumer goods, espe-
clally of textiles and passenger cars and vehicles,
but exports of capital goods—metals and manu-
factures and machinery—were also affected. The
reduction in the latter occurred in virtually all
areas of the world except continental western
Europe.

Although the fall in the value of United States
exports was due partly to price declines, less than
a fourth of the drop between the first and second
halves of 1949 was attributable to this factor, and
not more than a third of the further decline in the
first half of 1950 was due to lower prices. The
reduction in the volume of exports was the more
important factor even in the case of foodstuffs,
export prices of which fell most steeply.
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‘These changes in the composition of United
States exports between 1948 and the first half of
1950 reduced the share of foodstuffs in the total
value of exports from a fifth to less than a sixth,
raised the share of raw materials and semi-manu-
factures and left that of finished manufactures
relatively constant,*

Fruciuations N UNITED STATES IMPORIS
BEIWEEN 1948 anp 1950

Although the curtailment of imports from the
United States was the chief factor in the reduction
of the world’s import surplus with the United
States between 1948 and 1950, the fluctuations in
the imports of the United States from the rest of
the world during this period also significantly
affected the dollar position of certain areas. The
adverse effect of the fall in the volume and value
of United States imports in the second and third
quarters of 1949 on the dollar position of the
sterling area and western Europe was an im-
portant factor in the decision of these areas to
tighten restrictions on imports from the dollar
area. On the other hand, the rise in the volume
and value of the imports of the United States
during 1950 contributed more to the marked in-
crease in the gold and dollar reserves of the rest
of the world——ecspecially after the middle of the
year—than the further decline in United States
exports.

The impact of the fluctuations in United States
imports on the dollar earnings of various countries

1+ See appendix table IH for distribution, by value, of
United States exports by economic classes, inclusive and
exclusive of exports under foreipn aid programmes.

151t is not possible to measure the direct effect on
imports of specific commuoditics of the United States
Government's stockpiling of stratepic materials during
1949 and 1950 since information is not available as to the
value of total imports of stockpiled items during 1949
and 1950. Some indications may, however, be obtained
both from the appropriations and from the value of
goods on hand or under contract. Appropriated funds
or authority to obligate for this programme for pur-
chases at home and abroad amounted to $275 million for
the fiscal years 1947 and 1948, $825 million for 1949,
3475 million (net) for 1950 and $733 million for 1951;
it was stated that it was planned to obligate the total
amount of $2,300 million by the end of the fiscal year
1951. The importance of the programme to exporters
of certain primary commodities may also be gauged
from the magnitude of the stated objectives of the pro-
gramme on 30 June 1950, pamely, the accumulation of a
stockpile from both domestic and foreign sources apgre-
gating $4,000 million,

and areas varied--depending chiefly on whether
their exports to the United States consisted pri-
marily of foodstuffs, of raw materials or of manu-
factures. United States imports of these classes
of goods were quite differently affected by the
business recession in 1949, by the recovery in the
first half of 1950 and by the additional import
requirements of the programme for expanding the
production of military goods, which was initiated
in the third quarter of 1950.

As has been pointed out carlier in this report,
the temporary recession in the United States was
characterized by a fall in industrial production
associated with liquidation of inventories, but not
by any significant decline in real gross national
product. Owing to the great sensitivity of the
demand for imports of raw materials to fluctua-
tions in the level of industrial production, imports
of crude materials and semi-manufactures were
most adversely affected by the contraction of
manufacturing activity during the second and
third quarters of 1949; however, they also gained
to the greatest extent from the subsequent recov-
ery of production in the last quarter of 1949 and
the first half of 1950. In addition, raw material
imports were influenced by changes in the level
of purchases of strategic materials for government
stockpiles during this period.s

Since expenditures for personal consumption
continued to rise during 1949 and 1950, imports
of foodstuffs were relatively unaffected by the
recession. However, United States imports of

The limited information available on the major com-
modities being stockpiled entirely or in large part by way
of imports (a list published by the United Stales Muni-
tions Board in its report to Congress includes more than
80 items) suggests that rubber, tin and copper represent
the most important commodities in terms of dollar value
and that other major commodities include lead, chrome,
zine and aluminium Crude rubber imports were ex-
pected to average 70,000 tons monthly during 1951; of
this, probably well aver half is to be stockpiled, and the
price of this commodity has risen sharply. The target for
the tin stockpile has been estimated as 250,000 tons, of
which about 60,000 tons had been accumulated by the
middle of 1950. Government stockpiling of copper in-
creased from 175,000 tons in 1948 to 190,000 tons in
1950 and is likely to be substantially higher in 1951,
Lead imports for stockpiling averaged 16,000 tons in the
vear ended 30 June 1950, when a cutback was announced,
Imports of zinc under the programme were resumed in
the second quarter of 1950 at the ate of 8,600 tons
monthly, after a lapse of a vear in such purchases, In the
fiscal year 1950, purchases of all commodities amounted
to $400 million, of which about three-fourths repre-
sented materials of foreign origin,
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finished manufactures,’® which represent a rela-
tively small share of its total imports, contracted
during the recession to an even greater extent
than raw materials but expanded after its termina-
tion to a somewhat lesser degree. This fall in im-
ports of manufactures is explained partly by the
marginal character of many of the imported com-
modities—the temporarily high demand for auto-
mobiles, for example, was reduced sharply when
domestic scarcities disappeared—partly by the
fact that inventories were being liquidated rather
than accumulated during 1949 and, finally, by
the postponement of imports in anticipation of
currency devaluations. The expansion of the vol-
ume of imports of manufactures in 1950 appears
to have been largely a consequence ol the rise
in United States economic activity and of devalua-
tion, which tended to reduce the dollar prices of
many imported manufactures.

As is indicated in table 53, countries which
were predominantly suppliers of foodstufls to the
United States generally suffered little or no loss
of dollar earnings in 1949, since reductions stem-
ming from price declines were approximately off-
set by larger quantities exported to the United
States. The value of United States coffee imports,
which account for a large share of the imports of
foodstuffs, was maintained during the first nine
months of 1949 and increased substantially in the
final quarter of that year, as well as in the first
half of 1950, because of the rise in prices. Among
the remaining commodities listed in table 53 only
cocoa, an important “dellar earner” of the ster-
ling area, showed any substantial decline in im-
port value,

Among raw materials, wool, rubber and jute-—
all important dollar earning exports of the ster-
ling area~were together responsible for well over
half of the total net decline, between the third
quarter of 1948 and the corresponding period of
1949, in the value of raw material imports of the
United States specified in table 53. The quantity

_ 1% Officia]l United States trade statistics include as fin-
ished n}anufacturcs a aumber of commodities, such as
newsprint, which are not usually classified in this category
and which represent a large proportion of the total im-
ports reported as finished manufactures. A few important
commodities of this type have been excluded from this
category for purposes of the discussion in this section.
See appendix table IV for value and quantum of United
Siates imposts, by economic classes, according to United
States trade statistics.

of wool imports in the latter period was about
45 per cent below that of the same period in
1948, and crude rubber imports fell by a fourth
during this period. Among other commodities the
imports of which feil sharply during the course of
1949 were sawmill products, paper base stocks,
copper (black blister especially), aluminium
scrap and alloys, and chrome and chromite.

The sharp increase in the value of United States
imports of raw materials and semi-manufactures
in the first half of 1950 also stemmed for the
most part from the increased volume of goods
imported. Prices of most raw materials were not
very different from those of the corresponding
period of 1949, thongh they increased moderately
towards the middle of 1950 and advanced sharply
alter the beginning of hostilities in Korea. The
value of wool exports to the United States in the
first half of 1950 was nearly 10 per cent above
that of the first hailf of 1948 and double that of
the same period in 1949. The value of crude rub-
ber imports, which had declined drastically in the
preceding year, rose in the first half of 1950 to a
level more than 10 per cent above that of 1948.
United States imports of a number of the com-
modities which had fallen most sharply during
1949 jn value and volume were by the first half
of 1950 in many cases above 1948 levels. Further-
more, imports such as petroleum, newsprint and
tin, the value and volume of which had been
maintained during 1949, registered further gains
in total value during the first half of 1950 in spite
of lower prices.

Finished manufactures were most adversely af-
fected by the contraction of United States imports
in the middle of 1949; the value of such imports
fell about a fourth between the third quarter of
1948 and the corresponding quarter of 1949, In
the first half of 1950 they had recovered to a level
about 10 per cent higher than in the same period
in 1948. In the third quarter of 1949 the dollar
value of United States imports of agricultural
machinery and implements was nearly a fifth
below, and imports of vehicles and parts more
than two-thirds below, the same quarter in 1948,
and the dollar value of United States imports of
cotton and wool manufactures also fell sharply.
For the most part, these declines reflected reduc-
tions in quantity rather than in prices. In the first
half of 1950 the dollar value of United States
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imports of most commodities in this category,
with the notable exception of automobiles, ap-
peared to have regained or somewhat exceeded
their 1948 levels despite the reduction in dollar
prices following devaluation.

As table 54 shows, the fall in the value of
United States imports during the second and third
quarters of 1949 was especially severe in the case
of exports from the sterling area and from western
Europe but was of moderate proportions in other
regions of the world. The dollar value of exports
from the sterling area to the United States in the
third quarter of 1949 was more than a third below
the annual rate of 1948. The exports of conti-
nental western Furope to the United States de-

degree. The level of Canadian and Latin Ameri-
can exports to the United States was, as a whole,
maintained during 1949, though temporary reduc-
tions in the exports of individual countries in
Latin America occurred during the course of the
year. The large increase in the value of United
States imports of raw materials since the second
quarter of 1950 has chiefly affected Latin
America and the oversea sterling area.

The explanation of the variations in the impact
of fuctnations in United States imports on various
areas between 1948 and 1950 is to be found in
the commodity composition of their trade with
the United States. The United Kingdom’s exports
to the United States, which are heavily weighted

teriorated to a lesser, but none the less serious, by manufactures—in particular, agricultural
Table 54, Value of United States Imports from Varicus Areas, 1948 to
1950 (First half)
{Quarterly rates in current prices, in millions of United States dollars, f0.b.)
1849

1950
Country 1948 Firat Seeond Third Fourtl Mret
quarter quarter quarfer quarter hatf
Total 1,78t 1,790 1,601 1,478 1,758 1,508
Canadar .. e 398 380 382 348 4472 441
Latin American countriesh 588 626 548 530 559 640
Argentina 45 30 19 17 31 52
Brazil 128 120 113 128 191 134
Chile 45 33 47 30 23 37
Colombia 59 60 49 65 68 61
Cuba . 94 110 109 96 72 97
Venezuela 67 66 &7 69 77 79
Other countries 150 187 144 12§ 137 180
Sterling area 345 343 283 232 297 335
Australia 33 31 31 13 23 35
India . . . 66 66 62 48 63 61
New Zealand .. . 8 3 6 8 7 15
Union of South Africa 34 29 21 27 39 29
United Kingdom 72 68 44 32 63 63
Rest of sterling area 132 146 119 84 102 132

Westerr Europe {excluding stes-
ling area countries) 150 156 120 113 142 154
Belgium-Luxembourg 26 37 19 17 22 29
Denmark 2 1 1 1 3 3
France 18 18 13 14 16 20
Italy 23 20 15 16 20 2]
Netherlands i1 12 15 16 16 13
Norway 8 13 9 4 6 9
Portugal 5 4 3 3 4 4
Sweden 23 12 i2 14 17 18
Switzerland 26 24 21 21 27 22
Western Germany 8 15 12 7 11 15
Eastern Europe 39 25 25 29 31 33
Rest of world 261 260 243 226 247 305

Source: United States Department of Com-
merce, Foreign Commterce Weekly, 5 Septem-
ber 1949 and 6 March 1950 and International
Trade Statistics, August 1950 (Washington,

D.C.); Economic Cooperation Administration,
Recovery Guides, No. 16, October 1930.

= Inchuding Newfoundiand.

v Excluding Non-Seif-Governing Territories.
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machinery, vehicles and textiles——dropped sharply
during the course of 1949 but recovered to more
than 85 per cent of their 1948 value in the first
half of 1950, when the increase in quantities
exported to the United States to some extent
offset price reductions from devaluation. Dollar
earnings from the exports of Australia, New Zea-
land and the Union of South Afiica were espe-
cially affected by fluctuations in the volume and
price of their wool exports to the United States.
This volume had fallen during the third quarter of
1949 to omnly two-fifths of that in 1948, but it
exceeded the rate of the Iatter year by a sixth dur-
ing the first six months of 1950. The loss in dollar
earnings during 1949 from Malayan exports of
crude rubber—the volume of which fell 30 per
cent between 1948 and the third quarter of 1949
—was especially severe. Despite a moderate re-
covery in volume and a considerable rise in price,
the value of these exports in the first half of 1950
(at annual rates) was only 75 per cent of that of
1948. The level of Malayan tin exports, on the
other hand, was maintained during 1949 and
increased substantially in the first half of 1950,
The value of United States cocoa imports from
the sterling area in the first half of 1950 was
also somewhat above 1948, after a drop of two-
thirds in the third quarter of 1949,

Among the continental western European coun-
tries, Sweden experienced the largest decline in its
exports to the United States during 1949, mainly
on account of reduced exports of wood-pulp
and newsprint. Exports of textiles, diamonds and,
especially, steel-mill products from Belgium-
Luxembourg were among the important United
States imports considerably affected by develop-
ments during 1949 and 1950; several other coun-
tries also suffered marked reductions in their
exports to the United States. On the other hand,
the value of United States imports from Germany
and the Netherlands actually increased during
1949, Continental western Europe as a whole
appears to have been less severely affected by the
United States recession than the United Kingdom,
in respect of exports to the United States. In the
first six months of 1950 the total value of con-
tinental western Europe’s exports to the United
States was somewhat in excess of the semi-annual
rate of 1948.

Latin American exports to the United States

in 1949 were not significantly below their 1948
value and were considerably higher in the first
half of 1950, Their exports to the United States in
the final quarter of 1949 rose sharply from the
moderately lower levels to which they had de-
clined in the second and third quarters of the
year, and in the first half of 1950 were nearly
10 per cent above the level prevailing in 1948.
Individual countries in the area—notably Chile—
experienced temporary difficulties when the
volume of United States imports and the prices
of certain primary commodities dropped sharply.
An important factor contributing to the large
increase in Latin American exports to the United
States in the first half of 1950 was the resumption
of Argentine exports to the United States on a
scale twice as high as in the preceding year.

United States imports from the rest of the world
as a whole do not appear to have been affected
significantly by developments during 1949. The
increases between 1949 and 1950 appear to have
been accounted for in considerable part by the
larger volume of imports from Japan, and of
petroleum from the Netherlands Antilles and the
Middle East.

THE DECLINE IN THE UNIIED STATES EXPORT
SURPLUS

The net effect of the changes just described on
the United States trade balance was to reduce the
United States merchandise export surplus between
1948 and the first half of 1950 from $5,500
million to $2,100 million (at annual rates). This
change was due primarily to the fall of merchan-
dise exports by $2,900 million and only in small
part to the rise of $500 million in imports by the
United States. There was actually an increase of
$1,100 million (at annual rates) in the United
States export surplus in the first hailf of 1949, but
it fell by $2,400 million between the first and
second halves of the year, so that for 1949 as a
whole the export surplus was only about $100
million below that of 1948, The increased surplus
in the first half of 1949 reflected higher United
States exports and lower United States imports in
almost equal measure, while the reduction of th
surplus in the second half of the year was due
entirely to the decline of United States exports.
However, the further reduction of the surplus
during the first half of 1950 to $2,300 million
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(at annual rates) was accounted for by the in-
crease in imports to a greater extent than by the
continuing decline of United States exports.

All the major trading regions had sizable reduc-
tions in their trade deficits with the United States
by the first half of 1950. Most regions had
deficits in excess of 1948 in the first half of
1949; the deficits of all were smaller than those
of 1948 in the second half of 1949 (at annual
rates). The dominant factor in the reductions in
the latter period was the fall in the value of
imports of all regions from the United States.

During the first half of 1950 continuing re-
ductions in imports from the United States by all
regions—except Canada, which increased its im-
ports from the United States—played a part in
the further diminution of the trade deficits which
cach region showed in transactions with the
United States. This was, in fact, the major element
in the reduction of the deficits of the United
Kingdom, continental western Europe and the
Latin American non-dollar countries. In the cases

of Canada and the rest of the dollar arca, and
of the oversea sterling area, increased exports to
the United States were mainly responsible for the
reduction of their deficits. In the remaining coun-
tries of the world as a group, higher exports to,
and lower imports from, the United States were
of approximately equal importance.

The regional pattern of United States trade
balances which emerged from these changes in
the first half of 1950 showed, for the first time
in the post-war period, a tendency towards the
re-establishment of the pre-war pattern, accord-
ing to which the Unijted States incurred trade
deficits with primary producing areas. However,
it seems clear that the surpluses of the oversea
sterling area and of the Latin American non-
dollar countries with the United States in this
period were conditional on the existence of re-
strictions on imports from the United States, on
special factors enlarging the United States im-
port demand for raw materials and on favourable
price relationships for certain primary products.

Recovery of the Trade of Western Europe

The recovery of industrial and agricultural pro-
duction to pre-war levels by the end of 1948 pro-
vided the basis for a sizable expansion in the
volume of western Europe’s exports during 1949
and 1950, especially in intra-western European
trade. Prior to 1949 the growth of trade had
lagged considerably behind increases in produc-
tion, primarily because exportable surpluses were
limited by the requirements of reconstruction and
the need for restoring normal levels of consump-
tion. By the final quarter of 1948, however, pro-
duction had reached or exceeded pre-war levels
in most western European countries, while special
post-war requirements had diminished to a point
where the availability of supplies for export was
no longer the chief limiting factor. Furthermore,
owing to the rise in production and trade within
western Furope, abnormal import requirements
from overseas—especially for certain foodstufis—
were sharply curtailed.

As a result of a considerable rise in exports to
oversea areas other than the United States, there
was a sharp reduction during the first half of

1949 in western Europe’s trade deficit with the
rest of the world in spite of the increase in its
deficit with the United States.*” TIts import surplus
was again cut materially in the second half of
1949, but this was due entirely to a decline in its
trade deficit with the United States; there was
in fact a moderate increase in its import surplus
in relation to the rest of the world, to some extent
as a result of an increase in the volume of imports
from overseas (excluding the United States) but
very largely because of the deterioration in its
terms of trade resulting from devaluation. There
appears to have been no further reduction in west-
ern Europe’s total trade deficit in the first half
of 1950, even though its import surplus from the
United States fell once again. In addition to the
deterioration in its terms of trade arising from
devaluation, western Europe was adversely af-
fected by the upward movement of prices of raw
materials in international markets. At the same
time there was a moderate rise in the volume of

17 See preceding section for discussion of western
Europe’s trade balance with the United States
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both imports from and exports to oversea coun-
tries other than the United States.

The movement of the quantum of European
exports during 1949 and 1950 is shown in table 55.
Despite a fall in exports to the United States,
the guantum of exports of western Europe in the
first half of 1949 was approximately 16 per cent
greater, and in the second half of 1949 about 23
per cent higher, than the semi-annual rate in
1948 In the first half of 1950, it reached a post-
war peak 40 per cent above the semi-annual rate
of 19483

The principal area of expansion was in intra-
western Euvropean trade, the quantum of which in
the first half of 1950 was about one and one-
half times as great as in 1948. The quantum of
trade among the continental countries of western
Europe increased to an even greater extent. The
recovery of Germany’s trade was the most impor-
tant factor in this rise in intra-western European

Table 55.

trade. The volume of western Europe's oversea
exports also 1ose steadily from 1948, While ex-
ports to oversea couniries other than the United
States rose sharply in the first half of 1949, when
exports to the United States fell, the rate of in-
crease since the middle of 1949 has been con-
siderably lower. Mote than three-fifths of the
increase in oversea exports since the middle of
1949 has been in exports to the United States and
the rest of the dollar area.

RISE IN INTRA-WESTERN EUROPEAN TRADE

Prior to 1949, the recovery of intra-European
trade had, for several reasons, lagged behind that

18 There were in general relatively higher increases
during this period in the exports of countries where
recovery of production and of pre-war markets had
lagped. See appendix table V, which shows the movement
in the guantum of exports of the several countries of
western Europe, arranged in order of the level of their
exports in 1948 relative to pre-war.

Value and Indices of Quantum and Unit Value of Exports of Western

Eurapean Countries to One Another and to Oversea Countries, 1948
to 1950 (First half)

(Values in current prices in millions of United States dollars, f 0.b.)

I
1948 ad 1950
Ttem Semi-annual Fira¢ Second Firat
average half half half
Western Eunrope:n
VYalue of exports. . 8,315 9,721 8,960 8,796
To one another . 3,761 4,393 4,283 4,359
To others .. . ...... ... ....... . 4,554 5,328 4,677 4,437
Quantum index of exports . . 106 116 123 140
To one another 160 114 127 147
To others ... ..... . 106 116 120 127
Unit value index of exportst . . 100 101 88 76
Western Europe, excluding United Kingdom,
Iceland and Ireland:
Value of exports. 5,003 5,992 5821 5,738
To one another 2,153 2,557 2,581 2,693
To others e 2,850 3,435 3,240 3,045
Quantum index of exports 100 119 128 149
To one another 100 119 132 162
To others ... .._... .. 100 121 125 140
Unit value index of exportsb ‘ 100 100 9 71
Western Europe, excluding United Kingdom,
Iceland, Ireland and western Germany:
Value of exports, 4,651 5,450 5,238 4,965
To one another 1,692 1,769 1,701 1,668
To others ... .. ..., .....icevuus 2,959 3,681 3,537 3,297
Quantum index of exports . ... ........ 100 115 114 119
To one another oL 100 101 102 110
To others ... . .......... ........ 100 120 121 124
Unit value index of exportst ., .. .... 100 104 99 20

Source: Economic Cooperation Administra-
tion, Recovery Guides, No. 18, October 1950;
adjusted by the United Nations Department of
Economic Affairs to exclude certain countries.

in

& Including metropolitan areas of all countries
the European Recovery Program.

L In terms of doHars.
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of exports to oversea areas. On the one hand,
intra-European trade in foodstuffs, raw materials
and capital goods was especially affected by the
need for retaining limited supplies of such goods
for domestic consumption and investment. On the
other hand, the surplus of European manufactures
over and above the amounts required for domestic
use was directed in the first instance to oversea
countries which could provide urgently needed
imports of foodstuffs and raw materials. In addi-
tion, intra-FEuropean trade was depressed by the
low level of production and trade of Germany and
of the devastated countries of eastern Europe.

By 1949 the situation in these respects had
changed materially. In addition to a greater meas-
ure of self-sufficiency in foodstufls, western
Europe had virtually eliminated its abnormal de-
pendence on oversea imports of certain raw
materials and fuels, especially coal. European
manufacturing production had been further ex-
panded, and a higher proportion of such goods
was available for the European market. The

10 While it is questionable whether the liberalization
of trade could have significantly influenced the level of
such trade at an earlier period, it was undoubtedly effec-
tive in stimulating the expansion of trade which occurred
:;Slsoong western BFuropean countries in the first half of

Pursuant to the agreements reached in the Organisa-
tion for European Economic Co-operation, by the end
of 1949 member countries had freed the production of
other members from quotas or simila: import restrictions
for at least 50 per cent of the previous private trade in
food and feed, raw materials and manufactures. However,
the effect of liberalization appears io have been limited
to an important extent by a number of qualifications.

demand from oversea countries for Europe's
manufactures had also begun to show signs of
slackening. In addition, steps had been taken
towards liberalization of trade and payments'® and
towards adjustment of price relationships by
means of devaluation.

The major role played by the rise in German
exports and imports in the expansion of intra-
western European trade during this period may
be seen from table 56. German expoits to and
imports from western Europe together accounted
for almost half of the total increase in the exports
of countries of western Europe {o countries within
the group—in constant (1948) prices—between
1948 and the first half of 1950.

By far the larger part of the additional exports
of Germany in 1949 went to France, Sweden,
Italy, Belgium-Luxembourg and the Netherlands,
in the order indicated; however, almost all other
countries of western Europe also imported sub-
stantially larger quantities from Germany. The

Many of the more competitive products were not in-
cluded in the list, imports purchased directly or indi-
rectly by governsents were aot covered and relaxations
were not uniformly applied and were frequently with-
held from countrics in & stronger competitive position.
Farly in 1950 the percentape reduction applicable to
quantitative restrictions was raised from 50 to 60, but
the effective date was postponed until a satisfactory
payments scheme had come iate force. Following the
adoption in August 1950 of such a plan—the European
Payments Union~-it was decided that all member coun-
tries should be urged but not obliged to free restrictions
on 75 per cent of trade in foodstuffs, raw materials and
manufactured goods by February 1951,

Table 56. Share of Western Germany in Intra-Western European Trade, 1948
to 1950 (First half)

{Based on exports, in millions of United States dollars, £o.b., in 1948 prices)

Exports
Item Total Weatern Germany  Western Europe All
intra-western to to other
Europe wentern Enrepe  weafern Gormany

Value in 1948 prices:
1948 .. . . o . 3,760 315 250 3,195
1949 First half . .. ... . ... ... . 4,290 435 450 3,405
1949 Second half. . ... ... ... ....00nan . 4775 535 610 3,630
1950 First half ... .. 5,530 795 735 4,000

Increase:

From 1948 to 1949 . e e 770 170 280 310
From 1949, first half, to 1950, first hatf. . 1,240 360 285 595
From 1948 to 1950, first half . . ... .. 1,770 480 485 805

Source; United Nations Department of Eco-
nomic Affairs. Data in 1948 prices obtained by
applylng guantum indices to values in current

prices; in the case of Germany, by adjusting for

changes in dollar unit values.
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increase in German exports in the first half of
1950 was very largely accounted for by the Neth-
erfands and may have been of a temporary
character, owing to that country’s earlier accumu-
lation of large balances in deutsche marks. How-
ever, exports to almost all other western Euro-
pean countries were also siguificantly larper—
particularly exports to Italy, Sweden, Denmark,
Belgium-Luxembourg and Switzerland.

Nearly all branches of industry experienced
substantial increases in their exports, except the
textile industry, where production had tended to
lag, About a fourth of the larger volume of goods
exported to both European and oversea destina-
tions between 1948 and the first half of 1950 was
accounted for by machinery, and an additional
fourth by iron and steel products, This largely
reflected the rapid recovery of German heavy
industry. Exports of most other manufactures
were increased substantially, among the more
important of these being motor vehicles, semi-
manufactured chemicals, optical goods and pre-
cision instruments. Exports of raw materials and
fuels formed a less significant part of total exports
than in earlier post-war years.

While the quantum of German imports from
all sources rose between 1948 and 1949 by more
than 50 per cent, the increase was almost entirely
in imports from western Europe. Imports from the
United States remained at the level of the year
before. The extent to which western Europe
replaced the United States as the source of Ger-
man imports may be gauged from the following
figures on exports from the United States and
western Europe fo western Germany (in millions
of United States dollars, f.o.b., in 1948 prices at
semi-annual rates):

1850

1848 1048 Firat half
United States 430 438 270
Western Europe 250 530 735
Total 680 968 1,005

Most western European countries contributed
to the larger volume of German imports. Between
1948 and 1949 at least half of the additional
imports were provided by three countries—
Belgium-Luxembourg, the Netherlands and Italy
~~though the percentage increase in the exports of
a number of other western European countries
was actually greater. The larger part of the in-

crease in German imports in the first half of 1950
came from the Netherlands, Penmark and Sweden
—the Netherlands alone being responsible for
about half of the increase. United Kingdom ex-
ports to Germany in this period were nearly 75
per cent higher than the semi-annual rate in 1949

The larger volume of goods imported by Ger-
many during 1949 consisted primarily of food-
stuffs and, to a lesser extent, of textiles and certain
raw materials, Substantially larger quantities of
fruits and vegetables, meat, fish and dairy pro-
ducts, sugar and cocoa were imported, chiefly from
the Netherlands; in addition, a larger volume of
fruits and vegetables was obtained from Italy
and of sugar from Belgium. Textile exports from
Italy and Switzerland and, especially, from Bel-
gium accounted for a substantial share of the
increased German imports.

The further increase in German imports from
western Europe in the first half of 1950 was to a
considerable extent in substitution of commodi-
ties previously provided by the United States:
chiefly grains, meat and dairy products, and fats
and oils. The large decline in German imports of
United States grains during this period in part
represented some lowering of requirements.
Larger United Kingdom exports to Germany con-
sisted for the most part of wool, yarn and woven
and knitted products.

The growth of trade among the remaining
countries of continental western Europe was of
considerably smaller proportions; most of the in-
crease in 1949 was accounted for by a larger
volume of trade among the group of countries
which included Denmark, France, Italy, Nether-
lands, Norway and Sweden. This group also
experienced a moderate increase in its exports to
the hard currency group—Belgium-Luxembourg,
Portugal and Switzerland—in 1949 and in its
imports from them in the first half of 1950.

There was a significant increase in the trade of
the United Kingdom with the continent, in addi-
tion to the rise in its trade with Germany, pre-
viously noted. Exports of continental countries,
other than Germany, to the United Kingdom in
1949 were about 40 per cent higher, in constant
prices, than in 1948 and continued at this level
in the first half of 1950. Though the United
Kingdom exports to these countries during 1949
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were not much higher than in 1948—exports to
the group comprising Belgium-Luxembourg, Por-
tugal and Switzerland actually declined—they
increased by more than a third in the first half
of 1950 so that the United Kingdom again had
an export surplus with western Europe as in 1948,

LEVELLING OFF IN VOLUME OF WESTERN
EUROPEAN OVERSEA EXPORTS AFTER
THE MIDDLE OF 1949

The further expansion of western Europe’s
oversea exports during 1949 and 1950 appears to
have been rather limited when compared with the
spectacular gains in intra-western European trade,
The quantum of oversea exports of western

Europe, excleding Germany, rose steeply in the
first half of 1949 but has since increased at a
more moderate rate. Although the volume of
Germany’s exports to oversea countries in the
first half of 1950 rose to six or seven times the
extremely low level of 1948, this represented a
relatively small part of the total increase in wes-
tern Europe’s oversea exports.

Table 57 shows the exports (in 1948 prices) of
several groups of western European countries to
various oversea areas from 1948 to 1950, Most
of the increase in western Europe’s oversea ex-
ports during the period was accounted for by the
Netherlands, the United Kingdom, Germany and

Table 57. Value of Western Europe’s Oversea Exports® to Various Aveas, 1948
to 1950 (First half)

(In millions of United States dollars in 1948 piices, fo.b.)

Destinetion
Canada Latin America
Exporting counirics and
Total United Total Dollar Other IReat of
Statea CO1H- ZOHR- world
trica irics
Total exports from western Europe:
1948 Semi-annual average . 4,103 636 641 167 474 2,826
1949 First half .. ... .... 4,608 571 609 156 453 3,428
1949 Second bplf . .. ... 4,741 624 788 165 623 3,329
1950 Fitst half 5,163 841 797 232 565 3,525
United Kingdom:
1948 Semi-annual averape 2,231 274 253 69 184 1,704
1949 First half . . 2430 248 246 63 183 1,936
1949 Second haif 2,469 282 275 54 221 1,912
1950 First half 2,607 382 276 82 194 1,945
Denmask, France, Italy, Netherlands,
Norway, Swadcn
1948 Semi-annual average 1,281 186 240 60 180 855
1949 First half . 1,548 133 232 50 182 1,183
1949 Second half 1,604 156 348 66 282 1,100
1950 First half 1776 208 341 78 263 1,217
Belgium-Luxembourg, Portugal, Sw:tz—
erland:
1948 Semi-annual average . 503 125 142 36 106 236
1949 First half . . . 478 122 114 35 79 242
1949 Second half 491 128 138 34 104 225
1950 First half 486 151 108 40 68 227
Western Germany:
1948 Semi-annual avefage 28 17 3 1 2 8
1949 Tirst hatf . . . 81 28 12 6 6 41
1949 Second half . 118 31 23 10 13 64
1950 First half 205 40 62 29 33 103
Austria, Greece, Turkey:
1948 Semi-annual aveiage . 60 34 3 1 2 23
1949 First half 71 40 5 2 3 26
1949 Second half 59 27 4 1 3 28
1950 First half o 89 50 10 3 7 29

Source: United Nations Department of Eco-
nomic Affairs. Exports in 1948 prices obtained
by using over-all dollar unit values of exports

to adjust data given in current doliar values.
u Excluding exports to fceland and Ireland
and to eastern Europe.
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especially France; the latter country was respon-
sible for half of the total increase in continental
western Buropean exports to oversea areas. About
three-fourths of the increase in French expoits
during 1949 consisted of exports to its colonial
territories in Africa and Asia; larger shipments
to Argentina and, to a lesser extent, to Egypt and
Syria-Lebanon accounted for most of the balance.
French exports to the same areas, especially to
Argentina, also increased in the first half of 1950,

The additional oversea exports of Germany
were distributed among several areas; they re-
flected a broad though partial recovery of its
pre-war markets in Latin America, Asia (includ-
ing the Middle East) and Africa. About one-
third of the increase between 1948 and the first
half of 1950 is explained by larger exports to
Latin America; another fourth was accounted for
by India, Pakistan, Indonesia and Japan and
other countries of the Far East, and the remainder
by Africa, the Middle East and the United
States.

Most of the additional oversea exports of the
United Kingdom during this period as a whole
went to the sterling area countries. In the latter
half of 1949 and the first half of 1950, however,
the increase was mainly in exports to Canada and
the United States. Except for the Netherlands, the
western Luropean countries as a whole increased
their oversea exports to a far lesser extent than
those referred to above. Most of the gain in the
oversea exports of the Netherlands during 1949
represented larger Indonesian imports, though
exports to the United States, Canada and Latin
America also rose substantially.

Table 58.

Western FEurope's oveisea exports of motor
vehicles and machinery registered the largest
gains. On the other hand, exports of metals and
manufactures in the first half of 1950 were prob-
ably below the level of the same period of the year
before—the heaviest decline was in exports of
such commodities to dependent oversea territories
—and textile exports fell sharply to almost all
areas except the United States.

WESTERN EUROPEAN IMPORIS FROM OVERSEAS

The distribution of western Europe’s imports
among the United States, other oversea countries
and western European countries tended between
1948 and the middle of 1950 to return rapidly to
a more normal pattern. Despite the continued
reduction of imports from the United States after
the middle of 1949, the quantum of imports of
western Furopean countries from all sources in-
creased during 1949 and 1950, as may be seen
in table 58.%° The fall in imports of foodstuffs and
raw materials from the United States was approxi-
mately offset by greater imports from other over-
sea sources, the increase in the total imports of
western Europe being a result of the rise in intra-
western BEuropean trade.

The most striking shift in the sources of west-
ern Euaropean imports occurred in the case of

2¢ In general, couniries whose imports were at a rela-
tively low level in 1948—e.g.,, Germany, Austria, Den-
mark and the Netherlands—showed a larger increase in
the quantum of their imports than others. Germany alone
accounted for nearly one-half of the increase in conti-
nental western Europe in the first half of 19492 and just
over ‘this proportion in the second half of the vear.
In the first half of 1950, at least one-third of the in-
crease was in Netherlands imports. See appendix table VI
for the movement in individual countries,

Value and Indices of Quantum and Unit Value of Imports of Western

European Countries from One Another and from Overseas, 1948 to 1950 (First half)

(Current values in millions of United States doilars, ¢.if.)

1849
1048 1950
Iem Semi-annual Firnt Second Firgt
average fralf hatf half
Current valuc 12,288 13,030 11,579 11,493
Intra-western European 3,894 4,341 4,328 4,526
Overseas and eastern Europe 8,394 8,689 7,251 6,967
Quantum index . . . . 100 106 109 iie6
Intra-western European 100 14 127 147
Overseas and eastern Europe 100 102 101 102
Unit dollar value index 100 100 36 81

Source: Bconomic Cooperation Administration, Recovery Grides,

No. 16, Qctober 1950
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Germany, which obtained more than half of its
imports from western Europe in the first half of
1950, as compared to well under a third in 1948
(table 59). Other countries of continental west-
ern Europe also received about half of their total
imports from intra~western European trade in the
first half of 1950; this represented a considerable
rise compared with 1948, when only about 40 per
cent came from this source.

The shift in oversea imports from dollar to non-
dollar sources was greatest in the case of the
United Kingdom, where imports from non-dollar
sources increased considerably at a time when
dollar imports were sharply reduced. In addition
to the significantly greater volume of goods ob-
tained from western Europe, the United Kingdom
also imported much larger amounts from the over-
sea sterling countries and Latin America. Ger-
many also showed a sizable increase in its imports
from oversea areas other than the United States—
chiefly from Latin America® but from Asia and

1 Especially from Arpentina, but also to an important
extent from Brazil and Uruguay.

Table 59.

Africa as well—as its exports to these areas ex-
panded. The aggregate volume of oversea imports
of the rest of western Europe appears to have
fallen owing to the reduction in imports from the
United States while imports from other oversea
areas remained relatively stable.

The growth of intra-western European trade
and the reduction in imports from the United
States were associated with important changes in
the commodity composition of western Europe’s
imports during this period. Table 60 compares
imports from various sources in the first half of
1950 with the corresponding period of 1949, with
respect to foodstuffs, raw materials and manu-
factures, for continental western Europe and the
United Kingdom. Total imports of foodstuffs by
continental western Europe rose 10 per cent
between these two periods, but raw material im-
ports increased to a much smaller extent. Raw
material imports, especially of raw cotton, were
unusually high in the first half of 1949, however,
so that there was probably a considerable increase
in stocks. On the other hand, intra-European

Value of Imports of Western European Countries from One Another and from Oversea

Areas, 1948 to 1950 (First half)

{Based on exports of exporting countries in 1948 prices, f ob.; in millions of United States dollars)

Source of tmporty

Weatern Eurapean countrica CGyergean ond eustern Eurape
Total exports
Imporling arca from Furepe Other
and overaoan wentern Lanada and
fnited  Western Furopean Dollar United Reat
Total  Kingdom Germany countriont Toatal arealt Statea of warlls
Continenial western Europe ex-
excluding western Germany.
[948 Semi-annual average 6,474 2,616 658 267 1,691 3,858 1,599 1,444 2,259
1949 First half 6,665 2,802 662 392 1,748 3,863 1,755 1,584 2,108
1949 chond half 6,455 3,075 699 468 1,908 3,380 1,452 1,260 1,928
1550 First half 7,250G 3,732 917 728 2,087 3,518 1,439 1,250 2,078
Western Germany:
1948 Semi-annual average 842 245 50 195 597 476 437 121
1949 First half . 1,130 440 48 392 690 506 480 184
1949 Second half 1,445 603 56 549 840 445 415 395
1950 First half 1,38¢ 730 86 644 650 289 276 351
Linited Kingdom:
1948 Semi-annual average 3,584 396 48 548 2,988 B65 662 2,123
1949 First half 3,760 755 48 707 3,005 899 737 2,106
1549 Second half 3,980 899 66 831 3,081 868 784 2,213
1850 First half 4,015 853 53 850 3,162 650 500 2,512

Source: United Nations Department of Fconomic Af-
fairs. Regional imports obtazined by adjusting the data
of each exporting region by the dollar unit values of its
exports, except in the case of the “rest of the world”,
Total imports at 1948 prices of continental western
Europe, western Germany and the United Kingdom ob-
tained by applying the quantum indices of their imports

in each period to the valug in current prices of the
world’s exports 1o them in 1948 Exports of the rest of
the world to these areas were estimated as the residual
a Excluding imports from Ieeland and Irefand, which
are included in rest of warld.
b For list of countrics in dollar area, see appendix
table XIV.
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trade in manufactures was greatly expanded,*
while the fall in imports of manufactures from the
United States was relatively limited. As a conse-
quence, the importance of manufactures in west-
ern Burope’s imports in the first half of 1950 was
far greater than a year earlier.

As was to be expected, the major shift in the
source of western Europe’s imports occurred in
foodstuffs; the drastic reduction in food imports
from the United States was more than offset by
the rise in intra-European trade in foodstuffs and
imports from oversea sources other than the
United States. In the first haif of 1949, continental
western Europe was still obtaining more than a
third of its food imports from the United States,
but in the first half of 1950 this proportion had
shrunk to a sixth, with a virtual halving of the
volume of imports from that source, At the same

22 A large part of this increase consisted of trade in
textiles, especially cotton textiles, intra-European trade
in which was stimulated by the declining oversea demand
and increasing JTapanese competition in oversea markets.

time, the increase in exportable surpluses in
western European countries enabled them to pro-
vide more than a fourth of their food import re-
quirements from within western Europe as com-
pared with only a sixth the year before. Supplies
from other sources together were also about a
fourth greater. The reduction in United Kingdom
imports of foodstuffs from Canada and the United
States was more than offset by imports from other
sources, chiefly in Latin America.

The large reduction in western European im-
ports of grains from the United States appears to
have been counterbalanced for the most part by
higher domestic preduction and, to a much
smaller extent, by imports from other sources,
since total imports of bread and coarse grains in
the first half of 1950 were well below the level of
the year before. On the other hand, western
European imports of dairy and animal products—
consumption of which bad been rising at a rela-
tively slow rate from depressed post-war levelsw.
expanded sharply. Larger supplies of animal

Table 60. Value of Western European Imports of Food, Raw Materials 2and Manu-
factures, by Exporting Area, 1949 (First half) and 1950 (First half)

(In millions of United States dollars, c.if, in 1949 (first half) prices)

Continental wentorn Europe

United Kingdom

Sourco of fmporte Food, Food,
beverages, Raw Manufae- boverages, Raw Maenufec-
tohacco materials tieran tobaceo materialp furea
Total:
1949 First half 2,158 2,811 3,016 1,902 1,813 806
1950 First half 2,373 2,927 3,682 1,995 1,948 841
Western Europe:
1949 First half 36l 588 1,394 352 210 306
1950 First half 651 725 1,929 348 229 341
United Kingdom:
1949 Tirst half . 31 159 493
1950 First half ‘ 46 235 716
United States:
1949 Fiist half S 743 538 596 87 198 165
1950 First half o 382 394 555 72 116 124
Canada:
1949 First half k3! 21 39 224 71 98
1950 First haif 23 13 21 175 33 46
Rest of world:
1949 First half = . 992 1,505 494 1,239 1,334 237
1250 First half 1,271 1,560 461 1,400 1,570 324

Source: United Nations Department of Eco-
aomic Affairs. For method of cbtaining total
and regional imports in prices of the first half
of 1949 see table 59; the same method was used

for obtzining figures by commodity groups.
Where unit value data were not available, esti-
mates were made on other bases,
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products were available from most European ex-
porting countries—especially Denmark—as a
result of continuing improvement in livestock pro-
duction, so that it was possible to a great extent
to replace exceptional post-war imports from the
Western Hemisphere by imports from normal
Eurcpean suppliers. The very sharp increase in
the consumption levels of fats and oils in western
Europe between 1949 and 1950 was, on the other
hand, largely based on a higher rate of oversea
imports,

There was also some further reduction between
1948 and 1949 in the exceptional post-war de-
pendence of western Europe on the United States
for imports of a number of raw materials. Impor-
tant in this connexion was the virtual cessation in
the latter part of 1949 of United States exports of
coal to western Europe as a result of the restora-
tion of FEuropean self-sufficiency in this com-
modity. With the notable exception of raw cotton,
exports of which increased somewhat, United
States exports of most raw materials were lower
in the first half of 1950 than a vyear earlier. The
declines in raw material imports from the United
States were more than offset in continental west-
ern Europe by the rise in trade in raw materials
among the western European countries and, in the
case of the United Kingdom, by increased imports
of raw materials from oversea sources, par-
ticularly from sterling area countries and from
Latin America.

REDUCTION IN WESTERN EUROPE’S IMPORT
SURPLUS

As a result of the developments in trade de-
scribed above, the trade deficit of the continental
countries of western Europe with the rest of the
world declined in dollar terms from $4,600 mil-
lion in 1948 to $3,100 million in the first half of
1950. Though both dollar and non-dollar deficits
were reduced, there were differences in the magni-
tude and character of the reductions of these
deficits and in the periods during which they
occurred,

The annual rate of the deficit with the dollar
area, which amounted to $3,200 million and
accounted for two-thirds of the total trade deficit

in 1948, was $200 million larger in the first half
of 1949. However, in the second half of 1949 this
deficit was reduced to $2,600 million and in the
first half of 1950 to $2,100 million (annual
rates). By contrast, the reduction of the entire
non-dollar deficit of the region was realized in
1949, and the decline occurred at an even rate
in each half of the year. During the first half of
1950 the non-dollar deficit showed a sizable in-
crease while the dollar deficit was being reduced
markedly.

The movements of trade underlying the changes
in the trade balances of the United Kingdom dur-
ing this period were generally similar to those of
the rest of western Europe. The deficit of the
United Kingdom with the dollar area showed
little change in the course of 1949; the more pro-
nounced fluctuation in the United Kingdom’s trade
balance with the United States was partly coun-
terbalanced by opposite movements in trade with
the rest of the dollar area, In the first half of 1950,
however, the United Kingdom’s trade deficit with
the dollar area was reduced by 3600 million and
was less than half that of the preceding year {at
annual rates), chiefly because of the curtailment
of its doilar imports, not only from the United
States, but from other countries of the dollar area
as weil, In addition, exports to the dollar area
also rose slightly in this period.

The trade of the United Kingdom with non-
dollar areas as a whole remained in fairly close
balance during 1949 and the first half of 1950;
the major change in balances with individual re-
gions was a reduction in the United Kingdom
export surplus with the oversea sterling countries.
The traditional import surplus of the United
Kingdom with the rest of western Europe re-
emerged during 1949 but was replaced once apain
in the first half of 1950 by an export surplus.
Owing to difficulties in the negotiations concern-
ing the prices of imports from Argentina, which
resulted in a considerable drop in United King-
dom imports from that source, the import surplus
with the Latin American non-dollar countries was
considerably lower in 1949 than in 1948 but
returned to its previous level in the first half
of 1950.
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The Trade of Eastern Europe

Rising levels of production in eastern Europe
during 1949 and 1950 provided the basis for a
considerable enlargement of its trade. However,
even more than in the case of western Europe,
this expansion was concentrated in intra-regional
trade. Trade between eastern Europe and the rest
of the world—-especially western Europe—re-
mained stagnant at far lower than pre-war levels.

Trade between eastern Europe and the rest of
the world before the war had accounted for
almast nine-tenths of the total trade of eastern
Burope, and trade within eastern FEurcpe had
been relatively small. In 1948, however, the latter
trade accounted for almost half the total trade of
the arca. Owing to opposite movements in the
trade of eastern Furope with the rest of the world
and in the trade within the area, the proportion of
trade among eastern Furopean countries increased
to over half of the total in 1949 and to an even
greater extent in 1950 (table 61).

STAGNATION OF EAST-WEST TRADE
If dollar prices may be assumed to be double
those prevailing before the war,* the volume of
trade between eastern Europe and the rest of the
world would have been about two-thirds of its

24 The United States index of wholesale prices was 191
in 1948 and 180 in 1949 (1937 == 100).

2+ Data on the trade of ten western European countries
with eastern Europe show a decline in their imports,

Table 61.

1938 level in both 1948 and 1949. During the
first half of 1950 there were signs that this level
of trade was being lowered* though trade agree-
ments for the year 1950 appear generally to have
envisaged the maintenance of trade at about 1949
levels.

Imports from western Europe under these
agreements lagged considerably behind exports
to that area because they consisted in large part
of capital goods, orders for which are subject to
longer delivery periods. Western Europe’s deliv-
eries to eastern Furope thus tended to rise as
eastern Europe’s exports levelled off or feli, with
the result that earlier export surpluses of eastern
with western Europe tended to disappear rapidly,
In the case of sterfing which eastern Europe had
earned in its trade with the United Kingdom, part
of the funds were used, as a result of difficulties
in obtaining deliveries of capital goods, to pur-
chase raw muaterials in oversea sterling countries
—especially rubber, tin and wool.

The trade of the countries of eastern Europe
during 1948 and 1949 is shown in table 62. Dur-
ing 1949 the volume of eastern Ifuropean exports
to western Huropean countries remained at about

from $900 million in 1948 to $665 million (at annual
rates) in the first half of 1950. See United Nations,
Economic Bulletin for Europe, vol. 1, No. 2 and vol. T,
No. 2.

Estimated Value of Total Trade of Eastern Europe,® 1938, 1948 and 1949

{In millions of current United States dollars, fo.b.)

1038 1958 1840
Area
Amount Per cent Amount Peyr cent Amount  Per cent

Total exports 1,445 140 2,807 100 3,184 100
Within eastern Europe 168 12 1,264 45 1,640 52
Qutside eastern Europeb 1,277 38 1,543 55 1,544 48
Western Europe 1,031 71 1,196 43 1,208 38
United States 30 6 112 4 82 3
Rest of world 166 i1 235 8 254 8
Total imports 1,232 100 2,636 100 3,051 100
Within eastern Europe 168 14 1,264 48 1,640 54
Outside eastern Europeb 1,064 86 1,372 52 1,411 46
Western Europe 720 58 825 31 1,051 35
United States 150 12 137 3 81 3
Rest of world 194 16 410 16 239 8

Source. United Nations, Economic Bulletin
for Europe, vol. 2, No. 2,
& Including Bulgaria, Czechoslovakia, Hun-

gary, Romania, Poland, the Union of Soviet
Socialist Republics and Yugoslavia.
b Inctuding ecastern Germany.
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Table 62. Estimated Value of Trade of Eastern Europe with Western Europe," the United States
and Other Oversea Countries, 1938, 1948 and 1949
{In miilions of United States dollars, f.0.b.)
Destination or sourcoe
1938 1948 1049
Country®
Weotern United Other Weatern United Otlhor Weatern United Other
Eurone States countrics  Europe Btratoa countrien  Europe Statea  coundrics
Eastern Europe, total:
Exports 1,031 80 166 1,196 112 235 1,208 82 254
Imports 720 150 194 825 137 410 1,081 81 239
USSR:
Exports 284 27 47 315 78 55 279 42 15
Imposts = . ..., 181 74 59 212 27 176 299 6 92
Potand:
Exports . 172 13 20 334 i 7 395 3 9
Imports . 136 27 50 192 55 38 269 23 45
Czechoslovakia:
Exports 198 26 62 311 23 129 263 18 180
Imports S 135 27 55 242 30 170 264 22 75
Yugoslavia:
Exports 102 6 5 101 5 14 124 14 9
Imports 75 8 10 100 8 16 126 21 14
Hungary:
Exports . 111 4 13 72 2 16 113 2 6
Imnports 71 7 i3 50 i 6 94 5 6
Romania:
Exports . . 112 2 18 29 - 10 21 1 11
Imports . 87 6 5 18 8 2 42 3 7
Bulgaria:
Exports R 52 2 1 14 3 4 13 2 4
Imports S 35 1 2 i1 2 2 15 1 -

Source: United Nations, Economic Bulletin for Europe,
vol. 2, No. 2.

two-fifths, and eastern European imports from
western Europe at less than two-thirds, of pre-
war levels. The sharp downward movement of
trade between eastern Europe and western Euro-
pean countries, other than Germany, in the first
half of 1950 was offset to a slight extent by an
increase in western Germany’s trade with eastern
Europe.®®

Theie does not appear to have been a signifi-
cant change in the character of the goods ex-
changed between eastern and western Europe.
This trade consists predominantly of expoits of
foodstuffs and raw materials by eastern Europe
in exchange for manufactures—especially capital
goods. The most important developments in this
period were the decline in the export of Polish
coal to France and other western European

26 Fspecially with Hungary and Yugoslavia.

1 Including both western and eastern Germany.
b In order of value of 1948 exports to western Europe.

countries and the increase by western Europe of
the list of items, chiefly equipment and other
capital goods, which were not expoitable to east-
ern Europe owing to their possible military value.

As can be seen from tables 61 and 62, eastern
European trade with the United States has been
even more severely affected. The export surplus
of the Union of Soviet Socialist Republics with
the United States in 1948 was reduced as exports
to the United States were halved, and imposts
from that country shrank to negligible amounts in
1949 and 1950. This surplus had to a large extent
offset the import surplus of the rest of eastern
Europe with the United States in 1948 and 1949.
However, the contraction of United States exports
to the latter areas and the increase in imports
from eastern Europe after 1948 led to the vir-
tual disappearance of the import surplus by the
first half of 1950,
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The trade of eastern Europe with the United
States has been largely influenced by non-
economic factors. The contraction of eastern
European imports from the United States hasg
undoubtedly reflected the extension by the United
States of the list of exports prohibited for reasons
of national security. The share of capital goods in
United States total exports to the Union of Soviet
Socialist Republics and other eastern European
countries® fell from about a half in 1948 to a
sixth in the first half of 1950. Although eastern
European exports to the United States have not
fallen to the same degree, the Union of Soviet
Socialist Republics has in turn reduced its exports
of chrome and manganese ores to the United
States so that furs represent the most important
item of its current exports.

In contrast to the downward movement of the
trade of eastern Europe with western Europe and
the United States, its trade with the rest of the
world, though a relatively small proportion of
the total, was fairly well maintained during 1949,
Czechoslovakia and the Union of Soviet Socialist
Republics accounted for the bulk of this trade.

EXPANSION OF TRADE AMONG EASTERN EUROPEAN
COUNTRIES

While it is possible to obtain indirect data on
the trade of castern European countries with

*¢ Bulgaria, Czechoslovakia, Hungary, Poland and
Romania.

27 United Nations, Economic Bulletin for Europe,
vol. 2, No. 2, pages 88 and 89,

other regions from the returns of their trading
partners, the available statistical information per-
mits only rough estimates of their trade among
themselves.

The main development in the trade of eastern
Europe during the period under review was the
further growth of trade between the Soviet Union
and the other countries of the area. The foreign
trade turnover of the Union of Soviet Socialist
Republics during 1949 is reported to have been
more than double that of 1940. The increase is
stated to have been due entirely to the growth of
the Soviet Union’s trade with other eastern Euro-
pean countries, which had come to account for
two-thirds of the total volume of Soviet trade.
Estimates of the trade of the Union of Soviet
Socialist Republics, shown in table 63, are based
on data reported by its trading partners or, where
these are lacking, as in the case of eastern Euro-
pean couniries, on estimates derived from pub-
lished trade agreements and other sources.™ It
will be seen that, in spite of a drastic curtailment
of Soviet trade with Yugoslavia from 1948 to
1949, the doliar value, and probably the volume,
of trade beiween the Union of Soviet Socialist
Republics and the specified eastern European
countries rose by about 50 per cent in 1949.

From the point of view of eastern European
countries other than the Union of Soviet Socialist
Republics, there was a continuation during this

28 Exports of the Union of Soviet Socialist Republics
to Yugoslavip declined from $34 million to $5 miilion
and imporis dropped from $45 million to $9 million.

Table 63. Estimated Value of Trade of the Union of Soviet Socialist Republics®
with Eastern Europe and Rest of World, 1938, 1948 and 1949

(In millions of United States dollats in current prices, f.0.b.)

i 19448 1948
LNt
Amount Per cent Amount Por cent Amount  Per cont
Bxports .. .. .. ... ... 365 100 877 100 1,018 100
To eastern Puropeb . 7 2 409 47 662 63
To rest of world . . . 358 98 468 53 356 35
Imports . . . . 328 100 804 100 850 100
From eastern Europeb . 14 4 389 48 553 58
From rest of world . . 314 96 415 52 397 42

Source: United Nations, Economic Bulletin
for Europe, vol. 2, No. 2, table X33,

® Trade of Estonia, Latvia and Lithuznia in.

cluded in data for the Union of Soviet Socialist
Republics in 1938.

b Bulgaria, Czechoslovakia, Hungary, Poland,
Romania, Yugoslavia,
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Table 64. Estimated Value of Trade of Six Eastern European Countries® with One
Another, with the Union of Soviet Socialist Republics and Rest of World,
1938, 1948 and 1949

(In millions of United States dollars in current prices, f.o.b.)

P inks 1349
tom Amount  Per cent Amount  Paor cent Amount  Per cent
Exporis . 1,080 100 1,930 100 2,166 160
To one another . . ; 147 i4 466 24 425 20
Toe USSR .. .. . . 14 i 389 20 553 26
To rest of world e o 919 85 1,075 56 1,188 54
Imports ... .. .. ... . ....... . . ..... 904 100 1,832 100 2,101 160
From one another o 147 16 466 26 425 20
From USSRP . ‘ . 1 409 22 662 32
From rest of world 750 83 957 52 1,014 48

Source: United Nations, Economic Bulletin
for Europe, vol. 2, No. 2, table XXI.
& Bulgaria, Czechoslovakia, Hungary, Poland,

period of the marked shift towards increased
trade with the Soviet Union and, to a Iesser
extent, with one another. The apparent decline
in 1949 of the trade of these countries with one
another, as shown in table 64, reflects the reduc-
tion in trade with Yugoslavia. However, the trade
of these countries with one another, aside from
Yugoslavia, appears to have continued to increase
through 1949,

It is not clear whether the increased volume of
trade of the smaller eastern European countries,
as a group, with the Soviet Union and with one
another since the war has sufficed to offset the
decline in their trade with the rest of world, as
compared with pre-war. By 1949, the quantum of
their trade may have approached the pre-war
level. The estimates for individual eastern Euro-
pean countries suggest that Czechoslovakia and
Poland have perhaps restored and even exceeded
pre-war trade levels, while Bulgaria, Hungary,
Romania and Yugoslavia have not apparently
reached these levels,

As can be seen from table 64, the smaller
eastern European countries, taken together, do
not rely as heavily on trade with other eastern
Luropean countries as does the Union of Soviet
Socialist Republics. In 1949, 54 per cent of their
exports were to countries outside eastern Furope
and those of the Union of Soviet Socialist Repub-
lics amounted to only 35 per cent. On the import
side, both the Union of Soviet Socialist Republics
and the other eastern Furopean countries ob-

Romania, Yugoslavia.
b Figures for 1938 include Estonia, Latvin
and Lithuania.

tained 40 to 50 per cent of their imports in 1949
from outside the area. As table 65 indicates,
there were extensive differences among individual
eastern European countries in this respect. The
trade of Czechoslovakia and Poland with eastern
European countries accounted for less than half
of their total trade in 1949. On the other hand,
Bulgaria and Romania conducted four-fifths of
their trade with other eastern European countries,
as against a fifth before the war.

The trade of Yugoslavia with the Union of
Soviet Socialist Republics and other eastern
Luropean countries was severely contracted as a
result of political difficulties in the middle of
1948. This led to a reduction in the share of
Yugoslav imports from eastern Europe, from 52
per cent in 1948 to 20 per cent in 1949, and of
exports to that area from 56 per cent in 1948 to
15 per cent in 1949 (table 65). There was a drop
of 22 per cent in the total imports of Yugoslavia
between these two years and a decline of 36 per
cent in total exports. These declines occurred in
the face of increases in Yugoslavia’s imports
from Austria, Germany and the United States
and in its exports to Awustria, Germany, the
United Kingdom and the United States. These
trends appear to have continued during the first
half of 1950,

Though Finland's trade with other eastern
curopean countries accounted for only about a
fifth of its trade in 1949, a marked further growth
of its trade with the Soviet Union was fore-
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Table 65. Estimated Percentage Distribution of Trade of Eastern Europe with the Union of Soviet
Socialist Republics, other Eastern European Countries and Rest of World, 1938, 1948 and 1949

Deatination or spuree

1938 1848 1849
Other Other Other
Coundry and cantorn Reat cagtern Rent caatern Rost
item USSR Buropean of USSR Europenn of USSR European of
cousntrica warld countrien world countries waorld

Bulgaria:

Exports . .. .. ........ = 11 89 47 30 23 48 34 18

Traports - 17 83 65 23 12 64 26 10
Czechoslovakia:

Exports . - 17 80 16 22 62 24 19 57

Imports R 2 - i6 81 17 21 62 29 20 51
Hungary:

Exports - 13 87 17 29 56 23 27 530

Imports - 22 78 17 19 44 23 29 48
Poland:

Exports I 7 92 21 13 64 21 15 654

Imports | 7 92 24 19 57 34 14 52
Romasnia:

Exports .. . .. B 18 82 34 36 30 53 30 17

Imports . R 22 78 34 37 29 46 34 20
Yugoslavia:

Exports . - 13 87 17 3% 44 5 10 85

Imports - 25 75 13 39 48 3 17 80

Source: United Nations, Economic Bulletin for Europe, vol. 2, No. 2, table XXI.

shadowed by the terms of two trade agreements
concluded between these countries in June 1950.
According to these agreements, the drop in
Finnish exports to the Union of Soviet Socialist
Republics during the first half of 1950 was to be
reversed during the remainder of the year so as
to testore Finnish trade with the Soviet Union for
1950 and 1951 mearly to 1949 levels. Subse-
quently, Finnish exports to the Union of Soviet
Socialist Republics were to increase gradually, to
a third above 1950 levels by 1955,

Eastern Germany’s trade with eastern Furope
has also shown rapid growth, but there are few
indications of its level. According to a trade agree-
ment, details of which were anmounced in April
1950, trade between eastern Germany and the
Soviet Socialist Republic was to be raised in
1950 to levels 35 per cent above those of 1949,
Agreements with Bulgaria and Poland provided
for 500 per cent and 60 per cent increases,
respectively, in trade with these countries in 1950.

The published texts of trade agreements reveal
the diversity of the trade between eastern Euro-
pean countries and, in particular, between the
Soviet Union and the other countries of the

region. Under the trade agreement between east-
ern Germany and the Union of Soviet Socialist
Republics, 85 per cent of the exports of the
Union of Soviet Socialist Republics to Germany
were to consist of foodstuffs and raw materials,
while a similarly high proportion of eastern
Germany’s exports were to consist of finished
manufactures like industrial equipment, precision
machinery, optical instruments, porcelain and
glassware, chemical products and so on. Similarly,
the Finnish-Soviet trade agreement provided for
an increasing proportion of Finnish exports, con-
sisting of metal products and ships, which would
account for 70 per cent of Finnish exports by
1955, and would almost entirely absorb the
production of the Finnish metal industry and
shipbuilding yards in that year. On the other
hand, the agreement between Bulgaria and the
Union of Soviet Socialist Republics apparently
included provision for substantial Soviet deliveries
of metals, ores and industrial and agricultural
machinery in exchange for Bulgarian exports of
tobacco, cement and certain metal concentrates,

The composition of trade among the smaller
eastern European countries appears to reflect the
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established pattern of specialization among them;
Czechoslovakia and eastern Germany are the
main sources of manufactures traded against the
primary products of other countries.

Generally, it seems likely, both from indications
afforded by the trade agreements for 1950 and
subsequent years and from the continuing dead-
lock in east-west trade, that the magnitude and
relative importance of the intra-regional trade of
eastern European countries will continue o grow

in the period ahead. This trend has been re-
inforced by triangular agrecments among the
countries of the region; these tend to reduce the
need for a close bilateral balancing of trade. On
the basis of present indications, trade between
eastern Europe (including the USSR} and China
may be expected to increase and, in view of the
deterioration of the latter’s trade with western
Europe and the United States, to accentuate the

comparimentalizing of the trade of the East and
the West.

Re-emergence of Export Surpluses of Countries Exporting Primary
Commodities

Changes in the trade of the United States and
of western Europe, described earlier, were re-
flected, on the obverse side, in the sharp decline
of the trade deficit of the rest of the world, which
is principally a supplier of primary commodities
in international trade. After an exceptional rise in
the first half of 1949, the import surplus of these
countries as a group fell steeply in the last half
of the year and became a substantial export
surplus in the first half of 1950.%

This change in the trade balance was chiefly a
consequence of the reduction of the trade deficit
with the United States because of the drastic
contraction in imports from that country; in
addition, however, the value of exports to the
United States rose, owing both to larger quantum
and to higher prices of primary commodities. On
the other hand, there was a moderate reduction
between 1948 and the first half of 1950 in the
export surplus with western Europe, owing to the
fact that the value of imports from that area
increased more than the value of exports. If the
terms of trade had not moved materially in
favour of the countries producing primary com-
modities, the reduction in their export surplus
with western Europe would have been very much
larger.

Following the deterioration of the trading posi-
tion of the rest of the world, as a whole, with the
United States in the first half of 1949~—when the
value of exports fell and the value of imports

*% See table 49.

rose by similar amounts—there was a rapid
improvement in trade balances with the United
States consequent upon the tightening of restric-
tions against imports from that country. Despite
the fact that the position of the countries produc-
ing primary commodities was greatly improved by
an increase in the value of their exports fo the
United States in the first half of 1950, they
further reduced their imports from the United
States.

The trade balances of Canada and of the rest
of the dollar area exclusive of the United States
with western Europe moved in the opposite direc-
tion to that of most of the areas producing pri-
mary commodities. In common with the United
States, Canada and the L.atin American dollar
countries suffered sharp reductions in their export
surpluses to western Europe in the first half of
1950, owing to restrictions on dollar imports.
However, the over-all balances of Canada and the
rest of the dollar area were not affected signifi-
cantly, because of the sharp cut in their import
surpluses with the United States.’®

Among the more important factors during this
period that affected the trading position of coun-
tries which are principally exporters of primary
commodities were the recovery of European pro-
duction and trade, the considerable fluctuation
in the United States demand for raw materials
and in the prices of primary commodities in inter-

30 Owing to the increase in the value of their exports

to the United States and, in the case of Latin America,
also to the reduction of imports from the United States.
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national trade, the drawing on gold and foreign
exchange reserves {including sterling) accumu-
lated during the war and the improvement in the
terms of trade resulting from devaluation. The
importance of these factors varied greatly among
different regions and groups of countries.

TRADE OF THE LATIN AMERICAN COUNTRIES™

The recovery of western European production
and trade had important repercussions on the
trading position of Latin America. Western
Europe’s abnormally high import requirements
and limited export capacity in the post-war period
resulted in sizable import surpluses in its trade
with Latin America. Western Europe financed its
deficit to varying degrees from its gold and dollar
reserves, the sale of its foreign investments in the
area, offshore purchases under the European
Recovery Program and credits extended by the
Latin American countries themselves.

Since the improvement in western European
production and exportable surpluses coincided
with the drawing down of dolar reserves in some
Latin American countries, western Europe found
a ready market for its exports in Latin America
in the latter half of 1949. At the same time, there
was a sharp contraction in the volume as well as
the value of European imports from Latin

21 Exelusive of Non-Seif-Governing Territories

F

America during 1949. As a consequence, the
large export surplus of the latter area with Europe,
amounting to more than $800 million in 1948,
was reduced drastically. Latin America’s export
surplus with western Europe was restored to a
significant extent in the first six months of 195G,
owing chiefly to the decline in the cost of its
imports but also to the recovery in the value of its
exports to that area. The Iatter changes were
associated with the movement of the terms of
trade in favour of Latin America.

In contrast with these developments in Latin
America’s trade with Furope, as shown in table
66, there was a drastic reduction in its trade
deficit with the United States, owing to the
tightening of import restrictions about the middle
of 1949, This tightening was prompted mainly by
the fact that the rate of imports from the United
States to a number of Latin American countries
in the latter part of 1948 and the early months of
1949 had caused a considerable lowering of their
dollar and gold reserves. In addition, however,
there may have been some fear of further declines
in the proceeds of the sale of their exports to the
United States on the part of a few countries
which suffered a relatively limijted fall in the value
of their raw material exports to the United States
in the second quarter of 1949. In fact, however,
the value of United States imports from Latin
America in 1949 was only slightly lower than in

Table 66. Latin American® Trade Balances, 1948 to 1950 (First half)
(In millions of United States dollars In curreat prices)

1943

1848

Item Semi-annual 1950
averaga Iirat half Second half Birat half
Total trade:
Imports {g.if) . . 3,052 2,765 2,560 2,365
Exports (fob)) 3,302 2,767 2,808 3,015
Balance 250 2 248 650
Trade with United States:
Imports® (f.o.b,) 1,604 1,490 1,248 1,247
Exports (f0.b.) . 1,244 1,205 1,188 1,281
Balance . - —360 —285 14 34
Trade with western Europe:
Imports® (f.o.b.) ‘ 634 625 677 613
Exports (f.0.b.) . 1,063 766 773 786
Balance e 429 141 95 173

Source: United Nations Department of Fco-
nomic Affairs. Based on national statistics;
partly estimated,

. 4 Exclusive of balances of Non-Self-Govern-
ing Territories.
b Based on exports {o Latin America.
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Table 67. Value of Exports of Latin American Countries," 1948 to 1950 (First half)
(In millions of United States dollars, f.0.b.)

1258 1049
Semi- 1060
Item annual Iirat Beecond Iirat
avorafe half half helf
In current prices:
Total exports .. 3,302 2,767 2,808 3,015
In 1948 prices:
Total exports coa. 3,302 2,819 3,150 2,945
Total, emcludmg Argenlm& v 2,490 2,301 2,450 2,160
Dollar counines C wee. 1553 1,492 1,550 1 491
Non-dollar countries 1,748 1,327 1,500 i 454
Argentina 812 518 660 ..
Brazil 586 458 596
QOthers .. 350 351 344

Source; United Nations Department of Eco-
nomic Affairs. Based on national statistics;
partly estimated.

the previous year, dropping to a low in the third
quarter and recovering in the final quarter to a
level less than 10 per cent lower than the peak
reached in the first quarter of 1948. Latin Ameri-
can exports to the United States rose again in the
first half of 1950, when United States industrial
activity expanded, but imports from the United
States were no higher than in the preceding semi-
annual periods and considerably below those of
the corresponding period of 1949,

Table 68.

1 Exclusive of exports of Non-Self-Governing
Territories,

The gquantum of Latin America’s total trade,
which fell considerably in 1949, increased in the
first half of 1950 but was well below the 1948
level, as tables 67 and 68 show.** Argentina
accounted for as much as two-thirds of the decline
in the value of Latin American exports between
1948 and 1949, The fail was largely in exports to

52 For value of imports and exports of individual
countries in current prices, see appendix tables VII
and VIIL

Value of Imports of Latin America" from the United States, Canada,

the United Kingdom and Rest of Western Europe, 1948 to 1950 (First half)

(Based on exports of exporting countries; in millions of United States dollars, f.0.b., in 1948 prices)

Sourca of imports

Pertod Root of
Tnited United westorn
Canada States Kingdom Europe Total
Latin America, total:
1848 Semi-annual average 88 1,604 251 383 2,326
1949 First half o 73 1,536 241 358 2,208
1949 Second half | 60 1,356 270 503 2,189
1950 First half 57 1,370 268 515 2,210
Dollar countries!
1948 Semi-annual average 60 1,049 67 93 1,269
1949 First half . 55 1,076 58 88 1,277
1949 Second half 45 991 49 101 1,186
1930 First half 41 1,046 74 144 1,305
Other countries:
1948 Semi-annual average 28 555 184 250 1,057
1949 First half . 18 460 183 270 931
1949 Second half 15 365 221 402 1,003
1950 First half 16 324 194 371 905

Saurce: United Nations Department of Eco-
nomic Affairs. Value of exports in current
prices from each country to specified Latin
American countries, adjusted for changes in

over-all dollar export unit values of exporting
countries.

a Exclusive of imports of Non-Self-Govern-
ing Territories.
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Europe, chiefly to the United Kingdom and Italy,
and was heavily concenfrated in wheat, maize and
waol. This sharp decline reflected the resistance
of importing countries to the relatively high prices
of Argentine exports, which in turn were a result
both of poor harvests and of its export policy,
implemented by means of dual pricing and mul-
tiple exchange rates. At the end of 1949 and in
the first half of 1950, there was a substantial
increase in Argentine exports. Under new trade
agreements, exports of all cereals rose 50 per cent
in the first half of 1950 as compared with the
same period of the year before. Wool exports
were also higher, but exports of meat fell some-
what 3¢ In spite of the fact that exports to the
United States recovered to 1948 levels, Argen-
tina’s total exports in the first half of 1950 were
considerably below the level of 1948, both in
value and volume, since exports to western Europe
failed to return to the level of the earlier period.

Developments in the coffee trade largely explain
the movement of the value of Brazilian exports
during the period under review. The value of total
exports in current prices rose sharply late in 1949,
owing to the rise in coffee prices. The quantity of
exported coffee fell 30 per cent, however, between
the first half of 1949 and the first half of 1950,
both because government stocks of coffee had
been exhausted late in 1949 and because the
output of the current crop was relatively low.
None the less the value of Brazilian exports
increased 30 per cent between these two periods,
owing to a further rise in coffee prices; world
coffee prices in the first haif of 1950 were 60 per
cent higher than the average for the same period
a year earlier.

In addition to the developments discussed
above, Latin America's exports of cotton, non-
ferrous metals and nitrates, as well as sugar, were
all reduced in volume between 1948 and 1949.%
The sharp fall in Cuban exporis of sugar to
Furope was, next to the general decline in
Argentine exports, the single most important fac-

11 The principal markets for the additional exports of
grains were Germany, Japan and Brazil. The increased
exports of wool went mainly to France and the United
States, exports to the latter country being three times the
quantity exported in the same period of the preceding
year. Exports of meat to the United Kinpgdom were
maintained at earlier levels despite failure to reach an
agreement on prices following devaluation.

tor in the drop in Latin American exports during
this period. The volume of exports of most of
these commodities reached, or rose above, 1948
levels in the first half of 1950.

Of the remaining Latin American countries,
Bolivia, Chile and Venezuela were especially
affected by sharp fluctuations in prices and in the
United States demand for raw materials.’’ In
June 1949 the gold and foreign exchange reserves
of Chile were about 15 per cent higher than at
the end of 1948. This largely reflected an increase
of more than 10 per cent in the volume of Chilean
copper exports to the United States between 1948
and the first half of 1949, while its imports rose
only moderately. By the end of 1949, however,
the reserves feli to a level about 20 per cent
below that of December 1948, mainly as a result
of a reduction from 1948 levels in the last half of
1949 of 30 per cent in the volume of copper
exports to the United States and of 25 per cent in
prices. Since the imports of Chile continuved to
rise in the second half of 1949 as the gross
national income of the country was mainfained,
the sizable export surplus of the first half of the
year was turned into a large deficit. This deficit,
in turn, was eliminated enfirely during the first
half of 1950 as a result of the cuts in imports
which were made effective early in the year.
Following the outbreak of the Korean conflict,
the situation was changed once more. The rise in
copper prices {o a new post-war record level of
245 cents per pound in September 1930 per-
mitted the relaxation of the foreign exchange
budget for Chilean imports,

Although the price of tin rose in the first half
of 1949, the value of Bolivian exports fell, mainly
because of a decline in the volume of tin shipped
to the United Kingdom. Since at the same time
there was an increase in imports—particularly of
cotton fibres and manufactures from the United
States—the export surplus of Bolivia contracted
in this period, and reserves were drawn down to
some degree. Although tin prices fell continuously

3 For the volume of the principal commodities ex-
ported by Latin America to different areas, see appendix
table IX.

351n 1949 copper and nitrates were responsible for
about 70 per cent of the total value of Chilean exports
—copper alone for 50 per cent—while petroleum ac-
counted for about 95 per cent of the exports of Venezuela
and tin for 68 per cent of those of Bolivia.
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from September 1949 to February 1950, a further
reduction of Bolivia's export surplus was avoided
because of a rise in the volume of ifs tin exports
and a reduction in its imports. Despite severe
cuts in imports in the final quarter of 1949,
Bolivia’s balance of trade was little improved in
the first half of 1950. The price of tin failed to
share in the general rise in metal prices during
this period, and the volume of tin exports fell,
particularly in trade with the United States, as a
result of difficulties in reaching an agreement on
prices with the Reconstruction Finance Corpora-
tion.?®

Although the value of Venezuela’s exports
was maintained from 1948 to the first half of
1950, there has been a reduction in its imports
since the middle of 1949 owing to the decline in
the level of United States investment in the
petroleum industry in that country. Venezuela’s
petroleum exports to western Europe, most of
which are trans-shipped from the Netherlands
Antilles in refined form, fell off in the first half of
1949, but subsequently recovered. Although its
export surplus was halved in the first six months
of 1949, when exports fell off, and imports,
especially machinery and metals, rose, the surplus
has since increased sharply as exports have more
than reached their 1948 value, while imports of
machinery have continued to decline. This has
not resulted in any increase in Venezuela’s foreign
exchange reserves over the 1948 level owing to
the drastic cut in investment from United States
sounrces since the middle of 1949.

Since mid-1950 there has been a remarkable
increase in the value of Latin American exports
owing to the higher United States demand for
raw materials and the sharp rise in prices. These
developments have led to a relaxation of restric-
tions on dollar imports. In the third quarter of
1950 the rise in Latin American exports of food-
stuffs and raw material to the United States was a
major factor in the continued reduction of the
total United States export surplus and the emer-
gence in August of a small import surplus for the
first time since the end of the war.

36 Under the terms of an agreement reached eatly in
August, approximately half of the tin production in the
first haff of 1950 which remained unsold during the nego-
tintions was to be purchased at the average July to
September world market price.

(VERSEA STERLING AREA

The oversea sterling area as a whole experi-
enced a considerable deterioration in its trade
balance during 1949 but emerged in the first haif
of 1950 with a large export surplus for the first
time since the end of the war, While the deteriora-
tion in the former period stemmed from the loss
in dollar earnings in exports to the Unijted States
and the sharp rise in imports from western
Furope—primarily the United Kingdom—the
drastic improvement in the latter period was due
to the rise in the value of exports, both to the
United States and western Europe, mainly on
account of price changes, as well as to the severe
reduction in imports from the United States.

The Union of South Africa and India accounted
for most of the reductions in imports from the
doHlar area between 1948 and the first half of
1950. The fall in the former country’s imports
was responsible for virtually all of the decline for
the group, including Australia, New Zealand and
the Union of South Africa, shown in table 69.
The corresponding reduction in the rest of the
sterling area between 1948 and the first half of
1950 was much smaller, but the drop from the
high point reached in the first hall of 1949 to the
Tatter period was more than a third.

The decline in the imports of the oversea
sterling area from the United States, and also
from Canada, was offset by larger imports from
the United Kingdom. As may be seen from
table 69, this rise occurred in the first half of
1949, and there has since been relatively little
change in the quantum of the United Kingdom’s
exports to the oversea sterling countries. However,
as pointed out later,’” though the real volume of
the United Kingdom’s exports to the sterling area
as a whole in the first half of 1950 was a little
higher than in the same period of the preceding
year, the United Kingdom’s exports to sterling
area countries, excluding India and the Union of
South Africa,*® had increased considerably. Im-
ports from the United Kingdom by sterling area
countries other than India and the Union of South
Africa, of virtually all categories of manufactures,
especially passenger cars and vehicles increased

87 See chapter 10.

88 Owing to the drastic reduction of total imports,
tegardiess of source.
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Table 69. Value of Imports of Oversea Sterling Area from Dollar Area, Western
Europe and Rest of World, 1948 to 1950 (First half)

(Based on exports of exporting countries; semi-annual rates in millions of United States dollars
in 1948 prices, f.o.b.)

Source of importa

Dollar area Non-dollar aree

Period Total Total Raat of Reat
United dollar United  western of
Canada Statos ares Kingdom  Europoe world
Australia, New Zealand and
Union of South Africa:
1948 ... ... .. oo 1,453 70 319 393 641 118 301
1949 First half | .o 1,439 63 265 334 728 104 276
1949 Second half . 1,478 59 218 282 734 113 349
1950 First half 1,418 42 155 198 786 124 310
Rest of sterling area:
1948 .. ... 69 312 406 764 172
1949 First hatf . = | 89 383 501 899 235
1949 Second half 72 303 400 891 242
1950 First half . 47 297 367 860 216

Scurcer United Nations Department of Economic Affairs, See table 68 for method of obtain-

ing values in 1948 prices,

between 1949 and the first half of 1950~with
the notable exception of textiles. Although there
was a considerable contraction of textile imports
from the United Kingdom, the general decline in
such imports and the larger share of J apan in this
trade affected the exports of the United States
and western Europe to a greater extent than those
of the United Kingdom.

The reduction of imports from the United States
between 1948 and the first half of 1950 does not
appear to have depressed the level of total im-
ports of most oversea sterling countries. Australia,
which did not reduce its imports from the United
States between these periods, continued to expand
its total imports throughout 1949 and the first
half of 1950; the level of its imports in the latter
period was nearly one-half again as high as that
of 1948, However, as table 70 shows, both India
and the Union of South Africa, whick had had
farge import surpluses with the United States and
the United Kingdom, cut their total imports
drastically after the middle of 1949,

The increase in the volume of exports of the
oversea sterling area between 1948 and 1949 was
accounted for largely by Australia and New Zea-
land and, to a relatively minor extent, by India
and the Union of South Africa. Virtually all
sterling area countries, however, shared in the
subsequent expansion which took place in the

first half of 1950. A reduction in exports to the
United States between 1948 and 1949 was more
than counterbalanced by a larger volume of
exports to other areas, principally the United King-
dom. During the first half of 1950, exports of the
oversea sterling area rose considerably, to both
the United States and Canada as well as to
western Furope.

The exports of the oversea sterling area have
been especially influenced by fluctuations in the
demand for, and the prices of, rubber, tin and
wool during the period under review. Table 71
shows the quantities of exports of these com-
modities to various areas between 1948 and the
first half of 1950. Higher imports by the United
States accounted for most of the increase in wool
and tin exports between these two periods. When
United States imports of wool declined in the first
half of 1949, western European and other im-
porters tock advantage of the buyers’ market to
increase their purchases. After the middle of
1949, the United States re-entered the wool mar-
ket on a larger scale, in order to replenish
dwindling stocks.

The movement in exports of Malayan tin was
largely determined by United States stockpiling
of this commodity, which accounted for the entire
increase in the volume of such exports in 1949,
The demand for tin from western Europe and
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Table 70.

Value of Exports and Imports of Major Oversea Sterling Area Countries,

1948 to 1950 (First half)
{In miHions of United States dollars; exports, f.o.b., and imports, c.if; in 1948 prices)

Exporta Imports
J048 1848 1248 1849

Country Senti- 1460 Semi- 1550
annual Firat Second Firat annual Firat Secand Firat

average half hatf half average half Ralf half

Australia 8246 870 805 867 675 820 874 992
Ceylon 142 137 147 162 151 178 148 174
India 648 602 738 657 734 1,068 892 695
Malaya . 406 397 408 4350 421 432 413 480
New Zealand 250 400 207 . 222 . .
Tnion of South Africa 272 271 315 358 781 714 576 485

Source: United Nations Department of Economic
Affairs. Current values converted to values in 1948

other areas has not been strong, but the fear of
shortages resulting from larger United States pur-
chases and the possibility of reduced supplies
from the Far East occasioned substantially larger
purchases during the first half of 1950. The fall
in the United States demand for rubber in 1949
was in part counterbalanced by very much larger
purchases by Burope, as in the case of wool.
When the volume of United States imports rose
in the first half of 1950 to the level of 1948,
European imports contracted to earlier levels.

Table 71.

prices on basis of dollar unit values or quantum indices.
1 Estimated.

Since June 1950 sterling area exports to the
United States have expanded rapidly. The dollar
value of exports of Malaya and Ceylon doubled
in the third quarter of 1950 as compared with the
same period a year earlier. This corresponded to
an increase in dollar earnings at annual rates of
nearly $200 million. Prices of key dollar earning
commodities of the sterling area have rocketed,
owing to the intensified buying of raw materials
stimulated by the drastic upward revision of
United States purchases of strategic materials.

Velume of Exports of Rubber, Tin and Wool by Major Sterling Area

Exporters, 1948 to 1950 (First half)

(In thousands of metric tons)

Dostination

Ttem United United Wentern Eaatern Reot of
Total Kingdom Statea Europo Europe world
Rubber zxports of Malaya and
Ceylon:
1948 Semi-annual average 5440 97.6 2130 98.9 589 786
1949 First half 500.5 889 1578 132.5 41.7 826
1949 Second half 504 8 98.6 1523 116.5 400 974
1950 First half 5213 104 4 196.2 102.1 40.3 783
Tin metal exporrs of Malaya:
1948 Semi-annual average 240 0.08 15.0 31 0.5 52
1949 First half 26.4 0.04 19.0 18 13 43
[949 Second half 29.2 0.07 256 22 0.7 06
1950 First haif 3i8.9 280 275 57 .2 27
Waol exports of Australia and
New Zealand (greasy basis):
1948 First half 418 4 167.8 386 166.2 18.1 276
1948 Second half 3341 123.2 256 1451 167 2335
1949 First half 448 2 183.3 25.0 1705 347 347
1949 Second half 348 1 147.9 387 118.3 152 275
1950 First half 4689 186.6 543 1624 28.0 375

Source: Statistical bulleting of the Rubber
Study Group and the International Tin Study

Group; Commonwealth Economic Committee,
Wool Intelligence {London).
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CANADA

There was a pronounced shift in Canada’s
trade with the United States and western Europe
from 1948 to the first half of 1950. Apart from a
moderate increase in the proportion of imports
from the United Kingdom, imports during that
period did not change materially in direction.
However, exports to the United States, which
represented about 50 per cent of total exports
during the first half of 1949, rose to 64 per cent
of the total during the corresponding period of
1950, while exports to the United Kingdom fell
from about 24 per cent to 16 per cent of the total.
Before the war, Canadian exports to the United
States amounted to only a third of its total trade;
most of the increase in its exports after the war
went to the United States. With the contraction of
exports to western Europe in the first half of 1950
and the increase in exports to the United States,
Canada’s trade was linked, to an even larger
extent than in earlier post-war years, with the
United States.

As a result of a substantial decline in the value
of exports and a somewhat smaller rise in imports,
Canada’s merchandise surplus with the United
Kingdom, which was approximately $400 million
in 1949, virtually disappeared during the fiest half
of 1950. Preliminary figures for Canada’s trade
with the sterling area during the third quarter of
1950 indicate that a small deficit has in fact
emerged. At the same time, Canada’s trade deficit
with the United States, which was about $400
million in 1949, dropped by more than half
during the first part of 1950. This reflected a large
expansion in the value of Canada’s exports to the
United States—partly as a result of price in-
creases. This movement accelerated in the third
quarter of the year and resulted in an approxi-
mate balance between imports and exports.?® Dur-
ing this period United States aid to Europe
through offshore purchases in Canada continued
on a considerable scale. Such purchases, largely

30 Although these changes may reflect temporary fac-
tors to some degree, it may be observed that the expan-
sion of petroleum production, one of the main objects
of the recent increase of foreign direct investments in
Canada, is expected in the long run to reduce substan-
tially the dependence of Canada on imports from the
United States.

for the account of the United Kingdom, amounted
to $178 million in the first half of 1950 as against
$417 million during the whole of 1949,

OTIHER AREAS

Developments during the period under review
in the trads of certain countries in the rest of the
world merit special mention, Of the countries of
the Far Fast whose trade continued to be in-
fluenced by war devastation and political diffi~
culties, China’s external trade was most affected.
Although data are meagre, it seems clear that
trade was considerably reduced during 1949,
especially in the second half of the year. The
important change in the trade of China proper
with the world has, of course, been the deteriora-
tion in trade with the United States, but trade
with other countries has suffered as well. On the
other hand, there was a large increase in the
first half of 1950 in the important entrepdt trade
of Hong Kong, especially in Chinese imports.
The value of Hong Kong exports to China (in
the currency of the former) increased from two
to three times between the first half of 1949 and
the same period of 1950; the increase was con-
siderably greater for exports to areas of China
where rehabilitation had progressed most.

A pact of alliance and mutual aid in February
1950 between the Ceniral People’s Government
of the People’s Republic of China and the Union
of Soviet Socialist Republics provided for a
substantial exchange of goods in connexion with
a loan extended by the latter *® Under this apree-
ment, the Soviet Union was to deliver industrial
installations and eguipment, including electric
power plants, machines, mining installations, trans-
portation equipment and other products and
materials needed for rehabilitation and develop-
ment; and in turn to receive raw materials and
tea in addition to gold and United States dollars
for repayment of the loan.

The abnormal post-war dependence of Japan’s
economy on imports from the United States®* was
substantially reduced after the middle of 1949 by

40 For terms of loan, see chapter 8.

#1 See earlier section in this chapter on imports from
the United States for a discussion of the reduction of
Iapanese imports from the United States and the sources
from which they were replaced. Although Japan is pri-
marily an exporter of manufactures, a brief discussion
of its trade is included im this section as a matter of
convenience.



Chapter 7. Developments in International Trade

103

some restoration of pre-war markets for its exports
and by the replacement of United States imports.
Although these developments to some extent
paralleled events in Germany, the recovery of
Japan's export trade was extremely limited, and
exports in the first half of 1950 were only a
fraction of their pre-war volume. The value of
Japanese exports more than doubled between
1948 and the first half of 1950. Despite the con-
sequent improvement in its trade balance, Japan
was unable to finance through its exporis more
than two-thirds of its imports, even in the first
half of 1950. The expansion of Japanese textile
exports, which accounted for most of the increase
in exports between 1948 and 1950, was an impor-
tant factor in the highly competitive condition of
the international market in textiles. Though of
lesser importance, the tenfold increase in Fapan's
exports of metals and manufactures, machinery
and vehicles during this period is noteworthy; to
an important extent, this increase was in copper
and copper products shipped to the United States
in the first half of 1950.

Indonesia’s trade also continued to expand
during 1949 and 1950 as its production of
peiroleum, vegetable oils, rubber and tin recovered
rapidly in spite of internal disturbances. The
marked improvement in ifs trade balance during
1950 was due in large part, as in the case of
Malaya, to the unusually heavy demand for, and
upward movement in, the prices of its principal
exports as well as to a sharp reduction in imports
from the United States.

The Philippines experienced serious difficulties
during 1949 in maintaining imports at the same
level as in earlier post-war years. This resulted
primarily from the decline in special post-war aid
and compensation for war damage by the United
States, by means of which its surplus had been
largely financed. In addition, its exports were

adversely affected by the fall in United States
demand and the iestrictions of soft currency
countries against its imports. The Philippines
sharply curtailed imports from the United States
late in 1949 as a result of the serious depletion of
foreign exchanpe reserves. Owing to these meas-
ures and to the recovery of exports to the United
States, the Philippine import surplus was sharply
reduced in the first half of 1950.

The marked trend, generally characteristic of
the Far East, towards the reduction of post-war
trade deficits, and in many cases, the reappearance
of export swpluses, was not apparent in the
Middle East in 1949, Available data suggest,
however, that the import surpluses of a number
of countries in the area declined in the first half
of 1950. The trade deficit of the region as a whole
with the United States fell by two-thirds between
the first half of 1949 and the corresponding period
of 1950, owing mainly to the reduction in imports
from the United States, but also to the increase
in exports to that country. Owing to the exclusion
of petroleum data from trade reports, it is diffi-
cult to determine the net trading position of the
region, which, exclusive of the petroleum trade,
has continued to show large import surpluses
since the end of the war. Exports of petrolenm-—
especially to western Furope—have continued to
rise at a rapid rate as production has expanded.

The rising trend in the post-war years in the
imports of the dependent territories of Africa
seems to have continued during 1949, but at a
considerably slower pace. The import surpluses
of the territories in this area, as in most other
countries exporting primary goods, increased in
the first half of 1949; however, they were reduced
the following year, owing chiefly to the rise in the
value of their exports which accompanied the
heavier demand for primary commodities and the
upward movement of prices,



Chapter 8
RECENT TRENDS IN INTERNATIONAL SETTLEMENTS

The movements in international trade discussed
in the preceding chapter account for the principal
changes in the balances of current external trans-
actions that occwred during 1949 and the first
half of 1950. The regional pattern of such balances
is given in table 72, in which countries are
grouped according to major trading areas.! The
counterpart of the balances shown consists of
international gold transactions, changes in foreign
currency holdings and other assets and the outflow
of private investments and governmental credits
and grants, of which by far the most important
during the period were the grants extended by the
United States Government. That surpluses and
deficits cannot arise unless they are financed is
obvious; what is noteworthy about such balances
in recent years is the fact that to a large extent
they have been sustained not by private capital
movements based on commercial considerations
but by deliberate action on the part of govern-
ments.

The imbalance in international transactions
which prevailed until recently is reflected in the
size of the deficit with the United States that the
rest of the world has incurred and in the fact
that every trading area included in table 72
shared in this deficit. The balances of certain
regions shown in the first column of the table do
not, in fact, reflect fully the extent of the inter-
national imbalance during 1948 and 1949. Since
every area was in deficit on current transactions
with the United States during these years, it is
evident that countries such as Canada, the Latin
American countries and the United Kingdom,
which had surpluses in their transactions with
other areas than the United States, were unable
thereby to earn dollars with which to finance their
deficits with that country. Furthermore, irrespec-

*For the definition of cuirent transactions used in
table 72, see the notes to that table,
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tive of their balances with the United States,
these regions had few opportunities of offsetting
deficits with some areas by surpluses with others.
Similar difficulties existed within several of the
regions shown in table 72, particularly among
countries in western Europe.

During the early post-war years the regional
balances were financed to a large extent through
drawings on gold and foreign exchange reserves,
liquidation of private foreign investments and
governmental loans or grants. By the beginning
of 1948, the reserves had dwindled to such an
extent and the possibility of further liquidation of
foreign investments was so limited that, in the
absence of a significant outflow of private capital
from the United States, the maintenance of the
pattern of current transactions came increasingly
to rely on governmental grants by that country.
Such financing was important not only in meeting
the deficit of the recipient countries with the
United States but also indirectly in sustaining the
network of international transactions among other
countries and areas. Thus a considerable part of
the imports of Canada and, to some extent, of
Latin America from the United States was
financed by exports to Europe paid for in dollars
provided under the European Recovery Program.
A similar function was performed, in effect, by
making part of the dollars granted to Europe under
that programme conditional on the extension of
financial assistance from participating Buropean
creditor countries to other participating countries
with which the former had a current surplus. The
effect of the drain on the resources of certain
European countries resulting from the financing of
export surpluses with their oversea terfitories and
other regions through grants, credits or the repay-
ment of outstanding Habilities—particularly the
sterling balances—was also eased through such
special assistance,
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Table 72. Balances on Current Transactions among Major Trading Areas, 1948 to 1950 (First half)

{In millions of current United States dollars)

Balance with

Latin United Feal of Continental Iest
Balance of World inited Amerizan King- aterling oo of
total States Cunada countrican dom aree countrios world
United States:
1948 ... . . cecaacane 6,100 400 1,100 300 500 3,000 800
1949 . ... 5,700 500 600 300 400 2,500 1,400
19500 2,450 400 200 50 —2030) 1,500 500
Canada:
1948 .. . .. e 400 —400 100 500 160 300 -
1949 . . L. 250 —500 30 400 10 200 100
19501 ~-250 —400 ] OO 100 - 100 50
Latin American countries:#
1948 R S 100 —1,100 100 300 - 3100 500
1949 . . 150 p—ty 50 - - - 400
19500 0 .. . . 300 w2 00 100 - - - 400
United Kingdom:
1948 . 3 00 w3 (3} 500 —300 600 500 —300
1949 - 300 et (30 - 1,000 5 -—2350
19500 400 30 e} 00 - 500 300 —250
Rest of sterling area:
1948 . —1,100 —500 —100 - —600 300 —200
1949 —1,500 el ) —100 - —1,000 200 —200
19500 - 200 - - —3500 400 —100
Continental OEEC countries:
1948 . —4,500 —3,000 300 —300 —500 - 300 w1 000
1949 —2,450 2,500 w200 - 50 —200 400
1950% e d OO0 —1,300 w1 00 - —300 —400 300
Rest of world:
1948 . . ... oL —700 3800 - 300 300 200 160
1949 . . —1,850 —1,400 ~—100 400 250 200 —400
19500 . —900 —500 w50 —400 250 100 —300

Sonrce: Uniled MNations Department of Economic
Affairs.

Fipures are estimates based on official balance of
payments and trade statistics. Owing to the lack of pre-
cise regional subdivisions in such data, and for other
reasons, the estimates furnish only peneral indications
of the order of magnitude of the balances. A descrip-
tion of the nature of such estimates and the main sources
of the dats is given in United Nations, Economic Survey
of Eurape in 1948 (Geneva, 1950}, pages 269-270.

Current transactions are defined in this table to cover
trade in poods and services (including investment in-
come} and private donations, and the balance on such
transactions is occasionslly referred to in the present chap-
ter as the balance on goods and services. This definition
differs from that employed by the Internatiopal Mone-
tary Fund in three ways. First, government granis are
not counted as a current item. Secondly, non-monetary
gold transections are excluded. The International Mone-
tary Fund includes domestic production and consump-
tion of pold {as well as changes in gold hoards) in the
current account, while changes in official gold holdings
are prouped with capital items. The difference in treat-
ment in table 72 was considered desirable in view of
the fact that, for instance, gold exported from the cur-
rent production of a pold-producing country (ie, a
non-monetary trapsaction) may be added to the official

gold reserves of the importing country, in whose ac-
counts it would appear as a capital item according to
the Fund's definition. Thirdly, in most cases the data
for investment income include the reinvested earmings
only of branch enterprises overseas, whereas the Fund's
definition includes also the reinvested earnings of sub-
sidiaries overseas.

The balances of the regions in the first column with
the other regions indicated are shown as deficits (<)
or surpluses. Balances have generally been rounded to
the nearest $100 million, except when such rounding
would give p misieading impression. Balances below $23
millien are shown as nil or negligible (~).

“Rest of sterling arca” includes (i) the dependent

oversex territories of the United Kingdom; (ii) other
countries of the British Commonwealth, excluding
Canada; and (iii) Burma, Iceland, Iraq, Ireland.
_ “Continental OEEC countries” include the follow-
ing members of the Orpanisation for European Economic
Co-operation:  Austriz, Belpgium, Denmark, Fraoce.
Greece, Italy, Netherlands, Norway, Portugal, Sweden,
Switzertand, Turkey and western Germany. The de-
pendent oversea territories of these countries are im-
cluded in “Rest of world”.

2 Exclusive of Non-Self-Governing Territories.
b First half-year at annual rate.
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Since a large part of the deficits with the United
States resulted from the financing of the rehabilita-
tion and reconstruction of war-devastated coun-
tries, it was to be expected that in due course the
recovery of the production and trade of such
countries would be accompanied by a narrowing
of the “dollar gap”. As the gold and dollar reserves
accumulated during the war by many under-
developed countries, particularly in Latin America,
were drawn down to meet demands unsatisfied
during the war, the imports of such countries from
the United States were also bound to decline, in
the absence of an expanded inflow of long-term
capital from the United States or an increase in
their exports to that country. As is shown in
table 73, a substantial drop in the world’s deficit
on current transactions with the United States had
already occurred in 1948. Following a temporary
widening of the gap in the first half of 1949, the
downward movement was resumed at an increas-
ing rate, and the deficit dropped to $1,223 million
in the first half of 1950, as compared with a half-

yearly average of $5,421 million in 1947, the post-
war peak. However, some of the regions shown in
table 72 shared in this contraction more than
others. At the same time significant changes oc-
curred in the balances of countries other than the
United States, with one another. For example,
in 1950 the surplus of Canada with other regions,
notably the United Kingdom, was greatly reduced,
while its deficit with the United States declined.
Except for the emergence of a large surplus with
continental western Europe, a similar contraction
occurred in the United Kingdom’s balances on cur-
rent transactions with various regions. To some
extent these changes reduced the need for, or in-
creased the possibility of, offsetting surpluses and
deficits among the several regions, even though in
the first half of 1950 only the rest of the sterling
area had established a surplus in current trang-
actions with the United States. The position of
continental western Furope, however, continued
to offer special difficulties because, while its deficit
with the United States declined materially, its

Table 73. International Transactions of all Areas with the United States, 1946 to 1950 (First half)

{In millions of United States dollars)

Half-yearly average 1942 1450
Ttem Rirst Second First
1948 1947 1948 half half half
Balance on goods, services and private donations —3,550 —5,421 —3,041 —3,537 2,194 —1,223
Goods, services and private donations 3,253 4,973 2496 —3,052 —1,680 —T712
Investment income® o . . —297 448  —345 -—480  —514 w311
Means of financing (net):
Liquidation of gold and dollar assets 966 2,231 390 34 ..362 —1,103
Dotllar disbursements by:
International Monetary Fund .. ... . . ... - 231 101 49 50 —12
International Bank for Reconstruction and
Development - 150 HES 16 22 28
United States Government sources:
Unilateral transfers . . . 1,144 973 2,080 2,939 2,385 2,136
Long-term and short-term loans 1,344 1,947 453 398 245 123
United States private sources:
Long-term and short-term capital® 184 378 434 g5 i 165
Errors and omissions —88%  —490  ..506 ~-539 —437 —114

Source: United States Department of Commerce,
Survey of Current Business, Yune and September 1950
{Washington, D.C.}. In the original source the signs of
the balances are reversed, showing the transactions from
the point of view of the United States.

a Including branch profits, interest and dividends. Re-
invested branch profits are included also as contra entries
in the capital account, Earnings of foreign-incorporated
subsidiaries not distributed as dividends are not in-
cluded. According to the International Monetary Fund,

the net debit of all areas with the United States on
account of undistributed profits of foreign-incorporated
subsidiaries during 1946 to 1949 was as follows, in
millions of dollars: 1946, $160; 1947, $160; 1948,
$419 (see International Monetary Fund, Balance of
g’ggmem‘s Yearbook, 1948 and preliminary 1949, page

b Excluding net purchases of obligations issued or
guaranteed by the Iaternational Bank for Reconstruc-
tion and Development,
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deficit with the United Kingdom and, particu-
larly, with the rest of the sterling area grew sub-
stantially and was far from offset by surpluses
in its transactions with the rest of the world.®

2 The countries included in continental western Europe,
referred to in table 72 as “continental OEEC countries™,

The following sections review in some detail
the changes in the regional balances of the areas
shown in table 72 and in the corresponding in-
ternational financial transactions.

and those included in the rest of the sterling area are
specified in the notes o table 72.

The Position of Major Trading Areas and Countries

UNITED STATES

During the period under review, namely, the
year 1949 and the first half of 1950, a profound
change occurred, not only in current transactions
but also in the role of financial transactions in
the balance of payments of the United States. To
facititate study of the effect of this change on
other countries, tables 73 and 74 have been ar-
ranged to show the balance of payments of the
rest of the world with the United States, that is,
deficits with the United States are negative entries
in the tables, and surpluses with the United States
are positive.

During the first half of 1949 other countries
not only depended on an unprecedented volume
of extraordinary financial assistance from the
United States but also had to draw further on
their already depleted gold and dollar assets.
From the middle of 1949 the deficit with the
United States on account of poods and services
began to contract rapidly. In the first part of this
period the change was caused chiefly by a de-
cline in imports from the United States, initiated
by the tightening of import restrictions by many
countries during the third quarter of 1949 and
affected also by the widespread devaluations of
September of that year.® The preceding chapters
have already indicated the extent to which the
transition to a lower level of imports from the
United States was also facilitated by increased
supplies from other sources. More recently the
gap has been narrowed, chiefly by rising exports
to the United States from primary-producing
countries, reflecting some expansion in quantum
but mainly higher prices of raw materials and
foodstuffs. During the period under review some
gain was also recorded in respect of the deficit
of countries with the United States on account

3 The relative importance of devaluation in this con-
nexion is discussed m chapter 10.

of services, largely as the result of the improved
position of western European countries on ac-
count of shipping and increased receipts from
the tourist trade (see table 74).

Important changes appear to have occurred
also in short-term capital movements to and
from the United States during 1949 and early
1950. The information on such movements is
incomplete, but there is reason to believe that
the residual item in the last line of table 73, de-
scribed as “errors and omissions”, represents
largely an unrecorded flow of private capital to
the United States.* The flow of such funds to the
United States, particularly from western Europe,
which was substantial in 1947 and 1948, appar-
ently reached a post-war peak of $496 million in
the third quarter of 1949 just prior to the devalu-
ation of currencies of September 1949. Following
the devaluation, the movement appears to have
been reversed in the last quarter of 1949, and in
the first half of 1950 a comparatively small net
payment to the United States of $114 million is
entered against this residual item.

In 1949 about 95 per cent of the deficit with
the United States on account of goods and ser-
vices was met through loans and grants by the
United States Government amounting to §5,947
million. These funds represented more than a
third of the total exports of goods and services
from the United States and were larger than in
1948 both absolutely and in relation to the defi-
cit. While the deficit with the United States
dropped from $3,532 million in the first half of
1949 to $1,223 million in the corresponding
period of 1950, governmental financing by the
United States declined much less, from 3$3,337
million in the first half of 1949 to $2,259 million
in the first half of 1950.

1 For a discussion of this point see United Nations,

Economic Survey of Europe in 1949 (Geneva, 1950},
pages 124 o 126.
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Table 74. Financing of International Transactions with the United States, by Regions, 1948 to
1950 (First half)

{In millions of United States dollars)

Bualences of

World United IRoat of Conti- Canada Latin Roat
T'ratagotion and period total King- aterling nontal Amarican of
dom ¢rea OEEQ eountricat waorldb
countrios
Balance on goods, services and private
donations:
1948 Half-yearly average —3,042 —129 227 1,508 -—219 w3 T 5 -—385
1949 First half . . 3,532 —160 —241 1,518 il 1 6 -390 807
1949 Second half 2,194 —3117 178 —072 —123 —251 —3553
1950 First half —1,223 17 93 — 766 —187 w80 —266
Imports from United States:
1948 Half-yearly average 6,714 331 682 2,014 969 1,581 1,141
1949 First half . 6,903 405 674 2,027 1,039 1,471 1,287
1949 Second half 5,434 320 503 1,448 891 1,234 1,038
1950 First half 5,030 236 423 1,388 926 1,233 824
Exports to United States:
1948 Half-yearly average . 3,917 202 523 401 806 1,322 663
1949 Pirst half . ... ... .. .. ... 3,721 179 492 388 771 1,286 605
1949 Second half . 3,423 141 395 314 796 1,217 560
1950 First half 3,954 137 564 374 881 1,352 646
Balance on services and private donn-
tions:
1948 Half-yearly average . —245 - —68 103 — 71 —316 91
1949 First half 3 50 66 —359 121 —148 205 —125
194% Second half w183 62 ~T70 162 —28 —234 —75
1950 First half —147 82 —48 248 142 ] 99 —388
United States Government donations and
loans (net):
1948 Half-yearly average 2,534 484 - 1,567 2 —18 499
1949 First half 3,337 567 45 2,076 6 34 609
1949 Second half 2,610 481 32 1,517 5 36 538
1950 First half 2,259 418 37 1,365 6 14 419
United States private capital {net):
1948 Half-yearly average 438 13 32 48 99 165 81
1949 First half . . 325 10 29 —65 51 196 104
1949 Second hailf 311 47 53 —36 ap 169 49
1950 First half 166 23 45 -7 61 - 44
Foreign gold and dollar assets
{increase (~})e
1948 Half-yearly average 575 244 282 91 w233 38 153
1949 First half . 400 269 105 w33 49 —82 101
1949 Second half —3290 60 49 —151 —§2 3265 99
1950 First haif —1,088 — 71 é —357 108 26 —183
Dollar transfers between foreign areas,
and errors and omissions, net (pay-
ments 1o other areas (—))4
1948 Half-yearly averape —506 12 —B9 s | 98 351 389 —347
1949 First half 3539 —686 62 g 1¢] 310 242 7
1949 Second half —437 —d471 44 —358 170 311 —133
1950 First half w14 47 -—181 ~235 229 40 14
Sonrce: United States Department of Commerce, ¢ ftem differs from changes in foreign gold and dollar

Survey of Current Business, June and September 1950.
The signs have been reversed as compared with the
original source to show the transactions from the point
of view of the respective regions with the United States
For defirition of the regions shown see table 72,

2 Exclusive of Non-Self-Governing Territories.

b Including transactions of international institutions.

reserves in that it includes changes in foreiga long-term
dollar assets and excludes changes in official gold re-
serves resulting from purchases of domestically produced
gold and from transactions with countries other than
the United States,

¢ *World total” in first column represents balance of
errors and omissions in whole account.

S OOV
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The trends described above were reflected
in the movement of gold and dollar assets of
countries other than the United States. From the
beginning of 1946 to mid-1948 these countries
relinquished gold reserves and dollar assets to the
extent of $7,248 million to finance otber trans-
actions with the United States. After a brief ces-
sation of this drain late in 1948 and early 1949,
the expansion of the deficit in the second quarter
of the year necessitated the liquidation of another
$372 million of gold and dollar assets. Follow-
ing the contraction of the deficit after mid-1949
a reversal set in, and during the nine months end-
ing 30 Jupe 1950 foreign transactions with the
United States led to the accumulation by other
countriecs of gold and dollar assets of $1,551
million, of which $648 million accrued in the
second quarter of 1950. In this quarter the in-
crease in the assefs corresponded to abouf 55 per
cent of United States governmental grants and
loans. During the same quarter the increase in
the gold and dollar assets of the United Kingdom
(which is the guardian of such assets of the whole
sterling area other than the Union of South Af-
rica) actually exceeded the financial assistance
received from the United States Government; the
increase in these assets was, however, due in sub-
stantial degree to the transactions of the rest of
the sterling area.

In addition, countries other than the United
States added an estimated $500 miilion to their
monetary reserves through the production of gold
during the nine months’ period referred to.® By
30 June 1950 the pold and short-term dollar
holdings of such countries had reached a level of
about $16,500 million as compared with $19,700
million at the end of the war (30 June 1945).°
While substantial progress had thus been made
towards reconstituting the reserve position of
most countries at the end of the war, the position
of individual countries varied considerably, as

5 This figure excludes tbhe Union of Soviet Socialist
Republics, for which data are not available. It is esti-
mated that world production of gold in 1949 (excluding
the output of the USSR) was $835 million {at $35 per
ounce). This compares with annual production in the
late nineteen thirties of somewhat more than $1,000
mitlion.

¢ These fipures exclude the holdings of the Union of
Soviet Socialist Republics and of the International Mon-
etary Fund, International Bank for Reconstruction and
Development and other international institutions. The
change in foreign gold and short-term holdings in

shown in table 75. The reserves of Canada and
of a number of Latin American countries have
in fact risen substantially above the pre-war level.
On the other hand, the reserves of the United
Kingdom, France and of most other westemn
European countries, with the notable exception of
Switzerland, have not reached the pre-war level.
Furthermore, the rise in prices that occurred both
during and after the war means that the purchas-
ing power of such reserves is considerably reduced.

As was observed above, the outfiow of funds
from the United States has represented chiefly
governmental grants and credits. In the period
under review such funds took the form largely of
grants under the European Recovery Program
(see appendix table XII). Through this and other
governmental programmes the outflow of funds to
Europe reached a post-war maximum of $4,724
million in 1949. In the second half of that year a
decline set in; the outflow in the first half of 1950
was $1,833 million compared with $2,686 million
in the first half of 1949. The outflow of govern-
mental funds to other areas, mainly the Far East,
which was somewhat over $1,000 million in 1949,
likewise declined in the fisst half of 1950.

The appropriation for foreign aid by the United
States Government covering the year ending
30 June 1951 represents a reduction of between
$1,000 million and $1,500 million in the projected
rate of expenditure for that period, compared with
the disbursements in the preceding year. Recent
developments, however, render such a projection
somewhat hazardous. In December 1950 it was
announced that, in view of the disappearance of
the dollar deficit of the sterling area, assistance to
the United Kingdom under the FEuropean Recov-
ery Program would be suspended after 1 Janu-
ary 1951, An expanded programme of stockpiling
of strategic raw materials by the United States
Government calls for purchases during the year

tables 73 and 74 reflected in these figures is not directly
comparable with balance of payments data showing
changes in foreign poid and dollar assets arising in
transactions with the United States. The difference arises
from the sale to the United States, or the addition to
reserves, of newly produced gold in the rest of the world.
The balance of payments data afso include long-term
foreipn assets in the United States which are excluded
from official monetary reserves. Furthermore, certain
countries, e.g., the United Kingdom, exclude from the
statistics of their official monetary reserves dollar bal-
ances held outside governmental institutions.
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Table 75. Gold Reserves and Short~Term Holdings of United States Dollars in
Certain Countries?

(In millions of United States dollars)

Periodb
Country Pecember  December Decomber  September Junag
1930 195 1848 1940 1050
United Kingdome 3,8854 2,476 1,856 1,425 2,422
Continental QEEC countries ‘ 7,011 6,521 4,839 5,056 5,468
Belgium . o 890 918 753 842 768
Denmark . e 81 64 7 64 67
Francee . . e 3272 1,860 741 690 742
Germanyf . . 18 7 179 148 228
Greece . . 56k 99 27 30 45
Italy . .. . . 183 94 446 542 543
Netherlands e 894 552 290 28 453
MNorway . 138 296 130 112 117
Sweden .. o 450 692 130 132 184
Switzerland e 925 1,646 1,886n 1,994k 2,150h
Turkey . . . e 104s 293 180 174 162
Canada ‘ o 493 1,876 1,175 1,277 1,340
Union of South Africa 245 920 199 127 192
Latin American countriest = . . o 1,069 3,7763 2,736 2,8651] 3,0514
Argentina o e 531 1,274 359 389 454
Bolivia . o T8 36 40 39 38
Brazil C e 76 549 441 462 441
Chile 57 149 99 iG1 102
Colombia o . o 33 206 105 100 122
Costa Rica . . ‘ . 13 il 10 ..
Cuba . ....... S . 38 319 508 479 536
Pominican Republic . . 16 40 39k 47
Ecuador e e 78 35 31 kit .
El Salvador ‘ S 9z 22 22 28k 48
Guatemala . . ‘ e 168 48 46 48k 53
Haiti .. . 73 38e
Honduras . . . 4 4 . .
Mezxico . e 86 408 189 1841 152¢
Nicaragua ‘ .. 10 7 Bk .
Panamaf 34 89 72 69 69
Paraguay L ‘ 4 3 2 .
Peru . . 31 72 73 79 78
Uruguay 94k 208 203 230% 255
Venezuela 501« 252 445 472 486

Source: International Monetary Fuad, Inter- United States dollars at end of 1938, including

S VU VU PPN

national Financiol Statistics, November 1950
(Washington, D.C.}.

a Unless otherwise stated, short-term hold-
ings of dollars include both official and private
assets in the form of bank deposits, short-term
commercial paper and short-term Treasury obli-
gations. Only gold reserves held by povernments
and central banks are included.

b End of indicated period.

¢ Official holdings only, inchuding Canadian
dollars.

¢ Gold, plus official and private holdings of

gold holdings of exchange equalization account,
_ ¢ Including gold holdings of stabilization fund
in 1939 and 1945,

f Short-term dollar assets only.

£ 1940,

b Bxcluding dollar holdings of Bank for Inter-
national Settlements,

i Excluding Non-Salf-Governing Territories.

1Total for all Latin American countries as
published by Board of Governors of Federal
Reserve System, Washington, D.C.

k End of 1949,
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Table 76. Movement of United States Private Long-Term Capital, 1946 to 1949
(In millions of United States dollars)
Type of capitael movement 1840 1047 1948 849
Direct investments:s
Qutfow 81 941 1,334 1,417
Inflow . 618 217 689 583
Net putflow 183 724 645 834
Net outflow through Bankl - 243 7 20
Other long-lerm capital:
Qutflow 335 244 285 165
Inflow . 459 401 176 219
Net outflow or inflow (—) .. —124 —Y) 109 —54
Total net outflow 59 810 761 800

Source: United States Department of Com-
merce, Survey of Current Business, June 1950.

n For definition see table 73, footnote a
b Net purchases of obligations issued or guar-

ending 30 June 1951, on the other hand, at three
times the rate in the first half of 1950.

Loans represented a minor portion of the finan-
cial assistance extended by the United States Gov-
ernment in 1949 and were even smaller in the
first half of 1950.7 The cutflow from the United
States of private long-term capital of $800 mil-
lion (net) in 1949, while representing an amount
in dollars greater than that attained in the peak
years of the 1920’s, was smaller in real terms and
of much less importance considered either in rela-
tion to the financing of exports of goods and ser-
vices or in telation to the gross national product.
As in previous post-war years, the gross outflow
consisted almost entirely of direct investments; in
fact, there was a small net inflow of portfolio in-
vestments in 1949, the net outflow of direct invest-
ments being $834 million (sec table 76).% In the

¥ The operations of the Export-Emport Bank of Wash-
ington during 1949 (seec appendix table XIII} resulted
in net lending of only $41 million, compared with $728
million in 1947, though this fipure was the result of
somewhat larger disbursements to Latin America and
other under-developed regions which were offset by re-
payments of previous loans to Eurepe. During 1950 the
Export-Import Bank’s net disbursements increased slightly,
and new loans authorized in the first eight months of
the year were $505 million, compared with $241 million
for 1949 as a whole. A large advance of $125 million
was made early in 1950 to Argentina to assist in the
liquidation of outstanding doliar obligations to United
States commercial creditors; it is thus not available to
finance further exports from the Usited States. In August
1950 the Export-Import Bank extended a credit of
$150 millon te Mexico. On 30 September 1950 the vn-
dishursed amount of authorized loans by the Export-

anteed by the International Bank for Recon-
struction and Development. Actual dollar dis-
bursements on account of loans by the Bank
were $150 million in 1947, $88 million in 1948
and $38 million in 1949,

second half of 1949 the net outfiow of direct
investments was lower than in the first half, Part
of the drop may have been related to delays in
investment decisions as the result of the currency
devaluations of September, but the decline con-
tinued during the first six months of 1950 when
the long-term capital outflow was 75 per cent of
the amount in the corresponding period of 1949.

In 1949, as in previous years, Latin America
absorbed the bulk of capital outflow for private
direct investments {see table 77), a significant
portion of which was financed by reinvested earn-
ings of existing enterprises.® Canada was next in
importance, a fact reflecting the development of
the petroleum and mining resources of that
country. Although the United States Government
adopted a policy of offering guarantee of the
transfer of the earnings of approved new foreign

Import Bank was $750 million, and its uncommitted
lending capacity $526 million,

8in 1949 and the first half of 1950 a met inflow to
the United States of $54 miilion and $16 million, re-
spectively, was recorded on account of Uniled States
long-term capital, These fipures exclude a small outflow
of long-term capital through the International Bank for
Reconstruction and Development.

® The data shown in table 77 include the reinvested
profits of foreign branches of United States entérprises
but do not include undistributed profits of foreign-
incorporated subsidiaries of such enterprises. According
to estimates of the United States Department of Com-
merce, the value of United States private direct imvest-
ments abroad increased by $4,094 million during the
period 1946 to 1949, of which $1,766 million represented
the undistributed portion of the United States cquity in
the net earnings of foreign-incorporated subsidiaries,
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investments in countries participating in the Buro-
pean Recovery Program, the outfiow of long-term
investments to Europe remained at a very low
level during 1949, The petroleum industry con-
tinued to absorb approximately 70 per cent of all
United States direct investments in the world as a
whole. Investments in industries other than petro-
leum have reached substantial proportions in the
post-war years only in Latin America; even in this
region, however, such investments underwent a
decline from $185 million in 1947 to $83 million
in 1949,

Estimates of the regional distribution of long-
term private capital exports in the first half of
1950 indicate some departure from the pattern of
1949 and the previous post-war years. While the
data for direct investments are not available sep-
arately, these may be inferred from the estimates
of the regional distribution of long-term capital
movements as a whole. It appears that the net out-
flow to Latin America dropped substantially. A
considerable portion of this change is probably
due to the reduction in the rate of petroleum de-
velopment, particularly in Venezuela. The out-
flow of long-term capital te western Europe, par-
ticularly the United Kingdom, France and Italy,
rose substantially over previous levels, but the

amounts involved remained small. There was also
an increased outflow to Canada in the first part
of 1950, reflecting mainly the further expansion
of direct investments in mineral development. The
purchase of Canadian securities in anticipation of
the appreciation of the Canadian dollar may also
have contributed to the expanded outflow in the
first half of the year, but the bulk of this move-
ment occurred in the third quarter.

It has already been observed that United States
financial assistance to western Europe has been of
importance in sustaining the imports not only of
European countries but also of many other coun-
tries that incurred a deficit on goods and services
with the United States. In the first half of 1949
such special assistance, together with the liquida-
tion of European countries’ gold and doilar bal-
ances (representing about a tenth of the assist-
ance), exceeded western Europe’s direct deficit on
goods and services with the United States by over
$1,000 million. Part of this sum was no doubt off-
set by unrecorded capital transfers to the United
States. The bulk of the amount, however, financed
imports from countries other than the United States
which require payment in dollars. In 1949 about
half the amount of such transactions was in the
form of offshore purchases, chiefly in Canada

Table 77. Net Outflow® of United States Private Capital for Direct Investment, 1946 to 1949
(In millions of United States dollars)

Latin OEEC Othar OEEC Regt
Year and {nditatryd Warld Americon conrn European depen- °
total Canada countrioss trigo countrios deneies world
Total:
1946 .. ... 1824 379 38.5 18.0 0.8 6.1 61.1
1947 . ..... 7233 13.0 441.7 47.4 1.1 530 167.3
1948 . ..., 6451 37.8 3210 48,2 5.2 68.5 i64.4
1949 . ..., 8344 103.2 480.4 33.8 13.3 383 165.4
Petroleum industry:
1946 . . ........ 1700 12.0 103.0 7.0 - 40 44.0
1947 . e, 4870 37.0 257.0 20.0 1.0 500 122.0
1948 . 486.0 44.0 205.0 38.0 2.0 61.0 136.0
1949 L. 6770 54.0 397.0 10.0 13.0 34.0 169.0
Other industries:
1946 124 25,9 ~—44.5 11.0 0.8 21 17.1
1947 o 236.5 —24.0 184.7 274 0.1 3.0 45.3
1948 cooo 1591 —§.2 116.0 10.2 32 1.5 28.4
1949 1574 49.2 834 238 0.3 4.3 -

Source: United States Department of Commerce.

n For definition of net outflow of capital see table 73,
footnote a. The data include the financing of sales of
ships to foreign flag operators {(mainly registered in
Panama} which are controlled in the United States. The

amounts involved in such transactions were as follows,
in millions of dollars: 1946, $14; 1947, $110; 1948, $40;
1949, $126.

b Division between petroleum and other industries
estimated, subject to revision.

¢ Bxclusive of MNon-Self-Governing Territories.
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and the dollar area of Latin America, financed by
the United States on behalf of countries participat-
ing in the European Recovery Program.?®

It is true that in some areas outside Europe,
notably Japan, Korea and the Philippines, direct
aid from the United States was the major element
in settling their accounts. During the period up
to the end of 1948 the same purpose was served
by the Hquidation of gold and dollar reserves
which were in many instances accumulated dur-
ing the war, particularly in Latin America. How-
ever, in the year preceding the sharp contraction
of the United States export surplus which began
in the middle of 1949, the bulk of the deficit in-
curred with the United States by non-European
countries was settled by dollars indirectly supplied
through the Furopean Recovery Program. In ad-
dition, further inroads were made on the already
depleted dollar reserves of the United Kingdom
to meet the combined deficit of the United King-
dom and the oversea sterling area. It was in
response to this development that the United
Kingdom in July 1949 undertook to reduce ifs
imports payable in dollars by 25 per cent below
the level of 1948, an action in which it was joined
by other members of the sterling area.

All the major trading regions indicated in
table 74 shared in the contraction of more than
60 per cent in the world’s deficit on account of
goods and services with the United States that
occurred between the first half of 1949 and of
1950. The drop was from $3,797 million to
$1,443 million. The outer sterling area strikingly
transformed a deficit with the United States of
$252 million into a surplus of $79 million. The
deficits of the United Kingdom and Latin America
declined substantially more than the average;
the latter’s deficit fell from $398 million to $85
million. The continental OEEC countries ac-

i¢ During 1949 such purchases amounted to a half-
yearly average of about $550 million. The figure for the
first half of 1950 was $437 million; the decline is due partly
to the policy of the United States not to authorize the
purchase offshore of certain agricultural commodities,
the domestic supply of which was declared to exceed
domestic needs.

11 In 1948, the Union of South Africa, while remain-
ing a member of the sterling area, ceased to participate
in the sterling ares dollar pool and sold a substantial
portion of is current pold production directly to the
United States to finance is deficit with that country,
This is reflected to a Jarge extent in the liguidation of
the outer sterling area's gofd and dollar assets {(amount-
ing to $387 million in the year ending 30 June 1949),

counted for about one-third of the total reduoc-
tion in the deficit, but the rate of decline in theiz
deficit was least of the several regions considered.
These changes prior to the middle of 1950 thus
tended to wipe out the deficit of many countries
with the United States; during the latter part of
1950 almost the only surpluses of the United
States on merchandise account were with con-
tinental Europe, Japan and the Philippines.

The effect of the tendencies thus far described
on the pold and dollar position of particular coun-
tries depended largely on (a) the extent to which
they continued to receive special financial assist-
ance from the United States, () the change in
the balance of their dollar transactions with areas
other than the United States, which, in turm,
depended largely on the regional pattern of their
balance of payments, and (¢) the variations in
the flow of private short-term capital to the
United States, particularly the movements in
anticipation of and following the devaluations
of September 1949. Only in the case of Latin
America did the movement of private (largely
United States owned) short-term and long-term
capital play an important part. The movement of
United States capital did assume importance,
however, in the Canadian balance of payments
with the United States during the third quarter of
1950 (see the section on Canada which follows).

The greatest gain in gold and dollar reserves
during the period under consideration was made
by the United Kingdom, whose official reserves
rose by $997 million in the nine months following
devaluation, after falling by $431 million in the
first three quarters of 1949. The increase repre-
sents the whole sterling area’s gain in such re-
serves through transactions with the United States
and other countries and through the production
of gold.1®

shown in table 74. The position of the Union of South

Afriea in relation to the sterling aren’s imternatiomal
transactions is further discussed below.

:12'The figures mentioned do not reflect the transac-
tions of the Union of South Africa, except in so far as
they resulted in pold sales by that country to the United
Kingdom. Following the devaluation, only a small amount
of the newly mined pold of the Union of South Africa
was sold to the United States. Part of the production has
been added to the South African gold reserve, while
another part has been sold to the United Kingdom
{against sterling) or elsewhere. The change from the
position in 1948 and the early part of 1949 is reflected
in the virtual disappearance of gold sales to the United
States by the outer sterling area, as shown in table 74,
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The financial transactions of the sterling area
as a whole, including its gold and dollar account,
are discussed below (see section on the United
Kingdom and the sterling area). Here it may be
pointed out that the reduction of the deficit of the
United Kingdom with the United States con-
tributed relatively little to the increase in the United
Kingdom’s gold and dollar reserve. The data i
table 74 indicate that other factors were more
important, particularly the cessation or possible
reversal of the flow of private capital from the
United Kingdom to the United States that had
occurred in anticipation of the currency devalua-
tions of 1949, the transfer of dollars to the United
Kingdom from the outer sterling area that re-
sulted from the emergence of a surplos in that
area’s transactions with the United States and,
finally, the reduction in the amount of dollars
required for settling accounts with third areas,

In summary, the relation of the sterling area as
a whole to the United States in the first half of
1950 may be described as one in which, with a
small current surplus on goods and services,
reduced requirements of dollars for settlement
with third areas, and no loss of dollars through
large-scale private capital movements to the
United States, the sterling area as a whole ac-
cumuiated gold and dolar assets (held by the
United Kingdom) slightly in excess of govern-
mental assistance from the United States to the
United Kingdom. This assistance was about 20
per cent Iess than in the first half of 1949

In contrast with the United Kingdom, the con-
tinental OEEC countries had been able to accu-
mulate gold and dollar assets in substantial
amounts in the latter part of 1948 and to a
limited extent even in the first half of 1949—
reflecting the receipt of aid from the United States
in excess of their deficit on commercial transac-
tions with that country. The factors accounting
for this shift are considered in a subsequent
section.

The Latin American countries, after the loss
of gold and doliar assets during 1945 to 1948,
began to gain such assets, particularly during the

18 This is obscured in table 74 by the use of a half-
yearly average for 1948, The gold and dollar assets of
continental OEEC countries declined by $504 million in
the first half of the year but increased by %322 million
in the second half

second half of 1949, This movement halted
abruptly, however, in the first half of 1950, despite
the fact that the region’s deficit with the United
States on goods and services declined steadily,
from $559 million in the second half of 1948 to
$85 million in the first half of 1950. Two elements
fargely account for this situation. First, the net
outflow of United States private capital to Latin
America disappeared; the net outflow of United
States long-term capital declined as a result of
smaller direct investments and some repatriation
of portfolio investmenis by Latin American
countries, and at the same time commercial debts
which had accuomulated in 1949, particularly on
the part of Brazil, were repaid on a large scale.
Secondly, the net dollar earnings in transactions
with countries other than the United States de-
clined sharply, from $242 million in the first half
of 1949 to $40 million in the corresponding
period of 1950. This no doubt reflected the in-
creased tendency towards balance in the current
transactions of these countries with Europe, to
which a moderate decline in offshore pur-
chases under the European Recovery Program
contributed.

As regards the countries grouped under “rest
of world” in table 74, the decline in their deficit
on goods and services from the first half of 1949
to the corresponding period of 1950 exceeded
the reduction in United States governmental as-
sistance. This resulted in some accumulation of
gold and dollar assets. This group includes a
number of countries with divergent tendencies—
including Japan, the international transactions of
which are discussed in a later section of this
chapter.

Included in the capital transactions under the
heading of “rest of woild” in table 74 are the
operations of the International Monetary Fund
and the International Bank for Reconstruction
and Development. The dollar disbursements of
these institutions duzing 1949 and 1950 followed
divergent tendencies. Sales of currencies by the
Fund during 1949 were only $102 million com-
pared with $214 million in 1948 and $468 mil-
lion in 1947 (see appendix table X). In the first
nine months of 1950 the Fund's operations actu-
ally resulted in net Fund purchases of gold and
dollars amounting to $29 million. The lending
operations of the International Bank for Recon-

. U S
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struction and Development, on the other hand,
which had been negligible in 1948, expanded dur-
ing the following eighteen months (see appendix
table X1). The amount of dollar loans authorized
in 1949 was $189 million, compared with $28
million in 1948 In the first nine months of 1950
further loams of $229 million were authorized,
bringing the total dollar loans since the com-
mencement of the Bank’s operations to $937
million. The undisbursed balance of the Bank’s
dollar loans on 30 September 1950 was $328
million.

CANADAM

Canada’s foreign transactions are conducted
chiefly with the United States and Iurope, and
the traditional pattern of the Canadian balance
of payments has involved the use of a large sur-
plus, resulting from transactions with the United
Kingdom and continental Europe, to finance a
deficit with the United States. The difficulty that
Europe has experienced in recent years in earning
the dollass required for imports from Canada has
occasionally interfered with Canadian exports to
that continent, but on the whole the triangular
pattern of Canada’s trade has been maintained,
at least until quite recently. The principal factor
sustaining this pattern has been the use of a por-
tion of United States governmental aid to Europe
for offshore purchases in Canada Thus, in 1948
about $475 million and in 1949, $400 million of
such aid was used to finance European imports
from Canada. Without this arrangement, not only
would the Canadian export surplus to Europe
have been much smaller, but Canada would not
easily have been able to finance the deficit on
account of goods and services with the United
States, which amounted to about $400 million in
1948 and $500 million in 1949. Canada thus
represents a striking case in which United States
aid to Europe had indirect effects of great im-
portance through the maintenance of trade
channels that would otherwise have been blocked

Other movements of funds likewise helped to
maintain Canada’s triangular trade. In the two
years 1948 and 1949, exports to the United

14 Unless otherwise stated, all values ir this section
are expressed in United States dollars,

26 Official loans and grants extended to the United
Kingdom and other countries during the period 1946 to

Kingdom were financed in part through drawings
by that country on a loan extended by the Cana-
dian Government.’® At the same time the deficit
on account of poods and services with the United
States was offset in part by loans raised in that
country by the Canadian Government and by
direct United States investments in Canada (sce
table 77).

On balance, not only was Canadian trade sus-
tained by the above financing operations, but the
country’s reserves of gold and United States
dollars, after a heavy decline in the course of
1947, increased by $496 million in 1948, largely
as the result of its improved balance of payments
in the second half of the year. This movement
slackened in the first nine months of 1949, follow-
ing a rise in Canadian imports from the United
States, but gathered momentum after the devalua-
tion of the Canadian dollar by 9 per cent in Sep-
tember 1949, In the following twelve months the
rise in reserves amounted to $805 million, of
which $535 million was added during the third
quarter of 1950

During the nine months {ollowing devaluation
both current transactions and the inflow of long-
term capital contributed to the improvement in
the Canadian payments position in relation to the
United States; the import balance declined with
the increase in the United States demand for
Canadian goods, and there was an inflow of capi-
tal mainly for the development of Canadian
mineral resources. In the third quarter of 1950 the
improved position led to a Iarge inflow of United
States private capital in anticipation of the appre-
ciation of the Canadian doliar, thus accelerating
the accumulation of gold and United States dol-
lars; during this period purchases of Canadian
securities by United States interests are estimated
to have reached $212 million, of which more than
half occurred in September 1950.

In order to overcome possible detrimental effects
on the Canadian economy of the influx of specu-
iative capital, the Government freed the exchange
rate on 30 September 1950, allowing the Cana-
dian dollar to rise above the parity established a

1949, inclusive, totalied $1,731 million, which exceeded
Canada's surplus on goods and services of $1,234 million
during the same period, After 1947, however, the outflow
of such funds declined sharply.
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year earlier.®® It was stated on behalf of the
Government that the adoption of a new fixed
parity “would not necessarily be justified by
fundamental conditions and might be found to
require reversal or further adjustment within the
not too distant future”.*” The freeing of the
exchange rate was accompanied by the announce-
ment that import restrictions, many of which had
been lifted during 1950, would be further re-
laxed at the beginning of 1931, The general struc-
ture of exchange control, however, remained in
force.

The financial developments mentioned were
largely the outcome of a striking shift towards
bilateralism in Canadian trade which emerged
during 1950 and which has been described in the
preceding chapter. Largely as the result of a
decline in exports, Canada’s surplus on current
transactions with the United Kingdom virtually
disappeared in the first half of 1950 (sec table
72). At the same time, during the first half of
1950, Canada’s deficit on current transactions
with the United States dropped to two-thirds of
the 1949 level, and in the third quarter an ap-
proximate balance between imports and exports
was achieved. Offshore purchases, largely for the
account of the United Kingdom, continued during
1950, though at a lIower rate than previously, and
contributed to the accumulation of gold and
dollars.

Latny AMERICAN COUNIRIES'

In Latin America’s pre-war relationships,
blurred to a certain extent during the 1930’s by
the tendency towards bilateral trading, triangular
transactions played a considerable part. Normally,
the region’s tropical countries, as well as Chile,
employed an export surplus with both the United
States and continental Furope largely for the

16 The Articles of Apreement of the International
Monetary Fund stipulate that member countries shall
not allow their exchanpge rates to fluctuate more than
one per cent more or less than the par value established
in agreement with the Fund After having been con-
sulted by Canada, the Fund announced that it recop-
nized the exipencies of the situation which led Canada
to free its exchange rate and that it took ndle of the
intention of Canada to re-establish an effective par value
as scon as circumstances should warrant. At the end of
October 1950 the domestic selling rate of the Canadian
dollar was 1.05 Canadian dollars per United States dol-
lar as compared with the previous parity of 1.10.

settlement of the yield of foreign investments.
Argentina and Uruguay, on the other hand,
financed an import balance with the United States
through an export surplus with Europe.

In the early post-war years, when the supply of
European goods was severely limited, the United
States replaced Europe as the major supplier of
manufactured goods in Latin America.’® Europe
incurred a large ifmport balance with Latin
America, financed in part by the use of European
goid and dollar holdings, the acquisition by Latin
American countries of sterling and other soft
European currencies, the liquidation of invest-
ments in Latin America, particularly those of the
United Kingdom in Argentina and Brazil, and the
extension of credits, mainly on short term, by
several countries in the region. Of importance
also, particularly in 1949, was the financing of
Latin American exports to Furope by the United
States through offshore purchases under the Euro-
pean Recovery Program. The dollars thus earned
in transactions with western Europe and the liqui-
dation of gold and dollar balances accumulated
during the war helped to finance large imports by
Latin America from the United States, both of
consumers’ goods which had been unobtainable
during the war and of capital goods required to
maintain relatively high levels of investment.

Significant changes have occurred since 1948
in the regional pattern of Latin America’s current
transactions, as shown in table 72. In 1948 a
deficit with the United States of over $1,000
million was accompanied by a surplus with other
regions of about $1,200 million. By the first half
of 1950 the deficit with the United States had

17 The Canadian Minister of Finance, in announcing
the decision to free the exchaonge rate on 30 September
1950, referred to the capital inflow as follows:

“An influx of funds on this tremendous scale would,
if it continued, be likely to exercise an inflationary
influence in Canada at a time when government policy
in all fields is directed to combating inflationary de-
velopments. Moreover, the accumulation of foreign
exchange under such conditions would mean that
Canada was in effect incurring a substantial increase in
its pross foreign debt and annual service charges with-
out any corresponding increase in its productive re-
sources or ability to export.”

18 FIxclusive of Non-Self-Governing Territories.

9 Thete was some evidence of this tendency even in
the inter-war years. See chapter 9 for 2 discussion of this
question.
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shrunk to $200 million (at an annual rate), while
the surplus with other regions had dropped to
$500 million.*®

The reduction in the deficit with the United
States was due largely to a drop in imports from
a half-yearly average of $1,581 million in 1948
to $1,233 million in the first half of 1950. Despite
the dwindling of the region’s gold and dollar
reserves as early as 1947, the demand for imports
in most countries remained strong, largely as the
result of pressure generated directly or indirectly
by the high level of investment. To kecp the de-
mand within the limit of available resources
without a further loss of reserves, imports weic
curtailed by the direct controls on trade and pay-
ments introduced in many couatries in 1947 and
subsequently tightened. During 1949 there was
also a tightening of restrictions on the transfer of
income from United States investments in the
region, particularly from Argentina, Brazil and
Chile. As a result of these measures the previous
decline in gold and short-term dollar assets was
reversed in 1949 and some progress was also
made towards reducing a considerable accumula-
tion of short-term commercial debt incurred dur-
ing 1948, largely by Argentina and Brazil It has
been pointed out above that despite the decline
between 1945 and 1948, the gold and dollar
holdings of most Latin American countries—with
the marked exception of Argentina—remained
well above their pre-war level, in contrast with
those of western Europe.** Table 75 aiso indicates
the divergence of Cuba and Venezuela from the
general trend, during the period from 1945 to
1948, towards the reduction of the gold and dollar
holdings of Latin American countries. This was a
consequence of their favourable export position,
sustained partly through offshore purchases,
which enabled them to carn dollars through trans-
actions not only with the United States but also
with soft currency countries in Furope. The posi-

20 On trade account alone Latin Americy had a sui-
plus with the United States of $76 millien (at an annual
rate) in the first half of 1950 Most of the surplus of
Latin America with the “rest of world” shown in table 72
consisted of exports of crude petroleum from Venezuela
to the Netherlands Antilles for refining and export to
Europe and other icgions.

2 In addition to the reserves of official institutions the
fipures for many countries appearing in table 75 include
the holdings of private interests, which are sizable in the
case of some Latin American countries.

tion of Venezuela was particularly favourable as
the result of its expanded production of petro-
leum, much of which was sold to Europe.

Apart from a slight fall in the early part of
1949, the value of the region’s exporis to the
United States was maintained at about the same
level between 1948 and the first half of 1950 (see
table 74). However, this fact obscures important
differences in the export positions of individual
countries within the region. Owing to the sharp
rise in the price of coffee towards the end of 1949,
there was a substantial increase in the value of the
exports of the coffee-exporting countries, despite
a substantial decline in the guantity exported. The
main beneficiaries of this increase were Brazil,
Colombia, Costa Rica and NMicaragna. However,
Colombia gained relatively little, owing to the
failure of its crop in the first half of 1950, and
the favourable effect on the exchange receipts of
several countries was deferred owing to sales on
the basis of advance contracts

On the other hand, several countries in the
southern part of the region, notably Argentina
and Chile, experienced a sharp decline in their
export proceeds during 1948, the former mainly
as the result of a decline in the quantam of ex-
posts, the latter as the result of a severe drop in
the price of copper. As a result, their balance of
payments position, alieady precarious, was se-
verely strained. Argentina was in a particularly
vulnerable position because of its dependence on
imports from the United States and its limited
dollar receipts from western European countries,
to which offshore purchases under the European
Recovery Program did not make a significant
contribution.® As is shown in table 75, Argen-
tina’s gold and short-term dollar assets declined
from $1,274 million at the end of 1945 to $359
miliion at the end of 1948.* After May 1948 few
doilar remitfances were approved, and commer-
cial debts estimated at over $200 muilion accuo~
mulated in the United States. Small progress was

** The bulk of such purchasing occurred in Chile,
Cuba, Mexico and Venezucla.

=3 These data include private as well as official hold-
ings. Argentina's official pgold and foreign exchange
holdings, including sterling balances, declined from $1,696
million at the end of 1946 to $809 million at the end
of 1948, Part of this decline was due to the use of
sterling balances for the purchase of British railways in
Argenting in 1948
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made in liguidating these debts until the middle
of 1650 when the Export-Import Bank of Wash-
ington granted a credit of $125 million to finance
their repayment. Argentina also effected a partial
devaluation of the peso against the United States
dollar (but not against sterling) in QOctober 1949
and a general devaluation in August 1950.

The drop in the price of copper during 1949,
from about 24 cents to about 16 cents per pound,
in conjunction with the continuation of strong
inflationary pressures, created severe payments
difficulties for Chile. Restrictions on imports from
the United States were tightened, and early in
1950 a substantial depreciation of the exchange
rate applicable to commercial transactions was
effected. Similar steps were taken by Bolivia and
Peru. In November 1949 Peru abolished its offi-
cial rate of exchange and permitted all exports
and authorized imports to be transacted at a rate
left free to fluctuate according to supply and
demand. The exchange system of Bolivia was
modified several times, and in April 1950 the
par value of the currency was changed from 42
bolivianos to 60 per United States dollar.

With the general rise in the price of primary
products that gained momentum in 1950 the
dollar position of most Latin American countries,
including the non-tropical areas, was consider-
ably eased. Nevertheless, while a few countries
relaxed their resirictions on imports from the
United States, the maintenance of balance in their
payments with that country generally continued
to depend on such controls, As earnings from
exports increased during 1950, restrictions on the
transfer of income from foreign investments were
also relaxed in several countries. However, there
was a concutrent improvement in the shipping
and tourist accounts of the region generally, with
the result that the deficit on account of services,
including investment incotne, was reduced to $199
million in the first half of 1950 as compared with
a half-yearly average of $316 million in 1948.

2t As noted previously, these data do not include the
undistributed profits of United States subsidiaries incor-
porated in Latin America. According to estimates of the
Umteq States Department of Commerce the total value
of United States private direct investments in the Eatin
American countries (exclusive of Non-Self-Governing
Territories) increased by $1,784 million during the period
1946 to 1949; 5547 of this amount represented the
reinvested earnings of subsidiaries incorporated in the
countries of the region.

It has been pointed out above that Latin
America has been the main area to which
United States private long-term capital has been
attracted during the post-war period. The net
inflow of private long-term capital was almost
exclusively in the form of direct investments,
which amounted to $321 million in 1948 and
$480 million in 1949, including the substantial
reinvestment of earnings of branch enterprises.™
In view of the concentration of such investiments
in mineral development, they played a significant
part in the balance of payments of only a few
countries in the region, notably Venezuela. With
the completion of the major petroleum develop-
ment project in that country, the rate of inflow
of long-term capital to the region dropped sharply
in the first half of 1950.%

Throughout the period under review the dis-
bursement of funds from loans received by Latin
American couatries from the International Bank
for Reconstruction and Development was rela-
tively small, amounting to only $36 million in
1949 and about the same figure during the first
nine months of 1950, However, the total of loans
to Latin America authorized during 1949 and
the first nine months of 1950 was over $200 mil-
lion, and the rate of disbursements increased
towards the end of 1950. As pointed out earlier,
the operations of the Export-Import Bank in
Latin America were also on a modest scale in
1948 and 1949 but increased considerably in
1950, when more than $350 million of new credits
were authorized during the first nine months of
the year,*®

As shown in chapter 7, the sharp decline that
occurred in 1949 in Latin America’s trade surplus
with western Europe resulted largely from a drop
in exports. This change was accounted for mainly
by the fall in Argentina’s exports; in fact, the
shortage of sterling in Argentina became almost
as acute as the shortage of dollars, and strict
controls were imposed on imports from the ster-

2 The net outflow of United States long-term capital
(including portfolio investments) to Latin America was
8275 million in 1948, $450 million in 1949 and $67 mil-
lionn in the first half of 195¢. Preliminary estimates of
the United States Department of Commerce indicate,
however, that the outflow increased considerably in the
second half of 1950,

20 This fipure includes the credit of $I25 million to
Argentina which, as mentioned previously, was not avail-
able to finance additional imports.
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ling area.”” In 1949 Argentina’s exports were
affected by domestic factors reducing the supply
of exports, and also, as pointed out in chapter 7,
by the resistance of importing countries to high
prices of Argentine exports. While there was a
substantial expansion of Argentina’s exports io
continental western Burope in 1950, exports to
the United Kingdom declined owing to disagree-
ment over the price of meat. The failure of pro-
tracted negotiations between Argentina and the
United Kingdom over the sterling price of meat
led to the virtual suspension of meat shipments
during the second half of 1950, and the issue
remained unresolved at the end of the year

Following the devaluation of sterling, Brazil's
exports to the United Kingdom were also affected
by disagreement over Brazil's demand for the
sterling equivalent of the dollar price of coffee
and other exports. Brazil's exports to other wes-
tern European countries also dropped, while im-
ports increased. At the same time a large part
of Brazil's previously accumulated sterling bal-
ances had been used or set aside for the repatria-
tion of its long-term sterling obligations pursuant
to the agreement with the United Kingdom of
1947, and the residue of Brazil's sterling balances
remained blocked. In consequence, during the
latter part of 1950, Brazil experienced a shortage
of sterling to finance current transactions and also
accumulated commercial debts in the United
Kingdom. A similar stringency developed in
Brazil's payments with Belgium and Sweden. De-
spite increased dollar earnings, Brazil found it
desirable to purchase £10 million in sterling from
the International Monetary Fund in Fanuary
1951 .=

During 1950 Latin America’s trading relation-
ships with western Europe began to be influenced
by the expansion of production and the improved
competitive position of that region following the
currency devaluations of 1949. Imports from
western FEurope increased substantially in quan-
tumn, though not greatly in dollar value, owing fo
the effect of the devaluations on prices. At the
same time, rising prices of raw materials and

. ¥ Most of Argentina’s sterling bajances had been
liquidated previously, to a large extent in connexion with
the purchase of the British railways in 1948,

%8 Brazil had previously purchased 37.5 million of
Tnited States dollars from the International Monetary

foodstuffs somewhat increased the dollar value
of Latin America’s exports to western EBurope,
particularly if comparison is made with the first
half of 1949, despite a considerable drop in the
quantum of exports from the level of that period
Thus the balance with western Furope on current
transactions remained small, as in 1949, though
the quantum of imports into Latin America was
considerably higher. Towards the middle of the
year—even more in the second half of 1950—the
rise in the prices of Latin America’s exports
tended again to shift the balance in the direction
of a larger surplus with western Europe, though
that region’s lack of means to finance such a sur-
plus was bound to keep the balance within fairly
close limits. The prospect for the short run, at
any rate, was that with the settlement of outstand-
ing issues concerning the sterling prices of Argen-
tina’s and Brazil’s exports there would be a further
expansion of trade on a closely balanced basis.
Several agreements during 1950 between Latin
American and western European countries, par-
ticularly western Germany and the United King-
dom, tended in this direction.

The shift towards a closer balance in Latin
America’s current transactions with western
Europe between 1948 and 1950 is indicated to
some extent in the decline in the receipt of dollars
by Latin America from transactions with areas
other than the United States, as shown in table
74.2® Such transfers appear to have declined from
$800 million in 1948 to $550 million in 1949 and
to have practically disappeared in the first half of
1950. These data do not, however, reveal the full
extent of the decline in the surplus on current
transactions between 1948 and 1949, since in the
former year a substantial part of the balance was
financed by the sale of capital assets by western
European countries, particularly the United King-
dom, and by the extension of credits by Latin
America. The virtual disappearance of these
sources of financing in 1949 was offset to some
extent by the rise from $140 million in 1948 10
$320 million in 1949 in offshore purchases in the
region under the European Recovery Program.
However, such purchases dropped to $114 mil-

Fund in 1949, the only sizable purchase from the Fund
by a Latin American country during 1948 to 1950,

0 This acconnt, as stated previously, includes “errors
and omissions” in the other accounts as well as transfers
of dollars from areas other than the United States
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lion in the first half of 1950 and were scheduled
to decline further with the approaching termina-
tion of the programme.®®

Since Latin America exports primary products,
the supply of which is relatively inelastic, its bal-
ance of payments is highly sensitive to fluctnations
in demand in industrial countries, particularly the
United States. At present, therefore, conditions
are favourable to the region; the tropical and the
mineral producing countries in general have re-
stored to some extent the export surplus with the
United States that was a normal feature of their
foreign transactions before the war. It has been
pointed out above, however, that inflationary
pressures, originating in the high level of invest-
ments maintained in the region in recent years in
conjunction with the monetary and fiscal policies
pursued, have tended to raise imports and that, at
least until recently, transactions with the United
States have been strained and have been main-
tained in balance in most countries of the region
only by means of severe import restrictions,

So far as the impact of the improved dollar
position of Latin America on relations with wes-
tern Europe is concerned, it is necessary to dis-
tinguish the position of the tropical and the min-
eral producing countries from that of Argentina
and Uruguay. As already observed, the exports
of the former are oriented largely towards the
United States and in the past such countries em-
ployed a surplus with the United States to finance
a deficit on current transactions with countries
in western Europe, particularly the United King-
dom. In contrast, the “normal” balance of the
trade of Argentina and Urugeay with the United
States is passive, and balance in their total ex-
ternal transactions depends to a much larger
extent on their ability to dispose of their exports
in Furope.

An important factor in the past relations of
both groups of Latin American countries with
western Europe has been the necessity of trans-
ferring to that region considerable amounts on
account of interest and dividends. In the case of

16 The decline during the first half of 1950 of net
dollar receipts by Latin America from the other areas,
as shown in table 74, is considetably greater, however,
than would be expected in view of the level of offshore
purchases and the fact that the disbursements of the
International Bank for Reconstruction and Development
are included in this item. This sugpests that there was an

Argentina this transfer was rendered possible by
an export balamce with BEurope; other Latin
American countries discharged such obligations
largely through their export balances with the
United States. The liquidation of a considerable
proportion of FEurope’s investments in Latin
America during the early post-war years seived
to maintain Furopean imports of necessities at a
time when that continent had little to export in
exchange. In consequence of that liquidation,
Europe’s income from investments has been sub-
stantially reduced, but not so Europe’s require-
ments of Latin American products. In the circum-
stances, there is strong piressure on Europe to
expand its exports to Latin America. In view of
the continued dependence of continental western
Europe on an import balance with the United
States, there is in fact an additional pressure in
the direction of establishing an export surplus
with the tropical portion of Latin America (as
well as with tropical countries elsewhere) through
which to finance payments due the United States.
At the end of 1950, however, Europe had not yet
succeeded in carning significant amounts of dol-
lars in trapsactions with Latin America despite the
sharp increase in that region’s dollar income; the
effect of the recent rearmament programmes on
Europe’s export industries and on its terms of
trade with primary producing countries may be
adverse to the development of such a surplus.
Moreover, account must be taken of the special
conditions underlying the present level of demand
for imports in the United States and the corres-
ponding price relationships under which the re-
cent Latin American export surpluos with the
United States has arisen. For these reasons it
appears that a lasting solution to this very im-
portant problem in international commercial rela-
tionships is not yet in sight.

UnitEp KiNGDOM AND THE STERLING AREA™M

By 1948 the United Kingdom had made sub-
stantial progress in reducing the large deficit in its
current transactions which had characterized the
early post-war years. The improvement resulted

unrecorded outflow of capital from Latin America and

perhaps also small dollar payments to settle deficits in
current transactions with some European countries,

31 See table 72 for definition of the sterling area. In
the following discussion the phrases “rest of the sterling
area” or “outer sterling area” are used interchanpeably
to refer to sterling area outside the United Kingdom.
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largely from an expansion of the United King-
dom’s exports, but also from increased earnings
on account of shipping and other services and
from a decline in the large governmental expendi-
tures abroad, mainly on account of military and
relief activities. Further gains were recorded in
the first half of 1949, as shown in fable 78, and
a small surplus on goods and services emerged.

Despite this approximate balance with the
world as a whole, the settlement of the United
Kingdom's international accounts continued to re-
quire a large amount of special external assist-
ance in the form of doHars. The reason for this is
indicated in table 72, which shows that in 1948
the regions with which the United Kingdom had a
surplus, namely the rest of the sterling area and
continental western Europe, themselves incurred
large dollar deficits, The United Kingdom’s sur-
plus with the rest of the sterling area therefore
could not be converted into dollars but was
financed inmstead by capital exports from the
United Kingdom in the form of repayment of
claims on the United Kingdom accumuiated dur-
ing the war—"‘sterling balances”—and a large out-
flow of governmental and private capital.

In 1949, w